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THE Kual a Lunmpur St ock market held its own | ast week, ending 13.4 per cent
hi gher, an i ncrease of al nbst 110 points, in holiday-shortened trading. It
cl osed the week at 928.24, a 29-nmonth high and a far cry fromthe | ow of
262.70 it hit during the recent econom c crisis.

The Kual a Lunmpur St ock Exchange (KLSE) rose even when ot her regi ona
mar ket s fol |l oned t he ups and downs on Wl | Street and t he new econony's
"gold rush" - Nasdaq and IT rel ated stocks.

Many regi onal markets al so reacted differently to M Al an G eenspan's,

t he US Federal Reserve chairman, conments of higher short-terminterest
rates. Mal aysi a together with Japan, Thail and and the Phili ppi nes rose
whi |l e those in Hong Kong, Singapore, South Korea and Tai wan recorded

| osses.

Many reasons have been given for the performance of the KLSE. Anbng t hem
isthat it is underpinned by donestic investors and not by short termor
hot noney that is transcient and quick to nake an exit at the slightest
excuse.

Sone say that the capital controls, introduced i n Sept enber 1998, had
hel ped keep out "hot noney" at bay. They add t hat i nvestors now maki ng
their way into the Kual a Lunpur nmarket are here for the longer term

Foreign i nvestors, who viewthe | ocal bourse as bei ng underval ued, are
maki ng their way to Kual a Lunpur snappi ng up i ndex |inked stocks. Foreign
funds are coming in, with nore expected next week, despite the 10 per cent
| evy on capital gains on foreigners.

Currently foreign funds in the KLSE are estimated to total just about 5
per cent of total market capitalistion of RM603 billion |ast Friday.
Forei gn fund managers are beginning to viewthe | ocal bourse nore
favourably as it is seen as being "cheap” and underval ued i n conpari son
with its neighbours. Thus the rush to snap up val ue shares now before t hey
becone expensive.

Wth econonic recovery well under way and with the inpending
rei nstatenent of KLSEin the Morgan Stanley Capital International, the
| ocal bourse is attracting even nore attention and funds.

Wth the econony on the mend and on a steady growth path, there is now a
change of tune and attitude towards Mal aysia's policies, policy-mkers and
a positive view of prospects for the econony.

The International Mnetary Fund (I MF), one of the nost harsh critics of
Mal aysi a's capital controls, nowconcedes that controls can shield
countries fromcrisis. Thus the 10 per cent export | evy on capital gains
is no longer considered a hinderance for foreign investors.

Prinme Mnister Datuk Seri Dr Mahathir Mohamad, who was initially
criticised for the policy neasures, has been naned by Bl oonberg as one of
the "11 nen whose deeds and words had t he bi ggest effect on the foreign
exchange market in the past 10 years". "H s response to the ringgit's
decl i ne made hi mone of the nost out spoken and derided figures of the
crisis... yet (Dr) Mahathir may have the | ast | augh," Bl oonberg says.

O hers on the list include Japan's M Yen Ei suke Sakaki bara, fornmer US
Treasury Secretari es Robert Rubin and LI oyd Bent sen, Federal Reserve
chai rman Al an Greenspan and George Soros. FromEurope, the list includes
Germany' s Hel nult Khol and Hans Ti et neyer, France's Jacques Del ores and
the UK's John Maj or and Nornan Lanont.

Not only has the gross donmestic product expanded 8.1 per cent in the



third quarter of 1999 "l eavi ng Mal aysi a' s econonmy where it was before the
crisis", Malaysia's policies have al so ensured stability and
predictability for investors, according to Bl oonberg.

Mal aysi a has al so i nstituted changes and restructuring onits own. The
key point is that sonething is being done in Mal aysi a. The nmeasures are
finally being given due recognition by foreign fund nanagers who are
begi nning to view t he Ml aysi an bourse and econony in a better |ight.

Whi | e t he Mal aysi an bourse may have | agged behind its nei ghbours earlier
t he peformance of the regional nmarkets and their differing response and
reaction, first tothe fall in Dow Jones earlier in the week and then to
G eenspan's comments on USinterest rates, proves that Mal aysia's policy,
i ncluding capital controls, have hel ped to i nsul ate the econony from
external shocks.

It was said that controls will not work. Anong others it was argued that
a black narket for the ringgit will devel op and that there woul d be
| eakages whi ch woul d render the controls ineffective |l eaving the econony
in aworst state.

It was al so said that once the one-year period was up, funds woul d rush
to the door. But "Wen in Septenber the Government |et investors start
pul i ng out noney t hat had been trapped by currency control s the previous
year, few fund nanagers headed for the door".

The responses and reaction to Malaysia's policies are different and |ess
critical today. Anong others, the bulls on the KLSE showthat there is
greater confidence that the country's econom c fundanental s renai nintact
and i nvestors are com ng back.

The latest | M- staff report "Country Experiences with the Use and
Li beralisation of Capital Controls" notes that the w de rangi ng nature of
t he nmeasures (capital controls) and their strict and effective
i npl ement ati on have been instrunmental in effectively elimnatingthe
of fshore ringgit market and thus in contributing to the contai nnent of the
specul ati ve pressures.

"The rel atively favourabl e econoni ¢ fundanental s of Mal aysi a at the
outset, the authorities' efforts to dissseninate informationtoincrease
the transparency of the controls, and their efforts to accelerate the
strengt heni ng of the financial sector, also seemto have played an
i nportant role ininproving the acceptability of the neasures both
donestically and i nternational ly.

"The general return of confidence in the region, the sharp i nprovenent
in Mal aysia's external bal ance, and the ex-post under val uation of the
ringgit following its pegto the US dollar al so seemto have reduced the
i ncentives for circunvention,” the | M- concl udes.

Even so, sone anal ysts say that the KLSE is still not in the "mgjor
i nvestnment club and is driven by retail" but acknow edge t hat t he mar ket
is "safe". It has been rendered saf e not by acci dent but due to deliberate

policies and actions.

The unort hodox policies have started to yield positive results. Even as
the KLSE in particular, and the econony in general, continue to attract
nore funds, both | ocal and foreign, it is inportant that the | essons of
the crisis are not ignored and forgotten.

It is easy to get caught in the euphoria. But the massive tide of
capital flows that nove i n and out and across borders al nbst instantly can
| eave behind a trail of devastation and damage and cause untol d suffering
to i nnocent peopl e and destroy econoni es that took governments and policy-
makers decades to build.

Now t he rising KLSE has brought smles on many faces and the rush to own
a piece or a share in the "new econony" may be driving many into the
market. But it is inportant to renenber the | essons of "events such as the



currency crisis in 1997 (whi ch) unl eashed gl obal changes that began to
devel op a nonmentumof their own". These changes nmust be dealt with, on a
nati onal, regional and international |evel, even as the "newgold rush”
begi ns.
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