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TI ME

I am pl eased to be here toni ght anong

di stingui shed guests and experts and | feel honoured to
be asked to tal k about Mal aysia's own experience in

mai nt ai ni ng financial stability through selective
currency or exchange controls. Before | proceed with

ny talk, I would like to thank the organisers, the

Asia Society for inviting ne to speak at this occasion

2. Since July 1997, Ml aysia and a numnber of

Sout heast Asi an economni es together with Korea have been
afflicted by such a severe financial crisis that it has
destroyed the Asian tiger imge of our countries.
Nevert hel ess, we are now back on different |evels of
the recovery path after inplenenting stabilisation and
structural adjustnment neasures. As is well known,

Mal aysi a adopted a hone-grown set of policies and
strategi es as enunerated in the National Economc
Recovery Plan (NERP) that was |aunched in late July
1998.

3. Since independence Ml aysia had nmanaged its

econony and finances relatively well. W did not

depend on foreign aid nor did we borrow rmuch from
foreign sources, neither the Governnent nor the private
sector. W therefore believed that we woul d not get
into the kind of trouble that Thailand or the Latin
Anerican countries often suffer from

4. Unfortunately the currency traders did not spare
us. They only saw opportunities for naking vast sumns
of nmoney by deliberately deval uing our currency. Many
beli eve that the finances of a country nust be weak
before the currency can be deval ued. Actually whet her
the financial situation of a country is good or bad is
quite irrelevant. Even corruption, nepotism or
cronyismare not factors contributing to the

deval uati on of a currency. It should be renenbered
that the countries of Southeast Asia were grow ng at
very high rates econom cally. Corruption, nepotism
cronyi smand | ack of transparency were all there al
this while that the econonies were achieving their so-



called 'miracles' and beconming 'tigers' and 'dragons'.
Their currencies fluctuate minimally and harm essly,
never affecting their economn c performance.

5. The currenci es only deval ued rapidly when the
currency traders started short-selling them The
traders were not in any danger of |osing noney because
t hey never had and never bought the currencies. \Wen
they want to trade, all they do is to borrow the
currency and sell it, so that the currency deval ues.
Then when the currency deval ues further they would buy
and deliver to their earlier buyer making a

consi derabl e ambunt of profit as they deal in very

| arge suns of noney. Their |everaged funds were
unlimted and it was futile for Central Banks to buy
all that the traders were selling. Central bankers who
tried to defend their currencies invariably |ose al
their foreign exchange reserves and were |anded with a
ot of their own much deval ued | ocal currency.

6. Clearly the currency traders can attack any of the
devel opi ng countries, especially those which are doing
well like the so-called 'Asian Tigers'. It was not

t heir weakness which precipitated the attacks.
bservers must notice that they never attack poor
countries however weak their finances nay be. It is
not because they are being kind, but because there is
no nmoney to be nade.

7. | amsure all of you know how currency trading is
done but | have to relate the process because people
talk of devaluation as if currencies have sensors and
can detect when the Governments are corrupt, nepotistic
etc. When they do they seemi ngly deval ue thensel ves.
You know t hey don't. Sone people do that and the

peopl e are the currency traders out to nake fortunes
for their rich investors.

8. Mal aysi a had sonme experience in currency trading
but we confined ourselves to the currencies of rich
countries. W specul ated. We never had enough or
could | everage enough in order to nove the nmarket in
the direction we wanted. Wen Britain failed to join
t he European Monetary Union we |ost alnmpst two billion
Ringgit. W got out but we |earnt val uable | essons
whi ch stood us in good stead when our Ringgit was
attacked by currency traders. W knew what they were
doi ng and how they were doing it. We studied their
activities closely and were finally able to frustrate
t hem and save our currency.

