
Malavsia’s real risk is

The economy is
expected to pick up to 3
per cent this year and

there are no visible
worries for the peg

MALAYSIA’S fiscally sound
and growing economy, with
manageable debt and political
stability, deters parallels with
Argentina, and its main risk is
complacency with a fixed cur-
rency peg that has delivered so
far.

Even then, international in-
vestors should have been reas-
sured when Prime Minister
Datuk Seri Dr Mahathir Mo-
hamad, who at 76 is also acting
finance minister, said last Fri-
day he was ready to think
aeain  if a weak ven shifted the
ground beneath his central
policy plank.

“When you go to these fixed
exchange rate regimes, you
have to have an exit strategy -
a Plan B. Argentina didn’t have
that.” Claudio Piron. head of
foreign exchange strategy for
Standard Chartered Bank in
Singapore.

Malaysia avoided recession
in 2001, although the global
technology sector slump
caused its growth engine, the
electronic and electrical goods
exporters, to splutter.

The 0.5-l ner cent growth
forecast for 2001 hardly com-
pares with 2000’s 8.5 per cent,
but the economy is expected to
pick up to 3 per cent this year
and there are no visible wor-
ries for the ring&  peg among
Malavsia’s macroeconomic
numbers.

PK. Basu. chief economist
for South-E&t Asia at Credit
Suiss First Boston believes

.
He also believes for all the

apparent satisfaction with the
part played by the ringgit, de-
liberately undervalued when it
was fixed at 3.8 per dollar 3 %
years ago, in the recovery from
the Asian crisis, that there is
no dogma attached to the peg.

“My view is that Malaysia
will eventually abandon the
p e g  f r o m  a  postion  o f
strength,” Basu said.

Two indicators which have
to be restored to sustained pos-
itive territory before that posi-
tion is reached will be year on
year growth in exports and in-
dustrial production, he said.

Dr Mahathir’s comments
were aimed at Japanese Prime
Minister Junichiro Koizumi,
who was on a tour of South-
East Asia, but come at a time
when Argentina was giving
fixed exchange rates a bad
name and Malaysia could not
escape some scrutiny.

His comments caused a tem-
porary itch in both the local
stock and the Asian bond mar-
kets, before investors quickly
concluded that Malaysia’s
economy was not being run by
a gaucho.

“Malaysia: No tango with Ar-
gentina,” Development Bank
of Singapore (DBS) said in a
market research paper.

Argentina went through
long years of recession before
last Fridav’s 41 ner cent devalu-
ation of the peso.

It was also handicapped by
onerous foreign debt, a weak
banking system and an unsus-
tainable fiscal deficit, social in-
stability thanks to unemploy
ment of nearly 20 per cent, and

In September 1998, he
spurned advice from the Inter-
nat ional  Monetary Fund,
alienated foreign investors by
fixing the ringgit and introduc-
ing capital controls.

Capital controls have been
rolled back since, but the peg
remains and the Government
is clearly content with the cer-
tainty it affords in the uncer-
tain world of international fi-
nance.

Even if an external shock
forces Malaysia into a devalua-
tion, the consequences are un-
likely to be that dire.

“I don’t think a devaluation
would significantly erode
Malaysia’s public sector net
creditor position, which is one
of  the  s t rengths  of  the
sovereign,” said Liew Chih
Wai, ratings specialist at Stan-
dard & Poor’s (S&P) in Singa-
pore.

S&P rates Malaysia foreign
currency debt at Triple “B”
with a stable outlook, putting
it in the investment grade
league.

Most portfolio investors are
underweight Malaysia at pre-
sent, and foreign direct invest-
ment inflows are less than in
the 1990s.

“I don’t think there are the
capital inflows to rip out of the

political instablity that has Unemployment is not a big nearly U&$31 billion (US$l = ‘ystem  that  there  were  in
seen five  presidents in two issue. This country of 23 mil- 1997 ” Standard Chartered’s
weeks.

RM3.80) are six times short Piron  said
lion people has been close to term external debt, and

with peg
mestic product.

Should an external shock
suddenly send Malaysia’s bal-
ances haywire there would be a
question how fast the authori-
ties would react. Dr Mahathir
is closely identified with the
currency peg.



Malaysia has enough reserves It’s nothing like Malaysia. full employment, and when Malaysia runs a sizable current ab~u~t~ea~~~~~~~~asd~v~~a~
to defend the ringgit, which Dr Mahathir  has held Power growth SLOWS  the first people to account surplus.
cannot be sold short on the for 20 years, and when he even- be laid off are foreign workers. Total foreign debt is just over tion, which he thought unlike-
foreign exchange market, tually goes his multi-ethnic Debt levels are no great hard- US$41  billion, equivalent to 2: E&$Te’  ‘~~~~c~t~~~~!
should any unforeseen pres- coalition is expected to remain
sures emerge. in power. ship. International reserves of nearly 46 per cent of gross do- Basu said. - Reuters ’
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