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AFTER nont hs of agony, interest rates have attenuated to nore acceptable
| evel s. The rates seemto have cone off their peak of about 18 per cent in
the first quarter of this year to nore famliar single digit |evels of
about nine per cent.

The decline in rates has wi de ranging effects. For the man-in-the-street
it has reduced installments of housing | oans while corporate Ml aysia gets
nmore breathing space. This is especially so for highly geared conpani es

t hat have seen their interest cover ratio com ng down sharply.

Al t hough the rates have come down as quickly as they went up, the debate
on whether it is stinulating the econony is still open

Under normal circunstances, |ower interest rates nmean the financial
systemis flushed with funds. There is | ess demand for npbney and
subsequently bankers are eager to lend to get a higher return on capital.
But in the current scenario, there is a perception that rates have cone
down basically due to intervention by Bank Negara and Mal aysia's nove to
de-nerchandi se the ringgit. Therefore, argue nmarket observers, the
decrease nay not be entirely because of market forces, Thus, the el enent
of confidence seemto be sadly | acking, they say.

"On the other hand, the huge influx of ringgit by the Cct 1 deadline
certainly did add to the liquidity and coul d have hel ped ease interest
rates,' says an anal yst. Mreover, interest rates started declining after
sharp cuts in the Statutory Reserve Requirement (SRR). The SRR had been
sl ashed from 13.5 per cent since early this year to just four per cent
now. Every reduction of two points in the SRR rel eases about RMB billion
into the system

Besi des sl ashing the SRR, banks have al so undertaken some nmeasures |ike
reduci ng their spread between deposits and | ending rates to reduce the
cost of funds. The liquid assets ratio requirenent of conmercial banks has
al so been reduced from 17 per cent to 15 per cent of total eligible
liabilities.

So how effective have the capital controls been? Wen they were

announced by Prinme M nister Datuk Seri Dr Mahathir Mohamad on Sept 1, it
was initially estimated that about RML5 billion would return to Ml aysi a.
However, it has been reported that as nuch as RML1 billion has returned so
far.

Al t hough interest rates have tappered off, donmestic demand has not

i ncreased. Property prices are still going down, car sal es have picked up
but they are nowhere near |last year's levels, consuners are still spending
|l ess and there is a marked | ack of enthusi asmanong banks to | end noney.
Jenny Yeow, autonobile analyst with Merill Lynch research house, says

the reduction in interest rates has hel ped boost vehicle sales a little,
especially the national cars. "In fact the increase in car sales as a
whol e is driven by national cars. Aggressive pronotion by national car

di stributors and rel axed hire-purchase rul es have hel ped boost sal es. But
there are still concerns anong consumers about the state of the econony
and job security while finance conpanies are still conservative in their

| endi ng,' she says.

The | atest figures by the Ml aysi an Motor Traders Associ ati on (MMIA)
substanti ates Yeow s contention. It shows that only sales of Proton and
Per odua vehi cl es are picking up while that of non-national cars are stil
not encouragi ng. For instance in August, 15,432 vehicles were sold out of



whi ch 80 per cent were Proton and Kancil nodel s.

As for the property sector, the National Housing Price |Index report
reveal s that residential and office property prices are still dropping and
are not expected to recover until the second half of next year. That,
according to sone anal ysts, is an optimstic view. "~For property prices to
recover, buyers nust have confidence, banks nust be willing to | end and
the exi sting over-supply of office space and residential properties nust
be absorbed. Unless all these things happen, property prices are unlikely
to pick up,' says an analyst. ~Banks cannot be blaned if they are
reluctant to lend at the nonment. Although their capacity to | end has
increased, they are still reeling fromthe effects of carel ess | ending and
rising non-performng | oans the | ast few years."'

Declining interest rates also seemto have little effect on the stock

mar ket's performance. In normal circunstances, |lowinterest rates
translate into a better stock market as the holding cost of funds is
cheaper. But at the time of witing, the Kuala Lunpur Stock Exchange
Conposite I ndex was hovering around 360 points.

However, the declining interest rates have, to a great extent, reduced
the contraction of the econony and perhaps even averted forecl osures of
sone busi nesses. Even the International Mnetary Fund (I MF) has adnitted
that the traditional prescription of high interest rates and tight fisca
policy is not the path out of the current econom c turnoil affecting half
the worl d.

This year, Malaysia's gross donestic product (GDP) is expected to

contract by about five per cent. The chairnman of the Institute of
Strategic and International Studies, Tan Sri Dr Noordin Sopiee, was quoted
as saying that that the economy woul d have contracted by about 10 per cent
if not for measures taken to reduce interest rates and stabilise the
ringgit.

He expects to see a GDP growth of nore than two per cent next year but
private econom sts say they would be content even if Ml aysia pulls out of
the negative territory. Conpare this with the GDP contraction of 2.8 per
cent inthe first quarter. It further contracted by 6.8 per cent in the
second quarter. In the fourth quarter of |ast year, the econony grew by
6.9 per cent.

As for corporate Mal aysia, the reduction in interest rates has brought a
huge dose of relief. The lower interest rates and the ringgit's peg

agai nst the US doll ar have hel ped ease cashflows in highly | everaged
compani es and perhaps even averted forecl osures of sone snaller

busi nesses.

Anong the highly geared conpani es that have seen their interest cover

dwi ndl e are Hi com Hol di ngs Bhd, Diversified Resources Bhd, Renong Bhd,
Sout hern Steel Bhd, Sistem Tel evisyen Mal aysia Bhd (TV3), Country Hei ghts
Hol di ngs Bhd, Mal aysia Airlines SystemBhd, Berjaya G oup Bhd, Kedah
Cenent Hol di ngs Bhd, Mancon Bhd and Pernas | nternational Hol di ngs Bhd.
Their total borrowings is believed to be nore than RM36 billion.

Most of these conpani es have attractive assets and vi abl e busi nesses but
have seen a constriction in cashflow due to the tight liquidity situation
and high interest rates. The reduction in interest rates is expected to
ease their cashfl ows considerably.

However, the same cannot be said for conpani es which have taken court
protection fromcreditors under Section 176 (10) of the Conpanies Act to
undertake restructuring exercises to reduce their borrow ngs. Anong t hem
are Aokam Bhd, Kual a Lunmpur I ndustries Hol di ngs Bhd, Plantations and

Devel opnent Bhd, Wenbl ey I ndustries Bhd, Tine Engi neering Bhd, MBf
Hol di ngs Bhd, W ng Tei k Bhd, Westnont |ndustries Bhd and Arab- Ml aysi an
Cor por ati on Bhd.



Total borrow ngs of these conpanies are nore than RMLO billion with 85
per cent fromdonestic sources. In such instances, a restructuring or sale
of assets is favoured. But a reduction in interest rates while not being
sufficient, will certainly |l essen their debt servicing burden.
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