SPEECH BY: DATO SERI DR MAHATHI R BI N MOHAMAD
( PRIME M NI STER )

EVENT: THE SYMPOSI UM OF THE FI RST ANNI VERSARY OF CURRENCY CONTROL
VENUE: THE NI KKO HOTEL, KUALA LUMPUR
DATE: 02 SEP 1999

TI ME

"Why Mal aysia's Sel ective Currency Controls Are
Necessary
and Wiy They Have Wor ked"

Pl ease |l et me add ny words of welconme to this
i nternational synposiumon currency controls and Asian
nonetary cooperation

2. My task is to talk about the strong but selective
currency controls which Mal aysia i nposed exactly one
year and one day ago.

3. After such an incredibly nonentous 366 days, | can
make no better introduction than to rem nd you that
what is now the past was once the future.

4. That future then was a npbst uncertain one. For
all of Southeast Asia and npst of East Asia it was a
nost threatening, devastating and gl oony future.

5. Many had been driven to desperation and despair
Confidence was in even shorter supply than capital
Many believed that we would all collapse.

6. W were told each and every day, many tines a day

-- sonetines by the very sane people who had so shortly
before told us that we were dragons and tigers -- that
we had suddenly all becone either |ame ducks or dead
ducks.

7. | can do no better than to start by turning your
m nds back to this tinme just a year ago.

8. After nore than one year of devastation, much of
East Asia was in ruins. There was little hope for the
future. There was no light at the end of the tunnel
In fact the tunnel seemed to be without end.

9. Every day brought news worse than the day before.
When sonet hi ng bad happened in Thail and or China, our



stock markets fell; our currencies shook. Wen
somet hi ng unfortunate occurred in |Indonesia or Hong
Kong, our stock markets took a beating; our currencies
were pumel ed. When sonet hi ng unt oward happened in
Sout h Korea or Japan, our stock markets quaked; our
currenci es were hanmmered. Wien Mal aysia contri buted our
own share of bad news, the stock narkets of our

regi onal nei ghbours fell; their currencies shook

10. The expl anati ons were sinple. Sel domwere nore

than two words necessary: 'regional contagion', 'herd
instinct', 'crony capitalism, 'corporate governance'
‘vicious circle', 'financial panic'.

11. For sone reason which | don't understand Mal aysi a
was | east |iked by certain quarters. Besides the
attacks agai nst our econony, it was nmade obvious to us
that the Government should either be overthrown or the
Prime Mnister at |east should get |ost.

12. But for Asia, M Al an G eenspan the nost powerfu
man in the world issued a 'blunt warning' that Asia's
econom es were continuing to weaken. ' The evidence we
have to date', M Geenspan said on July 22nd 1998,
"still exhibit no evidence of stabilisation'. Indeed,
he noted, 'The npbst recent data still exhibit
deterioration'. The man who warned about 'irrationa
exuberance' when the Dow Industrial Average was at
6,600 al so warned that a sharp US stock market drop was
i nevitabl e at some point. Not 'possible . Not
"l'ikely'. But 'inevitable'.

13. Back to Mal aysia, one day after we unveil ed our
Nat i onal Economi ¢ Recovery Pl an, which set out nore
t han 200 reforns and transformati on nmeasures, on the
very eve of the departure of the Mal aysia road show
intended to raise two billion US Dollar in bonds --
Moody' s showed its imracul ate timng and not so

i mmacul at e predi sposition by downgradi ng Mal aysia's
sovereign debt rating to just above junk bond status.

14. The very next day, Standard and Poor's did the
sane.

15. It was no surprise that the Kuala Lunmpur Stock
Exchange (KLSE) plummeted to a nine-year |ow. The

Ri nggit cane under heavy pressure. The bond exercise
was, of course, aborted.

16. Let me paint for you the background of news and
events agai nst which the decision to inpose our strong
if selective currency controls was made. To sinplify
and shorten it | will nmerely read to you sone of the
headl i nes of the international press, starting from
July 3rd, 1998. For obvi ous technical reasons, |



cannot quote to you the much nore col ourful and punchy
TV headl i nes.

17. On August 3rd: The Ni kkei Wekly reported that
'Looting, destruction stagger |Indonesia'.

- The Financial Tinmes headlined ' doomover the
Phi i ppi nes' short-term prospects'.

