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Ladi es and GCentl enen,

| am pleased to be here today to officiate at the

opening of the Ninth Convention of the Persatuan Ekonom
Mal aysia. This year's thene: "Strategy for G owth: Towards
a More Conpetitive Econony” reflects a key objective of
public policy - an objective forenost on the m nds of both
the Governnment and the private sector. | hope your

del i berati ons over the next few days will bring forth new
ideas to contribute positively to the Nation's efforts to
revive the Mal aysi an econony.

2. Over the past year, many conferences, sem nars,

di al ogues and panel di scussions have been organised to
extract ideas and views from across a w de cross-section

of the popul ation on what is needed to put the Ml aysian
econony back on track. In an increasingly unstable

i nternational trading environnment, fresh ideas and new
approaches have not been easy to cone by. For a commodity-
dependent country, |ike Ml aysia, how should we respond when
witers |ike Peter Drucker see no future for raw materi al
produci ng countries because they have conme "uncoupl ed" from
the industrial econom es? Likew se, since we are |ooking
towards industrialisation to help solve our unenpl oynment
problem the sane nessage is repeated - namely, industrial
producti on has al so conme "uncoupl ed" from enpl oynent, the
argunent being that the nore conpetitive industries today
are those that are technol ogy and know edge-driven, such
as electronics, genetic engineering, pharmaceuticals and

t el econmuni cations. And, of course, the

i npact of recent events in the world' s stock exchanges bear
testinmony to the sad observation that econom c perfornmance
t hese days is becom ng | ess dependent on underlying

macr o- economi ¢ fundanental s, and nore on financi al
transacti ons based on rapid and nassive capital novenents,
which are strongly linked to the vicissitudes of market
sentinents.

3. An underlying nessage which is worth our while to
consider is that structural world changes have overtaken us.
It is urgent that Ml aysians put their act together to adapt
to these new demands and chal | enges.
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4. Today, we in Ml aysia are beginning to see the benefits
of the painful adjustment programe undertaken in earnest
since 1983. W are now better off than we had been for sone
time. This year, real GDP growh will be nodest. The

M ni ster of Finance talks of 2% in 1987 and 4% next year
But, because our international terns of trade have inproved,
current incones will increase faster. This year, nationa

i ncome should be up 6% after two years of absol ute declines
inincone: 8%in 1986 and 3% in 1985. As a result, consuner
and corporate demand can be expected to performbetter. For
the first time since 1979, we are seeing a turnaround

in the current account of the bal ance of paynents to a
surplus position. The external paynments position wll
continue to | ook good in the inmedi ate years to conme. Qur
reserves have reached a | evel where we can afford to
pre-pay sone of our external debt. For the first tine, too,
the size of the Federal Covernnent's external debt wll
shrink. Only the budget deficit remains and with the
Governnent's steadfast conmitnment to trimspendi ng and

wi nddown the role of the public sector, there is every
possibility that the Governnment will be able to achieve

its objective of balancing its current Budget by 1989.

5. However, agai nst such achi evenents, several problens
remai n. For one thing, the economc recovery thus far is too
narrow y based. Indeed, it is still far too dependent on

hi gher comodity prices and short-term expansi on of the
export sector. The domestic sector has yet to respond
adequately to the stimulus. Al though recent reports of
conpany performance indicate that many conpanies listed on

t he Kual a Lumpur Stock Exchange are in the black, and in
some cases, earning good profits, we have yet to witness a
flood of spending on capital outlays.

6. Despite the pick-up in domestic private investnent,
unenpl oynment is expected to reach 9. 1% of the | abour force,
i nvol ving sone 570, 000 persons in 1987. This has pronpted
some to suggest that the Governnent should reflate the
econonmy with |arge doses of counter-cyclical expansionary
spendi ng. In other words, take the easy way out. Qur
experience in the 1980s have shown that this is not the
proper approach. The Governnment cannot spend nore w t hout
taxi ng nore. W cannot spend what we cannot afford.
Borrowi ng unduly raises the public debt, the servicing of
which will divert |large suns fromour current account, thus
penal i sing future generations with higher taxes, not to
mention the adverse inpact on the Governnment's credit
wort hi ness, the econonmic distortions that are likely to
arise over the longer term and equally inportant, the
"crowdi ng-out" effects on private initiative.

7. Yet it is clear that unless noney is expanded on sone
| ocal activities, jobs will not be created and donestic
economic activities will not be stinulated. It is for this



reason that the Governnment proposes to privatise severa
maj or civil projects which can | ead to substanti al
construction activities. This way jobs will be created and
there will be a market for a lot of |ocal products w thout
i nvol ving the Governnent in nmassive spending and i ncreased
debt servicing.

