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Low down on high interest rates

Merina Hew

LI KE nost house buyers in Mal aysia at the monment, Mariam Ali is no happy
canmper. Ballooning interest rates and near unaffordable nonthly

i nstal nents have her in despair.

Al t hough the issue of high interest rates has been nmaki ng headl i nes over
the past week, discussions (heated or otherw se) about "econony-
contracting"” banking practices focus mainly on its effect on businesses
and the "private sector™ rather than individuals |Iike Mari amwho are
strai ght-jacketed by ever-rising interest rates.

"What | want to know - and no one seens to be able to answer ny
guestions - is who I, and the people on the streets struggling to make
ends neet, can turn to for help," says Mariam who has been servicing a
RML90, 000 hone | oan for about five years.

Before the adjustnents to her now "stratospheric" nonthly instal nents,
Mari am was payi ng RML, 655 to her bank. Now, however, she is straining to
cough up RMR, 065 a nont h.

"What recourse do wage earners with tight nonthly budgets |ike me have?
Ri ght now, |'m paying so nmuch nore, but due to the scheme which ny bank
has worked out for ne, | don't actually reduce the principal sum"
expl ai ns Mariam

The one recourse for Mariam may have had to reduce her principal was to
wi t hdraw from her savings in the Enpl oyees' Provident Fund. As she has
al ready wi thdrawn from her housi ng account, she now has to wait a few nore
years before she can make anot her wi t hdrawal .

"Why can't this rule of having to wait for five years to withdraw from
your own savi ngs be anended to hel p wage-earners weather this stornf? All
ki nds of schemes are worked out for businesses, but what about us?" Mariam
wants to know.

"Utimtely, wage-earners are the ones who are suffering the nost, yet
they are the ones who do not seemto have as much voice in the nedia as do
busi nesses, " she adds.

Anot her of Mariams many fears, indeed the fear of many who have | odged
witten conplaints with the Sel angor and W | ayah Persekutuan Consuners'
Associ ation, is the prospect of having the banks forecl ose on their hones.

"What is going to happen to the bul k of Ml aysians striving towards hone
ownershi p, the nost fundanental indicator of a devel oped nation? Howis
the Governnment going to ease our burdens - cruelly conpounded by wage
cuts, retrenchnment and inflation - when nost banks seemnot to care?" asks
a bewi | dered Mariam

G ven the | ess-than-favourable Iight in which banks have been appearing
in the |local nmedia and housebuyers' conplaints to local dailies, it seens
that the popularity of banks is at an all-tinme |ow.

Recently, banks cane under fire when Prinme M nister Datuk Seri Dr
Mahat hi r Mohamad | anbasted their overly-tight nonetary policies and high
interest rates which he said had caused the econony to contract.

"Lend or cl ose down!" he war ned.

A day later, Tun Dai m Zai nuddi n, Econonic Advisor to the Governnment and
t he head of the National Econom c Action Council, said that banks could
afford to lower their margins on interest rates if they were nore
efficient.

Wage- ear ni ng housebuyers, whose only access to the nedia is through
hotlines and letters to the editor, on the other hand, declare the banks



"cruel" and "col d".

Banks are al so seen to be profiteering fromthe situation by raising
their margins with the rising Base Landi ng Rates (BLR)

Seen in the context of an article produced by the Ml aysian Institute of
Econom ¢ Research in May, these clains may not seemtoo exaggerated

According to the article ("Putting credit-tightening to work”, NST, My
2) the Governnment had meant for its credit-tightening policy as a neans of
resuscitating the econonmy in the short term and encouragi ng a nore
sust ai nabl e economic growth in the long term

Aside fromthis, it was hoped that credit-tightening directives would
al | ow banks to make proper appraisal of |oans. This had two consequences:
the rise of interest rates which the Government antici pated and checked
(12.5 per cent BLR being nmuch Iower than it is in sonme countries where BLR
is upwards of 24 per cent), and the unforeseen possibility that banks
woul d freeze | oans.

In January, banks generally increased their interest rates to attract
depositors as total deposits at that point had declined by RW. 9 billion
By February, however, the deposits in the banking industry had increased
whi | e | oans decl i ned.

This, then, enabl ed the banking systemto record a resource surplus of
RMB.9 billion. Nonetheless, interest rates did not decline
correspondi ngly, perhaps to attract an influx of foreign capital.

Not every Mal aysian can grasp the ostensible intricacies of econonc
reports or the string of economc factors that push up their nonthly
i nstal ments.

Al'l many housebuyers feel is that their banks, such becom ng entities
of fering seductive financial services and plans while the goi ng was good,
are now giving their so-called "val ued custoners" the col d shoul der by not
of fering themsofter or nore sensitive | oan repaynent schenes.

Last weekend, however, the Governnment, through Deputy M nister of
Donestic Trade and Consuner Affairs Datuk S. Subramaniam directly
addressed the probl enms housebuyers - as opposed to just businesses - are
having with high interest rates.

According to him the Governnent, understandi ng that housebuyers are
payi ng hi gher rates with the sanme wages, has decided to ask financi al
institutions to consider extending the repaynent period for housing | oans
rather than increasing their nonthly instal ments.

But is this a viable I ong-termsol ution?

For a | awyer specialising in finance who prefers to remain anonynous, it
is not - unless each extended loan is custom nmade to hel p the individua
meet her/his instalnents after retirenment.

"I"'mnot in favour of long-term| oans above 15 to 20 years as the
aver age age of a person who takes a housing | oan (especially first tine
housebuyers) is about 35.

"If she or he is to have her/his | oan extended, then special provisions
have to be made to ensure that cone retirenent and usual ly hal ved i ncones,
t he individual does not risk losing her/his hone due to the inability to
nmeet the nonthly instal nents at that point," he explains.

Perhaps a better solution would be for the Governnent to urge | oca
banks not to charge housebuyers - particularly first tinme housebuyers -
anyt hi ng beyond one per cent above the BLR

Al t hough banks woul d protest that cost of funds are high, it nmust be
noted that the BLR set by Bank Negara narks the break-even point for
banks. Anythi ng above that generally anpbunts to profits.

I ndeed, a foreign bank has been offering housing | oans at zero per cent
plus BLR

Banks shoul d transformthis ostensible drawback i nto an advantage by



offering their clients - both current and prospective - generous gestures
like this which would ultimately win clients' confidence and loyalty in
the |l ong run.

At it is, they are alienating current clients and |l eaving a horrid
i mpressi on on future ones.

Asi de from banks, the Government ought also to ook into interest rates
charged by buliding societies which - nmany may not know - do not cone
under the auspi ces of Bank Negar a.

For Shansuddi n Jusoh, a teacher and father of five, the rising interest
rates led himto a rude discovery that Bank Negara can do not hi ng about
what he felt was his building society's exorbitant interest rates.

This is ironic, given that building societies specialise in housing
| oans.
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