30/ 01/ 1999
Results of controls very gratifying: PM

Hardev Kaur in Davos

DAVCS, Fri: Ml aysia is bouncing back fromthe brink. The results of the
sel ective capital controls inposed | ast Septenber "have been very
gratifying" and there is no reason to renpbve themnow, Prinme M nister
Datuk Seri Dr Mahat hir Mhamad says.

Busi nesses have been revived and are doing well. Share prices have gone
up, non-performng loans (NPLs) are falling and conpani es and banks are
heal t hy agai n, he said.

In a | uncheon address at the World Economic Forumentitled "Ml aysi a:
Bounci ng back fromthe brink", the Prinme Mnister said the repatriation of
ringgit assets fromabroad has enabl ed the Government to recapitalise the
banks and purchase NPLs without having to depend on foreign | oans.
Retrenchnent is mnimal. In fact, the country is still considered to be
enjoying full enployment. Inflation is only at 1.5 per cent above the
average yearly rate. There is no shortage of food or nedicine or fuel. The
supermarkets are well stocked, there are no riots and people can nobve
about anywhere in the country safely.

In addition, whereas for al nbst a decade there was a deficit in the

bal ance of paynent, there is now a huge surplus. Reserves have shot up to
US$27 billion (US$1 = RV3.80) from US$20 billion between Septenber and
Decenber, which are sufficient to sustain over five nonths of retained

i mports.

The stock market has risen froma | ow of 260 to about 600 points now.
Conpani es are able to service | oans and borrow agai n and busi nesses have
been largely revived.

Property and notor vehicle sales have al so i nproved significantly. In
short, all indicators point to an econonic recovery.

Even so Malaysia is a small trading nation. The extent of its rebound

hi nges on the world's economy. Malaysia will not recover fully if the
wor |l d does not recover, and "it (the world) will not recover if it regards
capitalismas a religion", Dr Mahathir said.

Wil e there may be other reasons for the recovery in Ml aysia, there can
be no doubt that currency and capital controls play a magjor role. It
cannot be a coincidence that the healthy economnic indicators began to show
al nost inmredi ately after controls were inposed, he said.

Those who did not condemn the controls outright have "asked us when we
woul d stop? They admit that controls have hel ped to stabilise and revive
t he Mal aysi an econony but they insist that they are retrogressive steps.
Now that stability has been achi eved the controls should be renpoved".

The answer is "we see no reason to renove themnow', the Prine M nister
said. The experience of Latin Anerican countries show that as soon as
their economnies recover fromthe effects of attacks on their currencies,
the currency traders woul d be back to | aunch another attack, and with
equal Iy di sastrous results.

Clearly, as long as the international financial regine allows the
currency traders to deval ue currencies, there is no guarantee that they
wi |l cease and desi st sinply because financial reforns have been carried
out faithfully.

"The currency traders are not interested in the good behavi our of
governnents. They are only interested in there being sufficient wealth to
rob. Countries with worse governnents are left free of attacks if they are
too poor to be robbed through currency deval uation



"The controls will therefore remain in place until the internationa
communi ty devises a new financial reginme which curbs the activities of
currency traders," Dr Mahathir said.

No country, not even the great US, can withstand the onsl aught of
currency traders. The USwill simlarly go under if the dollar is deval ued
by 50 per cent and the Dow Jones index plunmets to 2,000 points.

In Mal aysia, its currency was deval ued by 80 per cent at one tinme and

the stock market index sank to 260 from 1,200 points, w ping out al nost
US$300 billion in nmarket capitalisation.

Furthernore, the International Mnetary Fund (I MF) used "its Ml aysi an
cronies" to force interest rates higher, to squeeze credit and shorten the
period for declaring | oans as non-performng to three nonths, fromsix
nmont hs previously.

"I't was suggested that high interest rates woul d keep our noney out of
the hands of the currency traders. Instead it flowed massively to

Si ngapore, where even higher interest rates were offered."

Dr Mahathir said the currency traders needed to borrow t he noney only

for a short period and therefore did not mind the high interest rates.
They kept on deval uing the currency while Ml aysia ran desperately short
of credit.

As a result, the econony went into a tailspin. The foreign observers

were happily predicting that Ml aysia woul d soon seek | M- | oans and accept
| M= controls. "That neans Mal aysia nust allow foreigners to take over

Mal aysi an banks, privatized utilities and busi nesses. The | onger Ml aysi a
bal ked, the | ower the shares would fall and the cheaper it would be for
foreigners to pick up the distressed Mal aysi an corporations."”

In explaining the reasons for Mal aysia's selective currency controls, he
said the tradi ng of Mal aysian securities in Singapore had a big inpact on
t he Kual a Lunpur Stock Exchange (KLSE)

Short-selling in Singapore rapidly pushed down KLSE share pri ces,

causi ng distress to Mal aysi an banks and cor porati ons.

"Tradi ng (of Mal aysian securities) in Singapore had to be stopped, or

Mal aysi an banks and conpani es woul d go bankrupt and we woul d be forced to
|l et foreigners take over all our businesses. W Ml aysians woul d t hen be
mere workers in forei gn-owned conpanies.”

Dr Mahathir invited his audience to Malaysia to see for thensel ves

whet her the controls had harned the country. Ironically, in the

I nformati on Age the only way to get real information is to go and see for
yoursel f, he said.

"Talk to the average Mal aysi ans, not just to the few who are anti -
Governnent. Find out if the people are interested in rioting and
overthrowi ng the Governnent. Meet the nanagers of 100 per cent foreign-
owned i ndustries and ask them how they are doing."

What is worse is that apart fromcurrency traders and stock narket

rai ders, Malaysia also had to contend with a hostile Western nedi a.

"They distort all reports on Malaysia ... if you depend on themyou w ||
never know the truth. They are not above fabricating stories if they are
agai nst you. And they don't like countries that do not "kowow to them"
he sai d.

"They deny others free speech while they preach the sanctity of free
speech for thensel ves."

There have been cancel |l ati ons by hundreds of tourists because Ml aysia
was described by the Western nedia as "a war zone", Dr Mahat hir said.
"Power, it seens, has corrupted the press."”

Mal aysi a has faced "three great crises" since Wrld War |1, he said.
First, the war agai nst the communi st guerillas, then the race riots in
1969 and now t he financial and economi c crisis.



Just two weeks before the crisis erupted, Ml aysia was held up by | M
managi ng di rector M chel Candessus as "a good exanpl e where the
authorities are well aware of the challenges of managi ng the pressures
that result fromhigh growth and of maintaining a sound financial system
am d capital flows and a boom ng property market".
Yet, the Prime Mnister said, the country went into financial turnoil
together with other East Asian countries as its currency was attacked by
currency traders.
I nstead of blam ng these currency nmani pul ators, the Government was
bl anmed. The governnents of East Asia were all said to be corrupt, to
practi se cronyi smand nepoti smand were not transparent, conveniently
disregarding the fact that they were able to develop their countries so
fast that they were described as "niracle econonies".
"W are not taken in by clains that the market is disciplining
governnents," Dr Mahathir said. If there is no noney to be nade, they
woul d not care less if these governments were run by bandits.

( END)
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