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Ri nggit grossly underval ued: Dai m (HL)

ECONOM C Advi ser to the Governnent Tun Dai m Zai nuddi n said yesterday the
ringgit at its current level vis-a-vis the world's major currencies is
grossly underval ued and definitely not at an ideal |evel.

"In the context of world trade, the acceptable rate should be where we
are conpetitive and are able to sell and buy goods and services wi thout
| osi ng our conparative advantage,” he said in an exclusive interviewwth
Ber nana.

"It should be at a | evel where it should not reduce our standard of
living and allow others to live off us cheaply," he said of the ringgit
whi ch has depreciated by 30 per cent to 3.48 to the US dollar due to
specul ative attacks since June.

"Insofar as the exchange rate is concerned, we generally adhere to a
floating rate system intervening only when absol utely necessary. This
regi me has served us well in the past. Unfortunately it is now being
severely tested," Daimsaid

By nost reckoning, the free market forces should have already cone into
play to bring the ringgit back to a nore reasonable | evel, he said.

"The fact that this has not happened suggests that narket forces are
obviously nore influenced by negative sentinent than fundanentals."

Calling on Mal aysians to have faith in the economy, the former Finance
M ni ster said the International Mnetary Fund (I M) has in fact | auded
Mal aysia for its strong fundanental s.

Mal aysi a has al so been cited as an exanpl e of a devel opi ng country that
manages its econony well and this viewis shared by such world | eaders as
Presi dent Jacques Chirac of France.

On the banking sector, Daimsaid that contrary to runours, the systemis
solid.

"Banks in Ml aysi a have been maki ng exceptionally good profits over the
last 10 years... | do not think they will suffer losses... profits may be
| ower, of course, because the spread is snmaller and problemloans will
naturally lead to greater provisions.

"The banki ng system nust continue to be resilient if we want it to
continue to serve us well. There will be nore prudent lending to the
property and equity sectors, with the manufacturing and services sectors
continuing to be supported,” he said.

"W are al so pushing for nore exports... the banking sector will have to
play a mgjor role in this.™

Turning to controls on currency tradi ng proposed by Ml aysia, Dai msaid
it is avery conplex problem as the selling and buyi ng of currencies have
no parallel in the equity and commodities narkets.

The rapid switching fromone currency to another nakes transactions
al nost untraceable and it is for this reason that currency deal ers shoul d
be made to declare their positions at regular intervals, said Daim
echoing the sentinents of Prime Mnister Datuk Seri Dr Mahathir Mhanmad

Still, Ml aysia can submt its proposals to the IM-F but the nmultilatera
agency will have to get its nenbers to adhere to the rules to protect the
currencies, especially of the relatively snall econom es, he said.

On the call for transparency anong banks and the need for greater
disclosure, Daimsaid he is all for a higher level of disclosure "if the
information is relevant to the specific needs."

Al t hough banki ng operations are now highly conputerised, it costs npbney



and tinme to prepare and read the reports.

Bank Negara, which he said is "on top of things", has within its powers
to ask for additional information if the need ari ses.

However, he said, nost of the information is protected under the Banking
and Financial Institutions Act and cannot be nade public, for exanple data
gathered as part of an audit exerci se on each bank

Dai msaid he is certain that Bank Negara is very well informed of the
activities of banks in Ml aysi a.

"Al'l you have to do is refer to the Bank Negara Quarterly Econom c
Report.

"The tineliness of the (banks' annual) reports is perhaps an area that
could be | ooked into... beyond that, the public have nore than adequate
i nformati on to deci de whomthey want to bank with," he said.

As for interest rates, Malaysia will take a judicious and pragmatic
appr oach.

Dai msaid while there have been calls to raise interest rates to support
the ringgit, "the Governnent would have to | ook at various angles to
choose the best options".

"W will not preclude using any tools available to us that will produce
the desired results, both in the long- and short-term" he said. However,
in view of the conplexities involved, Dain said, the Governnent woul d have
to weigh carefully the merits of raising rates, which, at too high a
| evel, mght cripple business activity and attract "hot noney."

"That is something which we do not want."

On the other hand, if the rates are too |ow | ocal funds may flow out to
mar kets which offer nore attractive rates, a situation which may aggravate
the parity of the ringgit.

Interbank rates are currently hovering at around 9.2 per cent while the
base | ending rate (BLR) of Ml ayan Banking, the country's largest bank, is
9.75 per cent.

The Governnment will make effective use of both its fiscal and nonetary
policies to ensure nacroeconom c stability and i nprove the country's
econom ¢ standing in the world, Daimsaid.

"We are now confronted nore and nore with problens that do not have
their origins in this country and are inpacting on what we do in the
country... (despite having) nanaged very well the bal ance between high
econom c growh and a tolerable rate of inflation (below 3 per cent)," he
sai d.

This very attractive environment has allowed i nvestnments to thrive, with
foreign investors achi eving the highest rates of return, higher even than
that of Singapore, he said.

Nevert hel ess, businesses require an econonmic rate of interest to expand
and the policy on interest rates is therefore governed by many
consi derations, Dai msaid.
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