20 MAR 1997

GREATER EFFORTS NEEDED TO PUSH CPI DOWN FURTHER

KUALA LUMPUR, March 20 (Bernama) -- Econom sts and market-watchers say
that Ml aysia's Consuner Price |ndex, which has been hovering around the
"nore than three percent level"” for quite sonmetinme, can dip further but
that would take a lot nore enforcenment by the authorities

They say that other countries had shown that it could be done and hence
it is not inpossible for Malaysia to do the sane.

The CPI, which rose to 4.8 percent in 1992, a level viewed with
consi derabl e concern then, is closely watched as it is directly linked to
the rate of inflation in the country. Since then, the CPlI has dropped to
3.5 percent in 1993, 3.7 percent in 1994, 3.4 percent in 1995 and 3.5
percent in 1996.

But still, there is also this nagging question: does the CPl have to
remain around the "three plus sonmething percent” band? The answer is a big
"no", especially when other countries had denonstrated that it could be
done.

Anong the Asean countries, Singapore, with a population of only 2.8

mllion, appears to have placed a |lid on consuner prices. From 3.1 percent
in 1994, its CPl dropped to 1.7 percent in 1995 while Thailand with a
popul ation of 61 nillion had brought down consumer prices to 4.2 percent

| ast year from 5.8 percent in 1995.

O the industrialised economies like the United States, Japan, France
and Gernany, their consumer prices are not expected to exceed 3.0 percent
this year.

So can Malaysia, with a population of about 21.2 mllion, can make its
CPl dip further? The "yes" answer is always enthusiastically given with a
priviso: nmore enforcenment by the authorities to curb excessive
profiteering.

And to do this, the donestic trade and consuner affairs mnistry has to
beef up the nunber of enforcement officers in its ranks.

Besides wielding the "big stick"” on profiteers, econom sts when
interviewed, also stressed the inmportance of supply side adequacy in order
to ease supply disparities.

On the other hand, econonists also point to the difficulty in keeping
the CPlI down, especially when the econony is booning into its ninth year of
grom h. Sone take the view that a CPl of 3.5 percent on an econony which
grows at 8.2 percent as rather "mild" when conpared to other dynamc
countries.

Prime Mnister Datuk Seri Dr. Mhathir Mhanmad, when |aunching the zero
inflation canmpaign in 1995, stressed that everyone was a supplier and a
consunmer and had a responsibility in keeping inflation down.

Dr Mohd Ariff Abdul Kareem of Universiti Ml aya' s economics faculty
said the country's zero inflation target is worth having to ensure that its
inflation rate is not getting too far off the nmark.

Patrick Er, a senior economst at CIMB Securities (M Sdn Bhd, said in
order to get inflation down further, the governnent may have to put a brake
on the econony, for exanple, by squeezing credit to cut back spending

Mal aysi an I nvestors' Association President Dr PHS Limsaid a vita
strategy for inflation to be below the 3.0 percent |evel would generally be
to increase the supply side equation of the economy, particularly food
producti on.

Mal aysia's CPlI nmeasures the average rate of change in the fixed basket



of goods and services with the base year set at 1994.

They involve itens and services |ike food, where the weightage is 34.9
percent, beverages (3.6 percent), clothing and footwear (3.6 percent),
gross rent (21.1 percent), fuel and power (5.6 percent), furniture
furni shings and househol d equi pnent and operation (5.6 percent).

O hers itens are nedical care and health expenses (1.9 percent),
transport and communications (17.9 percent), recreation, entertainnent
education and cultural services (5.8 percent) and niscellaneous goods and
services (5.6 percent). A total of 430 itenms are used in the conputation
from about 10,000 retail outlets throughout the country.

Inflation usually results when there are too nuch noney chasing too few
goods. To the layman, it also neans that the value of nobney has shrunk. For
exanple, if one paid 60 sen to get on the bus fromthe Central Market to
Jal an Bukit Bintang shopping district in Kuala Lunpur |ast year, he has to
pay 90 sen for the sane journey this year

Bus fares are sone of the many controlled itens which nake up the
conponents in the basket of goods and services in the CPlI. In recent tines,
taxi fares in the Klang Valley and toll rates had risen significantly over
a short span of tine.

