By Dr Mahathir
Mohamad

ALAYSIA .. has

gone “through
three great crises
since the Second
World War. The first was
a war against Communist
guerillas bent on setting
up a Communist republic
_ in Malaysia.

Malaysia's second great
post-War crisis occurred
with race riots in Kuala
Lumpur in May 1989. Par-
liamentary democracy had
to be suspended. But with-
in 18 months everything
was back to normal.

To ensure there would
be no recwrrence of such
riots we implemented a
New Economic Policy
(NEP) aimed at eradicat-
ing poverty regardless of
race and the elimination
of the identification of
race with economic func-

ions.
As with all Southeast
Asian countries Malaysia
has citizens of Chinese ori-
gin who dominate the
economy almost entirely.
The NEP helped the indig-
enous people to catch up
with the Chinese.
It was not a'Robin Hood
operation.  Distribution
was from new wealth cre-
ated through well-planned
economic growth policies
of the Government. As for
poverty, it was reduced
from 50 per cent to seven
per cent In 30 years of the
NEP ’ '

You may note that we’

did not choose thé Social-
ist or the Communist ap-
proach. We could have na-
tionalised by
expropriating from the
rich Chinese, But we pre-
ferred the free market and
affirmative action, some-
thing that is never easy to
implement.

The NEP has benefited
every single indigenous
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The NEP has benefited every single

indigenous people of Malaysia, each
of course according to his capacity.
Naturally-some seem to benefit more
than others. But there is no society in

the'Wwo

1d Where'there is absolute

equality — not even in the

Communist world.

people of Malaysia, each of
course according to his ca-
pacity. Naturally some
seem to benefit more than
others. But there is no so-
ciety in the world where
there is absolute equality
— not even in the Commu-
nist world.

Let me now turn fo our
third great crisis, which
we are still experiencing
now. Two weeks before
the crisis started Malaysia
was described by Mr (Mi-

chel) Camdessus of the
as “a good example
where the authorities are
well aware of the chal-
lenges of managing the
ressures that result from
gh growth and of main-
taining a sound financial
system amid capital flows
and a booming property
market”. Yet the country
went into financial tur-
moil together- with other
East Asian countries as its
currency was rapidly de-

ket the

valued by the currency
traders.ts " L
Instead of blaming the

5 currency manipulators,
- “the -

Government was
blamed. The Governments
of East Asia were all said
to be corrupt, practised
cronyism and nepotism
and were not transparent.
There is no doubt that to
varying: degrees they
were.

But despite this, these
Governments were able to
develop their countries so
fast that they were de-
scribed as miracle econo-
mies. If their weaknesses
were the cause they could
never have - performed
these miracles. They
would have collapse lcng
ago. But they collapse
only in July 1987 when
their currencies were de-
liberately devalued by cur-
rency traders bent on
making money for them-
selves. )

We are not taken in by
the claim that the market
is disciplining Govern-
ments. If there is no mon-
ey to be made they
wouldn’t care less if these

. Governments are run by

bandits. The market is
made up of very greedy
people who just want to

make money without re-

gard for the misery they
cause the poor people in
developing countries.

Devaluing  currencies
can give huge profits for
the currency traders but it
is a sure way to impover-
ish people and countries
and destroy. economies. If
deliberate currency deval-
uation is accompanied by
attacks on the stock mar-
result is even
worse. Even the great
United States of :America
would go under if the dol-
ldar is devalued by 50 per
cent and the Dow Jones
plummets to two thousand
points.




In Malaysia the curren-
¢y was devalued by 80 per
cent at times and the
gtock market index went
down from 1200 to 260,

% g out almost US$300
billion in market capitali-
sation.

On top of this the IMF
used its Malaysian cronies
to force interest rates to
be raised, to squeeze cred-
it and shorten the period
for loans to be declared
non-performing,

It was suggested that
high interest rates would
keep our money out of the
hands of the: ?'currency
traders. Instead it flowed
massively’ to Singapore, .
where' even higher inter-
est rates were offered.

