SPEECH BY: Dato' Seri Dr. Muhathir bin Mdhanmad

( Prime Mnister )

EVENT: The Busi ness Leaders Di al ogue

VENUE: Tokyo, Japan

DATE

TI ME

28 Dec 1997

1. Firstly, | would like to say how delighted | am to
be here today in Tokyo to address this gathering of
prom nent rmenbers of the Japanese business comunity.
Japanese investors have always played an inportant role
in the econonic devel opnment of Malaysia and for this we
are very grateful

2. Mal aysi a has always been foreign investnent-
friendly. The CGovernnent encourages foreign di rect
i nvestnments (FDI) since the early 60's as we believe FD
can and wll always contribute mnmuch to the rapid

devel opnent of the Ml aysi an econony. This policy wll
continue to play a key role in our effort to become a
fully industrialised society by 2020. Foreign Direct
Investments in nmanufacturing sector alone in Mlaysia
has been on the increase and from 1991 to Cctober 1997
FDI  amounted to US$34.78 billion (based on average
exchange rate of one US$ to RW.5). By country, Japan
was the largest wth total approved investnent of
US$7.39 billion (or 21.2 percent) . O her inportant
investors were USA (US$5.92 billion or 17.0 percent),
Taiwan (US$4.66 billion or 13.4 percent), Singapore
(US$3. 93 billion or 11.3 percent), Korea (US$1. 74
billion or 5.0 percent), and France (US$1.71 billion or

4.9 percent). These six countries together accounted
for US$25.35 billion or 72.8 percent of total approved
foreign i nvest ment . This high Ilevel of investnent

reflects investors' confidence in Malaysia's economc
potenti al .

3. Mal aysi a has prospered t hrough opening itself early
to direct foreign i nvest ment s. | ndeed t he
industrialisation and rapid growh of Mal aysi a is

|argely due to foreign investnents.

4. VWhen Mal aysi a becane i ndependent in 1957 it was a
producer and exporter of tin and rubber. To be honest,
Mal aysia was quite rich due to this compdity-based
econony, much richer than nost other colonies which at
that tinme were gaining i ndependence. But rubber and tin
fluctuated in price to a great degree because they depend
on such factors as war and the nmotor industry in order to
create demand. WArs cannot be continuous and the notor
industry and its usage was still confined to the few rich



countries then. Besides substitutes for rubber and for
tin as packaging material began to erode the market for
t hese commpditi es.

5. In addition, as the markets are in the rich
i ndustrialised countries of Europe and Anerica (Japan
not having emerged vyet) the prices of these t wo
commodities were determined solely by them W the
producers and exporters had no say at all. Consequently,
the prices were often depressed and we had to sell nore
and nore of the two commodities in order to buy |ess and
less of the manufactured goods. The grow ng popul ation
of Malaysia was finding difficulty in finding enmployment
and poverty was not becom ng | ess.

6. To grow econonmically, Malaysia had to turn to the
manuf acturing industry. Unfortunately, we had no
expertise, no capital and too snmall a domestic rmarket.
To overcome these drawbacks, we decided fairly early in
conpari son to other new y-independent countries to

invite foreign direct investnents. It was combn sense
and not international pressure which nade us accept
foreign participation in our economny. | nvest nents by
the Japanese nmainly but also by other countries enabled
us to achi eve our obj ective of becom ng an
i ndustrialised country with jobs for all our people and
earnings in foreign exchange nounting every year. By

1996, out of our total export of 70 billion US.
dol l ars, 80 percent was made up of nanufactured goods.

7. We are therefore anong the early proponents of open
econorny and crossborder flows of capital. W needed no
encouragenent and certainly no force to open up our
country. We believed in the good that could result from
foreign capital and the ease of <capital flows across
borders.

