22/ 04/ 1997

Push for nore regul ated exchange rates

MONEY does not really make the world go round, but the US dollar just did.
Wth its rise - described as excessive by sonme - the greenback has got
finance mnisters and central bank governors of the G oup of Seven (G 7)

i ndustrial nations very junpy and ready to junp on the flight to

Washi ngton this weekend to put a stop to the dollar's growh. There they
are expected to decide to fight against a further increase. During the
meeting, participants are also to show their readiness to take concerted
action, including intervention in the nmarket, if arise in the US currency
were to continue. This, of course, is a reversal of the finance mnisters
deci sion prior to February, when they last nmet in Berlin. Wiat triggered

t he mi nd-change, probably, were remarks made | ast week by Japanese Fi nance
M ni ster Hiroshi Mtsuzuka, who said he was concerned about the dollar's
strength agai nst the yen. Mtsuzuka described the gain by the greenback as
"excessive" and had warned of possible central bank intervention. Both the
Japanese and US industries al so showed concern about a strong doll ar,
which is to technically reduce the market val ue of Japanese products
overseas and nmake forei gn goods expensive in Japan. The US Big Three
carmakers and other car-related firnms expressed worries |ast week that the
US- Japan notor vehicle trade pact could be underm ned by the weak yen.
They were joined by 33 other firns signing a letter to Comrerce Secretary
WIlliamDaley claimng that recent trade data show the US notor vehicle
trade deficit with Japan "nay be grow ng again."

O hers outside the G7 nay also be relieved to read reports that the
i ndustrial countries are acting on the dollar's gain and doing it soon.

For Mal aysi a, although the ringgit has been able to hold its own, the
dollar's rise has forced the central bank to intervene in the market on a
coupl e of occasions. Throughout the region, the sane trend has been
observed. And knowi ng that central bank's intervention will only sl ow down
the inevitabl e weakeni ng or strengthening of a currency, the dollar's
strength has been a source of concern outside the G 7, some nore than
others. But in case anyone in the noney market is thinking of celebrating,
it would be wise to wait and see what will cone out of the G 7 neeting

But regardl ess of what happens in Washi ngton, nmake no m stake about the
intention of the G 7 exercise, though. The chi ef beneficiaries of the nove
will still be nenbers of the group thenselves. If the Ml aysian market, or
for that matter any market outside the G 7, benefits fromthe decisions in
Washi ngton, it should be considered a pure coi nci dence.

For the exchange rate, especially that which involves the yen and the
doll ar, has grown to become nore than just an international instrunent to
state the value of a currency vis-a-vis another currency. In reality, the
exchange rate has becone a political tool. Sonetine ago, the yen cane
under attack fromsone other major currencies, causing it to grow agai nst
its will. This was done through noney mar ket specul ati on and mani pul ati on,
which is possible if a currency is backed by powerful financial
institutions in the country where the currency bel ongs, or groups of
financial institutions fromseveral countries that support that particular
country. The simlarity in the situation now and then is that both
i nvol ved the yen at the receiving end. Prine Mnister Datuk Seri Dr
Mahat hi r Mohanmad once descri bed the novenents of the yen as "a noving
target” and a "new strategy of the West". Ml aysia has called for sone
formof regulation for exchange rates to eradicate the uncertainties



brought about by the existing system Ml aysia' s concern is valid, given
the correl ati on between exchange rate and trade: a 1 per cent rise in
exchange rate could nean a 1.7 per cent fall in exports. The G7 plan to
"agree on sonething” in Washi ngton this weekend, therefore, does not
necessarily nean good news for Malaysia. Wiat is sure is that Ml aysi a
will have to nonitor the situation closely. In the Iong term perhaps
greater push will be needed to ensure that world exchange rates are nore
regul at ed.

( END)



	Push for more regulated exchange rates (NST 22/04/1997)

