24/ 01/ 2002
Ringgit peg to greenback will survive pressure of sliding yen

Habhaj an Si ngh

MALAYSI A' S 40-nonth-old ringgit peg to the the US dollar will survive the
pressure of a weak yen that has tunbled to its lowest level in nore than
three years, according to econom sts.

They suggested a wait-and-see attitude towards the much-di scussed
possibility of a review of the peg should the Japanese currency weaken to
140 to the US dol I ar

The yen dropped for the seventh consecutive day against the dollar to
134. 21 yesterday.

The Japanese unit has been inching ever closer to the 140 | evel agai nst
t he greenback, which has becone the recent watch spot with regard to the
future of the ringgit peg.

Talk of a potential review of the peg was fuelled further foll ow ng
recent comments by Prinme Mnister Datuk Seri Dr Mahat hir Mhanmad that the
CGovernment may have to |l ook at the situation if the yen hits 140 and if
Chi na's yuan was deval ued.

"First of all, why the 140 | evel ? At one point, people were talking
about 130. And if it does hit that level (140), there is the inportant
consi deration of howlong will it stay there," said an econom st with a
gover nnent agency.

Hi storically, the yen never stayed too |long at such |ow | evels,
economi sts said.

"Many ot her factors nust be taken into account. That |evel may come and
not hi ng may happen. Then, people will nove on to the next perceived |evel
at which they speculate a revieww |l take place,"” the econom st said.

Bl oonmberg reported that the yen fell as US Treasury Secretary Pau
O Neill opted against using a speech in Tokyo to rebuke Japan for the
four-nmonth tunble in its currency, suggesting he may ignore conplaints
from Anerican exporters about the slide.

Sonme traders had beefed up their yen holdings earlier, expecting O Neil
to urge Japan to strengthen its currency. He stopped short of that by
saying instead he thinks that trying to boost exports with a weaker yen
will not Ilift the world' s second-bi ggest econony out of recession.

In a recent report, |ocal stockbroking research house, CIMB Securities
noted that the country's level of conpetitiveness renmains intact.

Despite an appreciating nonm nal exchange rate, the report noted,

Mal aysi a' s price-adjusted exchange rate, or real effective exchange rate
(REER) - which neasures conpetitiveness - is still below the COctober 1998
and even the January 2001 | evel s.

"This is because donestic prices have adjusted accordingly to maintain
our conpetitiveness," the report said.

Econoni sts and anal ysts rely on NEER (nom nal effective exchange rate)
or REER to observe a currency's trend. NEER and REER are trade-wei ghted
i ndi ces, which show in general ternms whether a currency is appreciating or
depreci ati ng.

On Septenber 2 1998, Ml aysi a abandoned managed fl oat operations to
adopt the pegged exchange rate arrangenent for the ringgit, fixing it at
RMB. 80 to USS$1.

The nove, triggered by 1997 Asian financial crisis, was designed to
reduce the ringgit's exchange rate volatility and to pronote a stable
envi ronnent conduci ve to econom c recovery.

On the day the ringgit was pegged, the yen was trading at 138 to the US



dol I ar.

Just two weeks before, on August 11, the yen hit 147.26, which remnains
the | owest point for the Japanese currency agai nst the US dollar since the
m ddl e of 1990. Then, the |owest point was on April 17 1990 when the yen
touched 159.9 to a doll ar

"W believe that the ringgit de-peg issue has been bl own out of
proportion and our peg systemis not under great pressure to be revi ewed
at this tine," said Azrul Azwar of research firmMDF Sisma Securities.

He said the credibility of a peg systemlies in the ratio of the
country's foreign reserves to its narrow noney supply. For a peg systemto
wor k, international reserves held by the central bank should at |east
cover the whol e of narrow noney.

Last Tuesday, Bank Negara Mal aysia said the rising trend of its
i nternational reserves continued into the first half of January 2002,
increasing to RML17.8 billion or US$31 billion at md-January, increasing
RVB75 million or US$151 nmillion fromthe previous fortnight.

He said sone observers feel that a weaker yen policy to support Japan's
ailing econony may "rob" other export-dependent countries of growth
potential, which in turn could have a spiral effect on regi onal econom es
if the whole of Asia is caught in the weak-currency gane.

CIMB Securities noted that, generally, devel oping countries such as
Chi na and Mal aysia which require infrastructure devel opnment and where the
role of inported input is essential, may not benefit so nmuch from
deval uati on.

The pegged exchange rate is envisaged to provide a stable financial
mar ket environnment, in particular to avoid the necessity for donmestic
nmonetary policy to shadow the tightening cycle of US nonetary policy in
spite of the dollar/ringgit peg.

As observed by the central bank in its annual report for 2000, the
acconmodati ve nonetary policy was able to provide the foundation for the
strengt heni ng econoni ¢ fundanmentals as reflected in the substanti al
current account surplus, high level of reserves, lowinflation rate, and
i mproved busi ness and consuner confidence.
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