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Forex noves will help expedite econom c recovery

Anita Gabri el
MALAYSI A's foreign exchange policy neasures will enhance its prospects for
success of overall adjustnent progranme and will likely inprove the

country's sovereign credit profile, said US-based financial services group
Sal onon Smit h Bar ney.

In an overview on Mal aysia, the conmpany said the policy initiatives
shoul d i nprove the Governnent's ability to bring forward the tim ng of
econom ¢ recovery as they hel p reduce the danmage to corporate Mal aysia's
col l ective bal ance sheet, which neans | ower non-performng | oans and
great er success of corporate debt restructuring.

Sal onon referred to the new strategy as a "l ow soverei gn debt strategy"
and if successful, will reduce the overall need for external governnent
borrowi ng by reducing the cost of bank bailout and restoring the economc
condi tions needed to attract and keep foreign private capital.

The report by Sal onon summari ses the new forei gn exchange regul ati ons
i ntroduced recently into four key features.

First, it includes fixing the ringgit exchange rate at RMB. 8/ US$1.

Second, regul ations were put in place to prohibit nost types of offshore
transactions in ringgit, especially offshore trading while all export and
i mport transactions are to be conducted in foreign currencies, not
ringgit.

Third, fund transfers abroad by Mal aysi an residents for inport paynents,
foreign debt servicing, or transactions related to direct foreign
i nvestnent in Malaysia remain free of any controls anad are nonitored for
statistical purposes only. O her transfers by Ml aysi an resi dents are
subj ect to statistical reporting by the central bank.

Fourth, ringgit assets acquired with funds from external accounts (set
up in Ml aysia by non-residents for the purchase of ringgit assets) nust
be held in Ml aysia for a period of at |east one year.

"The neasures are a significant break with Mal aysia's past policy of
mai ntai ni ng one of the world' s nost open foreign exchange regines,” it
sai d.

But as the Prine Mnister Datuk Seri Dr Mahat hir Mhanmad has clearly
poi nted out, the policy does not represent an abandonnent of reforns or
free markets, the report said.

Based on Sal onon's assessnent of the |likely inpact of the policy changes
on the country's sovereign risk profile, it said the risk of failure is
far lower than the risks associated with adherence to a high interest rate
strategy.

However, external devel opnents beyond Mal aysia's control such as gl oba
liquidity conditions could upset the strategy.

Fol | ow ng the neasures taken to stabilise the ringgit, Mlaysia
currently has a relatively strong external paynents position which
i mproves the chances of success for Dr Mahathir's "policy breakaway".

This includes a sizeable current account surplus which neans Ml aysi a
wi Il have no need for net additional foreign capital inflows in 1998 and
1999, froma strict bal ance of paynments perspective.

It will also result in short-termdebt that is half the size of foreign
exchange reserves, which neans the country is not highly vulnerable to
credit outflows over the short term

These features, said Sal onon, suggest that Ml aysia can afford to | ose
access to equity portfolio flows for a period of tine, a likely



consequence of the capital controls, provided that Mal aysia can retain the
confidence of foreign banks and to a | esser extent, bond investors.

Sal onon sai d the success of the strategy hinges on convincing donestic
and foreign investors that it will work and this can be done through "two
|l ows and a nmoderate” - lowinflation, |lowinterest rates and noderate
growt h

This two | ows and a noderate are inportant to convince private
creditors, bankers and bond buyers alike to open up their cheque books for
the country, it said.

Describing Malaysia's international liquidity as being in a good shape
now, the report said the country nmust be able to maintain that liquidity
if recovery is to proceed as pl anned.

In this context, conmercial banks and official creditors such as Asian
Devel opnent Bank, the World Bank and friendly governnments occupy the nost
critical role.
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