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WHAT' S happening to the Mal aysi an econony? Are we doi ng enough to counter
the gl obal and Mal aysi an econoni ¢ sl owdown?

Bank Negara's |l atest report has confirmed that the growth rate for 2000
was an inpressive 8.5 per cent and inflation was |low at 1.6 per cent,
whil e our external and short term debt have declined appreciably.

This is encouraging - but what about the econonic outl ook for 2001?

Looki ng abroad, the United States econony is facing increasing danger of
falling into a recession.

The US has clearly been living beyond its neans, |ike sonme devel opi ng
countries with huge national debts and big deficits in their bal ance of
payments.

No wonder Federal Reserve chairman Al an G eenspan announced on Feb 28
that the US econony is at risk of sub-par growh or very sl ow growth.

US President George W Bush is nowtrying to get the econony back on the
rails. Wth drastic interest rate cuts and the strong possibility that
some of his proposals to cut taxes by a massive US$1.6 trillion will be
passed by Congress, he hopes to save the US econony froma real crash.

| wish the US Governnent can | ead by exanple and show the world that it
has the capacity to nanage the world's | argest econony responsibly, since
its m smanagenent can have severe repercussions on the rest of the world.

Qur second largest trading partner Japan is still doing badly. In the
third quarter of 2000, the econony shrank by 0.6 per cent and for the |ast
quarter of last year it is expected to have zero econonmic growth or even
negative growth. That woul d put the Japanese economny technically in
recession for the second tine in two years.

One inportant solution is for the US and the other G oup of Seven rich
western countries to all ow the Japanese yen to depreciate further. But
this concession fromthe West is highly unlikely.

On the contrary, the US will probably use stronger pressure on the
Japanese economy to open up its market to expand Western trade and
i nvestnent in the Japanese econony in order to dominate it.

Gradual ly the Japanese will have to give in but they will fight hard to
resist. This will take time and |ike the proverbial pel anduk, Mal aysia
coul d be caught in between!

Europe is conparatively in the best shape. But if the two | argest
econom es sink into recession, Europe too will decline, despite the saving
grace of its Euro currency.

From Mal aysi a' s perspective, all these negative gl obal devel opnents can
have serious inplications on us. However, it is already about three nonths
since the US officially admtted its econom c sl owdown.

Hence it begs the question: What have we done to neet the threat of the
US and Japan's prospective econom c decline?

We cannot afford to wait nuch longer to "continue to study the inmpact of
the downturn of the US econony and then take appropriate action", as
i ndi cated by a seni or governnent official recently.

W have to act now. But we have not done rmuch in recent nmonths to face
up to the deteriorating gl obal econom c situation.

The big indicator of a Ml aysi an econom ¢ sl owdown is the weakening in
t he bal ance of paynments. Froma hefty surplus of RML1.6 billion in the
first quarter of last year, it fell to a big deficit of RM.4 billion in
the third quarter



Apparently, our export earnings are not being returned home fast enough.
Added to this problemis the large outflow of short termprivate capital
of RML2.7 billion up to the third quarter of 2000.

The nessage from our businessnen could be that our lowinterest rates
are relatively unattractive, so they do not want to bring their export
earnings back in a hurry. O it could be that they are investing their
export earnings abroad due to better opportunities and | ess constraints.

There is also the growi ng uncertainty as to how | ong our pegged exchange
rate can remain fixed at RM3.80 per US dollar. If the ringgit weakens due
to a further weakening in the bal ance of paynents and the overall econony,
then it is likely that the real value of the ringgit could decline to RW
to the dollar or nore.

Then a bl ack market and the ugly practice of false custons decl arations
coul d develop to circumvent the fixed currency peg. Capital outflow could
i ncrease and that would be bad for the econony.

Al ready what is worrisone is that the long termcapital inflows for the
first nine nmonths of 2000 shrank by nearly half, fromRML1.3 billion to
RVM6.9 billion fromJanuary to Septenber 2000.

Private long termcapital constituted RMBOO million of this |oss. Hence
it is clear that foreign direct investment is declining and not
increasing, as is sonmeti nes made out to be.

Therefore the recent M da announcenent that Singapore subnitted the
| argest nunber of applications for investnment in Mlaysia, involving
RV2. 78 billion, has to be taken cauti ously.

Many foreign investors sinply apply for permission to invest, but do not
necessarily end up investing in hard cash. They just |ook, wait and see
what happens first before they part with their noney.

It is therefore encouraging that the the US-backed 1st Silicon (M has
invested US$1.7 billion or RV6.46 billion in Malaysia's first highly
sophi sticated wafer plant in Sarawak.

