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The darker side of currency trading
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THERE are three fundanental issues that formthe foundation of Prine

M ni ster Datuk Seri Dr Mahathir Mhanmad' s speech at the 12th annua
general neeting of the Pacific Econom ¢ Co-operation Council in Santiago,
Chil e, on Tuesday.

It was a provocative speech to sone and hard-hitting to others. But
those who believed that Dr Mahathir should shut up shuddered.

The first fundamental issue was his unequivocal support of free trade;
second, his objection to currency trading and third, his refusal to submt
to the threat of manipul ators.

In the case of the first, he envisaged a free global trading system
founded on equality, equity and nmutual benefit - an ideal based on the
enri ch thy nei ghbour policy.

He sl amred the free market preached by the devel oped North that calls
for the opening up and liberalisation of trade no matter how weak or
di sadvantaged a country is - the level playing field that pits economc
giants with hundreds of years of econom c devel opnent agai nst poor forner
much-expl oi ted col oni es of the Wst.

Even as the Prinme M nister spoke, the hypocrisy of international
relati ons was di spl ayed when the adninistration of US President Bil
Clinton threatened to apply sanctions agai nst French oil conpany, Total,
for investing in Iran.

The reason the US objects to the project, which al so invol ves Ml aysi an
and Russian investors, is that it will strengthen Iran's position.

The US, as we all know, |abels Iran a supporter of international
terrorism The French Government scoffed at the objection, saying US | aws
did not apply in France.

To avoid the enbarrassnent of being ignored by its European ally, the
Clinton adnministration quickly withdrewfromits stand, saying that it
hoped France woul d use its influence on Iran "to stop the country from
sponsoring terrorisni.

In the case of the second issue, Dr Mahathir argued that currency
tradi ng was not only unnecessary to free trade but had retarded it by
i ntroduci ng the el enent of uncertainty.

If outlawi ng currency tradi ng was not possible, the Prime Mnister
proposed that it be regul ated and nmade transparent, citing the exanpl es of
share and comodity markets.

Simplistic as they mi ght have sounded to the high priests of free
mar ket, his argunents are not without logic. In fact, they are so sinple
than even an average person can understand t hem

To the mani pul ators, he has conmitted yet another sin - telling the
masses i n | anguage they can understand the darker side of currency
tradi ng.
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HAVING said that, it is necessary for us to gauge and understand the
effects of the Prine Mnister's stand on the Ml aysi an econony as a whol e
and the ringgit in particular.

The ringgit, as Dr Mahathir pointed out in his PECC address, has been
taki ng a beating since June despite Ml aysia's econom c fundanental s
remai ni ng strong.

Whet her it was coincidental or otherwise, Dr Mahathir's statenent to
Mal aysi an, Chilean and foreign journalists in Santiago on Monday t hat



currency tradi ng nust be regul ated was foll owed by a further decline in
the ringgit's val ue.

Even if it was coincidental, which Dr Mahathir adm tted could not have
been the case, the fact that really matters is, the value of the ringgit
has fallen further.

Transl ate that into hard economc facts and we will find that Ml aysia's
exports have becone cheaper. If this is followed up by specific marketing
pl ans, the country may be able to use its new found conpetitiveness to
attract nore buyers and nmake nore sal es.

I ncreasing the volune of sales is inportant because to get the sane
anmount of US dollar, we have to sell nore. To obtain the same anpbunt of US
dollar, Malaysia has to sell 23 per cent nore goods and services. This is
how rmuch the ringgit has declined agai nst the American currency.

Simlarly, we have to spend 23 per cent nore ringgit to buy the sane
amount of goods and services as we did before the ringgit started to
slide.

For some items, we nay be able to continue to spend the sane anount and
get less. Or we can inport themfromcheaper sources and get the same
amount of nerchandi se or servi ces.

But there are goods and services that we cannot do without. Take the
essential food itens, for instance. If we allowinports to fall because we
do not want to spend nore ringgit or cannot afford to do so, there will be
shortages in the marketplace. This could lead to an increase in retai
prices.

Li kewi se, we cannot just stop educating our students abroad. Tens of
t housands of themare already in foreign universities and coll eges. W now
have to spend nore ringgit to pay the sane anount of fees and |iving cost.

So while we try to find long-termsolutions to our current problens,

i ncl udi ng changi ng the gl obal trading and trade financing systens, we have
to devel op i nmedi ate plans to overconme the effects of the ringgit and
stock market decline on the masses.

It is counter-productive and dangerous for politicians, corporation
heads and agency adm nistrators to nmake statenments about the |ikely
effects of the ringgit's decline on the people w thout devel oping plans to
over cone them

Most | arge conpani es, corporations and weal thy nenbers of society nmay be
able to withstand the effects of the decline of the ringgit and stock
mar ket for nonths or even years.