8. The Budget strategies outlined for 1988 and beyond are,
| believe, the right ones. They represent

a fine bal ance of what the Governnent should do, given its
reduced resources, and what we want the private sector to
do. W have already ensured that businessnmen and
entrepreneurs have ready access to adequate funds, at
reasonabl e cost. Wth our Iimted resources, priority wll
be given to fighting poverty and inproving the living
conditions of the poor; to investing in basic econonic
infrastructure; to ensuring that the Government plays its
part in assisting - as a matter of priority - the private
sector to grow and thereby, hasten the process of economc
recovery. W also want to see to it that our social services
are adequate and our national defences strengthened.

9. To succeed,there is no doubt that we need a dynam c and
conpetitive private sector. But, that is only a necessary
condi tion, not a sufficient condition. W al so need an
expandi ng and stable world econony. W nust recognise the
reality that our success will depend, just as nuch on our
own efforts as on the successful efforts to bring about
growi ng and open nmarkets in the industrial world. That
responsibility lies mainly with the United States and its
principal trading partners, notably Japan and West GCernany.

10. It has becone a cliche that noney tal ks. Over the past
year, the tal ks have been so noisy as to be deaf ening.

First the US dollar and interest rates rocketed up. Then
there was ascreeching fall. Then, the cries of "foul play"
on Wall Street follow ng the |Ivan Boesky scandals, not to
mention the "Big Bang" in London. More recently, we all
heard the stock markets, led by Wall Street, ripping through
the roof. This was followed by a scream ng di ve back through
the roof and down to somewhere bel ow the basenent. Al this
whil e real business i.e. the production and narketing of
goods and service was all but forgotten. Good performance
and dividends are irrel evant when nuch nore can be made
selling pieces of paper with imgi nary val ues. The nodern
commodi ti es are noney and shares, the purchase and sal es of
whi ch far exceed real world trade in goods and services

over any time period. Wen currenci es becone goods and are
so traded, sonething nust be fundanentally w ong.

11. What is fundanmentally wong is that technol ogy has
outstripped human capabilities to make use or take advant age
of these technol ogi es wi thout disturbing human environnent.
Technol ogically the Strategic Defense Initiative is entirely
possible. But to attain this possibility all the resources
of a state has to be diverted to these weapons which ideally
shoul d not be used if they are to serve their purpose. And



so we have the fantastic deficits in the US which w thout
doubt distorts the total industrial devel opnent not only of
the US but al so the whol e world.

Russi a whose people are poor will now divert their resources
to keep up with the US. Wth so nuch noney diverted to the
endl ess search and manufacture of increasingly nore
effective and nore costly weapons, all other areas nust

be starved of noney.

12. If there is going to be recovery, the mad race to

desi gn and manufacture endl essly inproved arns using ever
nor e sophi sticated and ever nore costly technol ogy mnust
stop. Money must go back to the production of useful and
cheaper necessities or even luxury itens, the production
of which will consunme raw materials, create jobs and spread
weal th t hroughout the world. Sanity nust return to the
busi ness world and real profits nmust replace non-taxable
capital gains as the attraction of the stock markets. 'Big
Bangs', conputers, automatic purchases and sal es of shares
need to be re-studied so that wild swings in stock narket
prices will be replaced by nore sensible ups and downs.

13. The linkages in the world financial and stock markets
cannot be broken. Since snmall poor countries cannot

i nfl uence the market or the world' s econony nuch, the major
econom ¢ powers mnust accept the responsibility of restoring
the worl d's econony. The confidence of the world has been
badl y underm ned by recent events but cool heads and strong
political |eadership anong the big powers can still restore
equi i brium
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14. On our part, we nust not | ose hope. W have undertaken
t he necessary adjustments and energed | eaner, but stronger
and hopefully, wiser. What is inportant is whether our
econom c strategies are beginning to pay off in terns of the
nore basic goals of growh and stability. In a nunber of
areas, devel opnents in the past 6 nonths have been strongly
encouraging in that respect:

First, the evidence by now is clear that our bal ance of
paynments has turned the vital corner, despite sluggish
real growh. This year's current surplus is

significant. W can | ook forward to another in 1988.
Second, this year's Budget deficit is smaller. Next

year's should be much smaller still. W are determ ned

to make real progress here.

Third, we have had little inflation and the chances are
good that we will be able to manage this aspect of our
lives within prudent bounds next year

Fourth, the signs are getting clearer that private
donmestic consunption is rising, slowy but surely. The
recent fall in stock market values will no doubt make
consunption spending nore cautious. But, export growth
remains firm- the incone effects of this continuing

trend is surely positive.

Fifth, manufacturing activity has picked up decisively



and the prospects for further business investnent,
especially foreign direct investnment, is inproving. The
signals we are getting fromforeign investors are
particularly encouraging. I wish I can say the sane for
donestic re-investnent and new investnent.

Si xth, capital inflows have continued to be strong. So
much so that Bank Negara's reserves are up
significantly, despite debt prepaynents by both the
Government and private sector enterprises. What is
particul arly encouragi ng has been the persistence of
these capital inflows in the wake of the October 19th
Vall Street "coll apse”

Finally, the ringgit continues to remain stable in the
face of lowinterest rates. O equal inportance, of
course, has been continuing evidence of restraint and
di scipline on costs and wages in nuch of Ml aysi an

busi ness, especially the Governnent and the banking
sector.

