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THERE is this saying that when the US sneezes, Malaysia (and the rest of
the world) will catch a cold. Tweak it, and the saying could go like this:
VWhen the Prine Mnister hints, a sonic boomw Il be felt.

That was what exactly Datuk Seri Dr Mahat hir Mhanmad di d when he tabl ed
t he Budget in Parliament.

He criticised banks for not |ending enough to conpani es and i ndivi dual s,
and that they prefer to invest in "safe" financial instruments. Then he
hinted that the Governnment woul d be conpelled to use the SRR (statutory
reserves ratio) tool

The very nention of the SRR was enough to send a sonic boom t hr oughout
the I ocal banking industry, shaking the bank stocks on the KLSE | ast week,
whi ch sone anal ysts called a "knee-jerk” reaction

Firstly, banks do not like the SRR as it would nean | ocking up part of
their funds, for which no interest is paid, with Bank Negara.

(The SRR is the amount of noney that a financial institution keeps with
Bank Negara as a statutory requirement for liquidity. It carries no
interest, and is based on the financial institutions' eligible
liabilities, mainly deposits.)

Secondly, raising the SRR would eventual |y squeeze their margins if al
other rates are not raised accordingly to conpensate for the rise in SRR
This would nean | ower profits - sonmething that banks definitely don't
l'ike.

Hence, the SRRis a part of the fornmula used to cal culate the BLR (base
lending rate) - the mnimumrate to which nost lending rates is pegged.

Changi ng the SRR woul d nmean changi ng the BLR And any nove to up the BLR
woul d be suicidal under the present econom c scenario.

It would nmean interest rates noving up, thus stifling borrow ngs for
i nvestnment - a nove that is in turn contrary to one of the main objectives
of the Budget, that is to boost the growh of small- and medi um si zed
i ndustri es.

Currently, the SRR is four per cent, having been | ast adjusted on Sept
16, 1998 and is the | owest since January 1990. For every percentage point
increase in the SRR, sone RMB billion cash would be nopped up fromthe
banki ng system

Banks are saying that one percentage point rise in the SRR would have a
m ni mal effect on them Even the inpact on the net interest inconme of the
bi gger banks woul d average only a mnimal 0.9 per cent according to one
cal cul ati on.

The RVMB billion is mnute given that the current overhang in terns of
noney saved and not spent is RVbO-RWb5 billion according to official
sources, while the market is tal king of RM60-RMB5 billion

The normal size of the overhang is usually RWO-RW5 billion according

to sonme anal ysts, which neans the banking systemis flush with
cash. Last Monday, the day after the previous Friday's Budget, the KLSE
finance i ndex dropped 1.80 per cent or 97.51 points with 11.5 mllion
shares changi ng hands.

For the following two days after that, the finance index continued its
free-fall into what seenmed a bottomless pit.

Each day the index fell at alnpbst the sanme percentage points (1.97 per
cent on Tuesday and 1.90 per cent on Wednesday), on high vol une (60.98
mllion on Tuesday and 27.49 mllion on Wednesday).



Only on Thursday did the selling pressures abate.

VWhen many saw the performance of the bank stocks, their concl usion was
that the [ ocal banks were shivering in their pants over what Dr Mahathir
had announced in his Budget speech

But were these banks really fearful of what the Prime Mnister had said?
O was there a sinister notive behind the plunge in bank share prices, and
thus the finance index?

Chartists will tell you that generally the narket was already in a
downtrend days (or even weeks, as sone would clain) before the Budget on
Sept 20, except that the slide was slower and nore agoni sing, of course.

The Budget nerely nudged the slide into a free-fall

If that was the reasoning, then fund managers coul d have seen a w ndow
of opportunity to dunp all the bank stocks they had, hoping that with the
sharp drop in prices, they could pick the stocks up later at |ower prices,
maki ng a bundl e, thanks to the Budget.

Last week's few days of share price plunge in bank stocks had nade this
argunent nore credible. O course, other fund nmanagers hol di ng stocks
ot her than bank stocks would be silly not to follow suit.

The result, throwi ng out not only bank stocks but al so other index
conponent st ocks.

Added to this were runours that local institutions were not supporting
the market for one reason or another

But as some woul d say, nmarket players were just waiting for an excuse to
bring the market down. The Budget provided that excuse w th bank stocks
openi ng that w ndow of opportunity.

Even nore fascinating was the heavier part of the day's selling came in
t he afternoon, suggesting that the selling was exacerbated when the
Eur opean markets opened (European markets open when the KL market is
trading in the afternoon).

Bringing the finance i ndex way down, and subsequently the whole KLCl
substantially lower, an over-sold situation would be reached where a
strong techni cal rebound would occur, so the chartists would say.

I n anot her perspective, Dr Mahathir's words on the SRR had al so created
a stir on another front - the continued role of Bank Negara as a pro-
active pacesetter in the managenment of the country's financial system

Many said this was the first tine that the Prime Mnister had nentioned
the SRR in the Budget. And what's nore, he cautioned that the SRR woul d be
used shoul d banks fail to change their lending “attitude'

Sone asked: Shouldn't what the Prine Mnister had said should have cone
from Bank Negara Governor Tan Sri Dr Zeti Akhtar Aziz?

O hers argued the Prinme Mnister was speaki ng as Finance M ni ster when
he presented the Budget, and that Bank Negara cones under the Finance
M nistry.

Sone asked: Could the fact that the Prine Mnister threatened to use the
SRR on financial institutions nean that Bank Negara had been ineffective
in getting the financial institutions to have a “proper attitude' towards
| endi ng?

The talk in banking circles these days is that the central bank does not
strike the fear of God in many of the bankers.

This is unlike the days of the late Tun Ismail Ali whose authority and
t he respect he commanded went far beyond the confines of the financial
servi ces sector.

Zeti could be good at her work (or not, as her critics would say), but
she still needs to have the stature of a central banker. Many have said
she Il acks industry experience, that she is nore an acadenic, and that she
shoul d play a nore pro-active role as Bank Negara Gover nor

Former Bank Negara staff would say that the central bank these days no



| onger has the dynam sm of the yesteryears, especially during the days of
Tun Ismail, the late Tan Sri Jaffar Hussein, Tan Sri Dr Lin See Yan
Andrew Sheng and Dr Zai nal Aznam Yusof.

Many say Zeti should regain for the central bank the respect that it
once conmanded.

But then others would argue that the Bank Negara Governor today is
operating in a politico-econom c environment unlike the governors in those
days.

Today, the hands of the politicians are stronger than the hands of the
professionals in setting nonetary and banki ng policies.

In this context, it is unfortunate that foreign financial circles view
Bank Negara as a tiger w thout teeth.

But just as before, there is a divergence of views between Bank Negara
and the powers-that-be over the use of interest rates to stinmulate the
econony.

In the past, SRR was seldomused as a policy instrunment. Bank Negara in
those days preferred to "play around" with the noney nmarket than use the
SRR

In a way, sonme commented that the Budget 2003 is turning the SRRinto a
"nonet ary weapon", besides being used as a nonetary policy instrument.



	Turning up the heat on banks with SRR issue (NST 29/09/2002)

