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By: M chael Raj

TOKYO, June 2 (Bernama) -- Malaysia will use the euro, Europe's single
currency expected to be i ntroduced next year, inits trade with countries
in the European continent, Datuk Seri Dr Mahat hir Mhamad, said today.

The prinme mnister said this was part of efforts by the governnment to
reduce dependence on any single currency, particularly the U S. dollar.

Dependence on the greenback had nmade t he Mal aysi an econony vul nerabl e,
owing to the currency volatility as aresult of the ringgit declining
significantly due to specul ative attacks since | ast July.

For instance, Dr Mahathir said trade with the United States conprised
only 18 percent of total trade, but 70 percent of the country's trade was
transacted in U S. dollars.

"And when the dollar rises, we have to pay nore and our econony is
weakened, " he said during a question-and-answer session at a synposi um here
organi sed by the Tokyo-based Institute of International Monetary Affairs.

"Even now, we are trading in the currencies of our trading partners in
Eur ope such as the deutschemark and British pound al t hough the | atter has
becone strong at the nonent," he said.

He said Malaysia did not intend to peg the ringgit agai nst any currency
but woul d use a basket of currencies, a nove which would mtigate the
adverse effects of any sharp rise in one currency.

The prime minister's responses al so touched on vari ous i ssues i ncl udi ng
why Mal aysi a was not totally adhering to International Monetary Fund (I MF)
reforns such as raising interest rates although it had i npl enent ed vari ous
| MF-styl e neasures since the currency crisis erupted.

Rai sing i nterest rates and i ncreasing taxes, which seened to be the
standard fornul a for econoni es af fected by the currency crisis, could
bankrupt conpanies and a sinmlar fate could befall governnents for they
depended on corporate taxes to sustain their operations, he said.

"That is why we are hesitant in going the full way of the | MF but as
far as the AMCis concerned, we are foll owi ng the experience of the savings
and | oans probl ens prevalent inthe United States inthe md 80's," he
expl ai ned.

He said Mal aysia al so drew | essons fromJapan' s mi stakes when it did
not deal with NPLs at the early stages, which was why the AMC was nooot ed
to prevent such | oans fromburdeni ng the banki ng system

On alighter vein, Dr Mahat hir said Mal aysia was not just | ooking East
(to Japan), but |ooking very Far East to Anerica and the Resol ution Trust
Cor porati on and howthe Ameri cans handl ed t he savi ngs and | oans probl ens.

Anot her | MF recommendati on whi ch has drawn critici smwas the cl osure of
16 financially-troubl ed banks in | ndonesia, which while ainmed at restoring
confi dence, had t he exact opposite effect with peopl e fearing which bank
woul d be the next casualty.

"You m shandl e a bank's probl ens, you can have a whol e banki ng systeni s
probl ens, cl osures woul d under i ne confi dence, people woul d take noney out
of the country and then the whol e systemwould fail," he warned.

“I'n our case, when we see the NPLs growing, it is not because they are
actual |y NPLs. But when we deval ue currenci es, then you push down t he val ue
of share prices, conpanies get into distress, they cannot pay," said Dr
Mahat hi r .

Mal aysia was told that the NPLs shoul d be consi dered NPLs after three
nmont hs and not six nmonths as before and "in halving the tinme, obviously the



nurmber of NPLs woul d be high," he said.

Besides this, additional | M- conditionalities, especially forcing
af f ect ed econoni es such as I ndonesi a, Thail and and Sout h Korea t o open up
to alnost full foreign participation, was al so not being received
favourably by many.

Many econom sts were questi oni ng whet her such a nove was designed to
aidinreviving a econony or enable foreigners to buy up assets of
conpani es of the troubl ed econom es at basenent prices.

Dr Mahat hir said such reforns by the | M- wi thout taking into account
the repercussions could bring the econonmy to a standstill.

Agai nst such a scenario, quite a lot of people were critical of the I M
in exacerbating the crisis and that there was sonme basis for fearing the
"medi ci ne" dished out by the IMFto the affected econom es.

"Al though the patient is very sick and needs nedi ci ne, sone nedi ci nes
do kill, I know, | amspeaking as a doctor," he said am dst | aughter from
t he audi ence.

Asked why Mal aysi a was seeing as following | M--style reforms, Dr
Mahat hir said, "Frankly, we feel threatened. W are told that if we don't
do those things our economes will depreciate further."

On his proposal for areformof the international financial system the
prime mnister saidit was prem sed on a stabl e exchange rate system

Thi s was the case of the Bretton Wods agreenent after the Second Worl d
War, which all owed econoni es made bankrupt by the war, such as Germany and
Japan, to not only recover, but to prosper as well.

He al so renarked, "You can becorme bankrupt with violent fluctuations in
exchange rates with currenci es noving from2100 percent deval uation to 600
percent deval uation...do you want to bankrupt the worl d?"

Dr Mahat hir expressed confidence that with exchange rate stability,
affected econom es fromthe currency crisis, which erupted after the attack
on the Thai baht in July [ ast year, could recover. -- BERNAMVA

MR SHY



	MALAYSIA TO USE EURO IN TRADE WITH EUROPE (Bernama 02/06/1998)

