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Exchange rate will be a flexible one
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OVER t he past 40 years of the country's i ndependence, our currency had
been rel atively stabl e, even though it has been val ued by two different
exchange rate reginmes - the fixed and the free-floating rates.

During the fixed rate regine, the Malayan dollar, and | ater, the
ringgit, was exchanged at the rate of 3.30 to the US dol | ar between 1959
and 1968. Later the exchange rate was | ess.

When we adopted the free-floating exchange regine in 1973, the US dol | ar
was bought at around RM2. 44. That was the benchmark of our currency val ue
over the last 24 years

In that period the exchange rate fluctuated within a 20 per cent band.

The best was RW2.18 in 1981; the worst, in 1991, at RV2.71

Since then the exchange rate of the ringgit for the US dol | ar steadied
bet ween a narrow nargi n between RVM2. 40 to RM2.50 in | ate June, 1997. Since
t hen, our currency has been heavily battered. Its val ue was shaved down to
as low as RVA. 80 to the US dollar |ast February.

Economi ¢ fundanental s, such as forei gn reserves and bal ance of paynents
inthe national account sheet, bore no weight in these currency tradings.
Currency specul ators have a different agenda - to nake noney in the open
foreign currency exchange market.

Their transactions effectively changed the hithertorelatively solid
Mal aysian ringgit into a rubber ball that bounced within a w de val ue band
- between RWA. 88 and RMB. 20

Its volatality wecked havoc on the econony of the country. No one,

i ncl udi ng exporting manufacturers and i nporti ng assenbl ers, coul d devi ne
the worth of theringgit inthe current or follow ng nonth. Confidence in
the ringgit was clearly shaken

Though the Mal aysian ringgit had settled to RVWA. 20 to the US dol I ar over
the I ast two nonths, the Governnent deci ded enough was enough

The time had cone to institute radical nmeasures to curb the volatility
of the ringgit in foreign exchange narkets.

That decision cane in the formof Bank Negara's pronouncenents on
currency | ast Tuesday. It declared that the ringgit would, with i mediate
effect, not be traded on the foreign exchange nmarkets. That deci sion al so
unpl ugged the ringgit fromthe fl oat exchange rate.

On Wednesday, the central bank declared that the ringgit woul d be pegged
at the rate of RVB. 80 to the US doll ar

These deci si ons have had a dramatic effect on the val ue of our currency.

It appreciated agai nst al nost all currencies. The US dol | ar that was
traded at RVA. 20 | ast Monday, dropped to RMB. 80 | ast Thursday.

More inportantly, theringgit that was traded in the foreign exchange
mar ket | ast Monday at RMR2.35 to the Singapore dol |l ar appreci ated to RVM2. 16
on Thur sday.

What happened? Sinple, the authorities have nade the ringgit non-
tradeabl e i n narkets outside the country. That woul d render t he overseas
ringgit worthless in Cctober.

How nuch currency is in foreign banks? The Prinme M nister, Datuk Seri Dr
Mahat hi r Mobhamad, has said that as nuch RMLOO m|lion in cash is outside
the country. More than RMRO billion in off-shore banks.

The sumtotal of the cash and t he deposits have to fl ow back into the
country, if the holders desire a value of the ringgit currencies.

So it is clear that these nonies have to fl ow back into the country



within this nonth. If they don't, the currency notes woul d have no val ue.

Al ready, sone banks across the Causeway have i nposed a premni umon
wi t hdrawal of ringgit deposits, at R4 to the Singapore dollar.

That shoul d spook depositers of the ringgit in off-shore accounts and
perforce themto bring honme the ringgit.

The noni es nmight flow back i nto the country, which woul d be a testinony
tothe policy of fixing theringgit at a specific rate and curtailling
trading in the ringgit in forei gn exchange nmarkets.

But is this measure the wi sest in reviving the econony? Professor Paul
Krugmen t hi nks so.

For ei gn exchange controls are radical fiscal initiatives that can
resuscitate any troubl ed econony, such as the country i s weathering

But he avers that the neasure shoul d be flexible and tenmporary. Bank
Negara is of the sane view - the currency controls are tenporary and
flexible.