The cwrrency traders *
needed to borrow the mon-
ey only for short periods
and did not mind the high
interest.” The - currency

“traders kept on devaluing

the currency while. Malay-
sig ran short of credit.

The economy went into
a tailspin. Malaysia 'was’
going bankrupt. The for-
clgn observers’'~happlly
predicted that Malaysia -

-must soon ask for IMF¢

: loans and aocept - IMF*con-¥
i trol. That means Malaysiax %

must allow foreigners to™
take over Malaysian
banks, privatised utilities
angh businesses.

e

cheaper would it be for
foreigners to pick up the
distressed Malaysian cor-
porations. . -

We appealed to the IMF
and the World Bank- to ,

curb the'activitiés of:the:

currency traders. But Mr .
Camdessus merely wrote

to-say that the currency
trading is so huge and in--

volved the great banks of
the ''West " that nothing-

could be done to regulate

currency trading.

~ We could not under--

stand it. To us it was obvi-..
ous that currency trading *
is at the root of the finan-

cial turmoil. With - hun- -
dreds of billions in terms ..

of purchasing power. of the
East lost, world trade and. :

the world’s economy mugt_

suffer,

But it seems the' rights.
of the currency traders are
more important than the
economy of :the world. ;

- They must not be frustrat- ,

ed in any way.

? longer Malaysm:
balked the lower would.
the shares fall and the -
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S It would seem . that the
system has become more
important than the resulf. -
3t become a religion

* and must be upheld even :

+if it destroys everything’”
The -world’s economy 'is.
not as important as the,
free markets and- the
rights. of the currency
traders i

-Malaysia  is - small Tts .
ecunomy is not important
to the world. Whether we
-are destroyed or not does
not matter, Whether our
people arethungry. or they
-riot and self-destruct is of
no concern to the wor
~~Since:this is-the-at
ﬁ‘of;; thew-vgoxldB

uld 'bé wasting’ its

hopmg for. the world- com—
munity to restructure the

sia

intematinnal fms_.ng; :

orld.
tuﬁa-—;RM:%E to [1S8130) eq1

fal.:* 35 per cent to US$2T b

*designed’ specifically’ to

prevent the currency trad-
ers from ‘getting hold of
our ringgii. The ringgit
was therefore made worth-
less . outsme of Malaysia
‘and ma not ‘be brought
into Malaysia one month
after - controls were im-
posed.

- Trade is to be conducted.

in:foreign currencies; Ex-

"fforts ‘must exceed imports’
there is to.be enough .

fnrelgn currencies to pay
for imports.

‘Within' the country the
foreign currency can be
converted to aringgit at

Jent. fConvergig

Within four months of
‘controls reserves rose J

“the’

I ask you to come and see for yourself
_because apart from the currency ' -
traders and stock market raiders, we
‘have also to contend with a hostile
Western media. They.distort all
reports on Malaysia. If you depend on .
them you:will never know:the truth. ~~
‘They are not above fabricating -

stories if they are agamst you. .

system ‘merely to-help-us~:lion’ ;;Rmoz 8:billion).As’

.out, We Malaysians have “‘all. export: earnings .are

“to'take: independent action . gold to the central bank,

in order:to. protect our- 1n- .sthe money .in. circulation
: lgla'ghalso increased.::

" The

“Malaysian . stock'

the. stock market. specula- ©

‘tors:were responsible. for, *;
_what” hangened to ‘our:

“economy, the logical thiug
to do is‘to: tPut a stop, to’
their activi

- fected our country.

"And so we put in place

selective exchange control

‘market: was - peculiar”in
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:. (i{LSE) they neve‘fthalbsg

affected the Kuala Lum- -
pur Composite Indéx. 7 |

Short-selling in Singa-
pore rapidly pushed down
the Composite Index.” Al
aysian banks and
corporations went into.a
state of distress, unable to
repay loans or 'to borrow
money to finance then‘
businesses.:

‘Unless the “trading m
Singapore is stop&:ed Ma-
laysian banks compa-
nies would (fo bankrupt
and we would be forced 1o
let roralfmars taka ovor all
our bus

nes 5
liva-, «sians-woul sgg mere: wm;g'

Onlyy jers dmfQ Img'n;owned co
o 'for payments for Mports a “panies

To stop this we reqmred
all share trading to be
made ‘through the KLSE.

