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By: M khail Raj

KUALA LUMPUR, Aug 24 (Bernamm) -- International financial services
group Mdrgan Stanl ey says Bank Negara's nmove to again cut its intervention
rate by 50-basis points to 10 percent is justified to counter the dangers
of shrinking economc activity through defl ati on.

The firm in a report issued fromHong Kong today on why Bank Negara
eased its nonetary policy, maintained that deflation, and not inflation,
was what the Ml aysi an authorities needed to worry about.

Bank Negara cut its intervention rate by 100 points early this nonth in
a bid to ease Il ending rates and nmake | oans cheaper, thereby stimulating
econom ¢ activity in the country.

The nove, in contrast to calls by the International Mnetary Fund (I M)
toraise interest rates, is gradually gaining support. Even foreign
econom sts are now criticising the M s policies for doing nore harmthan
good.

Morgan Stanl ey said the decreasing inflationary pressure was evi dent
fromthe 0.4 percent decline in the Consurmer Price Index for June this
year.

In the year to July 1998, inflation was 5.2 percent and "our forecast
for inflation for 1998 is 6.0 percent," it said.

In an econony where the stock of private credit is equivalent to 150
percent of Gross Donestic Product (GDP), policies that delivered deflation
were not sustai nabl e, Morgan Stanl ey enphasi sed.

"Deflation justifies a further 50-basis point cut in Bank Negara's
intervention rate, the three-nonth intervention rate to 10 percent," it
said, adding that interest rates in Ml aysia are headed towards the 8.0
percent | evel

However, it said that "interest rates have a long way to go before they
are back to their pre-crisis level of 8.0 percent."”

"But in our viewthat's where they are headed,” it stressed.

In view of the changed scenario, Mdrgan Stanley said it was revising
its year-end forecasts for the three-nonth interbank rate and the base
lending rate to 8.0 percent and 9.7 percent respectively from 10.5 percent
and 11 percent at present. The prevailing BLR is around 11.5 percent.

Narrow noney growth turned sharply negative early this year and
defl ation broke out after a |lag of about half a year. The authorities
reversed the country's nonetary policy stance in July but it would take
some time for the effects of the earlier high interest rate reginme policy
to wear off.

The firmal so forecast a four percent drop in the second quarter GDP
following the 1.8 percent fall inthe first quarter.

Morgan Stanl ey said an easier nonetary policy and aggressive fisca
expansion -- two fiscal stimulus packages have boosted governnent spending
by 20 percent -- are the only ways for Ml aysia to avert a depression-style
Gross Donestic Product (GDP) contraction this year.

It believed that Prine Mnister Datuk Seri Dr Mhathir Mhamad' s cal
for the people to "have faith in the governnment" neant that the governnent
"is going to be the engine of growh in an effort to reverse the econony."

While this reversion to the state-1led devel opnent nodel of the early
1980s mi ght spook equity investors, Mdirgan Stanley is convinced that it
woul d be nuch easier on the Ml aysi an popul ation than the kind of
contraction that the previous policies woul d have delivered. -- BERNAVA
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