But the questionis, and this is pure conjecture, if these neasures
yield positive results in stabilising the currency of the country, should
they not be prol onged?

The concept requires regul ar revision of the currency's nmarket exchange
rate.

Today the ringgit is quoted at RVB. 80 to the US dollar. A nonth down the
road, the rate m ght be revi ewed and pegged at, say RVM3.50 or |l ower to the
US dol | ar.

Thi s regi me does not engender volatility. It spawns stablility. The
revi si on of exchange rates woul d be worked out periodically. All, traders,
i mporters and exporters, woul d have periodic informati on of the val ue of
the ringgit which they could input into their bal ance sheets.

This regime of a fixed but constantly revi sed exchange rate nechani smis
far, far better than the two ort hodox systens that have been adopted so
far - a fixed pegged rate and a free floating rate of the currency.

Now, a fixed currency exchange regi nme today exists only in four
countries in the world. One is Hong Kong. Its currency is pegged to the US
dol I ar.

Which means it is beholden to buy any US dollar in the domestic currency
market with its financial resources.

And Hong Kong has a deep and | arge pocket. That Self Autonous Regi on has
inthe past two weeks battl ed successfully the hedge funds nmanaged Geor ge
Soros which attenpted to profit fromsonme weaknesses of the currency.

We have had a fixed exchange rate in the past.

When t he country i ssued sovereign currency, first the Mal ayan dol I ar and
subsequently, the Malaysian ringgit, its value vis-a-vis other najor
currenci es had been rel atively stable, even though it endured two
di fferent exchange rate reginmes - the fixed exchange rate and the floating
exchange rate

The fixed exchange regi me prevail ed between 1959 (when Bank Negara was
establ i shed and becane the currency issuing authority) and 1973.

First, the Mal ayan dol |l ar was pegged to the British sterling until m d-
1972 when the central bank switched to the peg with the US dollar. The
val ue of our currency was stable during those years.

The probl em of a pegged exchange regine is that the country has to have
t he wherew thal to buy back its currency at that fixed rate. It works well
for countries that have huge financial resources. Certainly it is a pain
for others that do not have this recourse.

The ringgit was subsequently cut fromthe unbilical cord of the US
dol lar on June 21, 1973. Its value floated freely. Yet its exchange rate
agai nst maj or currencies fluctuated within a narrow margin.

Thereafter, fromSept 27, 1975 until |ast Tuesday, the value of the



ringgit was determ ned by the val ue of a basket of currencies of those
countries which were significant tradi ng partners of Ml aysia. Again
during this period the ringgit was stable.

Despite the difference i n nonencl ature of exchange rates, the basic
factor that bol stered the exchange rate of the ringgit was the reserves of
the country.

Once it was the gold reserves, deposited in Fort Knox, USA Today, it is
held in off-shore accounts as well as in domestic financial institutions,
in various forns.

FromJuly 1997, the equation of the value of the ringgit changed because
of the free and open foreign exchange market.

That coul d not be controlled by any sovereign country sinply because of
t he mar ket operations of currency trading, both locally and of f-shore.

And so our currency was battered so badly that the Governnent instituted
the radi cal neasure of controls on trading of the ringgit.

Thi s neasure, that has for the noment fixed the ringgit at RVB. 80, is
actually a flexible policy. The Governnent does have to intervene.
Exporters earn foreign currencies at a fixed rate. The anount woul d be
exchanged t hrough banks for ringgit.

| mporters pay foreign currencies at the benchmark of the exchange rate
of the ringgit to the US dollar.

And t he exchange rate is flexible. Today it is RVB. 80 to the US doll ar
Next week, next month, who knows, it might be | ower. The central bank
woul d revise the rate

A flexible fixed exchange rate. This, in sum is the third exchange rate
regi ne for currencies.

If it works for us, it nmight be a nodel that other countries whose
currencies are battered by specul ators, m ght adopt.
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