- The International Herald Tribune reported that

' Sout h Korean Exports Fell by 13.7 per cent in July --
Concern Grows That Recession May Deepen'. In the sane
i ssue, the IHT carried a feature which suggested that

Chi na woul d deval ue: -

(i) if the Yen coll apsed;
(ii) if China's gromh rate were to falter and;

(iii) if there was pressure from Chi nese exporters.

- Many news reports and anal yses fromthe world

nmedi a foll owed on the collapsing Yen, on the faltering
China growth rate and on China's | oss of export
conpetitiveness.

18. On August 3rd al so, The Asian Wall Street Journa
reported: 'Japan's Jobless Rate Rose To a Record 4.3
per cent in June'. Business Wek's story on Ml aysi a
was headl i ned: 'Suddenly, Conpanies Are Falling Like
Coconuts -- Arising tide of bankruptcies threatens to
engul f the Ml aysi an econony'. Wether we would die
from brain concussion arising fromfalling coconuts or
frommere drowning by the 'rising tide of bankruptcies
was not nade cl ear.

19. On August 3rd, the IHT also ran a story headlined
"What | f the Worst Happens in Asia? Not So Bad'. This
article reported the finding of 'respected econom sts'
at Standard & Poor's that under a 'worst-case scenario'
i n which Japan's econony shrinks by 10 per cent, in
which China's econonmic growh rate falls from ei ght per
cent to one per cent, and in which Indonesia |apses
into default on its foreign debts, the United States
woul d experience only a 'mild recession'.

20. Let nme read to you sone of the headlines of August
4: Tokyo (stock market/currency) fall hits Asia
Markets' -- The Financial Tines. 'China demands

I ndonesia act on riot racism -- The Financial Tinmes.
'Hong Kong Hurtles Towards Recession' -- |IHT. 'China

to Fight Deflation Wth Spending' -- IHT. "Yen Falls to
7-\Week Low Against Dollar' -- Asian Wall Street

Journal . ' (Ml aysian) Stocks Face Fall if Ml aysia Is
Axed From (Morgan Stanl ey) EAFE | ndex'.



21. On August 5, The IHT reported: 'Concern Over Yuan
Hits Stocks in China' and 'Seoul Earmarks State-Omed
Firms to Be Sold'.

22. On August 6, The IHT reported that the 'East

Asi an Trade Slunmp Adds to Economi ¢ Wes'. The Asian
Wall Street Journal reported ' Thailand - Surge in

Busi ness Failures'. The Financial Tines announced that
' Japanese consunption slunps by 3.1 per cent' and that
' Shanghai foreign currency rise highlights fears of
(Yuan) deval uation'.

23. Against this background, on August 6, 1998, after
nont hs of detail ed di scussion and nore than two dozen
neetings, full and conplete consensus was finally
reached that Ml aysia had to abandon 30 years of
conmitted currency orthodoxy. At exactly 10 m nutes
past 10 on August 6, 70 minutes into the regular daily
norni ng neeting of the Executive Commttee of the

cri si s-nanagenent National Econom c Action Council, the
decision was finally nade to inpose strong but

sel ective currency control

24. The date of inplementation was still open but it

was deci ded that the Ml aysian currency should no

| onger be available to currency traders to manipul ate
t he exchange rate. The CGovernment would fix the rate

according to its own w sdom

25. Since the share narket was al so bei ng mani pul at ed
t hrough short-selling activities, it was decided that
the repatriation of foreign equity investnments should
not be allowed until one year after the investnents are
made. However it would not be possible to inmplenent
this decision if the illegal market in Singapore, the
Central Limt Order Book (CLOB), was not stopped. By
usi ng nom nee conpani es sales on the CLOB could avoid
registration with the KLSE. Thus shares could still be
borrowed and short-sold. To stop CLOB all shares are
required to be registered in the name of the actua
owners with the KLSE. Omnership by nom nee conpanies
was not recogni sed and any change of ownership not

regi stered on the KLSE woul d be considered ill egal

26. However direct foreign investnents in productive
capacities in the country were exenpted fromthe ban on
repatriation of either capital or profits.

27. After August 6, the unani mous decision could have
been changed or anended.

28. But there was absolutely no reason for doing so.
I ndeed, everything seenmed to justify the urgent

necessity for insulating the Malaysian Ringgit from
currency specul ation and attack and of guaranteeing



rock-solid currency stability.