' In addition capital invest- .

‘ed in the stock market
~must stay in the couniry.

* for-at least one year. THis

effectively stopped share
manipulations. . 4

t the’ time when. the
controls were imposed the
" Composite Index had gone
down from 1200 to 260. 1t
has. now risen ,to about
600, - Companies are now
able to service loans and
borrow. again and -busi-
nesses have largel:.r e
vived. :

‘Free.from the ‘threat of
devaluation by the curren-.
. ¢y -traders, interest rates
“have-been lowered. The Te-
‘turn: of the ringgit' from
abroad helped increase:li:
.quidity. An asset manage-
- ment company has bought
the non-performing:loans

tha el.n'renc'jr traders- anﬂ;

es as 1‘.11@5;L af-’

" while a special purpose ve-
“hicle was set up to recapi-
iahse the banks. 7 -
. When -~ Malaysia . mtro
duced these selective con-
trols there was almost um

:that much of the'trading -

‘was"-done -in Singapore |,
J‘through*~.an - over-the-"
counter ket -operated
by thea*smgapore Stock -
Exchange.”. - hough
‘shares: traded there were:
ot recorded in the Kuala .

i Lumpur - Stock Exchange -

| CIPLEASE TURN O ff.
T PAGE 11,COL1 - 73
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versal-condemnation. We
were told we would fail or
at best the rehef wouid be

Tgo mtematmnal medm,

as usual.-accused . the-Ma-
laysian Government of im-
posing controls to save'the
cronies - and - the' family
members of the Prime Min-
ister. * They
-that the people: would rise
and overt TOW. the Gove
ment.” %

major role in

“even'- hinted -

We appealed to the IMF and the

——,
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Busmesses have been re-

'vived'and are.doing fairly -

well ‘As the share prices go

-the . non-performing’
loans (N?Ls) were reduced .

and companies” and banks
are healthy again. " .
‘The repatriation. of. the

\Malayman ringgit' has. en-

abled .us to recapitalise the

- banks’and ' purc_hase “of

NPLs !’ without :' foreign
loa.ne" "Retrenchment - is -
‘Ini fact statistical- -

Il 'zero unem 4

World Bank to curb the actmtles of
the currency traders. But Mr "
Camdessus merely wrote o say that
the currency trading is so huge and
involved the great banks of the West.
that nothing could be done to '
regulate currency trading.

. I would like to invite all
of you to Malaysia to see
whether controls - have
harmed Malaysia.: Talk to
the average Malaysian, not
just to the few who are
anti-Government. Find out
if the people are interested
in rioting' and overthrow-
ing the Government. Meet
the managers of 100 per
cent. foreign-owned indus-
tries and ask them how
they are doing.

I ask you to come and
see for yourself because
apart from the cuwrrency
traders and stock market
raiders, we have also to
contend with a hostile
Western media. They dis-
tort all reports on Malay-

If you depend on them
you will never know the
truth. They are not above
fabricating stories if they
are against you.

And they don’t like coun-

tries which refuse to “kow-

tow” to them. In other
words they deny others
free :speech while they
preach the sanctity of free
speech for themselves.
e know of cancella-
tions by hundreds of tour-
because Malaysia is de-
scribed by them as a war
Zone. Power it seems has
corrupted the Press. Ironi-
cally in the Information
Age the only way to get
real, information "is to 80
see for yourself. ;
‘However if you care to
believe, I would like to
_ point out that’ since con-
ols were imposed in Sep-
“tember. 1998, the results
Ve heen very gratlf}'mg

ployment.

Inflation is on.ly 15 per
cent above the average
yearly inflation rate. There
is no shortage of food or
medicine or fuel. The su-
permarkets are. well-
stocked with everything in-
cluding imported food.
There are no riots and you
can travel anywhere in
safety.

Whereas for almost a de-
cade there had been a defi-
cit in the balance of pay-
ment, now there is a huge
surplus. Reserves have
gone up from US$20 billion
to US$27 billion, sufficient

" to sustain over five months

of retained imports.

