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By: Tham Choy Lin

SI NGAPCORE, Jan 25 (Bernama) -- Malaysia will again face the dil emma of
hot nmoney flows as in 1993 and 1994 as funds return to the country, said
Nei | Saker, SG Securities head of regi onal econom c head of research.

VWi le foreign funds woul d be wel coned in the next few years, they may
cause inflationary pressure and too much overheating in the stock and
property markets, he said.

And that would led to an appreciation of the ringgit and affect the
conpetitiveness of Ml aysian exports, he said.

Saker said between 1991 and 1994, Mal aysia drew a wave of funds with
net private capital of RML4 billion in 1993, nostly going into the bullish
stock exchange, fromjust RVb billion in 1991.

However, he did not foresee signs of overheating in the short term
noting the government's efforts to maintain price controls on food and its
zero inflation target even during boomtines.

"There is going to be a |lot of nmoney coming in. Foreign investors |ove
Mal aysi a because it is still very cheap. The ringgit is about 30 per cent
underval ued,"” he said at a SG quarterly briefing here today.

He alsio said foreign investors |ove high growmh and Mal aysia was very
attractive, especially when it would be back in the MSCl | ndex by end May,"
he said.

Saker al so expected the ringgit peg to be revised by end 2001 or early
2002. The ringgit was pegged at RVB.80 to the US dollar in Septenber 1998
when Ml aysi a i nposed sel ective capital controls to insulate itself from
rogue specul ators.

VWil e the peg continued to be a boost for Ml aysi an exports, Saker
cautioned agai nst possible difficulties in the long term pointing out that
t hat companies would tend to get |lazy and lag in upgrading their
operations.

He said foreign direct investnment (FDI) nust also pick up after sliding
| ast year.

Asked if the O ob i npasse between Ml aysia and Si ngapore woul d be an
i ssue for foreign investnment, he said judging fromneetings with foreign
i nvestors in London and New York, the C ob problemwas viewed generally as
a bilateral matter.

Some RML7 billion worth of Ml aysian funds once traded over Singapore's
Central Limt Order Book (O ob) market remain frozen after Singapore halted
their trading after Malaysia's capital controls were introduced.

SG Securities, which has forecast Malaysia's G oss Donestic Product to
rise to 6.8 per cent this year, expects the Kuala Lunpur Conposite Index to
rally between 950 and 1,000 in the first quarter with a year-end target of
1, 100.

It estimated an inflow of at least RVb billion or about 0.8 per cent of
the projected average market capitalisation for this year.

Saker al so described Malaysia's capital controls as a "m snomer”
because they no | onger existed for non-residents but for |ocals who were
still subject to certain limts of noney to be taken out of the country.

"Many foreigners are still under the illusion that capital controls
exi sts but for non-residents, there are no nore controls," he said.

Mal aysi a had since replaced the controls on portfolio investnents with
an exit tax.

Saker also said the forthcom ng UVNO el ections would al so be cl osely



wat ched as it was seen as a proxy for the succession to the country's
| eadership after Prine Mnister Datuk Seri Dr Mhathir Mhamad. -- BERNAVA
TCL SHY
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