07/ 05/ 1998
Don't push up interest rates, say econonists

Adel i ne Ong

ECONOM STS agreed with the Government that current |levels of interest
rates shoul d be defended agai nst upward pressure that will push up the
cost of doing business or even kill off conpani es.

Prime Mnister Datuk Seri Dr Mahat hir Mohamad on Tuesday said he
disagreed with International Mnetary Fund managi ng director M chel
Candessus' suggestion that Ml aysia shoul d keep interest rates high.

Interest rates should be nmai ntai ned and not pushed up, econom sts
contacted by Busi ness Tines, stressed yesterday.

Deputy director-general of the Institute of Strategic and I nternationa
Studi es, Dr Zainal Aznam Yusof, believes interest rates are already high
NOWw.

"Al'though the three-nonth KLibor rate is 11.3 per cent, the cost of rea
funds is much higher than that. It could be somewhere between 15 and 20
per cent," he said.

The cost is higher because the KLibor rate is not the final say in what
banks can and woul d of fer.

"I't is punitive enough that costs of funds are high w thout increasing
interest rates. Gven the current scenario, growmh is already expected to
be 2 per cent or less. It will not be the best course to increase interest
rates now," Dr Zainal said.

He added that there is a need to allow for growth inpulses in order to
prevent the econony fromsliding into a recession

"I amworried that if interest rates are increased, conpanies and
i ndustries will be strangled ... and then we will face a recession," he
sai d.

Meanwhi | e, seni or econonist at TA Securities Anthony Dass said that if
interest rates were increased further, businesses and conpanies will go
bust.

"W will see lots of conpani es goi ng under, nore bankruptcies and a
Wor se scenari o.

"W are already nmaintaining a tight nonetary policy. The 12 to 15 per
cent | oan growh should be achieved by the end of this year. The pressure
on loan growmh is initself a tight measure.

"If loan growth is further tightened and were to continue, donestic
growth will be hanpered and in this case, real aggregate donestic demand
will likely be in the negative," he told Business Tines.

Bank Negara in its annual report forecast the real aggregate domestic
demand for 1998 to be at 4.9 per cent. It was 6.4 per cent in 1997, 7.0
per cent in 1996 and 13.4 per cent in 1995.

Real aggregate donmestic demand conprises private and public expenditure
- which in turn is nmade up of private investment and consunption and
public investnment and consunpti on.

Dass added that if interest rates were to go up, it will not solve any
probl em

"I't will not defend the currency because even if interest rates are
hi gher, it does not necessarily nean the currency will “inprove . It may
help the ringgit alittle but the positive inpact will be outweighed by
the increase in interest rates.

"Hi gher interest rates will also not contain inflationary pressure
because inflation has to be addressed in a different way. W have to | ook
at inflation fromthe point of view of demand, supply and distribution,"”



he added.

Dass said that increasing interest rates will possibly create soci al
problens since it will cause businesses to fold, increase unenpl oynent and
make nore peopl e unhappy and poor.

Meanwhi | e, group economni st for Arab- Ml aysian Securities Enci k Mustapha
Mohd Nor said the question of whether interest rates should be maintained
or increased is not an easy matter.

"Since we are operating within certain constraints, we cannot do things
wi t hout having to accept the inplications.

"We must first find out what we want to do. If we want to protect the
economy, we need to |l ower interest rates. However, we cannot do that since
it wll have an adverse effect on the ringgit and the stock narket.

"Meanwhile, if interest rates remain at the current |evel or are
increased further, loan growth will decrease faster which inevitably wll
weaken t he econony, " Mist apha sai d.

He al so said timing when inplenmenting a change is inportant, adding that
there is a need to wait for confidence to return before any deci sion can
be taken.

Chi ef executive officer of Kompl eks Metrowangsa, Dr Ghazali Atan, said
he saw no need to increase interest rates.

He said, "There is no need for an increase because things will be
wor se. "

Ghazal i expected unenploynment to rise and nore uncertainty in the
busi ness arena.
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