29. On August 7: The IHT reported that 'Fears G ow of
Bei jing Devaluation -- Yuan Falls to 5-Year Low in

Bl ack- Mar ket Tradi ng'. The Financial Tines reported:
'Hong Kong stock nmarket at three and the half year | ow
-- speculators worry over authorities' commitment to US
Dol | ar peg and China's pl edge not to deval ue'

30. In their week-end i ssue which came out on August
8: The Asian Wall Street Journal reported that 'In
Asia, Worst for Econonmies is Seen Ahead'. On its

| eader page, the ASW ran a feature on '"Beijing's
Choice: Preserve Stability or the Yuan'. The IHT
argued: 'Financial Crisis Straining Asian Nei ghbors
Political Ties'. On another page, the IHT headline
read: 'Vietnam Deval ues Dong by 7 Per Cent'; and

' Specul ators Intensify Attack on Asian Mney -- Yuan
and Hong Kong Dol | ar Face Pressure'. The Financia
Tinmes reported: 'Dealers in China Rush to US Dollars'.

31. Thank goodness for Sundays, when the gl obal news
nmedia try to take a break. But by Monday, August 10,
the horrible news was back. The Financial Times
reported: 'Malaysian race runours spark fears'. Those
who were not here but who know Mal aysia m ght be

rem nded that this was a story not on Ml ay- Chi nese or
on Chi nese-Indian or on Ml ay-Indian probl ens but about

a possi bl e outbreak between Ml aysi ans and illega
I ndonesi an workers; hardly 'racial' | would have
t hought .

32. On August 10, the cheerful news fromthe Asian
VWal | Street Journal was that: 'Investors Expect That
Asia Stocks WIIl Drop More'. This despite the fact
that in the precedi ng week stocks plunged a further 12
per cent in Jakarta; a further 9.9 per cent in Mnila,
a further 9.6 per cent in Kuala Lumpur; and a further
7.2 per cent in Hong Kong. The AWSJ noted that Tokyo
fell by only 3.4 per cent.

33. Let me give you sone other news headlines which
appeared on August 10, 11 and 12: ' Cbuchi |ssues Cal
to Action on the Econony -- First Policy Statenent
Generates Scant Praise; Financial Markets Fall'.
"Cbuchi Adnmits to Prolonged Slunmp'; 'No Confidence in
Japan'; 'Critics Attack Japan Banking Plan'; 'Korean
Earni ngs Reports Wn't Be Pretty'; 'Currency Wrries:
Attack by Hedge Funds has run into donestic factors in
(Hong Kong)'; 'Hard tine for HK -- and set to get
worse'; 'Yen Hits 8-Year Low as Fears Mount'; 'Concern
Grows Over Hong Kong Dollar'; 'China's Central Bank
Says It Wn't Deval ue Yuan'.



34. | also nost sincerely apol ogise for not citing

t he headl i nes which chronicle the human and soci a

costs of the Asian crisis. To nake an econom c or
financial or nonetary decision w thout considering the
grave human and soci al consequences is nore than
stupid. It is crimnal. And | say this no matter how
many econom cs Ph.D s and financial whiz kids say that
t hey cannot be concerned about the non-econonic and the
non-financial and the non-nonetary matters.

35. | certainly amsurprised how nerely reading
today, the headlines of a year ago provides el oquent
testinmony to the dire econonic and financial and
nonetary uncertainties of this time |ast year

36. As you well know, on August 14, 1998, Hong Kong,
the bastion of free market |aissez faire capitalism
decided to frustrate the stock market and currency
mani pul at ors by buying heavily on the Hong Kong Stock
Mar ket .

37. Currency turnoil hit Latin Arerica. Russia

defaul ted and sonme fampous people lost billions. LTCM
despite having two economnics nobel |aureates, a while
|ater also |ost a great deal of noney and had to be
bail ed out by friends in high places. As you well know
Asia went through further hell before it could,
finally, enmbark on the road to recovery.

38. | have sketched for you the internationa

background agai nst which the decision was nade: the sea
of turbulence fromwhich it was natural for a small
tenmpest -t ossed boat to seek refuge -- by retreating to
a quiet bay of tranquility.

39. Let ne now nention to you Malaysia's own
background of experience, failure and crisis.

40. The fact is that we tried practically everything.
And everything we tried had failed.

41. As you know, at the beginning, along with the

rest of the world, we under-estimated the severity of
the effects followi ng the Baht crisis which started on
July 2, 1997. Everyone, fromthe I MF down, did not
foresee the severity of the so-called regiona
cont agi on.

