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RWMr5 billion lying idle
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ABQUT RMZ5 bhillion is lying idle in the banking system Using even a
fraction of this to lubricate the econony will go a |l ong way towards
staving of f the negative repercussions of the US econom ¢ sl owdown.

The Governnent's neasures announced yesterday to punp-prime the econony
by an additional RMB billion is nore than adequately net by this excess
liquidity of RW5 billion

Consequentially, donestic interest rates are not expected to rise, said

Affin-UOB Securities Sdn Bhd chief econom st Suhaim |I1ias.
He added that the Government is also afforded the flexibility to either
raise the RM3 billion locally or to borrowthis fromoverseas, since

gl obal interest rates have decli ned.

Mal aysi a had recently reduced its external debt as a proportion of G oss
Donestic Product (GDP) from57.81 per cent in 1999 to 50.5 per cent as at
end year 2000 and this has raised its creditworthiness internationally.

Suhai m, anong those contacted to comment on the range of governnent
nmoves to gird up the econony to face up to the US sl owdown, said: "Wile
the foreign debt may increase, Malaysia can alternatively raise the extra
RMB billion locally since there is so much unutilised liquidity in the
banki ng system

"The | oan-deposit ratio at 83.8 per cent indicates nore deposits in
banks than | oans granted. Hence, the banking systemcurrently has excess
liquidity of about RMF5 billion and therefore there is no upward pressure
on domestic interest rates should the RVMB billion be locally raised to
finance the additional budget deficit this year."

On maintaining the ringgit-US$ peg at RVB. 80 despite the depreciation of
regional currencies in relation to export conpetitiveness, he added: "The
Governnent realises that deval uing the peg woul d not increase Ml aysi an
exports because of the weaker US denand."

On constraints to punp-prime the econony under a fixed exchange regine,
Suhai m assured that despite Malaysia's four consecutive budget deficits
since 1998, there would not be any pressure borne to break the peg.

"This is because the size of the budget deficits are at about five to
six per cent of our Goss National Product (GNP) which is manageable. It
was at an unsustainable 15 to 18 per cent of our GNP in the 1980s. The
Governnent is currently managi ng a prudent deficit.”

Mal aysi an I nstitute of Econom ¢ Research (M ER) executive director Dr
Mohaned Ariff Abdul Kareem said the stinulus package announced by the
Gover nnment yesterday woul d, by neki ng the Mal aysi an econony nore
resilient, help soften the inpact of the slow ng US narket.

He added: "But it would not be able to neutralise everything. My concern
is the addition to public debt although the additional RVMB billion is not
relatively a big anmount.

"Furthernore, the stimulus package does not address the issue of
Mal aysi an export conpetitiveness and the RMUS$ peg. It remains to be seen
how t he neasures woul d i npact on the bal ance of paynents and on Bank
Negara's international reserves as the increase in consunption may be
directed towards consunption of inports instead, given a relatively
overvalued ringgit in the region.

"And can we be sure that the reduction in the statutory Enpl oyees
Provi dent Fund (EPF) contributions woul d be directed towards increasing
consunption? G ven current consunmer sentinents, that portion of persona



i ncone may be voluntarily saved instead," said Dr Mohamed Ariff.
On the Governnent's stinulus package, Mdrgan Stanley Dean Wtter

econom st for Southeast Asia Daniel Lian said: "l think these are al
positive neasures. Boosting GDP by 1.1 per cent is not inpossible given
that the RMB billion injection into the econony is through infrastructure

spendi ng and specific measures such as the EPF cuts."

Bernama reports BNP Pari bas Peregrine's Singapore-based regional
econom st Chan Kok Peng gave credit to the Ml aysian governnent, saying
the extra stinmulus is a nove in the right direction and a "strong signal”
fromDr Mahathir to ensure that the benefits trickle down to the | ower
i ncome groups.

"The package is very pre-enptive, it is the right policy nove to nip
things in the bud before the situation worsens. In a sense, it is to the
credit of the governnment to cone up with a plan at this stage and based on
its past policy noves, it should work," he said.

BNP expects Mal aysia's GDP to hover around 5.4 per cent this year.

Concurring, an analyst with a foreign brokerage al so gave kudos to the
government for the "pro-active and qui ck response" to the sl owdown
al though it would be premature to gauge if consuner spendi ng woul d pick up
because of the gl oomy outl ook.

"No ot her government in Southeast Asia has cone up with a suppl enentary
budget so far for the sl owdown we are facing.

"The Mal aysi an governnent had al ready surprised with a deficit instead
of an anticipated surplus budget |ast Cctober, showi ng even then it was
prepared for a slowdown. This is going a step further," he said.

The anal yst said the package was to prevent growh fromsliding to two
or three per cent and not to keep GDP at a high level in view of the
prevailing gl obal clinmate.

Song Seng Win, regional econom st of G K Goh brokerage, agreed the
package woul d check the deterioration early in concurrence with the gl oba
sl owdown but he remained nixed if public spending woul d be boost ed.
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