8. No poor ~country can ever grow rapidly enough in
order to cope with a growi ng popul ation and the need to
i mprove living standards wi thout industrialisation

Wthout foreign capital inflows, their knowhow and the
jobs they create, poor countries would stagnate and
wal low in poverty. Poverty only breeds poverty, while
wealth |eads to greater wealth. To break the cycle of
poverty, poor countries nust seek the involvenent of
rich countries in their devel opnment. Eventually through
foreign direct investnents the poor can becone rich and
then be capable of propagating growh fromwthin. Stil
the need for foreign direct investnents especially in
the production of goods and services remains and hel ps
to continue as well as accelerate the pace of grow h.

9. As a corollary to foreign direct investnment, world
trade is equally crucial. A country as small as
Mal aysia with a population of only 20 million cannot



grow based on its donestic market. It nust export to
the rest of the world if the earnings are to grow. Wrld
trade is therefore very inportant to Mal aysia as indeed
it is to alnost every country. By providing a huge
mar ket for exported goods, world trade nake econom es of
scal e possible and ensures the viability of nodern nass
production industries.

10. Wth the world market open to its products, the
i ndustrialisation of Malaysia succeeded and even

sur passed expect ati on. Suddenly, along wth ot her
devel opi ng countries of South East Asia, Mal aysi a
achieved what was described as an economic niracle. It

was |abelled as one of the tigers and dragons of Asia
and was apparently set to become a fully devel oped
country in two or three decades.

11. But as you know, our progress has been halted and
even rolled back. Today there is turnoil in the economny
of Malaysia and in the other South East Asian countries.
The tigers have stopped roaring and the dragons' fire-
breathing apparatus no |onger belch fire through their
nostrils. There is no nore talk of the 21st century as
t he Asian Century.

12. Due to devaluation of its currency, in GDP terns,
Mal aysia has |ost approximately 40 billion U S. dollars
in purchasing power. This nmeans that the country is
poorer and the people who had hoped to rise above their
unfortunate situations now have no hope, not in their
lifetime at least to energe and shake off their poverty.
Instead their poverty is greater and nore have joined

their ranks from anmong those who had before Ilifted
t hensel ves above the poverty line. Unl ess sonet hi ng
dramatic happens, Malaysia's growth which has been put
back 15 years will lag behind by that space of tine in

terms of economi c grow h.

13. But apart from deval uation, Ml aysia is al so seeing
a grave and nmmssive | oss of capitalisation of its stock
market. The share prices have nose-dived and w ped out
60 percent of the capital anmpunting to approximtely 100
billion US. dollars. Banks are faced with liquidity
problems as margin calls were not net by clients and
collaterals have to be sold at give-away prices.

14. True, despite all these, Ml aysia's econony is said
to be still strong. Malaysia hopes never having to
resort to loans fromthe | M. But the pressure on

Mal aysia is very very great. The currency continues to
be attacked along with the stock narket.

15. The sad thing is that all these troubles are due to
the very thing that Ml aysia had al ways wel cone -- cross
border flows of capital and world trade. Because we had



opened up and because we all owed our currency and shares
to be bought by foreigners and traded outside our
country, today we have to face the full force of
international currency manipulation and stock market
assaul ts.

16. The rul es of currency tradi ng have been devised by
the currency traders thensel ves and they give thensel ves
unbeat abl e advantages over their victins. There is no
way the target country can fight back

17. I will not insult you with explaining the nechanics
of currency trading but | would like to point out how,
bet ween rmani pul ating currency val ues and assaulting the
stock market, the nmanipul ators ensured they would profit
all the tine.

18. Before an assault is to be nounted on a currency,
they would acquire large suns of that currency. VWhen
they attack, the Central Bank would defend the currency
by raising interest rates. The traders would then |end
the currency they had earlier acquired at high interest
rates. The high interest inmposed by the Central Banks
al so depress share prices and the traders would engage
in short selling in order to profit from the fall in
share prices.

19. Clearly they profit fromthe currency depreciation

the rise in interest rates and the fall in share prices.
It is a wonderful way of making huge profits and it is
all wthin the rules of the free market system and worl d
trade.

