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“Transparency needed in currency trading

Kasnmi ah Must apha

THE call to regulate currency trading, largely to check ranpagi ng

specul ators, was first voiced by Prine Mnister Datuk Seri Dr Mahathir at
the height of the economc crisis alnost two years ago.

At that time, many were sceptical about the need to put in place a
mechani smto control an activity which has been free fromany form of
control for as long as one can renenber.

But the tine and circunstances have changed. Wth unchecked fl ows of the
unlimted amount of noney that is being traded, the financial standing of
a country is left in the hands of these specul ators.

Institute of Strategic and International Studies (lsis) deputy director-
general (econonics) Dr Zainal Aznam Yusof said any nove to inprove the
gl obal financial systemhas to begin with nore transparency in foreign
exchange trading.

This includes transparency on the part of currency traders, hedge fund
managers as well as banks dealing with currency tradi ng, he added.

"These are the peopl e who nove short-termcapital. They are the ones who
are involved in noving noney in and out of a country.

"You need to know who they are, where are they, how nmuch they trade and
where they send the noney to. This is what we call transparency in
currency trading," he added.

However, Zainal Aznamadmtted that, "it will be difficult to track the
pl ayers especially with nost of them being based in of fshore banks or even
working with private corporations.

"Nowis the time to think of a newlaw or systemon how to nake them
nmore accountable in their activities. W need to include these people in
any approach to reformthe financial system

"The consensus about these people is that they are not totally regul ated
and that there are no linmits to what they can do,"” he said in an interview
recently.

Zai nal Aznam who is al so a nenber of the National Econonic Action
Counci | working group, said another nmove to regulate currency tradi ng was
to control the ampunt of |everage that is allowed for one transacti on.

"For exanple, they have US$20 billion in their funds but they are
allowed to borrowup to 10 tines of that anobunt to trade. This is what we
have to curb, the anmount that they can borrow so that we can limt the
anmount of | everage."

He pointed out that the anpbunt of forex transactions per day is between
US$1.3 trillion and US$1.5 trillion.

He sai d banks should also play a bigger role to curb excessive currency
tradi ng because transactions which are unregul ated will generate further
volatility during a financial crisis.

Mal aysia's nove to i npose the selective capital controls was part of the
effort to curb currency specul at ors.

“I'n ny view, we should continue with the present system of selective
capital controls. W should continue with the peg systemfor a while."

"If the region's economic growth is back on the previous path and if the
worl d financial systeminproves then | think we can re-exam ne the
sel ective capital controls and the peg."

A forex trader with a local bank said the selective capital controls and
peggi ng of the ringgit were the safest way to regulate currency trading.

"I't is no different fromwhat China and, to sone extent, South Korea and



Taiwan are doing. It is good protection for our currency," he added.

He sai d devel oped econom es, such as the US, supported the free fl ow of
currency as they can control the market for their own purposes.

"It is easy for people with strong financial backing to manipul ate and
corner the market for their own purposes and advant ages.

"But if there is no control on the currency novenent, small econom es
like ours will get killed.

"Maybe what we need is a target zone for currency trading. It will keep
trading within a certain zone and only allow transactions to nove within
this zone. If it noves anywhere beyond that, then the central banks woul d
i ntervene."

Qbviously, the idea to regulate currency trading will be nmet with
resistance and difficulties. There would al so be positive and negative
factors that have to be | ooked into.

But somet hing has to be done as soon as possi bl e.
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