15. While all this is well and good, risks and problens are
al so apparent. Indeed, all is not safely and securely hone.
As | nentioned earlier, unenploynment is too unconfortably
hi gh. CQutside selective parts of the manufacturing industry
and to a |l esser extent agriculture, the statistics suggest
conti nui ng sl uggi shness and poor productivity growh. W
will need to do nuch better.

Ladi es and CGentl enen,

16. In terns of strategy, we should persevere with our
present package of policies aimed at nurturing a nore
conpetitive order so that the econony can generate growth on
its own monentum A nore conpetitive order will help revive
private sector activity. Al though private business activity
is expected to surpass its |lacklustre perfornmance of recent
years, | cannot but repeat how crucial it is for the private
sector to becone the dynamic growh centre for the rest of
this decade. The decline in private investnent, other than
in oil and gas, is disturbing. Between 1981 and 1986,
avai |l abl e statistics show that non-oil and gas private

i nvest ment outl ays have been declining at an average annua
rate of nearly 2% The contribution of private investnent

to GDP growm h was negative over the sanme period. In the

case of the public sector, its contribution to growh had
been a positive 2 percentage points. This sluggishness

in private sector investnment nmust be reversed. Wthout a
heal thy growth in investnment, GDP growth will not be

sustai nable. That is why we nmust do all we can to encourage
private investnent.

17. So far, the Governnent's strategy for the private

sector had been directed mainly at the provision of adequate
i ncentives, including reducing the rates

on corporate tax, electricity and communi cati on char ges,
liberalising the guidelines governing equity participation
in export-oriented industries, and deregul ation to reduce
cunbersone rul es and procedures. If the econony is allowed



sinmply to grow on its own nomentum over the mediumterm
depending mainly on the fortunes of the internationa

tradi ng environment, real GDP growth is unlikely to exceed
3% per annum by 1990. However, if the private sector puts
its act together to take full advantage of the Government's
i ncentives on investnent and its privatisation programe,
real GDP growth could realistically gain by an additiona

1-2 percentage points. The present sitution calls for

daring, innovative and inmagi native entrepreneurs. The

| essons of history tell us that the take-off to sustained
growmh in any society requires the existence, initiative and
reasonabl e skill of some group which is prepared to take

ri sks and venture into new enterprises. |Indeed, the rea
renedies lie deep in human attitudes and behavi our. G anted,
it cannot change overnight. But, as the current val ues and
behavi our nust have devel oped froma nore primtive

begi nni ng, so can the process of val ue changes take of ffrom
the present ones. It remains for us to cultivate the right

ki nd of changes.
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18. Qur nation is blessed with abundant natural resources,
whi ch need either to be exploited raw or with varying degree
of added value in order to yield handsome returns. But |
note that businessnen have been turning nore and nore to the
financial markets with its pronm se of quick and substanti al
returns. A financial market is only real and viable if it

i s backed by sound economic activity with gromh of assets
and dividends. Capital gains wthout real econom c growth

is like a growi ng skyscraper w thout foundation. Sooner or
later it is going to crash down. As you are aware it has
crashed on a worl dwi de unprecedented scal e. |Instead of
waiting for the market to recover, businessmen should go
back to doi ng busi ness, to produci ng goods and servi ces and
marketing themat a profit. The stock market should be used
to raise capital for these enterprises.

19. If you must specul ate, do so on a reasonabl e scale.
There nust be sone rel ationship between prices and the
performance of the enterprises. Conmputers should not totally
di spl ace humans in the buying and selling of shares. The

old study and probe into the basic foundations of the
conpani es must return as the basis for decisions to sell or
buy. If there nust be speculation, it should be sane and
heal t hy.

20. | amtold that wages and salaries in selected industries
wi thin the manufacturing sector had risen on an average by
about 10%in the period 1981-85. However, for the sanme period,
productivity in these manufacturing concerns only rose at an
estimated 3.5% annual ly, resulting in a 6.5%increase a year
in our unit cost. Wrkers wages in this country are

rel atively higher than anmong our major conpetitors in the
region. Since it is neither wi se nor possible for wages to
be reduced in order to bring down unit cost, the only thing
that can be done is to increase productivity.



21. \Wile hard conscientious work by workers can definitely
i nprove productivity, managers nust al so | ook

into the system of working and the use of aids in order to
i nprove productivity. Unnecessary and carel ess spending is
anot her cause of high unit cost. In other words while
workers play a role in determning the | evel of
productivity, managers and ot her executives cannot be

conpl etely excused for poor productivity in any enterprise.
It is inperative that Ml aysi an managers |l ook critically

at thenselves as nuch as at their workers.

Ladi es and Centl enen,
22. Wth these words, | wi sh you success in your

del i berations and I now have nmuch pl easure in declaring
open the N nth Convention of the Persatuan Ekonom Mal aysi a.
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