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Not enough incentives to make peopl e save nore

Tan Sri Ramon Navar at nam
THE Governnent's canpaign to raise savings is praisewrthy but it begs
many questions.

Wiy are we asked to save nore when we are one of the highest savers in
t he worl d?

We al ready save about 39 per cent of our gross national product.

It is the rich who can save nore, but can the majority who are not rich
do so?

Fi nanci al Capability

Recently, the Deputy Prime Mnister and M nister of Finance, Datuk Seri
Anwar | brahimstated that the "Government is paying close attention to the
country's financial capability, as it is the prine factor in managing the
econony".

Is there a connection between the canpaign to save and our "financial
capability"?

The minister has also said that "nore efforts should be undertaken to
further strengthen the econony".

Strengt heni ng the econony calls for nore investnents.

However, the donestic investnent is constrained by the anount of
domestic savings that are available and foreign investnent is volatile and
unreliabl e.

The rich can be persuaded to save nore. But what can we do to increase
savi ngs anong the poor?

Qbvi ously, we increase the awareness of the need to save and provide
nore incentives.

But how nuch savings can be raised by the man in the street - not nuch
really.

The call to save may not be entirely due to the need to obtain nore
funds for investnent.

The reason could be that the Government wants us to actually consunme or
spend | ess.

Al so by spending | ess we could reduce the demand for goods and services,
thus hel ping to reduce prices of these goods and services. This nmust be
part of the logic of the savings canpaign.

Difficult for Poor to Save

O herwise, it is difficult to understand how the | ower incone group -
the farmers, fishernen, factory workers, clerks, teachers and junior
executives - can actually be expected to save nore.

The | ower inconme group has a tough tinme maki ng ends neet.

After they have provided for their basic needs there is really not nuch
left to enjoy a better quality of life.

The peopl e need to spend sone of their incone on upgrading their
standards of |iving.

They need to have better amenities like electrical goods, air
conditioners, refrigerators, better clothing, inmproved standards of
housi ng and nore entertai nnent for their famlies.

The fact that we have al ready saved so nmuch is in itself inpressive

So we may be expecting too nuch if we want the [ ower incone group to
save nore

| nst ead, what can be done is to ensure that the small savings that are
kept under mattresses are safely kept in banks, insurance schenmes and unit
trusts.



Prime Mnister Datuk Seri Dr Mhat hir Mhaned has encouraged the snall
savers to save nore prudently.

This advice is very positive and financial institutions should take this
proposal as a challenge to nobilise the small nman's savings to give hima
better return.

W1l the big boys in business respond favourably?

Fi nance Institutions to Do Mre

Fi nancial institutions are not under much pressure to encourage snal
savers.

They are still relatively protected fromforeign conpetition and can
afford to be quite confortabl e and conpl acent.

St ockbrokers, financial deal ers and anal ysts are unduly well paid
because of this insufficient conpetition.

Banks and i nsurance conpani es nmake handsone profits so they do not see
the need to be nore aggressive to pronote savings anong the poorer groups.
| suppose these additional efforts will reduce profits and | ower their
capacity to pay higher salaries and bigger bonus to their financial

managers and staff.

So why rock the boat, they may ask.

The M nister of Finance and the Governor of Bank Negara could get the
financial institutions to do nore. Now that nore financial institutions
are nerging, it will be easier to get themto conpete and beconme much nore
efficient.

This way, these financial institutions will be able to use sone of their
high profits to pronote savings nore aggressively.

These bigger institutions should al so use nore of their enhanced
profits, through better econonm es of scale, to provide nore attractive
incentives to save, even if it neans reducing their profits.

Fair Profits

Here | would urge the authorities to consider what could be reasonably
regarded as "fair rates of profits” for financial institutions and indeed
all these nonopolistic privatised entities.

After all, the finance nanagers have been gi ven excl usive licences to
establish financial institutions |ike banks, insurance conpani es,
st ockbr oki ng houses, etc.

The public are conpelled to use their sonewhat "nonopolistic" services.

So the authorities have the nmoral right to fix reasonable profit
mar gi ns.

The profits beyond this reasonable profit margi ns could be pl oughed back
as incentives to encourage the | ower inconme groups to save nore.

Bi g busi nesses should not be allowed to benefit at the expense of the
smal | saver.

Forei gn I nvest nent

The need to save nore in order to reduce the dependence on foreign
investnent is the nost persuasive argunent for the savings canpaign.

Mal aysi @' s weal th and noderni sati on have been largely due to the | arge
and responsi ble foreign i nvestnents. But there are dangers too.

A large part of the bal ance of payment deficits on the current account
are due to the high outflow of the profits fromthe foreign multinational

conpani es.
Last year, an estimated RML1 billion was sent out of our econony as
conpared to our current account deficit of RML4 billion.

This trend i s unheal thy and unsustai nable and there nmust be a solution
to the probl em

One way is to depend | ess on foreign investnment which will result in a
| esser outfl ow of profits.

More domestic investnent will mean nore profits retained at hone.



Donesti c | nvestnment and | CA

But how do we encourage nore donestic investnent?

Donestic investnent can be increased by nore savings only up to a point.

Mor e savi ngs could be accunul ated locally but still invested abroad.

This is nore likely now with the Governnment's encouragenent of "reverse
investnent”, that is, getting Malaysians to i nvest abroad such as in
China, India, Vietnam Latin Anerica and Africa.

Furthernore, donestic investnment need not increase unless of course we
relax the terns and conditions of our policies towards non-Buni putera
i nvestors.

Many non- Bumi put eras face nunerous probl ens such as constraints in
getting |l and and obtai ning approvals fromthe nyriad of authhorities, and
the restrictions inposed by the Industrial Co-ordination Act.

So we are caught in a bind unless we | oosen up our rules and regul ati ons
and liberalise the econony.

Wast age

There is another obstacle to increasing savings.

This is the perception that increased savings but need not lead to
producti ve i nvest nents.

Mor e devel opnents could | ead to nore opportunities for refusals and
constraints for investnents and ultimtely wastage of funds through
corruption.

So why save nore when sone of it will be wasted through inefficient
approval systens and even bad managenent ?

The gl ari ng exanpl e of wastage and inefficiency due to m snanagenent is
seen in the case of the Perwaja Steel fiasco.

W now | earn that the Government will absorb about RM6 billion in |osses
i ncurred by Perwaj a Steel

In the final analysis, it is the taxpayer's noney and he wll ask why
his taxes are being utilised so wastefully.

In this context, where is the incentive to save, beyond what is really
needed for a rainy day?

People will tend to reduce savings if they believe that their savings
are not properly nmanaged in sound i nvestnents.

We nust aimfor higher productivity, otherwi se our credibility will be
er oded.

W al so have a problemwi th credibility.

How can we expect the |ow i ncone groups to save when our policies seem
to reward the rich?

Take the rise in toll electricity, tel ecommunications and water charges
after privisation.

Shoul d we not have nore cross-subsidisation to benefit the poor or set
limts to the high profits of these privatised entities?

What about the prices of petrol? W fill in our own tanks now but the
petrol eum conpani es benefit fromthe | ower wage bill of not having petro
at t endant s.

They do not pass the savings to the consuners in the formof | ower
petrol prices.

Is this fair?

Does this encourage the man in the street to save?

Concl usi on

It is obviously inportant to increase savings.

However, it is even nore relevant to ensure that savings are efficiently
utilised.

The country and peopl e need to benefit nore fromthe high economc
growth resulting fromsound i nvest nent.

People will save nore when they benefit from saving.



The challenge is to convince themthat they are benefitting nore by
savi ng nore.
( END)
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