9. Initially we thought of countering the currency
traders inpoveri shment of our country and people by
i ncreasing the incomes of all our people. This

i nvol ved putting nmore noney into circulation. In



effect it would be the classic approach of countering
inflati on by devaluing the currency - only it would be
the other way round. But it would not stop the
currency traders from deval uing the currency further or
even revaluing it upwards. W could not be chasing the
fluctuations in the currency val ues, as we cannot
reduce the currency in circulation as easily as we
woul d i ncrease. W cannot print noney and then destroy
it. And so we rejected the idea.

10. But the currency traders were still deval uing our
currency and i npoverishing our people. W had to do
somet hing even if it was only palliative.

11. We set up what we named the National Economc
Action Council with nmenbers fromboth the private and
public sectors. The problens faced by both sectors as

a result of the downturn were aired and discussed in
order to find solutions. Briefings on the current
econom ¢ situation in the country and anong nei ghbours
kept us posted as to what is going on and what possible
solutions could be fornul at ed.

12. An Executive Committee of seven pored over

econom ¢ data daily and deci ded on actions to be taken
to prevent the econony fromcollapsing and to
rejuvenate it. Thus the unenpl oyment rate was

m ni msed, inflation kept |ow, sales of goods, notor-
vehi cl es, houses, shops were stinmulated, interest rates
| owered and enough noney made avail abl e to the banks;

i mports were reduced whil e exports were increased. W
wat ched the bal ance of trade as it turned in our
favour.

13. W inmplenented scores of schenes to mninise the
effect of the Ringgit devaluation and the fall in share
prices. We estimated we | ost about 50 billion US
Dollars in terms of purchasing power of inports and 150
billion US Dollars in market capitalisation. W could
not afford to have the currency deval ued further and
the stock nmarket raided. We had to put a stop to the
slide or we would have to turn to the I M for |oans and
surrender our control over our econormny.

14. Malaysia is a nultiracial country where wealth is
not evenly distributed. In 1969 we had race riots due
to jeal ousies over econom c wealth and political roles.
We devi sed an affirmative action programe and shared
t he governing of the country with nore of the
opposition parties. W succeeded in reducing racia
tensi ons and reduced politicking to the m nimumso we
could concentrate on econoni c devel oprment. CQur
strategy worked. The relations between the races

i mproved so much that even the severe economic turnoil
did not cause outbreaks of racial fights and quarrel



15. The I MF woul dn't understand this. They woul d

force their standard fornulas to be inplenmented. Banks
owned by different ethnic groups, a politically
sensitive matter, would be closed. Credit would be
tightened, interest rates increased and the NPL
percent age woul d be increased by shortening the period
of default. They would want to see comnpani es bl eedi ng
to death to show how sincere the Government is in

i npl enenting their orders. Foreigners should be all owed
to buy shares unrestricted after the short-sellers had
reduced the share prices to one-tenth of their former
mar ket val ue. The banks should be sold to rich foreign
banks again at fire-sale prices.

16. If the people suffer from unenpl oynent and
inflation then they should blame the Governnent for
practising cronyismand nepotismin the past, for being
corrupt and not transparent. They shoul d overthrow the
Government in order to create confidence for foreign

i nvestors to buy up the | ocal businesses. And so on

and so forth.

17. The financial turmoil had al ready undone nost of
the success of the affirmative action. The IMFin its
usual uncaring way woul d worsen the situation further
And there would then be race riots and prol onged
political instability. Then the foreign investors

woul d not come in because they would all be flying to
quality i.e. to Russia and Latin Anerica where there is
a lot to be nade by undernmi ning the econom es of these
nati ons.

18. Since the IMF is not an option for Ml aysia, we

had to think of sonething honegrown. The only way for
the econony to recover was for the exchange rate of the
Ringgit to be stabilized and the stock nmarket to be
protected fromfurther attacks.

