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Par | i ament - Mahat hir (rating)
MALAYSI A TO | NTRODUCE MECHANI SM TO OVERSEE RATI NG AGENCI ES

KUALA LUMPUR, Sept 29 (Bernamm) -- The government will introduce a
mechani smto regul ate local rating agencies so that they can help the
currency market and not weaken conpani es, banks and even the country, Prine
M ni ster Datuk Seri Dr Mahathir Mhanad told the Dewan Rakyat today.

Al t hough Mal aysia has its own rating agencies, "they too copied what
the foreign agenci es have desi gned", he said.

"We are therefore thinking of a way of overseeing rating agencies so
that they can help the market and not function to underm ne conpanies,
banks or the country to the extent of worsening the econony instead of
making it better.

"There are ways which we are considering but we have not yet crystalise
our approach. InsyaAllah, (God willing) one day we'll find the ways and
i ntroduce themin this House," he said replying to points raised during
debate on the Securities Industry Bill (Amendrment) 1998 tabl ed today.

The bill seeks to ensure that trading of all shares listed on the Kual a
Lunpur Stock Exchange (KLSE) is only done at the KLSE or other legally
recogni sed bourses.

According to Dr Mahathir, there was also a need to review the role of
rati ng agencies and for themto revert to their original role of com ng up
with a rating only upon being requested to do so.

He said rating agenci es were another of the instruments of the West to
i mpoveri sh countries which would | ater pose as their conpetitors in the
worl d market .

"Wth our credit rating |l owered, we would have to pay high interest
rates if we intend to borrow. Rating begins with the agency, upon being
requested by particular party for an appraisal, carries out the task and
gets paid by those who conm ssioned themfor a rating based on information
gat hered by the assessors,” he said.

However, he said, in the case of Mbody's and Standard & Poor (which
both gave low ratings to Mal aysia), they came up with the rating w thout
anyone asking themto do so.

He said:"They did the rating at their whins and fancies. Wen they
realised that they have brought about much effect on those that they have
rated, they become arrogant as they reckoned they could decide the fate of
a conpany, bank or country.

"If a country wants to inpose controls, they can bring down the
country's rating and that country has to pay high interest for |oans.

"That happened when we announced we woul d set up the asset nanagenent
conpany (Danaharta Sdn Bhd) to ease pressure on banks from non-performng
| oans. They were aware we woul d have to borrow from abroad. So when they
came up with a rating, they discredited Malaysia so that we'll have to pay
exorbitant interest when we borrow, " he said.

Dr Mahathir said, follow ng ratings by these agencies, Ml aysia faced
difficulty in securing | oans.

As such, he said, Ml aysia had to engage the services of the United
States financial consultancy Sal onobn Smith Barney to dismss the ratings.

Mor eover, the consultancy was the only firm bold enough to chal |l enge
t he assessnents of these agencies, he said.

Replying to Dr Tan Seng G aw ( DAP- Kepong), the | one opposition nmenber
in the House during debate on the bill, Dr Mahathir said the economc
crisis faced by South Korea was not becaused it hosted the 1988 d ynpi ad



but because of problens arising fromcurrency manipul ati ons by Hedge Funds.

The prime mnister believed South Korea should not have gone bankr upt
as it was headed to becoming an industrialised nation

"Li ke other East Asian countries, the way business is conducted in
Kor ea depended on excessively high savings. \Wen they borrow excessively
and currency mani pul ati on occurs, they find it difficult to repay their
debts. When Korean conpanies face problens, the country inevitably faces
probl ems too," he said.

In Mal aysia for instance, he said, savings made up 38 per cent of the
&G oss National Product and the noney was being used to provide | oans for
busi ness pur poses.

Replying to Tan's contention that a country with strong reserves woul d
unli kely go bankrupt, Dr Mhathir said even countries with massive reserves
could not possibly fight the Hedge Funds's | everage capability.

"For exanple, the Hedge Funds now have a capital of US$180 billion. If
their leverage is 20 tinmes this nmeans they will have US$3.6 trillion in
funds. Mal aysia for instance only has reserves totalling US$21 billion, so
when we try to take themon we have to buy ringgit in order to jack the
ringgit's value until we have no nore ringgit to challenge their mght," he
sai d.

Asked how Hong Kong coul d defend itself whereas it was also in a
simlar situation, Dr Mahathir said Hong Kong pegged its dollar to the
United States dollar to the extent of destroying its own econony as it had
to bear high costs.

"Its interest rates had sky-rocketed causing plunging property val ue
and bankrupting many of its businessnen. W can defend to the best of our
ability but the costs are too high..," he said.

Dr Mahathir |ikened hedge funds to "bl ood-suckers who woul d i ncessantly
drink the blood of their victins and then nove to other countries in the
hope that their earlier victins could recover™

He cited the case of a US hedge fund conpany, Long Term Capita
Managerment (LTCM, which [oaned out US$1 trillion and its failure to
recover the noney had forced the US Federal Reserve to order 16 of its
banks to bail out LTCM

"While this has not been settled yet, another hedge fund is now
bankrupt and several other banks are facing problens. The activities of
hedge fund are so bad that even devel oped countries are not spared the
probl ens, " he said.

Earlier, when tabling the bill, Second Finance M nister Datuk Mistapa
Mohamed said the proposed anmendnents seek to ban off-market tradi ng of
shares such as the Central Order Linmt Book (CLOB).

He said to enhance transparency in shares tradi ng, Sub-section 4(8) in
O ause 3 woul d have to be anended to wai ve the exenption granted to bare
t rust ees.

Theref ore, non-interest nom nees whose security hol di ngs exceed the
optimum | evel determ ned by | aw would have to declare themto the
Securities Conmi ssion

He said an anendment to Section 11 of the Act would al so give the KLSE
nore bite enforcement-wise as it could act swiftly against violators of its
pr ocedures.

The bill also proposed to enhance the penalty on violators be enhanced
to RML million as the current penalty of RMR50, 000 was not deterrent
enough, he said.

The bill was | ater passed unani nously.
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