42. In md-June, 1997, Ml aysia had received an A+
report card fromM M chel Candessus hinself. W were,
under st andabl y, very confident we were not ' Mexico' or
'Thailand'. So confident, in fact, that we quickly and
wi t hout reservation pledged one billion US Dollar in
financial assistance to Thail and, doubling Australia's
initial 500 million US Dollar pledge. W |ater pledged



another one billion US Doll ar to |Indonesi a.

43. Then, the stock market began to collapse in
earnest, as did the Ml aysian Ringgit. The rea

econony -- those who produced real goods and services
rather than financial instrunents -- followed in train

44. \When the real econony started to coll apse, we
made a horrible mstake. W adopted what has been
called 'the | M- package without the IMF . It was very
macho.

45. | felt that | should and not conment ot her
peopl e' s economi c risk nanagenment. Now | wi sh | had
not resisted ny gut feelings. But then this was the
way the great m nds had devised to deal with such a
crisis.

46. Once crisis struck, domestic denand and

i nvestment had to be buttressed. So what did we do?
Under the finest | M- advice, we decided not to buttress
but to cut CGovernment fiscal spending by 21 per cent.
This was the single nmost devastating m stake. But we
were so very obedient.

47. W shoul d have decided on a deficit budget,

somet hing we could well afford after years of budgetary
surpluses. But we again followed the finest | M

advice. W went for another budget surplus.

48. We should have left the banks al one. |nstead we
told themto stop using the 6-nonth non-performn ng-Ioan
regime and told themto adopt a 3-nobnth NPL reginme.
Wth that we hel ped to strangl e businesses earlier

49. But that was not quite enough. W told them not

to Il end nmoney for so-called non productive activities.
And the banks stopped | ending altogether. It seens
not hi ng was productive any nore to them

50. W were told that the market woul d not see the
return of confidence until they saw bl ood. They want
to see our businesses crushed and exsangui nated. W
obliged but it was never enough. Bl ood, nore bl ood
nust be spilt.

51. Bl eedi ng profusely, we neverthel ess wondered why
we were getting weaker. And why was there still no
return of that precious commodity called confidence.

52. Instead of holding or even reducing interest
rates, we decided to raise the cost of borrowing to
| evel s no business could survive. Not surprisingly,
many busi nesses grounded to a halt.



53. Wen business cones to a halt, an econony drops
like a stone. This is what happened. The Ml aysi an
econorny dropped like a stone.

54, Fromthe very beginning, | was accused by the
foreign Press of '"being in denial'. | admt | did
har bour different views as to the causes of the
econom c turnoil. Not accepting the accepted views
apparently translates into being 'in denial'. | nust
not single out the foreign press alone. Sone |oca
pundits too echoed the 'being in denial' accusation

55. Wat were the choices before us? If we did not
push interest rates further to the sky, large anpbunts
of Mal aysian Ringgit would nove to Singapore, where
depositors could secure up to a 35 per cent return
Depositors apparently did not mind their Ringgit
getting deval ued by speculators as long as they earn
high returns on their deposits. And so the Ringgit
flowed out and left the |ocal banks w thout noney to
| end. The specul ators borrowed, short-sold and

deval ued the Ringgit further

56. But if we try to conpete with Singapore and push
interest rate higher, our businesses would sinply stop
doi ng busi ness. The real econony goes through the
floor.

57. This was exactly what happened. \Wen we nmade the
deci sion on currency controls on August 6, we knew that
our GDOP in the second quarter of 1998 woul d contract
massively, to a |l evel not seen since the birth of

Mal aysi a.

58. Qur currency had already fallen from2.5 Ringgit

to the US Dollar to 4.8 Ringgit to the US Dollar at one
time. Inflation, unprecedented inflation set in. And
even as the cost of living shoots up nore people wll

| ose their jobs and incomes. Social turnoil nust

foll ow and obviously political instability as well

Mal aysia inported alnost 80 billion US Dollars worth of
goods and services. At four Ringgit to one US Dolll ar
the | oss of purchasing power was 48 billion Dollars.

59. The stock market index plunged from nore than
1000 to 262 by end of August 1998. Market
capitalisation of nmore than 800 billion Ringgit was
reduced to under 300 billion. For the banks and the
conpanies this loss was real. Margin calls could not
be met and banks stopped | ending to strickened
conpani es, aggravating an al ready bad busi ness
situation. The foreign observers al nost openly gl oated
over the conmpany failures. It was good. They were

bl eedi ng. Soon the CGovernment bereft of corporate
taxes woul d bleed as well. And what will it do? Turn



to the M for help of course.

