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TI ME

I would like to thank the organiser

Asian Strategy and Leadership Institute (ASLI), for
inviting me to officiate this conference "Towards Zero
Inflation: A New National Agenda'. The Gover nment
appreci ates very nuch the organi sation of the
conference as it will help the Governnent's efforts to
achieve zero inflation. It is hoped that this
conference will contribute towards innovative
approaches in conbating inflation and reducing it to
zero.

2. Mal aysia continues to record inpressive rates of
grow h averagi ng nore than 8 percent per annum over the
| ast eight years. This high growth is also forecast to
continue over the next few years. Like all countries,
Mal aysi a faces inflationary pressures, with inflation
around four percent per annum It is assuned of course
that since we have growth there nust be inflation, the
hi gher the growm h the higher the inflation. But
countries not experiencing growth also suffer from
inflation, in some cases very much higher, running into
nore than 1,000 percent per annum One nmay therefore

be permitted to question whether growth and inflation
nmust al ways go together.

3. Inflation has been variously defined but it is
general ly accepted to nean an increase in the price of
goods and services over time. However the Consuner
Price I ndex (CPl) recognises that the increase in
prices per se does not concern us as much as the
increase in the prices of certain essentials. Thus in
the CPlI, food, ordinary food, is given high weightage.
Qoviously the increase in the price of caviar or snoked
salnon or a Martini will mean little to the everage
consumer. Ot her than food, clothing, shelter and
travel receive high weightage in the CPI

4. Cearly when we talk of inflation we are concerned
with the rise in prices of the essential needs of the
average citizen. W are not really concerned with

| uxuries although as the standard of living rises, nore
and nore itens becone essential to the I[ife of the
peopl e and nmust be included in the determ nation of the
CPI .



5. The fault of the CPl arises fromthe need to make
wor | dwi de conparisons. Cbviously this is quite
nmeani ngl ess because the essentials in a devel oped
country may be regarded as luxuries in a devel opi ng
country. The itenms in the CPl basket cannot be the
same for all countries. But as Malaysia is a nenber of
the world community it nust accept world standards,
however irrelevant it may be. Still, for the purpose
of our canpaign for zero inflation it would be better
if we determi ne what should be in our CPl baskets.
These itens must reflect the real needs of the average
Mal aysian. If the prices of these necessities remain
stable then we can say we have achieved zero inflation
This is nore relevant to our people although the rest
of the world may not agree. They will still say our
inflation is up because the prices of itens in the CP
basket have gone up in Ml aysi a.

6. W are now famliar with the MacDonal d Hambur ger

I ndex, renanmed the Purchasing Power Parity. Finally
econom sts have accepted that it is not how many US
Dol | ar equival ent you earn that counts, but the

pur chasi ng power locally of what you earn. Again

pur chasi ng power has nothing to do with the nunber of
units of the local currency which you earn. Big
nunbers nmean little if the purchasing power or val ue of
each unit is small. On the other hand if the

Pur chasi ng Power value is high, small anounts of the
currency i s nuch nore neaningful. Thus three years ago
the Serbian CGovernnent issued a note of 50 billion

di nars. The actual value at the tine of issue in
exchange rate terns was 12 US cents or 30 Ml aysi an
sen. It does not need an economi st to tell us that
dinar billionaires are poverty stricken. Yet such is
the gl amour of big figures that nost people stil
bel i eve that higher incomes in terns of figures can
enrich them That such inconmes can only be had if the
cost of living goes up, and therefore the purchasing
power of the incone goes down, is still not

appreci ated. And so when the cost of living goes up
nore income i s demanded, giving rise to the now | ess
of ten quoted wage/price spiral, which really refers to
the incone/price spiral, for prices also go up when
profit margins or executives' pays go up

7. Al that | have said is known to everyone of us.

But we still persist in ignoring these facts when we

t hi nk about wages, salaries and profits. If we are to
aimfor zero inflation, we can only do so if we can
overconme our obsession with inconmes in figures or
exchange rates, but instead focus on purchasi ng power.
It is just not worthwhile to have nore noney only to be
able to buy | ess goods and servi ces.

8. If prices remain static, who gains and who | oses?
Qovi ously the consunmer gains. And it nust al ways be
renenbered that we are all consumers, even though we



may be the suppliers or sellers. Any increase in the
consuners incone will enable himto consune nore, not
necessarily of the same thing of course. If he does

not have an increase in incone he will not be worse of.
If his inconme shrinks he will not be as badly of as
when the prices go up i.e. inflation. O course if
prices go down he would be better off. Even the
supplier would eventually be better off, for although
his profit may decrease, the cost of replenishing his
stock woul d al so go down and his cost of living too
woul d go down. Clearly static prices or zero inflation
benefits all of us, for we are all consuners. Even
when we function as suppliers we can still benefit from
zero inflation.