20. The unfortunate thing is that countries and people

lose a lot of wealth in a very short space of tineg,
wealth which they had worked hard to acquire over many
many years. W rse than that, the loss of wealth by the
nations and the people is far greater than the profits
made by the manipulators. In the case of Malaysia, for
exanple, while the GDP loss is estinated at 40 billion
US. dollars, the profit nade by the manipul ators cannot
be mre than five billion U S dollars. There is a
di sappearance of sone 35 billion U.S. dollars worth of
weal t h and purchasi ng power.

21. Now if we add up the |losses sustained by all the
countries of South East Asia and North East Asia due to
deval uation, the total loss runs into hundreds of

billions yearly. On the other hand, the gains by the
mani pul ators are snall and once only. There is thus a
great deal of waste of wealth in order to give the
traders their profits. In a zero sum gain what the
loser lose is gained by the winner. In the case of
currency trading the |oser |oses very nuch nore than the
gai n made by the wi nner.



22. It would seem that unfettered world trade can
destroy as nuch as it can build. Wrld trade i.e. the
trade in goods and services has created wealth for
everyone throughout the world. Jobs, contracts, freight,
i nsurance, transportation, port handling -- all these
and nore accrue fromworld trade. But who and how many
people benefit fromcurrency trading and stock market

mani pulations - a very few indeed. They <create no
subst anti al enpl oynment, use no tangi bl e servi ces,
produce and consune no goods and benefit the world not
at all -- indeed as has been pointed out currency

trading and stock market manipulations result in a
shrinkage of wealth, real wealth. The trade in services
and goods creates wealth and reduces poverty, but the

trade in currency and portfolio investnents across
borders diminish wealth and i ncrease poverty. \Wher ever
the currency traders go they leave a trail of poverty

and destabilised economes in their wake.

23. It is said that the trade in currency is 20 tines
bi gger than world trade in services and goods. | magi ne
if world trade in goods and services is 20 times bigger
than it is now, how nuch wealth it can create and how

successful would be poverty eradication. The world
would be literally 20 tinmes richer and poverty worl dw de
woul d have been totally eradicated. But currency

trading which makes up about 95 percent of world trade
has i ncreased poverty instead.

24, I have taken this opportunity to talk about the
damage caused by currency trading in or der to
differentiate and highlight the benefits of Cross-
bor der fl ows of funds for productive activities.
Mal aysia is trying to nmnage the difficult economc
situation that it is faced with now W think we may be
abl e to manage but we need new foreign long-term
productive investnents even nobre urgently. W had
| ooked at the proposed Asian Fund but now that it is
going to be an extension of the IMF it has becone rmuch
less attractive. |If we need that kind of aid we mght
as well resort to an IM bail-out. But such a bail -out
does not guarantee our economc recovery. VWhat is
certain is that it will restrict our freedom to design
and initiate new ways of stimulating foreign direct
i nvestnments in our country and the inplenentation of new
economic policies and strategies. Ml aysia has always
been innovative and that is why we have progressed.
Restriction on us wll limt the introduction of
i nnovations in our econoni es nmanagemnent.

25. Normally a fall in the value of the currency would
lead to inflation as wages rise in order to regain
purchasing power. As is well-known inmports constitute a
significant portion of goods and services consuned



| ocal ly. These inported items will appreciate in terms
of the devalued currency. Again this will negate the
positive effect of deval uation.

26. If there is any gain at all in terns of cost of
production due to devaluation, it is likely to be
temporary. In time whatever cost reduction would be
negat ed as wages rise and goods and services go up along
with it. If inflation does not run wild the best that
can be expected is a return to the original cost |evels.

