03 SEP 2003
| MF- MAHATHI R
| M/ PAYS TRI BUTE TO DR MAHATHI R

PUTRAJAYA, Sept 2 (Bernamm) -- International Mnetary Fund (1 M)
managi ng director, Dr Horst Kohler, today paid tribute to the | eadership of
Prime M nister Datuk Seri Dr Mahathir Mbhamad for having pursued econom c
growt h al ongsi de soci al equity objectives.

He said it was a recipe which ensured peace and political stability for
Mal aysia and enabled it to take its place anmong the advanced energi ng
economi es.

He al so commrended Dr Mahathir for taking the decision to inpose capital
controls in 1998 and peg the ringgit against the US dollar at RM3.80 to
i nsul ate the currency and econony, which at that tinme was thought to be
controversi al

Al'so, in what is a recognition of Mlaysia' s New Econonic Policy (NEP),
whi ch guaranteed the equitable distribution of econonic wealth anong the
country's multi-ethnic popul ace, Dr Kohler said that at the end, "it is not
just high growth rates but a m x of growh and social equity which is the
outcome in this country"

"If Mal aysia makes further progress in this conbination of growth with
equity as well as its open-oriented econony, | have no doubt Mal aysia can
be an exanple of a nation able to preserve its national identity, achieve
political stability through openness, trade and external econom c
i nkages," he said during a brief nmeeting with business editors fromthe
Mal aysi an nmedi a here today.

Pol i sh-born Dr Kohler, who is here at the invitation of Dr Mahathir
when they nmet at the Group of Eight (&) Sunmit in Evian, France, |ast
June, said: "Economics is inportant, but econonics are part of a broader
concept to inprove living standards and there has to be equity."”

In urging to keep the country's economy open, he said inits zest to
pronote |Islam ¢ banking and finance, Ml aysia should do it "w thout
bui l di ng up new fences against the rest of the world or other cultures”.

"Wthout strong external trade and openness with the rest of the world,
Mal aysia will not be able to inprove its living standards,” said Dr Kohler,
who net Bank Negara governor, Tan Sri Dr Zeti Akhtar Aziz, at a breakfast
meeting and thereafter with governnent officials.

Asked on the IMF's views five years on after Malaysia's inposition of
capital controls and pegging of the ringgit, he said: "Wth hindsight, we
have to recogni se the good performance of the econony. Therefore, the
deci si ons had not been w ong.

"Dr Mahathir was right as a | eader in his responsbhility to take action
to insulate the econony. But this does not nean that this fornmula (ringgit
peg) forever can't and should not be revi ewed.

"I do think that Malaysia, in maturing further, needs to think how
flexibility can be built into the systembecause it will not be able, and
for that matter, nobody will be able to define policy systems which are
totally free of shocks," Dr Kohler said.

"W need to have shock absorbers. (But) | amnot advising Malaysia to
gi ve up your peg, this should be a decision for your country," he said.

Dr Kohl er, who took over the helmof I M- on May 1, 2000, and was
Germany's Deputy Finance Mnister from1990-93, said Mal aysi a had acvhi eved
a lot and that Dr Mahathir's | eadership was critical.

"For that, Mal aysia deserved recognition at the international |evel,"
he sai d.



He said he shared Dr Mahathir's frank views on the risks of
gl obal i sation, which was why it was crucial for the Washi ngton-based I M- to
make gl obalisation work for the benefit of all

"It is right for globalisation to continue because it has nore
opportunities but it also has risks and therefore, we should define a
policy to enable us to better exploit the opportunity and contain the
risks," he said.

"I have respect for your |eader and we need to work together to see how
Mal aysia can play a stronger role in the search to nake gl obali sation
wor ked for all."”

Dr Kohler also said he suggested during a breakfast neeting with Dr
Zeti that the I MF and Mal aysi a shoul d organi se a conference or a
wel | - prepared di scussion to "go deeper into how we need to differentiate
the IMF, its policy advice regarding the finanacial sector taking into
account the devel opnent phase of our nenbers, some of which are advanced
energi ng econoni es such as Mal aysia as well as poor countries".

"This being the case, it is inportant how we diversify our advise, how
we accept diversity not only in cultures and political systens but also in
econom ¢ nodel s," he said.

"W have to work to create a platformwhich takes into account
vulnerabilities in international financial systens so as to strengthen such
systems and at the sane tinme, give nmenber countries that tailored support
they need related to their conditions, cultures and their goals," said Dr
Kohl er.

Asked for his assessnment of the Ml aysian econony, he said Ml aysia had
made great progress in strengthening its financial and corporate sector
t hrough | ong hard work.

"But this work should continue, in particular, in identifying
vul nerabilities and to this end, we have sent a technical m ssion
conprising experts to work with Bank Negara to identify vulnerabilities in
the financial sector,” Dr Kohler said.

Besides this, he said there was a need to consolidate further the
investnent climate in Mal aysia and denonstrating that prudence in fisca
policy was sustai ned.

"Therefore, it is right for the country to nove towards a bal anced
budget in the nediumterm" he said.

Dr Kohler said the investnent climate in terms of |egal foundations and
fighting corruption, and |l egal predictability could be further inproved.

"That's not a basic weakness here, but still, foreign direct
investnents are helpful to Malaysia as it catches up with devel oped
countries. FDIs are inevitably going to places where the investnent clinate
is nore attactive than others," he said.

Dr Kohl er, who was the president of the European Bank for
Reconstruction and Devel opnent, which supports former comuni st states in
their nove towards market econony and denocracy, said that "al
i mprovenments through external finance, FDIs and trade i s not sound enough
in the absence of a strong hone base for business".

"I'n Mal aysia, there is now nore attention to strengthen snall and
nmedi um scal e i ndustries and efforts to reach out to rual areas ... this is
right (and) you need to give it persistent attention," he said.

"W need domestic driven growh, even in advanced countries." --
BERNANMA
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