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The dance of currencies

Wan | nran Wan Chik

THE Dr MM Soros exchange sure made the news. The world's | eaders and a
bunch of inportant bankers tuned in to interesting viewoints on nmoney. It
al ways cones down to the bottonmine, doesn't it?

Meaty devel opnents took place at the International Mnetary Fund-Wrld
Bank nmeetings in Hong Kong | ast Septenber. Everybody there wore million-
dollar suits with the deepest pockets. For people in the noney business,
it was THE event.

But did you understand what the fuss was about? | want to explain
Money, |ike nost things, can be bought and sol d. Wen you go overseas,
you change ringgit into that country's currency. Let's say you're shopping
in New York. To get US$1, you have to pay RW2.50, RW2.60, or RMB or so.
The price varies daily. If an Anerican conmes here, he'll get RW2.50 (or

so) for every US$1.

Technically, that's a sale. It's called an exchange, hence "foreign
exchange", or forex in short. The RM2.50 (or so) is the exchange rate. On
ordinary days, a junp or fall in the exchange rate may be just one sen,
like RV2.50 to RMR. 51.

Who and what determines the exchange rate? GQuys in the noney nmarket do.
In the share market, buyers and sellers agree on a price after sone
haggling. Prices go up or down dependi ng on what share is hot.

When everybody is hungry for a certain share, the price clinbs. Wen
everybody wants to sell it, the price falls. The sane nechani sm (basically
"who has, who wants", otherw se known as supply and dermand) applies to al
things - wheat, petroleum cattle.

Use this idea on cold cash. Miney traders literally buy and sel
ringgit, as they do with other currencies. They determ ne what that
exchange rate is. These are the dancing digits you see on conputer screens
and on TV.

You could profit fromthis. Say you bought US dollars at RM2. 50 each,
and | ater sold it for RVMB, you make a profit of 50 sen per US doll ar.

Using the sane rate, inmagi ne you bought US1 nmillion (that's RV.5
mllion) and sold it (that's RM8 nillion), the profit is RVb00,000. Ww
Say you bought at RM2.50 and sold at RM2.51, your profit would be
RMLO, 000. Not bad, huh?

Do we need all this? I"'mafraid we do. Wien we travel to other
countries, we spend noney on food, hotel and souvenirs. A corporation may
need to buy machi nery from another country.

As nations, we need to inport food, |ike wheat flour because we don't
grow wheat in Mal aysia. Al though we produce rice, we still inport sone
because we eat nmore rice than we grow. To do busi ness with other
countries, we rmust have currency exchange.

How does this affect you? Things cost nore, or |ess. Say you bought
j eans worth US$100 in January, technically you paid RVM50 because the
exchange rate was US$1: RMR2.50. Got that?

Then, say six nonths |later, the exchange rate alters to US$1: RMB. This
means you have to pay RMVBOO

When you buy inported jeans, you also pay for freight, packing and other
invisible costs. Those fees are affected by the exchange rate too. You
could buy locally-made jeans, but the denimis inported, and so's the
thread and the sew ng nmachi ne!

Is this a bad thing? It can be. If the ringgit falls and falls and



falls, we'll be stuck for a lot of things. Wrst case scenario: So bad we
can't inport wheat flour which neans no cake, no roti canai, no sliced
bread. Never mind jeans!

What if it got really bad? Schol arships may be hit. It will beconme too
expensive to study overseas. The Governnment and private conpanies wll
reduce the nunmber of scholarships. It could be you who has to stay back.
It would be tragic if you were hal f-way through your course.

For ei gn exchange hi kes can be especially hard on parents. A fam |y who
puts asi de RMLOO, 000 for a child s overseas university educati on needs
RM200, 000 overnight. Wat if they don't have it? Hence the small panic
when the ringgit fell

Mal aysia is building a new airport and other mgjor infrastructura
projects. W have to pay for those. Some parts of these projects use
i nported goods. These are affected.

Is there any advantage to the ringgit fall? Yes, WE becone cheaper. An
American tourist got RM2.50 for each US$1 in January, now he gets RMB. 30.
Mal aysi an- made goods bei ng exported are therefore cheaper. But it is vital
that we don't push up our prices on things.

What makes noney traders buy a certain currency? Mstly, they're
interested in maki ng sone noney. Confidence is another factor. Wen a
country is doing well, everybody wants to buy that currency. Wen a
country goes to war (or is invaded), everybody panics and shi ps out. Mney
traders instantly sell off that currency. It can crash to serious nothing
- like you need 1, 000 bucks to buy one banana.

Bankers al so know that powerful nations find it useful to keep Third
Worl d currencies down, so we are cheap for themto invest in. Then again
when we becone too cheap, the same powerful nations begin to worry about
their investments here.

What's George Soros got to with it? Soros is one of many noney traders
in the world. He happens to be a really big one. Wen he buys or sells
money, he does it in the mllions, sonmetines billions. O her noney traders
foll ow - when he buys, they buy. Wen he sells, they sell

As a result, you get many traders doing the same thing at the same tine
and that causes a visible fall or rise in currency value. On occasion, the
ringgit is affected. Renenber, they're in the gane for profit.

If that's how the systemworks, wasn't Soros (plus other traders) doing
the normal thing? Qur PMsays yes, but up to a point. Dr Mahathir thinks
that if you know that your actions are going to cause such a drastic,
damagi ng effect, you nust control yourself or be controlled. He suggested
certain curbs which ambunt to official or government intervention. Sone
peopl e agree, sone don't.

Question: How would you feel if it was YOUR schol arship that was cut?
See a point.

Question: If you were a noney trader, how woul d you feel when your
profit-making is curbed? See a debate.

Question: In a free world, should such things be left to natural narket
behavi our or have official control s? See a dil enma.

Question: Whuld it play on your conscience when a bunch of Ml aysi an
students is forced to cone hone hal f-way through their overseas education?
See a noral issue.

Those are the questions the PMhas on his mnd. As you can see, the
answers don't cone easy.

* This article appeared i n YouthQuake (Nov 14-20).
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