Preface
Every major economic crisis stimulates rethinking of fundamental paradigms
in economics. A key focus of the ‘brainstorming’ triggered by the Asian
financial crisis of 1997–98 has been on the role of international capital
mobility in making countries susceptible to crises and the rationale behind
the use of capital controls as a crisis management tool.
This study seeks to contribute to this debate by examining the Malaysian
experience through the crisis. Malaysia provides an interesting case study of
this subject given its significant capital market liberalization prior to the
onset of the crisis, and its bold move in September 1998 to break with the
ideological consensus in crisis management that has governed international
financial relations over much of the postwar period. Everyone is watching
whether Malaysia’s radical policy decision to pursue an independent recovery path, cut off from world capital markets by a system of capital controls,
would prove to be a viable alternative to the conventional market-centred
approach to crisis management.
My original intention was to write a short monograph focusing specifically
on the economic implications of capital controls in Malaysia. However, as
research progressed I became aware that it was difficult to do justice to the
issues at hand without extending the analysis to cover capital account liberalization in the early 1990s and appropriately placing the two episodes in the
context of the postwar economic history of Malaysia as well as the experiences of the other East Asian countries through the crisis. Thus the final
product turned out to be a sizeable volume dealing with macroeconomic
management in Malaysia during the post-independence era, with emphasis
on the role of capital control from a comparative East Asian perspective. I
hope the volume will be of interest to a wider readership, including development macroeconomists, students of Malaysian and East Asian development,
and specialized readers in the area of financial crisis.
I wrote this book conscious of the highly controversial nature of the subject at hand. I have, therefore, been at great pains to be consistently on my
guard to include in the book all statistical material and sources of information
in order to facilitate scrutiny of my inferences. I have also taken care not to
get into the messy debate on the morality of political events surrounding
shifts in crisis management policy in Malaysia. Economics is not a morality
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play; the job of the economic analyst is to assess the policies without regard
to who make them.
This book is a substantially expanded and revised version of a study
sponsored by the International Centre for the Study of East Asian Development (ICSEAD), Kitakyushu, Japan and issued in its discussion paper series
(Athukorala, 2000b). I am grateful to ICSEAD for generous financial support
and for permission to use material here from the original study. Thanks are
also due to the Malaysian Institution of Economic Research (MIER) for
providing me with institutional support for undertaking research in Malaysia.
In the process of undertaking the study I received invaluable help from
many people. My greatest debt is to Michael Meow-ChungYap who acted as
the Malaysian counterpart of the project. It would have been impossible to
complete the study without Michael’s unfailing support in gathering data
from various Malaysian sources and keeping me informed on a regular basis
of rapidly unfolding events in Malaysia.
I have profited from ideas and criticisms of many friends at various stages
of writing and rewriting the book. Among them Mohamed Ariff, Max Corden,
Harold Crouch, Ross Garnaut, Khoo Boo Keit, Hal Hill, Sisira Jayasuriya,
Linda Lim, Chris Manning, Suresh Narayanan, Ramakishen Rajan, David
Vines and Peter Warr deserve special mention. I am particularly grateful for
their willingness to share their insights. My gratitude also goes to Dymphna
Evans, the sponsoring editor of Edward Elgar Publishing, for her unfailing
enthusiasm in speedy publication of the book.
Finally, I thank my family – Soma, Chintana and Chaturica – for love,
unwavering support and endless tolerance.
Chandra Athukorala
Australian National University
June 2001
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