9. Al these may sound rather idealistic if not pure
flights of fancy. But although inflation is a fact of
life, deflation has occurred before. In fact

del i berate and successful deflation has been achi eved.
In 1962 France decided to drop two zeros fromthe
French franc and call it the Nouveau Franc. The effect
was to reduce the prices and the wages by 10, 000
percent. It worked. If deflation (and massive

deflation at that) is actually possible, zero inflation
shoul d al so be possible. However, the deflation or

reval uation of the French franc caused the Nouveau
Franc to be val ued upwards by the sane percentage in
terns of exchange rate. There was no gain in
conpetitiveness in the international market but it nade
the French franc | ess cunbersone and nore credible as a
currency unit.

10. Ot her countries deval ued their currencies against
gold or other currencies in order to be internationally
conpetitive but did not achieve deflation. Indeed al

t hat happened was to inpoverish their people. The

early gains in ternms of conpetitiveness was soon | ost
as workers demand increases in wages and i nported

i nputs cost nore, pushing production costs up

11. There is also a belief that econom c growt h,

especi ally high growth, must cause inflation. This is
said to be due to too nmuch noney chasing too few goods.
If this is true than surely the answer lies in

i ncreasing the supply of goods, including the variety.
The other strategy is to increase the interest rates,
the effect of which is to increase cost and actually to
cause inflation. If we do not want inflation induced
by growt h, why should we prefer inflation induced by a
deliberate increase in interest rates. In any case
what good is an increase in incone if it cannot

i ncrease the purchasing power. It would be far better
if the prices and the incone remain static.

12. The managenent of a country's econony through
fiddling with the values of the currency or interest
rates have never really worked satisfactorily. If they



can work then the econom es of every country should be
good because it is really a sinple matter to deval ue
nmoney or to raise interest rates. They only need the
Governnent to nmake a deci sion.

13. So, if one really cannot control inflation through
currency deval uation or revaluation, or through
mani pul ating the interest rates or indeed through
[imting growt h, what can one do, especially when the
target is so anbitious as to achieve zero inflation

14. Perhaps the npst inportant thing is the know edge
of the people as a whole and the workers and

busi nessnmen in particul ar, about the meaning of
inflation, the nethods of containing it, and above al
the roles that all nust play. In the first place we
must be realistic and limt zero inflation to those
goods and services which are really basic necessities
for a reasonabl e standard of |iving.

15. Secondly, it is necessary that everyone, in
particul ar wage-earners and traders, to understand that
nore noney does not nean nore wealth. It is the

pur chasi ng power of what is earned that counts. In an
inflationary situation purchasing power wll dimnish.
Only when there is zero inflation will an increase in
income result in an increase in purchasing power. It

is therefore inportant that income increases should not
cause inflation, whether the inconme is in the form of
wages or profit margins, or earnings in whatever form
This is possible if incone increases are acconpani ed by
a conparable increase in productivity i.e. increase in
i ncone does not affect unit cost.

16. G owth increases wealth. Again if the increase
brings about inflation, the wealth gained will be

di m ni shed or may becone totally neani ngl ess. Again
growm h need not cause inflation if it is due to
productivity increases. Profits can increase but

t hrough hi gher vol une of business rather than higher
mar gi ns.

17. Wth increases in earnings all round through

hi gher productivity and i ncreased vol une of business,
consunption would go up. It is assuned that there will
be nmore nmoney chasing | ess goods. But in the present
worl d of plenty, there should really be no shortage of
goods or services. There should therefore be no

i ncreases in prices, renenbering of course that we are
concerned only with basic necessities, not |uxuries.

18. But what about increases in the cost of inported
goods. Actually the inflation rate in the country of
origin, particularly for necessities included in the
Mal aysi an CPl shoul d cause m ninum effect on our rate
of inflation. If the raw sugar fromFiji goes up 10
percent, the increase in sugar price in Ml aysia should



not be by 10 percent. This is because the retail price
in Malaysia includes a | ot of Malaysian costs which
have not gone up.

19. The CGovernnent has a big role to play here. Price
control of certain necessitive nmust go on even if there
is no shortage. Taxes and other instruments of the
Government should be used to limt price novenents in
what ever direction. A strong Mnistry of Donestic

Trade is absolutely necessary as traders are usually
not self-regulating and need supervision. The Mnistry
of Human Resources must ensure industrial peace by
pronmoting fair and af fordabl e wages based on
productivity.

20. Price-tagging, particularly of necessities as
listed in the Mal aysian CPl nust not only continue but
be conputerised for quick conparison in ternms of
locality and tine.

21. Zero inflation is not only desireable but also

achi evabl e. Indeed there is no reason why there shoul d
be inflation for inflation and currency deval uation are
really one and the same thing. No wage-earner or trader
woul d del i berately demand for his earnings to be
devalued in ternms of purchasing power. Yet they could
be willing to contribute directly towards deval ui ng
their incomes by demandi ng for wage increases w thout
productivity or profit increases w thout proper
justification, all of which will cause inflation and
the effective deval uation of their earnings.

22. Wen we tal k about zero inflation we nust
understand that we are demanding for a stable currency,
not so nuch in terns of exchange rates but in terns of
donmestic purchasing power. If we appreciate this then
the road to zero inflation will be facilitated by good
cooperation fromall parties, wage-earners, traders and
t he CGovernnent.

23. On that note, | have the pleasure in declaring
open this very significant conference on Zero
Inflation.
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