60. But the I M- had not done anything worthwhile for

ot her bel eagured economies in East Asia. Al it did
was to change creditors. They still owe npbney and
their currencies could still devalue, their stock

mar ket s plunge. Additionally they have to surrender

the direction of their economies to foreign masters,
peopl e who could only see revival of the ability to pay
foreign debts as the sole objective of having a
Government. The people may starve, they may riot and
oot and kill. These are irrelevant as long as foreign
debts are paid. The IMF with its imted stock of
renedies is no alternative.

61. W wanted to borrow fromthe market but as |
mentioned earlier the great rating agencies, in their
desire to protect us from being permanent debtors,
downrated our credit rating so that borrowing fromthe
mar ket woul d si nply aggravate our problens.

62. In a free market economy the well-being of the
Government and therefore the nation depends on the
success or failure of the private sector. |If one
conpany fails, or even a small group fails, Governnents
can find ways and nmeans to conpensate. But when al

t he banks and all the conpanies fail, there is no way
the Government can finance itself. It will fail also.
There woul d be social and political instability and
probably anarchy. Governnments cannot therefore all ow
busi nesses to fail en masse. Yet that was what was
happeni ng consequent upon the deval uati on of the
currency and plumetting share prices. The free market
is a great system It can contribute towards econonic
growm h and the betternent of the people. But it can be
abused and when it is abused, the econony can be
totally destroyed and i nnocent people made to suffer

63. W& in Ml aysia subscribe to the free market
systembut it is not areligion with us. It is just an
econom ¢ system devi sed by inperfect man. Wiile we
should try to adhere to it closely, we see no reason to
accept everything done in its name when we no | onger
reap any benefit fromit. A systemis only as good as
the result it delivers. After all it was the belief
that the systemwould deliver the result which led to
its formulation. If it does not deliver nmust we stil
blindly adhere to the systen?

64. Wen the free market system was evol ving no one
designed it for currency traders to nmake nmassive

wi ndfall profits overnight. It was designed for fair
conpetition between equals, for trade in real goods and
services, for free flow of investments to where capita
was needed and profits fromcommercial activities can



be made. No one declared that currencies should be
regarded as commodities and traded |ike sugar or wheat
or coffee. Currency was just a facilitator of trade, a
way of doing away with cunbersone barter trading or
paynment in precious netal.

65. Wthout currency trading the free nmarket can

still function. Indeed for a long long time there was
no currency trading while the world traded and grew
econom cal ly. Fixed exchange rates enabl ed values to

be attached to goods and services. Occasiona

di sruptions can occur when Governnents change the
exchange rate of their currencies but the damage to
worl d trade was nothing conpared to the |ast two years
of economic turnoil worldwi de. W in Mal aysia fee

that we are not being disloyal to the free narket if we
di sal l ow currency trading. Qur real trade should not

be affected nor should foreign investnment in productive
capacities suffer.

66. But the Ml aysi an econony al so suffered from
excessi ve mani pul ation of the stock market, in
particul ar short selling. This particular stock market
activity is normally acceptable but when big players
with the capacity to nove the stock prices up or down
at will becone involved, it is no |onger specul ation.
It is nothing nore than mani pul ation. Just as insider
trading is not allowed, we don't see any reason why
mar ket mani pul ati on shoul d be al |l owed.

67. Government had stopped short-selling on the KLSE
but Singapore had set up an illegal offshore market
over which the Ml aysi an Government had no control. |f
t he Mal aysi an econony was to be stabilised then the
operation of CLOB had to be stopped.

68. And so on Septenber 1st 1998 Ml aysi a stopped the
trading in the Ringgit and the operations of CLOB

Ri nggits resident outside Malaysia in whatever form
woul d becone invalid unless repatriated within one
nonth of the date. Capital invested in Ml aysia shares
may not | eave the country for one year, although other
capital invested in Ml aysia may nove in and out
freely. Profits may be repatriated freely al so.

69. Fromthe foreign currency speculators, foreign
equity investors, foreign free market econom sts, and
t he English-1anguage world press there were only three
types of reaction:

-abuse, undiluted and constant;
-abuse in the guise of intellectual discourse; and
-abuse in the formof unsolicited and free advice.

70. My friend, the great George Soros, called our



Sept enber 1st neasures 'outrageous'. G ven his world-
view and the need to nake nobney from |l arge currency
noverments it was no doubt ' outrageous'.

