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Ringgit is not overval ued: Dr M

PRI VE M ni ster Datuk Seri Dr Mahat hir Mohanad yesterday said the ringgit
is not overvalued and it will not be pressured into being re-pegged by
ot her depreciating regional currencies.

"The ringgit will not be pressured into being re-pegged by ot her
depreciating regional currencies. The fact that Malaysiais still ableto
conpete internationally shows that it is not overval ued.

"The ringgit can be said to be overvalued if the country is unable to
compete globally ... even other regi onal currencies are not expected to
rise or fall beyond 20 per cent. Even if they do, they will head back to
where they were," he said.

The econoni ¢ sl owdown, he said will affect every econony in the world in
terms of reduced inports

"However, it does not warrant a re-peg here. Even if we re-peg the
ringgit | ower to nake things cheap and conpetitive, there will not be a
good mar ket for our products and services if demand fromthe US and ot her
economi es depending on it spiral down."

Meanwhi | e, Mal aysi an I nstitute of Econonic Research (Mer) said the
current |l evel of foreign reserves, adequate to sustain four nonths of
retained inports, is not alarm ng enough to warrant a reval uation or re-
peggi ng of the ringgit.

The institute, however, warned that if the downward trend in the
reserves is not arrested, thereis a possibility of negative inplications
ontheringgit arising froma shrinking current account surpl us.

"So far there is no serious nismatch or msalignnment of the ringgit,"

M er executive director Dr Mohamed Ariff Abdul Kareemsaid

The country's foreign reserves declined to US$27.2 billion (US$1l =
RMB. 80) as at end- March 2001 from US$29 billion in February.

Inits Malaysian Econonmic Qutl ook 2001-2002 Report, Mer said after
reachi ng a peak of US$34 billionin April |ast year, reserves have been
declining for 11 strai ght nonths since May 2000.

Bank Negara Mal aysi a, however, assured that the outfl ows are not
worrying since they consist of debt repaynment and strategic overseas
i nvest ment whi ch coul d be counter-bal anced by trade earnings and | ong-term
i nflows.

Dr Mohanmed Ariff also said the country's currency has appreciated in
ternms of real exchange rate agai nst the nom nal exchange regine but added
that the appreciation is only marginal.

"As we know, the US dollar has been appreciating agai nst the regi ona
currenci es maki ng themweaker vis-a-vis the ringgit.

"The manufacturing sector is the driver of the Ml aysi an econony, so any
external factors affecting the value of our currency will certainly have
i mplications on our conpetitiveness," he expl ai ned

He said while there is no external pressure to force re-peggi ng of the
ringgit, weakening of the donestic econony nay result in the country
losing out inits international market share and affecting new
i nvest nent s.

Wi | e recogni sing that the fixed exchange rate regi ne has provi ded
stability and injected confidence in the econony, Dr Mohaned Ariff hoped
the currency controls will be lifted in the future.

"Now woul d not be a good tine to dismantle it. It's easier to get in
than to get out. If we achi eve growth above 6 per cent naybe thenit's a



good ti me.

“"If we de-link the ringgit fromthe US dollar nowit nay lead to a
tailspinin the economy and we nay not be able to i muni se oursel ves from
changes in the regi onal econony," he said.

On foreign direct investnents, Dr Mohanmed Ariff said although thereis a
sharp increase in the nunber of applications and approvals fromthe
Mal aysi an | nvest nent Devel opnent Authority (Mda), thereislittle
evi dence to showtranslation into actual investnents.

Approved domestic i nvestnent increased by 61.5 per cent anounting to
RML3. 7 billion in 2000 fromRMA. 8 billion in 1999. Approved foreign
i nvesment al so rose by 61.5 per cent fromRML2. 3 billion in 1999 to RML9. 8
billion I ast year.

Most foreign investnents were in the electrical and el ectronics
i ndustries while donmestic investnents were domi nated by a large outlay in
the natural gas sector.

"W hope with inmprovenent in the US econony, additional investnent into
the country will hel p our expansionary growth," he added.

Comenting on interest rate, Dr Mohamed Ariff said thereis still sone
roomfor reduction in interest rates.

"Currently we are enjoying the | owest interest rate in the region while
the inflation rate is also the | owest.

"However, |l ower interest rates may not | ead to i ncreased consunpti on and
wi || make banks' margins thinner," he added.

Mer saidinterest rates continued toremain flat in March, reflecting
t he easy nmonetary policy in place.

The central bank has continued to ensure anple liquidity in the banking
system leaving the interbank rate slightly lower at 3.11 per cent in
March 2001 from 3. 22 per cent in January.

The average |l ending rate for conmerci al banks eased slightly to 7.35 per
cent in February from?7.45 per cent in Decenber.
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