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MARKETS have a tendency to overreact on both the upside and the downsi de.
It is inportant that policy nakers keep cool heads, do not behave |ike
mar ket s and overreact on critical policy decisions.

In recent days the volatility in the currency markets has sent regiona
currencies to lows not seen in a long while. It has even affected
currenci es that escaped the brunt of the 1997 crisis. Last week, the
Si ngapore dollar hit alowin nore than a decade, the Korean won a | ow of
30 nonths and the Thai bhat | ow of 37 nonths.

The ringgit with its peg remai ns unchanged. This has led to renewed
specul ati on and reports from nei ghbouring countries on re-peggi ng of the
Mal aysian ringgit.

Wil e a year ago the reports and runpurs suggested that the ringgit was
under - val ued, now t he same sources say it is over-valued. There are
suggestions that the ringgit should be revalued at RW. 20 to RW4. 80 for
the country to renain conpetitive.

But such depreciation only brings short termgain in terns of
conpetitiveness. If conpetitive depreciation takes place in the currencies
of its conpetitors, the gains are very short-lived. And the country wll
have to deal with increased inflation

Thus Mal aysi an | eaders including Prime Mnister Datuk Seri Dr Mahathir
Mohamad, Finance M nister Tun Dai m Zai nuddi n and Bank Negara Gover nor
Datuk Dr Zeti Akhtar Aziz, have all said there are no plans to re-peg the
ringgit.

Accordi ng to Bank Negara, based on the real effective exchange rate
i ndex, which neasures a currency's val ue based on inflation differentials
with major trading partners, the ringgit is now alnost at its equilibrium
val ue.

Sal onbn Smith Barney in its report recently said: "The ringgit is
slightly, not grossly over-valued, and the odds that the peg will break
are |l ess than even".

There is no reason why the authorities should react to short-term
changes on inportant policies relating to currency.

Knee-jerk reactions on such critical issues could be nore detrinmenta
and unproductive and especially if they are to be based on short-term
mar ket devel opnents.

| rportant policy decisions need careful study and deliberation. In fact
price stability is a goal which countries, including the devel oped, aim
for. It is a prerequisite for sustainabl e grow h.

The ringgit's peg provides predictability, especially wel coned and
appreci at ed by busi nesses, both foreign and | ocal

Volatility in the currency narkets, as the weakening yen has pull ed
regi onal currencies down along with it, has weaked havoc on entrepreneurs
and busi nesses.

The ringgit provides the nuch needed stability even in a sea of
volatility. And with trade volunme at 200 per cent of the Gross Donestic
Product (CGDP) the price stability provided by the pegged currency cannot
be underesti mat ed.

Thus, decisions on such an inportant variable cannot be based on short-
term devel opnent s.
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