71. Business Week | abel ed Mal aysia a ' Renegade
Econony' .

72. The New York Times reported a senior Clinton
admi ni stration official as saying that the turn of
events in Malaysia was 'a tragedy'. Qur measures
woul d, he said, be a 'spectacular failure'

73. Time magazi ne quoted a Bangkok-based expert as
saying: 'Mahathir is turning Malaysia into a Burma. It
will create a black market for the currency, and there
will be a panic in the country to buy US Dollars'

74. The erudite Busi ness Wek said that the measures
could 'run down foreign reserves, making deval uation
likely and pronpting trade restrictions'. The great
econonmi st MIton Friednan told the world that

Mal aysi a' s move was 'the worst possible choice'.

75. The great International Herald Tribune proclaimed
that ' Mal aysia | ast week shut the door on the gl oba
econony'. Pretty strong stuff.

76. A London-based anal yst said that Ml aysia was
suffering froman "IQcrisis'. This, | amsure, nust
be a reference to the fact that we do not have two
econom cs nobel |aureates advising us. It can not be a
reference to the suggestion, very often made, which
amsure is true, that 'Wat Dr. Mhathir knows about
econom cs can be witten on the back of a postage

stanp'.

77. Abuse fromthe foreign currency specul ators and
mani pul at ors who could no | onger make nmoney out of the
m sery of the Ringgit | can understand. Abuse fromthe
foreign equity investors who had to wait for one year

I can fully understand. Abuse fromthe free nmarket
econom sts | can also fully conprehend. After all, we
were chal |l enging a sacred comandrment. But the abuse
fromthe English-language world press is alittle
puzzling.

78. As you will no doubt have noticed, the first |ine
of argunent narshall ed agai nst us was that we were
absolute idiots. Disaster would inmediately strike.
Mal aysi a was ' kaput'. Finished.

79. Then, when it was clear that disaster had not
struck, that Ml aysia was not 'kaput', not finished, we
saw t he argunent that whilst death was not at hand, the
Mal aysi an econony woul d be crippled. The nediumterm



ef fects woul d be enor nous.

80. Wen it has becone clear that Ml aysia had
succeeded and was well on the road to recovery, the
|atest line of argunent is that Malaysia's
acconpl i shnments are clear but that the | M- assisted
econom es have done as well as we have w t hout having
to resort to currency controls.

81. The proponents of this line of argunment seemto
have had a blind logical spot. If they can argue that

t he ot hers have achi eved conparable results w thout
havi ng to adopt currency controls, can it not be argued
that we have achi eved what others have achi eved wi t hout
havi ng had to go through: the msery of nmassive

unenpl oynent; the tragedy of children thrown out of
school s; the decimati on of the middle class which we
have spent a generation to build; blood on the streets
and political turnoil throughout the |and.

82. W have been able to achi eve what others have

achi eved: without having to go into massive debt;

wi t hout saddling future generations with massive debt -
servicing burdens; wi thout having to sell our famly
silver and our precious heirloons; wthout having to
auction off our precious corporations to foreigners at
fire-sale prices; and wi thout having to bend and to bow
to anyone; without having to kiss anyone's feet.

83. Mdst assuredly, what we think are deeply

i mportant to us may not be equally inportant to others.
The econoni es of East Asia are all different.
Conparisons are often difficult and unfair. But nopst
surely each country has the right to decide on its
priorities and to choose its own path to recovery.

84. And nost obviously, the unorthodox, bold and
strong measures which we took 366 days ago has borne
fruit.

85. W were told that there woul d be massive capita
flight one way or another. People woul d be breaking
doors trying to get their hands on US Dol lars. |Interest
rates woul d be forced up because of a severe shortage
inliquidity. There would be a black market in every
nook and corner. There woul d be nassive over-
bureaucratisation as an arny of civil servants would be
needed to adm nister the system Corruption would run
ranpant as Mal aysi ans and Mal aysi an busi nesses buy

t heir needed supply of hard currencies, which would, of
course, be in short supply. Exporters would under-
declare their exports. Inporters would over-declare
their inmports. Transfer pricing would run riot. The

Ri nggit would not be able to stabilise. Indeed, it
woul d be forced to deval ue. Needl ess to say, the stock



mar ket would go into a further tailspin. Mlaysian
shares woul d not be worth one cent.

86. To this day, there are the npst erudite

econom sts who can find in their inmagination the
currency black market that none of us have been able to
find. The Ringgit has remained rock solid. In fact,

if there are 'fears', the 'fear' and the w despread
expectation is that the Ringgit would strengthen.

