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Bank Negara expects CGDP to expand by 5-6pc this year (HL)

Ham sah Ham d

BANK Negara Mal aysi a expects Ml aysia's gross donestic product (GDP) to
expand by between 5 and 6 per cent this year, after allowing for the
possi bl e i npact of the slowdown in the US econony.

It is a dowmnward revision froman earlier forecast of 7 per cent nade
| ast year. The continued weakness in the Japanese econony and
uncertainties in global financial nmarkets have al so been taken into
consi derati on.

The central bank's governor, Datuk Dr Zeti Akhtar Aziz, said despite the
| ess encouragi ng gl obal econonic environment, GDP growh would still be a
respectable 5 per cent and the fiscal stimulus announced by the Gover nnent
on Tuesday would lift the figure to about 6 per cent.

The RMB billion stimulus package, as unveiled by Prinme M nister Datuk
Seri Dr Mahat hir Mhanad, include neasures to stinulate donmestic denand,
and bring forward i npl enentati on of maj or soci o-econonic and
i nfrastructure projects.

Beyond this year, Zeti said, given the same strong fundanentals - | ow
i nflation and unenpl oynent, and hi gh savi ngs, anbng ot hers - Bank Negara
expects the current pace of growh to be maintai ned.

"The growt h nonentumbuilt over the last two years, the strength of the
econom ¢ fundanental s and the inplenmentati on of new neasures are expected
to generate sufficient inpetus for output in the donmestic economy to
expand by 6 per cent in real terns in 2001," she told a news conference
called to rel ease the Bank Negara 2000 Annual Report in Kuala Lunpur
yest er day.

Real GDP grew by 8.5 per cent |ast year, up fromb5.8 per cent in 1999
and a negative 7.8 per cent in 1998.

Zeti also said that the financial systemis currently flushed with
liquidity, which nmeans the Government's econom ¢ punp-prinm ng neasures can
be easily financed, while not affecting the private sector's access to
funds.

There is al so always the possibility of Malaysia tapping the
i nternational market, she added.

"If Malaysia considers it necessary to raise funds fromthe

international capital market, we'll do so based on the opportunities to
obtain financing at a | ow cost.
"Last year, Bank Negara absorbed about RMb1l billion fromthe financial

system Therefore, we have anple liquidity to finance the (new) fisca
stimulus and other activities."

The high level of liquidity, a stronger banking system and the active
private debt securities market will enable non-inflationary financing of
growt h, she said, adding that the new fiscal neasures are expected to
conpensate for slower external demand w thout creating new risks.

According to Zeti, the proposed 2 per cent cut in enployees'
contribution to the Enpl oyees Provident Fund will hopefully pronpte
private consunption, while the easing of rules on foreign ownership should
provi de a boost for the property market.

Consuners are rem nded to spend productively, but not be overly
cautious, as the econony in 2001 will be driven largely by donestic
dermand.

In fact, the fiscal stimulus package is directed at industries with
strong donestic |linkages and with mni muminport content, hence limting



any | eakage that mght affect the current account position.

The nonetary policy will, meanwhile, remain accomobdative, with interest
rates expected to remain at the current |level, as lending rates are deened
al ready sufficiently lowto pronote economic activities.

The central banker al so said Bank Negara will not adjust the ringgit's
peg to the US dollar as it is not its policy to react to short-term
fluctuations on the foreign exchange markets.

Reports have suggested that the ringgit, fixed at 3.80 to the greenback
since 1998, is now overval ued foll owi ng the depreciation of nobst
currenci es agai nst the US dol |l ar.

Gven the lowinflation environment, the Governnment's strong financia
position and the country's small foreign debt, the peg renai ns consi stent
wi th econom ¢ fundanental s, Zeti said.

And Mal aysi an banks have shown a hi gh degree of resilience to absorb any
econom ¢ shock, based on a worst-case scenario stress test.

The current account surplus in the balance of paynents is expected to
continue this year, to account for 6.8 per cent of gross national product.

This, together with sustainable inflows of long-termcapital, will serve
to cushion outfl ows.

As for possible job cuts, Zeti said the central bank expects sone
retrenchnents in selected industries, but there will also be shortage of
| abour in others.

In the case of the banking sector, a programre has been put in place to
retrain and redepl oy retrenched workers in other industries.

"This is the new econony, where there should be greater agility and
mobi ity of labour," the central bank governor not ed.
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