16/ 07/ 1999
Prestowitz: Selective controls could be big factor in recovery

Zur ai mi  Abdul | ah

A FORMER US trade official Clyde V. Prestowitz Jr, described by National
Journal as "Wen Cyde Prestowitz tal ks about trade, the White House
listens”, yesterday supported Mal aysia's sel ective capital controls and
said that they could probably be a major factor to the country's economc
recovery.

"I ama supporter of limted capital controls. Frankly, | amsurprised
that many (crisis-afflicted) countries did not adopt |imted capital
controls..

"lI've been synpathetic with the neasures that Mal aysia has taken for
which it was criticised by the | M- (International Mnetary Fund) and many
| eadi ng economni st s.

"But | think experience at the nmonent is showing that Malaysia is
recovering and apparently the capital controls have done no harm and
probably contributed to the econony," he said.

On when the controls - which included the fixing of the ringgit to
RMB. 80 per US dollar and maki ng the currency non-convertible overseas -
should be lifted, he said:

"The Governnent is aware of the dangers of the risks involved in
i mpl ementi ng controls.

"I think they are | ooking carefully at the international situation and
recogni se the need to maintain a positive environnent for investnment, but
| can't make recomrendati ons on when they should lift them™

Prestowitz, who was briefing the Press in Kuala Lunpur on his four-day
visit to Malaysia, is the founder and president of Econonic Strategy
Institute, a non-profit research organisation specialising in issues of
gobal i sati on and conpetitiveness.

From 1981 until 1986, he was successively deputy assistant secretary of
comerce, acting assistant secretary of commerce and counsel or to the
comrer ce secretary.

Prestowitz had previously held discussions with Prime M nisiter Datuk
Seri Dr Mahat hir Mhamed and First Finance M nister Tun Dai m Zai nuddi n on
Mal aysi a' s economic policies and the regional crisis, anpong others.

He al so had been briefed by officials of the International Trade and
I ndustry Mnistry, Bank Negara, the National Econonic Action Council, the
Kual a Lunpur Stock Exchange, Mal aysian |Industrial Devel opment Authority,
Pengur usan Danaharta Nasi onal Bhd and Dananodal Nasi onal Bhd.

Prestowitz said the country was "definitely on the recovery path".

He outlined three major contributing factors; the substantial surge in
export volune, the various stinulus neasures taken by the Government, and
t he banki ng and financial sector recapitalisation and rehabilitaton
efforts.

He said the return of confidence fromthe efforts had led to the
stabilisation of the | ocal stock market and increase in investments and
donesti c demand.

On whether the country's recovery is sustainable, he said: "In short to
mediumterm the prospect is reasonably good. But, the country has to be
realistic that the gl obal econonmy remains fragile."

He cautioned that devel opnents in other countries especially the world's
| ar gest econony, the US, would influence the situation in Ml aysia, and
that the country nust diversify its export base to reduce its heavy
reliance on el ectronics.



"It is a fairly narrow basis for econonic recovery as el ectronics
exports in turn are heavily dependent on the American market.

"(Also) it seens that every country in the world wants to be an
el ectronics exporter.”

El aborating on some of the vulnerabilities of the econony, Prestowitz
said that up until now, Mal aysia had been conpeting on the basis of lowto
medi um val ue-added but it can no | onger conpete on the basis of cheap
| abour.

"I know that the Governnent is taking great efforts to increase training
progranmres and educati onal opportunities in new technol ogies and the
opening of the Multinedia Super Corridor is a very encouragi ng sign.

"I think that is an inportant kind of diversification," Prestow tz said.
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