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I nterest rates and the market

| NTEREST rates are the topic of the nmonment, and not just locally it
appears. In Ml aysia, there has been specul ati on that Bank Negara woul d
soon cut its intervention rate, which is what it charges the country's
banks for funds and currently standing at 5.5 per cent. Then there is the
news that Ml ayan Banki ng Bhd, Mal aysia's bi ggest conmerci al bank, has
reduced deposit rates for various tenures, with many market players taking
it as confirmation that | ending rates are indeed edging south. In

Washi ngton, the US central bank, Federal Reserve, on Tuesday tri med
short-terminterest rates, the third tinme this year, by half a percentage
point to 5.0 per cent in an effort to ease "persistent pressures on profit
margi ns (that) are restraining i nvestnent spending", including "declines
in equity wealth, consunption". A day earlier, the Bank of Japan deci ded
to "throw noney at the banks" by reinstating a zero interest rate policy.

But rather than seeing interest rate adjustnents for what they are, an
econom ¢ nanagenment tool - albeit a key one - used to tweak policies to
ensure the snooth runni ng of the econonmy and achi evenent of objectives,

i nvestors have tended to react to themsingularly as "stock market
events". Granted that interest rates, perhaps nmore than any other single
factor, determ ne how well-oiled a country's comrerce and i ndustry is,
they are rarely reviewed and adjusted on their own, and not acconpani ed by
a host of other neasures deened necessary to point the econony in the
desired direction. Yet, on Wll Street for exanple, players are chiefly,
if not only, concerned about how the availability of funds for stock
trading is affected, when the intention of the Fed is to ensure that
Anmeri can busi nesses are not stymed by cash flow problens in the face of
sl owi ng demand. As a result, the Dow Jones |Industrial Average plunged
238.35 points, or 2.4 per cent to 9,720.76. The market was di sappoi nted
that the rate had not been cut by 0.75 per cent as hoped.

At home, coments on the possibility of cheaper funds, |ikew se, were
mostly confined to its inpact on the stock market; whether such a nove
woul d do anything for share prices, which have been in the dol druns,
notwi t hst andi ng yesterday's | ast-mnute spurt of 16.74 points or 2.55 per
cent to 673.24 by the Kual a Lunpur Stock Exchange's Conposite | ndex
(KLCl). What is also disturbing is that, like it or not, the stock market
has conme to be accepted as the main baroneter of econom c heal th, and
someti mes worse, of political and social stability, and of corporate
governance and corruption even, depending on the issue of the day. This is
a "lazy" approach, as Prine Mnister Datuk Seri Dr Mahat hir Mhanmad
poi nted out. One m ght add, fool hardy. Share prices can be nmani pul at ed,
very easily, as can be seen at the height of the Asian financial crisis in
1997-98, the Prine Mnister stressed at a sem nar on Tuesday.

In the case of Maybank, news of its nmove to reduce deposit rates was
received, in an all too common knee-jerk fashion, by share investors to
nmean that the bank's margins are under pressure, and that it was acting
pre-enptively in anticipation of a fall in lending rates. The counter fel
sharply on openi ng yesterday, but recovered later in the day to cl ose at
RML3. 00, up 30 sen. Peopl e who unl oaded their shares dism ssed the fact
that Maybank's margi ns have i medi ately wi dened, and will stay that way as
long as lending rates renain the sane, which is nore than |ikely as
Fi nance M ni ster Tun Dai m Zai nuddi n has indicated that he feels there is
no real need to nmake funds any cheaper than they are now. And even if



| endi ng rates eventual ly decline, any shaving of the banking sector's
overal |l margins, not just Maybank's, can be made up for by increased
busi ness volune. In fact, in the | arger scheme of things, narrower margins
are not a bad thing. The product or service provider will try harder to be
efficient and conpetitive, and the consumer receives the best val ue for
his ringgit.
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