Al t hough Singapore is only the fifth largest foreign investor its
i nportance is significant.

Hence the recent visit to Singapore by the high powered del egation | ed
by our Deputy Prime Mnister Datuk Seri Abdull ah Ahmad Badawi is | audabl e
particularly since fromall accounts, the visit was an outstandi ng
success.

Thus nost Mal aysi ans and Si ngapor eans keep asking: Wiy can't both our
countries start a new era of inproved business relations at a higher |evel
of co-operation for mutual benefit?

| amsure it's not beyond the ingenuity of both sides to refrain from
maki ng i nsensitive remarks publicly.

But it's more difficult to have a deal with the US because of its
somewhat condescendi ng and ol i gopolistic nmass nedia that is controlled by
the few nmedia nmoguls with their own hidden agendas.

Unfortunately nmany influential Anmericans and a few other Wsterners do
not understand how strongly nost devel opi ng countries, including Mlaysia,
associ ate globalisation with “gobblisation' and the threat to their socio-
econom ¢ stability and national sovereignty.

This perception beconmes real when the US (influenced by its big
busi ness), tries to inpose its brand of gl obalisation upon Third Wrld
countries with such unholy haste.

Nevertheless, it is still worth trying to inprove Ml aysi a-US rel ati ons
inthe interests of better trade and investnent at least. To start with
bot h sides can reduce the rhetoric.

In the nmeantine, it encouraging to have read a favourable foreign report
on the Ml aysi an econony froma highly reputed financial analyst |ike
M chael Dee, the new regional chief of Morgan Stanley Dean Wtter. He said



there is an awful lot right about Ml aysi a.

It is hoped that there would be nore i ndependent and fair foreign
anal ysts who will not single out Malaysia or the Third Wrld countries
exclusively for allegations of corruption and cronyism

At this very time, the former US President is being investigated by the
FBI for his last m nute pardons for fugitive financier Marc Rich and his
fornmer business partner Pincus Geen and, for renoving silverware and
furniture fromthe Wite House! So | et there be nore bal anced criticism

On our part, we will need to raise our own standards of corporate
governance and get the best people to lead in the public and private
sectors. Thus the appoi ntnent of sound professionals |ike Tan Sri Azi zan
Zai nal Abidin and Datuk Ml Nor Yusof to head our national carrier MAS will
strengt hen public and busi ness confi dence.

Hopeful | y many nmore changes will be nmade to replace those top officials
in the Governnent and the private sector who | et down the Ml aysi an
public. Then both local and foreign investors will becone nore bold and
| ess nervous about investing in Ml aysia. Then the stock market will also
performbetter.

The new 10-year Capital Market Msterplan of the Securities Commi ssion
woul d strengthen corporate governance but the inplenentation of its
commendabl e 152 reconmendations will be closely watched with great
expect ati ons.

Bank Negara's 10-year Financial Sector Masterplan introduced on March 1
is also nost wel cone. Now we can | ook forward to better banking and
financial services that would be conparable to world standards.

It is hoped that Bank Negara will benchmark and nonitor the industry's
performance so that the public will be able to appreciate the inprovenents
in efficiency. Local banks at |east need to provide better services than
foreign banks that are al ready here.

Simlarly, the strong assurance given by Prine Mnister Dr Mahathir to
the British Ml aysi an Chanber of Commerce that Ml aysia will continue to
be busi ness and investnment friendly, to quote British H gh Comm ssi oner
Graham Fry, will be reassuring, especially to those foreigners who had
t hought ot herwi se.

Per haps ot her | eading investor countries in Ml aysia could take the cue
and organi se ot her dial ogues, to be further assured that Malaysia is
indeed friendly to foreign investors.

In conclusion, there are now nore indications that the US and ot her
maj or economies are in danger of slow ng down sharply. The Ml aysi an
econony is already show ng signs of contracting.

But confidence in the governnent's capacity to respond to the grow ng
econom ¢ probl enms has been softening. It is therefore necessary for the
Governnent to cone out nore clearly to informand assure all Ml aysians of
its specific plans to counter these energing gl obal and nati onal economc
chal | enges.

The speedy resolving of the current political controversies that cause
uncertainties and adversely affect the economic climte would also help to
enhance busi ness confi dence.

Al these need to be done soon to |lift the econony out of its present
mal ai se and rai se public confidence in the Governnent's capacity to | ead
us strongly through these difficult tines.



	Towards better financial services (NST 05/03/2001)

