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By: M khail Raj Abdullah

COPENHAGEN, Sept 24 (Bernama) -- Datuk Seri Dr Mahat hir Mhamad said
that investors' knee-jerk reaction to banking stocks follow ng his hint of
a possible hike in statutory reserve requirenment (SRR) was nornal .

But the Prime Mnister said he was confident that over time investors
woul d cone to their senses and digest the benefits of any increase in the
SRR of the financial institutions.

"That is always the reaction to any Budget speech, when you say
sonet hing people will sell off and the reduction will cause a drop in the
(finance) index," he told a press conference at the fourth Asia-Europe
Meet i ng here.

"But we will overconme it over time as what | have said will be for the
good of the bank as well as the general public," he said when asked to
comment on the drop of banking shares foll owi ng the SRR announcerment when
tabling the 2003 Budget |ast Fri day.

SRR is a set of funds that banks are required to deposit with the
central bank where they earn no interest. Currently, the SRRis at an
all-tinme | ow of four percent.

In tabling the Budget, Dr Mahathir, who is also the Finance M nister,
had indicated the SRR hi ke given the still sluggish | oans grow h.

Concerns over the SRR increase has caused the finance index on the
Kual a Lunpur Stock Exchange (KLSE) to drop by sonme 234 points in the | ast
two days.

Meanwhi | e in Kual a Lunpur, Maybank's deputy president Hooi Lai Hoong,
speaki ng at the on-goi ng KLSE I nvestors' Woek 2002, said the the sell off
on banki ng shares was overdone.

Thi s should not have occurred as an increase in SRR would result in a
hi gher base lending rates (BLR), which in turn would benefit the banks.

For Maybank, she said that for every one percent rise in the SRR the
bank woul d | ose the opportunity to earn RML5 million in interest incone
each year.

But every one percent rise in SRR would cause a five basis points hike
in the BLR and for Maybank this could lead to achieving sone RML8 million
to RMRO million per year in interest incone, she said.

"The increase in BLR would offset the rise in SRR but there is anple
liquidity in the market, I do not think the SRR w Il nove up,” Hooi said.
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