87. As for the stock nmarket, | mght just nention

that at the end of August 1998, before anyone got the
whi ff on our currency measures, the Kuala Lunpur
Conposite Index stood at 302. By the first week of
July 1999, it had shot past the 870 mark. It has since
corrected. | have every confidence that it wll
shortly begin its upward march once again.

88. One year ago, the market capitalisation of the

shares on the KLSE was under RMBOO billion. It now
stands at nore than RVbBOO billion. Mre than RW50
billion has been created. The 'wealth effect' has

found its way through the economny.

89. As for the crucial interest rate, in August 1998
the base lending rate was 11.7 per cent. Today, it is
bel ow seven per cent.

90. In August 1998, our exports stood at 5.79 billion
US Dol lar, minus 17.8 per cent on an annualised, year
on year basis. In June this year, it rose to 6.9
billion US Dollar, plus 17.8 per cent on an annuali sed
year on year basis. Qur export perfornmance has
surpassed that of any other economy in East Asia.

91. In August 1998, our external reserves was 20
billion US Dollar. By the end of July this year, this
had increased to 32 billion US Dollar, an increase of
60 per cent over a period of 11 nonths.

92. In August |ast year, we had enough to finance
four nmonths of retained inports. By July, our externa
reserves were sufficient for seven nonths of retained
i mports.

93. | amsorry to disappoint our critics. W were,

we are, and we do not expect to be short of foreign
exchange. W were, we are and we do not expect to be
short on liquidity. And with the third highest savings
rate in the world -- in excess of 40 per cent of GDP --
we are in no way dependent on straight foreign capital
al t hough we of course |ove foreign direct investment.

94. In August 1998, our inflation rate stood at 5.6
per cent. In June this year, this had plumreted to 2.1



per cent. The Producer Price Index was a plus 14.5 per
cent in August. It had plumreted to minus 6.7 per cent
in June.

95. The nunber of new nonthly job retrenchments has
fallen from 7,125 in August to 1,580 in July, four and
a half tines | ower.

96. On the other hand, the nunmber of job vacancies
has junped from 6,005 in August to 9,711 in July.

97. As for the banking sector, please note that the
average risk-weighted capital adequacy ratio of the
banks in Mal aysia stood at 8.2 per cent in August 1998,
which is within the international standards set by the
Bank of International Settlements. In June of this
year, the ratio stood at 12.7 per cent.

98. The non-perform ng | oans of the banking system on
a six months basis stood at 11.4 per cent in August
1998. Contrary to the expectations of the foreign
experts, it did not shoot through the roof. Indeed,
NPLs fell to 7.9 per cent in May this year

99. On a three-nonth basis, NPLs stood at 12.8 per

cent in Septenber. | amsorry to confound those who

t hi nk they know better. But NPLs on a three-nonth

basis stood at only 12.7 per cent in May. Conpare this
with the 30 per cent or 40 per cent or 50 per cent seen
el sewhere

100. The Manufacturing Production Index recorded a
m nus 14.5 per cent in August last year. In June this
year, it recorded plus 12.4 per cent.

101. Sal es of passenger cars have junped from 13, 701
in August 1998 to 20,141 in June 1999. Sal es of

not orcycl es have junped from 19,369 to 21, 225. Sal es
of new commerci al vehicles have junped from 1,681 in
August to 2,691 in July.

102. 1 can go on and on and on with the statistics.

If you do not like or trust statistics, just visit the
shops and the restaurants. Only, give yourself a
little extra time -- because | amafraid the traffic

j ans have cone back.

103. In the third quarter of 1998, we suffered massive
negative growh. In the fourth quarter of 1998, we

i mproved but the contraction was still double-digit.
By the first quarter of this year, we had achi eved a
massi ve turn-around to mnus 1.4 per cent growh, a
remar kabl e turn-around when it is renenbered that if
not for a large mnus seven per cent in January, when
production was hit by the Musl imEi d-il-fitri



cel ebrations and the Chinese New Year, the first
guarter woul d have seen positive grow h.

104. 1 can tell you today that in the second quarter
we achi eved 4.1 per cent grow h.

105. On the ground, we know that we have made a
massi ve recovery. Technically, because a recession is
defined as two consecutive quarters of negative growth,
we can now say that the great Mal aysi an econoni c
recessi on of 1998 has cone to an end.

