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BLRs MOVE TOMRDS MORE REALI STI C LEVELS

An anal ysi s

By: Arshi Daud, Leslean Arshad & Zai nab Mhd Yati m

KUALA LUMPUR, Aug 13 (Bernama) -- The increased liquidity in the
financial systemhas triggered a gradual downward revision in noney narket
rates, judging fromthe string of announcenments that commercial banks have
been nmaki ng each day on their base | ending rates.

The BLRs of conmercial banks have come down to nore realistic levels
now, sone as low as 11.40 percent, follow ng the nove by Bank Negara
Mal aysia (BNM) to reduce its intervention rate to 10 percent recently.

This is certainly a far cry fromthe scenario in Decenber 1997 when
effective Il ending rates for businesses were as high as 20 to 21 percent,
whi | e banks were | endi ng noney anong t hensel ves at about 11 percent.

It is obvious that the main thrust of the governnment's nonetary policy
is to stabilise the nonetary system and create a conduci ve banki ng
environnent that would stimnmulate economic activity.

However, many quarters say that in neeting these objectives, the
government should not run the risk of discouraging private savings and
trigger a capital outflow which would further weaken the ringgit.

"Reduci ng the cost of conducting business would certainly help, in
part, towards creating a nore conducive busi ness environment.

"However, it would be sone tinme before the | ower BLR helps to
"junp-start” the Mal aysi an econony,” said Chie Kieng Ngu, TA Securities Sdn
Bhd' s banki ng anal yst.

He told Bernama that there seenmed to be no urgency, on the part of
busi nesses, to reconsider their investnment decisions, especially if they
i nvol ved deferred or shelved projects, which require nmassive capita
i njection.

Many conpani es now prefer to |l ook at the viability of shelved projects
and wor | dwi de econom ¢ devel opnents before naking an investnent decision

Nevert hel ess, Chie added that busi nessess woul d reap, al nost
i medi ately, the benefits of cheaper |oans with the gradual easing of BLRs
i f banks were nore generous in their lending activity.

"Bank Negara tested the waters two weeks ago by reducing its
intervention rate by 50 basis points to 10.50 percent and was pleasantly
suprised that it had mnimal inpact on the ringgit," he said, adding that
the central bank announced a further reduction of 50 basis points to 10
percent on Aug 7.

Chie said the market expects Bank Negara to repeat its intervention
exercise in the noney market in the near term although the central bank has
said that the intervention rate of 10.0 percent would remain for a while.

"They (Bank Negara) have to first watch the rate of the ringgit's
depreciation...if the depreciation is not faster than other regiona
currencies, then maybe the intervention rate would be reduced further and
t hereby assist in the recovery of the donestic econony,” he said.

By the end of the year, Chie estimates that the BLR could fall to a | ow
of 10.3 percent, if the central bank continues with its unrelentless effort
totrimits intervention rate.

Mal ayan Banki ng Bhd, the country's |argest commercial bank, revised its
base lending rate to 11.40 percent last Friday, making it the |lowest to
dat e.

O hers which have joined the bandwagon to | ower ther BLRs include Bank
Bum putra Bhd, RHB Bank (11.50 percent) and Bank of Conmerce, ABN AVRO Bank
(11.60 percent) and Phileo Allied Bank (12 percent).



Prime Mnister Datuk Seri Dr Mahathir had | ed the charge for |ower
interest rates as he said that many businesses were suffering in a climte
of tight liquidity, a severely weakened currency and defl ated asset prices.

He al so criticised banks for not cooperating with the governnent, by
keepi ng noney to thensel ves and even pulled back credit lines.

"If they don't believe in the econony, they mght as well close down,"
the prime mnister had said and added that the governnent would work
towards a forrmula to narrow the banks' spread.

Dr Mahathir al so expressed di sappoi ntment over the stand taken by banks
in defending a high interest rate regi me when busi nesses were al ready
struggling to cope tightening liquidity.

Anot her anal yst said the bal anci ng act between interest rate, savings
and currency strength is crucial in maintaining a stable nonetary
envi ronnent,

"Unfortunately, there isn't a scientific way of determ ni ng what
conbi nati on of fiscal and nonetary tools would provide an ideal result but
the cut in intervention rate by Bank Negara and the subsequently easing of
BLRs of conmercial banks is a nove in the right direction

"On the overall, the cut in BLR addresses the cost of funds and the
| endi ng rate of the banking sector, which is very crucial to entreprenuers
and the man-on-the-street who can now | ook forward to borrow ng funds at
nore favourable rates,"” he added.

Associ ate Professor Mohd Khir Ashari fromthe Faculty of Business and
Admi ni stration Studies, Universiti Teknol ogi Tun Abdul Razak, is of the
view that the reduction in the BLR does not nean that banks are prepared to
farmout nore funds under the current econonic condition

"Banks will lend to only viable businesses and those busi nesses which
stand to expand and grow, and help in reactivating the country's econony.

Mohd Khir said "cheaper |oans" to businessmen would nean a | ower
monthly conmitnent, on their part, to the banks.

Anot her academ cian said as nore funds are expected to be released into
the financial system banks should be in a position to increase their
| endi ng.

Dr Mohd Asl am Hani ff, Dean of Economi c Kuliyah of the Internationa
I slamic University, said banks should pool their resources and | end nore to
stinmulate growth without affecting the exchange rate, which usually suffers
with the reduction of interest rates.

Referring to the prine concern of the National Econonm c Recovery Pl an
(NERP) to stabilise the ringgit, he pointed out that any inmpact on the
exchange rate can be negated with the inflow of nore foreign direct
i nvestnments into the the country

On whet her banks would be able to Iend nore following the cut in the
BLR, he said,"W have to wait and see. It's up to banks to decide and this
woul d depend on their lending priority.”

Asked if the country's Gross Donestic Product (GDP) would inprove with
| ower BLRs, Mbhd Aslamsaid it is too early to ascertain but if it
(i nproved GDP) becomes a reality, then the econom c sl owdown need not
extend i nto next year.
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