19. To stabilize the Ringgit it nust be prevented from
getting into the hands of the currency traders. The

Ri nggit has been made freely convertible for a | ong
time. Alot of Ringgits were held by foreigners who
could sell or lend without restriction. The attenpt by
t he Gover nment

to prevent cash from being taken out of the country was
nai ve. Electronic transfers of funds across borders

and subsequent | ending and sal e made such restrictions
usel ess.

20. Singapore is the biggest currency trading centre
i n Sout heast Asia. The Singapore Governnent hol ds the
Ringgit as part of its reserves. To increase the flow
of Ringgits to Singapore where it was being lent to



currency traders for short-selling, the Singapore banks
of fered very high interest rates. Ml aysia could not
raise interest rates as this would kill our businesses.
And so |l arge amounts of Ringgits flowed out of the
country | eaving Ml aysi an banks wi thout noney to | end
to Mal aysi an busi nesses. Wth this both the banks and

t he busi nesses becane nori bund.

21. To stop the currency traders from borrow ng

Mal aysi an Ringgits and selling it down, the Governnment
declared that Ringgits outside the country in whatever
formi.e. Ringgits held in foreign accounts woul d not
be allowed to be repatriated to Mal aysia one nonth
after the control was nmade official. This means that
banks in Mal aysia nay not transfer funds belonging to
non-residents in the account of foreign banks except to
Mal aysi an entities during the first nonth of control
After that no transfers would be allowed at all
Effectively this made Ringgits held abroad totally
wort hl ess for purchases or for trade or exchange w thin
or outside Ml aysia.

22. And so currency traders found thensel ves unable to
buy or borrow Ringgits in order to sell. Short-selling
was stopped and only the Ml aysi an Government coul d
determ ne the exchange rate of the Ringgit.

23. Many thought the Ml aysi an Government woul d push
up the Ringgit to its former level. This would have
made i nports cheaper but it would al so increase the
cost of Mal aysi an exports. W woul d have becone very
unconpetitive agai nst our nei ghbours. W chose an

exchange rate that was neither too high nor too | ow.

24. Mal aysia had sufficient reserves and a big trade
surplus. W were able to earn enough forei gn exchange
to pay for our inports. W could make avail abl e enough
foreign exchange to long-terminvestors wanting to take
out their profits or even if they wanted to |iquidate
and take out their capital

25. Short-terminvestors nmay take out their profits
but may only take out their capital after one year

26. Far from seeing an outflow of funds, the positive
bal ance of trade resulted in foreign reserves grow ng
rapi dly. There was never a tinme when there was
insufficient funds to pay for inports. The expected
bl ack market in foreign currency did not nmaterialise.
Instead the fixed exchange rate reduced the cost of
doi ng business in Ml aysia as hedgi ng becane
unnecessary.

27. Reviving the share market was nore conpl ex.
Government had di sal |l owed short-selling as soon as



attacks were nmounted against the KLSE. It soon becane
clear that share prices were still being pushed down

the way the currency was being deval ued. Sone peopl e

were short-selling obviously, sone very smart people

wi th an agenda that went beyond just profits.

28. \Wen Ml aysi a deci ded that the Singapore Stock
Exchange should not trade in Ml aysi an shares, the

Si ngapore Governnent created an over-the-counter market
in Mal aysi an shares operated by a stock-exchange call ed
the "Central Limt Order Book". The Mal aysi an

CGover nrent never recognised this nmarket. As far as

Mal aysia is concerned it was illegal. Appeals to the

Si ngapore Government to close down CLOB went unheeded.

29. The unfortunate thing is that transactions through
the CLOB affected share prices on the KLSE. Wereas
short-selling could be stopped in Malaysia, it was free
to be done in Singapore. Share prices dropped so much
as a result that holders of shares could not neet
margin calls. Loans were defaulted and the conpanies
already in trouble because of the deval uation, high
interest rates and shortage of funds in the banking
system were deprived of funds conpletely. They were
all rapidly collapsing. And the banks were also in

di stress.