106. W& now receive the nicest praises, sonetinmes from
the nost unlikely places.

107. M M chael Dee, Managing Director of Mrgan
Stanley Dean Wtter's Asian debt capital markets said:
' The measures taken have - reduced its vulnerability
to external shocks. Malaysia should be proud of its
achi evenents as it did not use IMF s recovery neasures
but stayed fromit'.

108. Ann G nsberg, Morgan Stanley Vice President and
Seni or Sovereign Credit Analyst says that: 'The
control s have been used properly. In fact, it has made
the country -- which has a heal thy bal ance of paynents
-- nore conpetitive'

109. Margaret Kelly, Senior Advisor in the | MF s Asia-
Paci fic Departnent has said that Ml aysia 'has w sely
used t he breathing space provided by the controls'.

Her number one boss, M M chel Candessus, has said: 'I
prai se the way in which Ml aysia has been able to adopt
a soft system of controls'.

110. M Candessus's coment suggests one reason why
our strong but selective currency controls were
successful. It was indeed a soft system Contrary to
what our critics assuned and stated, our measures were
not 'draconian', not heavy-fisted, in no way punishing
-- or even inconvenient. No bureaucracy was needed
because the comerci al banks did nost of the work in
the normal course of their business.

111. A second very inportant reason is the fact that

we were successful in our export drive. The foreign
exchange came in by the bucket. Contrary to the
war ni ngs of our detractors, there was no shortage of
forei gn exchange and there was no liquidity problem

We had to be firmbut we had the wherewithal to operate
what M Candessus called 'a soft systemof controls'.
Mal aysi a was flushed with funds. | would not reconmend
any country to try exchange controls if they are going
to fail to generate substantial trade surpluses.



112. A third reason for our success is the fact that
we nerely and very sincerely tried to guarantee the
stability of the Ml aysian Ringgit, not its value. W
wanted a fixed rate, not a high rate for the Ringgit.

113. Fourth, we succeeded because we deliberately
sought to stabilise the Ringgit at a reasonable |evel,
not at an over-valued level -- for technica
stabilisation reasons and because we al ways had our
export and national conpetitiveness at the forefront of
our mnds. We certainly did not try to achieve a rate
for the Ringgit which the fundamentals coul d not
justify. Because the Ringgit was reasonably val ued
there was never a rush or a reason to convert to a
foreign currency unnecessarily.

114. Anot her reason for the success of the measures we
took was the fact that with this single bold step
confidence in the stock market, in the Ml aysian
Ringgit and in the real economy was quickly restored.
Wthout this rapid, alnost over-night restoration of
confidence, we could not have succeeded. Had we seen
riots in the streets, had we suffered politica
instability, confidence could not have returned.

115. Tied to the confidence and the optim smwas the
fact that our controls were selective. They took the
nost neticul ous care not to in any way hinder trade or
the repatriation of profits.

116. Foreign direct investors did not pull out. Mre
foreign direct investrment in fact flowed in. Not
surprising since exports were boom ng. Investors

l aughing all the way to the bank do not close or reduce
their operations. Even foreign equity investnent
recorded a substantial net increase as they chased
profits on a fast rising stock market.

117. To be sure, some external factors hel ped a great
deal . The hedge funds have beaten a hasty and forced
retreat after the LTCM fiasco. Their backers and
bankrol | ers have becone much nore cauti ous.

118. The currency stability in East Asia and the
econom ¢ recovery of the East Asian econonies has been
a great help.

119. W were and are fortunate that no-one has
followed or said that they intend to foll ow Mal aysia's
exanple. A heretic can be tolerated. But a heresy
cannot. We woul d have been puni shed by gl oba
capitalismand by the powers that be had we spawned an
i ntol erabl e heresy.

120. W are thankful for sonme external devel opnents.



But the fortuitous external factors detract not one jot
from what we have been able to achi eve on our own.

121. | cannot |avish enough praise on the experts and
techni ci ans whose conmitnent to Mal aysia and belief in
Mal aysi a never wavered and who nade sure that there
were no devils in the details.

122. Last but by no neans least, | must fully
acknow edge the pragnatism the unity and the will of
t he Mal aysi an people -- fromthe worker to the

entrepreneur, fromthe farmer to the civil servant --
all of whom knew that we were fighting for our life,
who found the will and the way to stay united, to work
and to fight together on the same teamfor the common
obj ective of rapid national recovery.

123. They are Mal aysia's greatest secret of success.
| salute them
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