08/ 06/ 2001
“Mechanismto fix forex rate can be devel oped

Lokman Mansor in Tokyo

TOKYO, Thurs: Prime Mnister Datuk Seri Dr Mahathir Mhamad says a
mechani sm for fixing exchange rates can be devel oped to enabl e regul at ed
deval uati on of the currencies of weak econom es and reval uati on of the
strong.

"Surely the great econom sts and financial experts of the world can cone
up with a good nechanismthat will largely avoid economic turmoil,"” he
sai d.

"W can still have world trade without the currency traders. |ndeed we
can still have world trade with fixed exchange rates. That was what the
Bretton Wods was all about, the fixing of exchange rates," the Prine
M ni ster said.

Dr Mahat hir was speaking on "d obalisation, dobal Community and the
United Nations" at the United Nations (UN) University's U Thant
Di stingui shed Lecture Series here today.

Asked by a nmenber of the audience if it would be faster to start with a
regionally fixed exchange rate mechanismfirst, the Prine Mnister said:
"Mal aysi a can nove fast (on this) provided there are no outside
i nfluences. W are ready to have sone kind of safety net for countries in
Asia and | think if we work together we can hel p each other in tines of
need.

"Exchange rate is a global thing and needs to have sone understandi ng
anong the gl obal community. It is something worth considering," he said,
addi ng that the idea of an Asian Mnetary Fund woul d hel p in establi shing
that sort of nechani sm

He said Mal aysia fixed its exchange rate to counter the manipul ati ons of
the currency traders and to stop the slide of the country to bankruptcy.

"There were all sorts of dire prediction. Mlaysia s econonmy woul d
collapse totally. It would be a world pariah, shunned by all investors. It
woul d be forced to go with a begging bow in hand for help. Well, nothing
of that sort has happened,” he said.

Mal aysi a' s econony grew 8.5 per cent in 2000. Gowh this year will be
much | ower, not due to selective capital controls or fixed exchange rates,
but due to the sl owdown of the US econony which takes up 20 per cent of
Mal aysi a's exports.

To anot her question, Dr Mahathir said he disagreed with the viewthat a
fi xed exchange rate causes the Ml aysi an econony to lose its
conpetitiveness.

"Qur econonic performance is better than some of our neighbours'. W are
politically and economically nore stable. If we deval ue the currency, then
the cost of inmports will go up. Exports may be cheaper but only for a
short time, and we won't get the full advantage of the anmount deval ued.

"Supposi ng we devalue the ringgit by 20 per cent, the gain fromthat
will be about 5 per cent, and that is sinply because we have a | ot of
i mported conponents in all our exports and those inported conmponents wil |
be nore costly if our currency is deval ued.

"At the sane tine, after a short while, wages will have to go up because
people will find that the cost of living has gone up because of the higher
price of inported goods. In the end, the advantage of devaluation is not
t here.

"Neither is there an advantage fromreval uati on, because while inports
wi Il be cheaper, exports will be nore costly. W don't play around with



this exchange rate just like that because of what is happening with our
conmpetitors. W do careful calculations,” he said.

The Prime Mnister added: "OF course, there may be instances when we may
have to deval ue our currency, but not at the noment. W have no difficulty
conmpeting with our neighbours because we have other advantages. W are
much nore efficient and our productivity is quite high."

Earlier, Dr Mahathir said while borders can be brought down to make the
worl d nore global, countries can be selective in terns of trade itens,
time frame, and scal e of deregul ari sati on.

"There is really no need to bring down borders for everything and
everyone at a fixed tinme, nor should there be zero duty for everything,"”
he sai d.

The Prime M nister said giant corporations or nonopolies do not always
bring benefits through econonies of scale. Organisations which are too big
| ose their efficiency, become arrogant and will not care about the side
ef fects of whatever they do.

"There shoul d therefore be big and small corporations and banks which
can operate both nationally and internationally. The small nust be
protected to a certain extent, given the sanme kind of handi caps that
golfers are famliar with so that not only will the playing field be Ievel
but the disparity in the sizes of the players will be conpensated.

"Governments nust be allowed to adnit or reject the super corporations
and banks access to their countries. But they must justify this," he said.

On the UN, Dr Mahathir said the institution is not what it was
originally expected to be, where the superpowers given veto rights do not
exercise that right for the good of all

"Under the aegis of the UNthe Wrld Trade Organisation was forned.
There we t hought we could hammer out a free trade systemthat will be fair
to all.

"But we are finding that it is an instrunent for forcing upon the world
the policies of the rich, designed to enrich the rich further," he said.

"Mght it seems is still right. W have not progressed far since the
first caveman bl udgeoned his rival and grabbed his wife. Until there is
reformto the UN systemthis primtive state of affairs is going to
continue. Certainly it will in so far as world trade is concerned, in so
far as currency mani pul ation i s concerned,” he added.

The lecture series is in honour of U Thant, UN Secretary-General from
1961 to 1971, who had officially proposed the setting up of the UN
Uni versity.
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