Property and motor vehi-
cle sales have shot up. And
all other -indicators show
an economy whlch is re-
covering.

There-may be other rea-
sons for recovery but there
can be no doubt that cur-
rency and capztal controls
play a very ‘major role. It

‘cannot “be "a coincidence

that the healthy economic
indicators, began.to show
almost ' immediately after
controls were imposed in
September 1998,

Those who do not con-
demn the controls outright
ask -us when..we would

trols have helped to stabi-
lise and revive the Malay-
sian . economy . but . they
insist that they are retro-
gressive steps. Now that
stability has been achieved
the controls should be re-
moved. -

We.sée no reason to re-

-move them now..The expe-.

sto%r’ They admit that con-

r1ence of Latm countnes
show that as soon as their

‘economies.. recover from:
the effects. of: attacks on.

their currencies, the cur-
rency traders” . would
launch another attack with
equally disastrous results.

Clearly as long as the in-_

tematzonal financial -+ re-

gime allows the- currency.
traders to devalue.curren- -
cies, there is‘no guarantee -

that they will cease and de-

" sist simply because finan-

cial reforms have been car- - -

. ried out faithfully. .. . .

.+ The currency traders are“'

- not interested in the good-
behaviour of Governments.

They are only interested in
there being sufficient
wealth to rob.. Countries
with worse Governments
are left free of attacks if
they are too poor to be
robbed. through’ currency
devaluation. .

The controls will there-
fore remain in place until
the international commu-
nity devises a new finan-
cial regime which curbs
the ‘activities of currency
traders.

Currency trading has
served no good purpose as
far as the world’s economy
is concerned. It may enrich
a few rich capitalists in de-
veloped countries but it
does so at the expense of
relatively poor countries
and their poor people. To-
day millions in East Asia
are starving or have only
one meal a day, are unable

‘to afford medical treat-

ment or milk for their chil-
dren. You may want to

blame the Governments for-

economlo recovery

and of the world

‘Trillions - of ' dollars in
terms-of purchasing power
and in real terms: have
been: lost. . The cwrenc
traders. . have - destroyed

: h e amounts of wealth:in

er-to make'a relatively
small profit for themselves
In Hong: Kong in 1997 I’
blamed the ‘currency trad-
ers I have,.no reason to
»my" mind. . The

'worlc? can do without their

destructive cattle-h.ke be-
viour.

If. they cannot be done'

. away.with they should at.

least be regulated. Govern-

ments which harbour them-

and claim that they cannot
control them should res1gn
or be overthrown. “- -

The 21st Century should
be a.better century than
the 20th. In the 20th Centu-
ry we saw the invention of
ever - more destructive

" weapons of war. We are

now seeing newer weapons
of war, namely financial
and economi_c weapons.
And they. are no less de-
structive, no less lethal
than the rockets and the
bombs.

If the world really be-
lieves in peace, in democra-
cy, in justice for all, de-
stroy or curb currency
trading. Then and then
only will we see a revival
of the world’s economy and
an equitable distribution of
wealth.

Malaysia is bouncing
back from the brink. But I
must admit that as a small
trading nation the extent it
bounces back depends on
the world’s economy. We
will not recover fully if the

We are not taken in by the claim that
the market is disciplining
Governments. If there is no money to
be made they wouldn’t care less if
these Governments are run by :
bandits. The market is made up of
very greedy people who just want to
make money without regard for the
misery they cause the poor people in
developing countries. .

this catastrophe but before

the currency devaluation

these things did not hap-

pen.

The IMF, the media and
the ratings agencies are
culpable but not initially.
It is the currency traders
who are the true culprits
causing the destruction of
the economies of East Asia,
of Latin America, of Russia

world does not recover,
and it'will not. recover if it
regards capitalism as a re-
ligion.

(This speech by Prime Min-
ister Datuk Seri Dr Ma-
hathir Mohamad at  the
World Economic Forum
working lunch in Davos,
Switzerland was released in
Kugla Lumpur yesterday)
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