Currently, many food itenms, such as neat and fish, have seen demand
exceedi ng supply, and this causes prices to spiral upwards.

"Incentives should be provided for aquaculture activities as well as
t he nechani sation of food output,” said MA's Dr Limwho also cited how the
United States, despite being highly industrialised, is still a ngjor
producer of several agricultural commpdities such as wheat, soya bean and
corn.

Pl ant ati on conpani es should al so be given a push to go into cash crop
and |ivestock farm ng, which would augnent food supplies, he said, adding
that this makes sense since Malaysia' s total food inmports amounted to a
staggering RVB.1 billion

Wth food being a mpgjor itemin all households and a mmjor expenditure
item anong | ower incone households, Dr. Limsaid raising food supplies is a
step in the right direction towards achieving an average inflation of
possi bly two percent.

"Perhaps, we should liberalise the market to allow nore conpetitive
imports," he said, adding that this should also be extended to inports of
ot her goods and servi ces.

Prof essor Mbhd Handan Adnan, the President of the Federation of the
Mal aysi an Consumer Associ ations (Fonta), said Ml aysia should al so
diversify its inmport markets for food.

While it would make econom c sense not to depend on a few markets, it
woul d al so "enable us to buy from the cheapest source," he added.

Hanmdan al so suggested that oil conmpanies with rights to explore
petrol eum of fshore should consider fishing as a val ue-added activity.

MA's Dr. Lim said another inportant el enent necessary towards a |ower
price scenario is to have a stronger ringgit in view of the nassive anmpunts
that Malaysia is currently inporting, especially capital goods.

He said this would | ower the country's inport bill, consequently easing
pressure on prices and help bring inflation to an even |ower |evel

Handan, stressing on enforcenent, said it is vital to keep prices |ow,
especially when it cones to ensuring that tax cuts announced in the
successi ve Budgets are passed on to consumers.

On the hand, he also suggested that Ml aysians discard their "seige
mentality" in rushing to buy goods, thus creating excessive demand

But with nore people eating out given their busy lifestyles, efforts to
contain inflation may be nullified since food is a major expenditure

To aid the governnent's effort in containing inflation and make



Mal aysi a a shoppers' paradise, prices of goods should be kept relatively
| ow, said Handan.

CIMB's Er said, "Bringing down inflation to zero may be difficult and
in the short run mght lead to unacceptable |evels of unenploynent...in
general there is a trade-off in the short-term"”

One of the ways the governnent could do to reduce inflation whilst
keeping the econonic growmh on track to achieve Vision 2020 was by sl ow ng
down | oans growth, he said.

Perhaps, the relevant authorities nmay want to ensure a better
di ssem nation of information on the prices of goods and services so that
there are less opportunities to raise prices outside of market demand, he
added.

But in the longer term ensuring stable prices requires supply side
nmeasures, especially increases in productivity levels, said Er.

Anot her economi st said the CPl, which had |argely been driven by the
prices of foodstuffs, could be brought down |ower than three percent if
there was stronger enforcenment by the ministry of domestic trade and
consuner affairs.

Then again, he said there could be linmtations in sustaining such a
target over a long period of time since enforcing a price discipline is
confined to a basket of food products that make up the food subsector of
the CPI.

It would be inpossible to enforce price control on every single item
Dr Loh Eng Seng of TA Securities said.

He said the CPI had actually been trending down since the last quarter
of last year and attributed the "favourable" CPlI to the strengthening of
the ringgit against the US dollar and yen over the few past nonths

Food i nports, which were subject to global price volatility, have been
made cheaper by the stronger ringgit recently, he said

Even if it is possible to pull down the CPlI below three percent, strong
denmand caused by robust economic growh would restrict the achi evenent of
such a target for |ong periods, some econom sts contend.

As such, a watchful eye on the matter, stronger enforcenent on prices
and greater consciousness on being responsible suppliers and consuners are
the prerequisites for Malaysia to remain a cost-conpetitive country. --
BERNAMA
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