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Wt her not RM peg

THE fund managers who told Mal aysia that it should revise the ringgit peg
upwar ds are not only ignorant, they | ack the experience to forman
original opinion. But they are in good conpany. Sonme econoni sts and
experts working with international agencies and institutions have no i dea
of what goes on around them Even the International Mnetary Fund (I MF),
whi ch has conm tted sone of the biggest blunders in crucial decisions
affecting econom es. The Asian financial crisis exposed many amat eurs who
behaved | i ke prof essi onal s.

The amazing thing is how easily these so-called experts forget their own
m st akes and forgive t hensel ves for maki ng them The case when Fitch | BCA
t he German-based rating agency, apol ogised for its errors in downgrading
South Korea's ratings remai ns an exception. Fromthe | M- to the fund
managers and the rati ng agenci es, none adnitted that they were not very
accurate with their assessments on the Asian crisis. The former managi ng
director of I M-, M M chel Candessus, clainmed credit for creating a
situation that enabl ed the process of renovi ng Suharto, who was the
I ndonesi an Presi dent at the hei ght of the regional crisis. The | MF
condemmed Mal aysi a' s sel ective capital controls when they were introduced
i n Septenber 1998 only to change their mnds recently when it was cl ear
t hat t he nmeasures were showi ng desirabl e results. The best economi sts
could not even agree if it was better to increase or reduce interest rates
but they would rather differ in their views rather than all ow devel opi ng
countries to have a say in hel ping thensel ves.

The renewed call for the fixed ringgit exchange rate to be revised is an
exanpl e of how fini cky economi sts can be. Prime M nister Datuk Seri Dr
Mahat hi r Mohamad and ot her Mal aysi an Gover nment and busi ness | eaders have
expl ai ned numerous tines howthe ringgit peg could work to counter the
effects of the financial crisis. Cbviously, their counterparts in the US
and Europe never listened. According to M M chael Missa, an | M- director,
countries that peg their currencies to the US dollar may create sone
probl enms seen at the onset of the region's econom c crisis. The problemis
that countries may start with a peg that is probably too | ow, nmaki ng t hem
an attractive place for capital toflowin to take advantage of investnent
inindustries that can produce nore conpetitively than anywhere el se. As
capital flows in and the countries gain reserves, they may try to
sterilise the effect. But this may not work. As a result, increase in
domestic price inflation would be the cormon out cone and t he economni es may
end up with a potentially overvalued currency, and findingit difficult to
extract thensel ves out of the situation.

Mussa seens to have conveniently ignored the fact that the ringgit peg
has achieved its desired results as domesti c busi nesses qui ckly gai ned
control of their forei gn exchange exposures, enabling themto attend to
their other financial concerns which surfaced as a result of the crisis.
Stabilisation of theringgit al so enabled Malaysiato turn aroundits
econony fast. The Government has certainly no reason to be in a hurry to
lift the controls or revise the peg. Do the fund nanagers have any i dea
what the negative inplications are if the pegis lifted or revised upwards
now? As Mal aysi an I nstitute of Econom ¢ Research executive director Dr
Mohaned Ariff said, the Government can wait for econom c recovery to get
| ocked into a position where it cannot slide back. Maybe then the
Government could reval ue or de-peg the ringgit with mininmal inpact.



Unfortunately, some Mal aysians still listen to those outside experts
despi te havi ng seen and enjoyed the benefits of the ringgit peg. There are
t hose anmong us al so who woul d not blink an eye in believing whatever
i nternational rating agenci es and economi sts tell themabout what's good
and what's bad for the Ml aysi an econony and stock nmarket. These are
| ocal s who are worse than ignorant, they are the peopl e whose mi nds are
still col oni sed.
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