
Govt’s fiscal measures 
helped sustain the economv 
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Malaysia drd not need 

the IMF package 
because Its foreign 

debt was relatrvely low 
and largely held by the 

private sector 

By DZULKARNAIN TAl6 
MALAYSI4 S decision to lm 
plement selectike capital con 
trols dnd fi%ed exchange rate 
regime m September 1998 has 
produced posltlve economic 
growth for the countrv despite 
cnticirm hurled agamst the 
unpopular policies 
Initial mternationdl respon 

se to Malaysia s bold move was 
negative and the country was 
accused of adopting a pohcy of 
economic lsolatlonahsm and 
was ldbclled a paridh and an 
heretic 
The country s ralson d etre 

uas simple m that it was 
necessary to msulate the do 
mestlc economy from the rava 
ges of the regional financial 
crisis dnd to stem the specu 
later e attack on the ring@ 

As a result the country s 
economy was stablhsed and at 
tacks on the currency b> spe 
culators were put to an end 

Nearly four Years hive 
passed since the financial 
turmoil termed as the Asian 
economic crisis ravaged and 
decimated the economy of 
several countrleq m the region 
notyblq Thalland Indonesia 

and South Korea 
What started dS a currency 

devaluation in Thailand in 
1991 spread like a bubomc 
plague and sparhed a series 
of events endmg m economic 
upheaval in South Korea In 
donesla and elsewhere before 
Lxt ndmg Its reach to as far 
afield ds Brazil and Russia 

While Malaysia decided 
against taking the lnterna 
tional Monetarv Fund s (IME) 
bitter pill other n lghbourmg 
countries had to turn to the 
International agency for fi 
nanclal aid 

Countries aided b\ IMF fl 
nanclal package were subjec 
ted to various strict condlttons 
which in many cases caused 
sufferings to the people both 
socially and economically 

Thdiland borrowed US$14 ‘3 
billion (US$l = RM3 80) from 
d US$17 2 bllhon IMF led fi 
nancial rescue in 1997 

7 he country exited the ball 
out programme last June and 
repayments of loan are to run 
until 2005 

As part of the economic 
reform outlined bv IMF Thai 
land was forced “to rdlse its 
value added tax from 7 to 10 per 
cent in late 1997 but the 
measure was later reversed by 
the Government to previous 
letel to boost consumption 

South Korea meanwhlle 
received a US$58 bllllon fl 
nancial package from IMF 
but only drew US$29 ) bllhon 
while IMF cobbled together a 

LS$46 ‘bfllion bailout pro 
gramme for Indonesia 

Prime hlmlrter Datuk 3en 
Dr Mahathu- had in the past 
reoeatedlv defended Malav 
sia s decl;ion sabmg that tLe 
countrv s economh was much 
better compared with coun 
tries which resorted to IMF 

He reasoned thdt the fixed 
exchange late was not domg 
anv harm and does not have 
any negative implications on 
the economy 

According to Professor Dr G 
Slvalingdm head of de 
pdrtment of fmmce and ban 
king at the Universiti Mdlaya 
a comparison between coun 
tries hke Malaysia which 
refused IMF bailout and those 
that received IMF dsslstance 
shoued that m both expert 
ments crisis affected countries 
recovered regardless of the 
pohcles pursued 

He said pohcies ddopted by 
affected countries depend on 
the choices that societies ma 
ke 

Malaysia opted for capital 
controls and fixed exchange 
rate regime and reJected the 
IMF bailout to keep intact the 
social engineering pohcies 
ddopted since the 1970; 

In the case of IME na 
tlents there was no pol&al 
will to try unorthodox policies 
and they were not politlcallv 
and socially cohesive and 
therefore vulnerable to exter 
nal intervention 

This resulted in social 

unrest mass unemployment 
and rapid political change 
Sir ahngam told Business 
Times 

He added both sets of pol 
lcle5 ha\e worked not to 
hinder eLonomlc growth and 
did not provide a dlsmcenttve 
to the multmatlonal corpora 
tlons to produce Tnd export 
and import from one another 
within the remon 

So it is a moot point to ask 
which set of pohcles worked 
better because the engme of 
growth 1q the global economy 
and the East Asian countries 
did not follow policies that 
would disrupt the deeper mte 
gratlon of their economies 
with the global economy 
Sivalmgam expldined 

Slvahngdm said Malaysia 
did not need the IMF package 
becduse its foreign debt was 
relatively low and largely 
held by the private sector 

In addltlon the IMF itself 
was not under pressure from 
foreign multmailonal banks to 
insist that Malavsla adopt the 
IMF bailout he added - 

There was no deep social 
divide and sustained social 
unrest and mass unemploy 
ment in Malaysia 

The banks were not msol 
tent and the non performing 
loans were low by comparison 
with the other three Loun 
tries he said 

However some economists 
are of the opmlon that the 
recovery m Mdla>sia was due 

to its adoption of IMF policies 
before September 1998 and 
that these pohcles produced a 
lagged effect in early 1999 

Malaysia had adopted pro 
IMF Dolicies between the 
third quarter of 1997 and the 
second quarter of 1998 

Homeber these IMF type 
policies failed to work be 
cause large capital outflows 
coupled with high interest 
rates and the pesslmlstlc 
economic outlook caused con 
sumption and Investment de 
mand to fall 

Sivalmgam argued that at 
the time of the imposition of 
capital controls there were 
heavy speculation on the 
rlngglt in offshore markets 
due to the currency s high 
interest rate and speculators 
were confident that the free 
fall of the rmgglt would more 
than compensate them 

Malaysia would have re 
covered after the external envi 
ronment turned around with a 
sharply depreciated rmgglt 

The capital controls and 
the fixed exchange rate re 
gime helped to stabihse the 
rmggt at RM3 80 to the US 
dollar which otherwise may 
have been RM5 or RM6 to 
the US dollar he explained 

The former World Bank 
adviser also said the busmess 
friendly economic pohcles pur 
sued by the Government have 
resulted in the recovery of the 
economy with a devalued 
rmg@t 
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