30. CLOB was able to avoid registering changes in the
owner shi p of shares followi ng tradi ng by having al
shares registered in the nane of noni nee conpani es.
Thus while the transactions did not change the
owner shi ps of shares on the KLSE, the prices paid

af fected share prices on the Ml aysi an i ndex. Short-
selling through CLOB soon wi ped out two-thirds of

mar ket capitalisation, bringing the Conposite |Index
down from 800 plus to 262 on Septenber 1st 1998.

31. To stop CLOB, registration through nom nee
conpani es was di sall owed. Oamners of shares had to
register directly with the KLSE and trade in these
shares were stopped until the status of these shares
coul d be determ ned.

32. Alnost inmediately the share prices on the KLSE

pi cked up. The Composite Index gained rapidly until at
one time it registered an increase of al nost 200
percent over the lowest figure in Septenber 1998. The
conpani es and their Ml aysi an share hol ders were
relieved of unpaid |l oans as there was no nore nmargin
calls. The collaterals matched the | oans again

33. Making the Ringgit worthless outside Ml aysia and
stopping it from being brought back into the country
one nonth after controls were inposed resulted in a
massi ve inflow of the Ringgit. There was now



sufficient funds in the banks for the interest rates to
be | owered drastically wi thout the noney flowi ng out to
Si ngapore. Cheaper |oans were thus made available to

t he conpani es and for hire-purchases. Sal es of notor-
vehi cl es and | anded property picked up imredi ately.

34. \Wen the CGovernment was inplenenting the | M
policy without the M-, an attenpt was nade to have a
surpl us budget by cutting back on CGover nnent

expendi ture by 21 percent. Since 80 percent of
Government expenditure is on enolunents, cutting back
by 21 percent meant no devel opment expenditure. The
result was a severe contraction in the construction

i ndustry, a vital sector which contributed much to the
GDP. The building material industry also suffered very
badly. Trying to achieve a surplus as advised by the

| M- was a nmost unwi se thing to do. It could not help
econom ¢ recovery. It nmerely worsened the situation

35. Wen controls were inplenented the Governnent

deci ded on a deficit budget and restarted all the

devel opnent projects. Alnost instantly the

construction industry revived and hel ped the econony to
gr ow.

36. The controls were inposed in the last nmonth of the
3rd quarter of 1998. It was too late to stop the GDP
contraction of - 6.3 percent in the last quarter. The
first quarter of 1999 saw a nuch snmaller contraction of
- 1.3 percent. The second quarter saw a growth of 4.1
percent.

37. \Wen we inmposed controls we were vilified and
condemmed by practically the whole world. W were told
our econony woul d be shattered as a black market in
foreign currency woul d undermi ne our controls. W were
call ed pariahs, idiots with no understanding of
economni cs and fi nance.

38. Now the comments are kinder. Even our nost
virulent critics have adnitted that we have succeeded
i n overcom ng our econom c problens, that we are
growi ng agai n. Sone even project better growth than we
do.

39. But now we are being advised to lift controls as
we are now stable. We are not about to do so, not

unl ess the world curbs the currency traders and design
an international financial structure that is |ess
Iiable to abuse by the avarici ous.

40. | amtrained as a nedical doctor. | not only have
to cure ny patients but also to advise themnot to
expose thenselves to a recurrence of the disease if



possi bl e.

41. The currency traders, the highly | everaged funds
and the possibility of their attacking us is stil
there. We will not lift our selective controls unti
the threat is renoved.

42. W\ are doing quite well and we are not doi ng any
harm to anyone other than the currency mani pul ators.

We only wish the world to know that there are many ways
to skin a cat. The idea that there is only one way to
tackl e an economic problemis erroneous. So pl ease

| eave us and our selective controls al one. What people
think of us is not inmportant to us. People have never

t hought well of us at any tinme. Wat is inportant to

us is that we do well for our country and our people.

43. Thank you for listening to this tedious narration.
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