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MALAYSI A' S conti nui ng economi ¢ nal ai se - precipitated by the 1997/ 98
financial crisis - seens to be calling for a major shift in policy.

Wth the gl obal econony teetering on the brink of recession, some fee
Mal aysia i s undergoing a re-tuni ng process.

I feel the Government is trying to get a feel of things in identifying
its next engine of growth,' says Nor Zahidi Alias, head of investnent
research at Alliance Merchant Bank. "~The services sector will play a vital
role and the authorities are definitely paying nore attention to human
capital .’

In recent nmonths, the Government has been expressing its desire to
i ncrease conpetitiveness anong Ml aysi ans, especially the younger
generation of Bum puteras. Prine Mnister Datuk Seri Dr Mahat hir Mhamad
| eads the chorus in urging the younger set to be nore conpetitive or |ose
out in the longer term

Meritocracy, a taboo word a few years ago, is now being di scussed
openly. Three faculties in local universities will adopt the neritocratic
systemin student intake fromnext year. Crucial industries previously the
domai n of | ocal conpanies are now being liberalised. The
t el ecommuni cations sector is open to foreigners while a French-based
conmpany domi nates the cenent industry. Infrastructural facilities are also
taking in foreign partners.

The Port of Tanjong Pel epas saw the entry of Maersk Seal and as a 30 per
cent strategic partner while Westport has HKT Term nal of Hong Kong as a
30 per cent stake-holder. Recently, Schipol Airports of Ansterdamtook up
30 per cent interest in Mlaysian Airports Bhd, a nove many feel wll
i nject dynami sminto the airport operator.

For Tan Teng Boo, managi ng director of Capital Dynam cs, an i ndependent
i nvest nent adviser, Dr Mahathir's enphasis on nmeritocracy is by far the
nmost i mportant econom c policy for the country.

“Econoni ¢ policies and systens |ay the foundation for econonic progress.
But at the end of the day, sustai ned econom ¢ devel opnment can only cone
fromthe energy of human capital,' he asserts.

Mal aysi a has seen major shifts in econom c policy since the 1970s.

I ncidentally, each was normally preceded by a prol onged US downturn
America went into a recession in Novenber 1973. The rest of the world
i ncluding Mal aysia foll owed suit.

The event pronpted the public sector to take the initiative in spurring
econom c growh. It took the upper hand in i nvestnent and consunpti on.
Over the years, public-sector debt ball ooned.

Bet ween 1980 and 1982, the US econony went into another recession. The
spillover was felt in Mal aysia, nore profoundly in the m d-1980s.

Pr ol onged subdued dermand for commopdities coupled with the coll apse of the
tin market at the end of 1985 created a deep and severe recession.
Unenpl oynent went up as high as 8.8 per cent.

The event brought on a significant change in Ml aysia's economnic policy.
It shifted the onus of growth fromthe public to the private sector. The
Governnent actively pronoted i nvestnment activities and privatisation
policies were noving at full throttle. The role of the Governnent as
engi ne of growh was gradually shifted to the private sector

The nove fuelled a proliferation of nega-projects, nostly in the area of
infrastructure. Private sector investnents | everaged heavily on capital



mar ket s. Bankers di spensed | oans freely on the assunption that the
Governnent woul d not allow projects to fail. Cashflow viability often took
a back seat.

The over-investnent | ed to aggregate demand out-stripping supply,
causing the current account, already in deficit, to bulge even nore. The
policy of distribution of wealth through non-econom ¢ procedures such as
negoti ated tenders also played a role in bringing about inefficiencies and
hi gher costs. It took the financial crisis of 1997 to |ay bare the
weaknesses of the econony.

The days of unbridled investrment-led growh are over. VWiile in the pre-
crisis years investnment contributed to al nost half the aggregate demand,
it has now declined drastically. The after-effects can be felt in the form
of excess capacity in many areas, especially infrastructure.

The initial response after recovery in 1999 was to constrict noney
supply. However, it did not last |ong. The Governnent enbarked on the
Keynesi an approach to boost public spending and i nvestment. Exports grew
fromthe cheap ringgit and a buoyant US econony.

But since |late |last year, exports have been falling. Public sector
consunption and i nvestnent, while conforting for a while, have not been
enough to sustain grow h.

Nor Zahidi feels that the focus in Ml aysia could now be on the supply
side. He says there could be a policy shift towards " Reaganonics

“What happened in the USin the 1980s could cone into play here,' he
says. Reaganomics, initiated during the era of President Ronal d Reagan, is
regarded by sonme as one of the fundanmentals in the | ongest period of
sustai ned growt h enjoyed by the US.

Suppl y-si de econoni cs basically reduced the Governnent's rol e,
regul ati ons and taxes and i ncreased other incentives to increase
productivity. “In the short termthere may be a deficit because of reduced
taxes. But in the long run, the increased productivity not only brings
down inflation but also a budget surplus,' says Nor Zahidi.

Mal aysi a, being an open econony, has had its fair share of policy shifts
inline with changing external factors. Even before the terrorist attacks
of Sept 11, the US econony was already sinking. Unenpl oynent was ri sing,
corporate profits droppi ng and consuner demand wani ng. The incident nerely
increased the intensity.

The Mal aysi an econony, after a brief recovery fromthe 1997 crisis, is
now staring again at a sl owdown or even recession. Recent devel opnents,
especially in the area of education, foreshadow a shift in governnent
thinking. But to be effective, their scope and horizon need to be
br oadened. Such perfornmance-based neasures may not be popul ar nor wll
they erase bearish sentinents on the stock market but they are ingredients
for a stronger market in the |onger term

Tan suns it up well. He says a Malaysia that derives its growth and
devel opnent froma conpetitive and performance-based systemand cul ture
will be an irresistible attraction, even with the inpending entry of China
into the World Trade Organi sation, an event nmany expect w || boost the
country's attractiveness as an investnent destination.
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