After all, they are well aware of the vagaries of the rapidly
gl obal i si ng econony and the risks involved when they invest or when they
specul ate in the stock market.

But this may not be so with the small er conpani es and the average
person. They hardly speculate in the stock market and have little to do
with the ups and downs of the currency.

It may, therefore, be norally and politically untenable to allowthemto
suffer the consequences of the current devel opnent wi thout sufficient
efforts being nade to provide themwi th a safety net.

The first thing we nust do is to ensure that our students, whether they
are studying at hone or abroad on schol arship or private financing, do not
drop out due to the fall in the ringgit's purchasi ng power.

Per haps the Education Mnistry and/ or sonme well-off corporations and
foundations may wi sh to consider creating a loan fund for students in this
ti me of need.
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AS for the mediumand long term Ml aysians nust learn to be reasonable in
their expectations and be nore resilient.

Econom c liberalisation that has brought about rapid growh and ri sing



wealth in the | ast one decade has its negative side. It nmakes Ml aysi a
nore vul nerabl e to external influences.

While we take pride in being the second fastest grow ng economy in Asia
after China and enjoy the fruits of our success, we cannot expect this
high rate of growth to continue forever

Even when the economy was growi ng at above ei ght per cent per annum the
Governnent had repeatedly warned that as the econony becanme nore nature,
the rate of growth woul d progressively decline.

Growm h of six to seven per cent is often cited as the |evel that the
country needs to attain in order to achieve the goals of Vision 2020.

Hence, the consolidation of the economy at this tine, even though forced
upon us by the sudden fall of the ringgit and the stock exchange, may be
good in the long run

W may not want to adnmit it, but there are enough signs to indicate that
our econony is becoming too hot. Slowing it down a bit nmay not do nuch
harmas | ong as we can gradually re-establish the strength of the ringgit
and t he stock narket.

W are often told that in a market econony, price is determ ned by
supply and demand. When supply exceeds demand, price falls. Conversely,
when demand exceeds supply, price increases. Wen supply mat ches denand,
true price is established.

But this seens not to be the case with some goods and services in our
country. Wen it was statistically established that the supply of certain
types of properties had exceeded dermand, the price did not fall. Instead,
it went up on account of specul ation.

But specul ation, as we all know, cannot support the narket forever.
There will conme a tine when the speculators will sell their hol dings
either to reap profit or to cut their | osses. Wen this happens, the
mar ket col | apses.

Ei ght per cent plus annual growth should not be considered sacred and to
be defended at all costs. Alower rate of growh acconpani ed by a stable
ringgit and lowinflation is a better target.

By any conparison, our econony has been growi ng extrenely rapidly. For
the period that we had been experiencing ei ght per cent plus growh, our
nei ghbours Si ngapore grew by 6-7 per cent, |Indonesia (six), the
Phi i ppines (5.6), Brunei (3.5) and Thailand (2.5).

A growt h of between six and seven per cent for the com ng years should
be nore than acceptabl e.
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IF the attitude of the Ml aysian busi nessnen now acconpanyi ng the Prinme
M nister on his four-nation, 12-day tour of the Cari bbean and South
Anerica is of any significance, it is fairly safe to conclude that while
they are concerned with the current econonic situation, they are not in
despair.

But | have to qualify by stating that except for a few, the real novers
and shakers of the Mal aysian corporate world are nmissing fromthis trip

According to reliable sources, nmany of themhad registered to join the
trip that takes the del egation to Cuba, Chile, Uruguay and Argentina but
dropped out when the currency and stock narket probl ens devel oped.

This is understandable. In the current circunstances, we can expect sone
of themto be tenporarily imobile. Let us hope that they remai n novers
and shakers of the econony although for the nmonent they may be shaki ng
i nstead of noving.

Those on the trip seened conposed and were as jovial as ever -
exchangi ng recycl ed jokes (nostly off-colour) - led by "storyteller" Datuk
Ahmad Johan, the new Airod controlling sharehol der

They still shopped for Cuba's fampous "Cohi ba" cigars and South Anerican



| eat her goods.
In recent years, as nore Melayu and C na Baru join the ranks of towkay,

m | 1ionaires and corporate kingpins, the cigars have becone the synmbol of
good living and economi c power.

They are the ultimate initiation tool for entry into the inner sanctum
of the corporate tenple where hedonismis an article of faith

But what struck ne nore was Dr Mahathir's response to the warm wel conme
he and his del egation received fromthe host countries, especially Cuba,
whi ch he visited for the first tine.

Speaki ng to Ml aysi an busi nessnmen at the end of the Cuban visit, the
Prime Mnister said: "They are extrenely friendly. They think we have nmany
things in common ... until sonme of you start to cheat them"”

Inline with our policy of "enrich thy neighbour,"” the significance of
Dr Mahat hir's warni ng should not be overl ooked even though it was nmade in
j est.

( END)
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