27. In Mal aysi a however, the local cost and prices have
not gone wup wuntil now \Wages are still at the old
levels even though in foreign currency ternms their
purchasing power had decreased. Wor ker s have not
demanded for wage increases sinply because they are
still able to buy the sanme goods and services that they
were able to buy before the devaluation. It is the

intention of the Ml aysian Governnment to keep wages at
the old Ilevel through a canpai gn agai nst waste, against

unnecessary |luxuries and through belt tightening. The
consunption of non-essentials, especially inported ones
will be reduced to the mininum The canpaign has
received the support of all strata of the people
i ncluding the unions and the workers. As a country with
a relatively small and disciplined population it is

possible for the Governnent to nonitor receipts and
expenditures closely to ensure that inported inflation
will be mnimsed. The people have pledged their ful
cooperation towards a programto nmake Malaysia nore
conpetitive gl obally.

28. VWhat does this nean for foreign investors? It
means that they can produce goods and services in
Mal aysia actually at a much |lower costs than before.
They would either earn nore profit or becone nore
conpetitive in the world market. As you know investors
have always found Mal aysia a good manufacturing centre
because of its efficiency and | ower cost. Now the cost
will be even much | ower

29. At the sanme time Malaysia will continue to provide
the efficient handling of investors' needs. Bureaucratic
processes would be reduced to the barest mininum Al

t he old t ax incentives and privileges wil | be
continued. A business-friendly Governnent wil | nake
itself readily available even at the highest level to
resol ve any problemthat may arise.

30. For sone tinme now Mal aysi a has been pronoting high-
tech i ndustries and discouraging |abour i ntensive
i ndustries. This is because we are short of workers and
have to allow foreign workers to come in. W want to
reduce dependence on foreign workers while increasing
the incone of our better trained citizens through hi-



tech industries.

31. However we have decided to call a halt to this
policy. We wil | now allow for |abour i ntensive
i ndustries dependent on foreign |abour if the industries
are for export. W now have about 1.7 nmillion foreign
wor ker s. W wll allow a gradual increase if export-
oriented industries require a bigger work force.

32. A nunber of hotels in Ml aysia are Japanese- owned.
W notice that Japanese visitors prefer to stay in
Japanese- owned hot el s. They also prefer Japanese

tourist guides and operators. W are quite prepared to
allow nore Japanese tourist operators if they can bring

in additional tourists or prolong their st ay in
Mal aysi a.
33. Apart fromthese, we are willing to listen to and

consider other ideas that you may have for increasing
Japanese investnents in Ml aysia.

34. At this nmonment despite the so-called currency
t ur noi | and lowered growth, there is still full
enpl oyment for Ml aysians in Malaysia. W are thus able
to reshape the econony without too much cost to our
peopl e. Traditionally our people are very disciplined
and easily trained. They are not prone to wild action
which may undermine our econony. They are also fully
supportive of the Government they had elected with a
huge mmjority. |In fact the attack on Ml aysi an currency
and certain action directed against the country's
| eaders have only strengthen their unity and support for
t he CGover nrent . Even opposition nenbers are quite
supporti ve.

35. This renders the country politically stable and the
CGover nirent fully effective. New policies and approaches
pr oposed by the Governnent wll not disrupt t he

equanimty of the people.

36. We are certain that the steps we have taken and our
invitation for nmore foreign investments will be welcone
by them Indeed all our people will be ready to provide
your investors wth the best service. You wll find
living and working in Mal aysi a i nexpensive and pl easant.

37. | would like to invite all of you to visit Ml aysia
and check whether what | say is true. You wll find
that there is no haze in Malaysia and with the agreenent
of Indonesia we can assure you that there wll be no
haze in future in Malaysia. You wll find our
bureaucrats attentive and ready to consider all your
needs. And you will find Malaysians as friendly and

hospi tabl e as ever.



38. So do cone to Malaysia to invest and to enjoy its
sal ubrious «climate. And now it would cost you even
less in terns of Yen, for the Yen has al so appreciated
agai nst our Ringgit.

Wl cone to Mal aysi a. Wel cone to i nvest in
Mal aysi a.
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