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MALAYSI A' S success with capital controls is an obvi ous source of
frustration for the International Minetary Fund (I MF). Wil e the body
acknow edges in sone of its literature that the controls have worked, sone
of its senior staff still appear unprepared to say outright that the
nmeasur es have worked even better than they had expected.

| M= s First Deputy Managi ng Director Stanley Fisher appeared
unconf ort abl e when asked about it in Davos, Switzerland. "I don't think
(they have worked as well) ... what neasure of success do you use?

Mal aysia's controls went into place after the crisis," he said, addi ng
t hat "Mal aysi a has not done better than Thail and".

When rem nded that Ml aysi a has not done any worse than its nei ghbours,
he chose to ignore the statenent, saying instead: " by t he way,

Mal aysi a had the best initial conditions of any country in Sout h- East Asia
(before the crisis)."”

Many peopl e attendi ng the annual World Economic Forum (MEF) in the sk
town of Davos in the Swiss Alps this year conmented that Prine M nister
Dat uk Seri Dr Mahat hir Mohamad "nust feel vindicated". At |ast year's
nmeet, however, there were many sceptics even as Dr Mahathir told
participants that without the selective capital controls, the country
woul d have gone bankr upt.

The prophets of doomcane out in full force when Mal aysi a announced t he
controls in Septenmber 1998. They "predicted" that there would be a rush to
t he door when the one-year noratoriumended i n Septenber 1999. Al
predictions proved grossly wong.

Forecasts for economc growmh this year are robust. For 1999, the Gross
Donestic Product (CGDP) growth is expected, by sone anal ysts, to be about 5
per cent and for the year 2000, 5.5 per cent.

Mal aysi a has not cut itself off fromthe rest of the world; its trade
figures are a testinmony to this. The trade surplus of RMr2.3 billion
recorded | ast year is al nost 24 per cent higher than the 1998 fi gure of
RVB8.4 billion. The trade surplus of RVB.6 billion for Decenber 1999
represented the 26t h consecutive nonth of trade surpl us.

Donesti ¢ demand has i ncreased but prices have renai ned stabl e even as
the country continues to experience full enployment. On top of this, it
continues to provide enpl oyment to sone one million foreign workers.

According to AT Kearney's FDI Confidence I ndex issued in January 2000,
Mal aysi a "has advanced a remarkabl e 29 positions - and 14 positions in the
past six months - in overall investrment destination preference”.

(This index is constructed using prinmary data froma proprietary survey
covering seni or executives of theworld's 1,000 | argest corporations.
These corporations account for al nbst 70 per cent of total gl obal FDI
outfl ows, represent 35 countries and 24 different industries).

Forei gn reserves at the end of | ast year had increased to US$31 billion
sufficient to cover 6.1 nonths of retained inports. Foreign reserves have
risen froma | ow of US$20.2 billion in July 1998, sufficient for four

nont hs of retained inports.

The Kual a Lunpur Conposite I ndex, which had fallen to a 11-year | ow of
262. 70 poi nts on Septenber 1 1998, cl osed at 957. 66 on February 3 2000.
Mar ket capitalisation also sawa dramatic rise, froma | ow of RML81.5
billion to RW37.54 billion | ast Thursday.

Rat i ng agenci es have revi sed upwards their ratings for the country while



foreign fund nmanagers now vi ewthe Mal aysi an market very positively, with
many saying it is "underval ued". And with the i mr nent reinstatenent of
the KLCI into the MSCl, foreign funds are begi nning to make a bee-line for
Mal aysi an counters. Sone anal ysts even expect the KLCl to reach 1, 200
before the end of the year.

Dr Mahathir had told the VEF in January 1999 that "all indicators show
an econony in recovery". He had nade the statenent just four nonths into
the "sel ective controls". Nowthe results speak for thensel ves.

The performance | ast year proves that the country has nanaged its
econony well and did not waste its "w ndow of opportunity". Professor
Wal den Bel | o, Co-Director of Focus on the d obal South, told a | uncheon
crowd at the recent Davos neet that capital controls have played a
"positive stabilising role" in Ml aysia.

Mal aysi a took the bull by the horns to deal with the problens at hand.
It avoi ded the social disruptions and hardshi ps that other crisis-hit
countries and | M- ai ded countries had to endure. Even the | M s "poster
child for recovery" - South Korea - had to deal with denonstrations and
soci al upheaval .

Mal aysi a's control s were not strai ght textbook prescriptions but adapted
to address the | ocal situation and applied in a pragmatic and fl exible
manner .

An | MF study, titled "Country Experience with the Use and Li beralisation
of Capital Controls", acknow edges that in Malaysia "the relatively
f avour abl e econom ¢ fundanentals ... at the outset, the authorities'
efforts to accel erate t he strengt heni ng of the financial sector, al so seem
to have played an inportant role in inproving the acceptability of the
measures, both donestically and internationally".

| M= s Fisher, its outgoing Managi ng Director M chel Candessus and ot her
senior officials may not like to admit it but busi nessnen and chi ef
executives worl dwi de are begi nning to recogni se the effectiveness of
sel ective controls and the sustai nability of Mal aysia' s econonic recovery.
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