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BANKS CAN GAI N FROM RATE CUT THROUGH HI GHER LOAN OFFTAKE

By: M khail Raj Abdull ah

KUALA LUMPUR, May 23 (Bernama) -- Financial institutions have no cause
for concern fromthe cut in the intervention rate as they would ultimtely
gain in the long run fromincreased | oan growh as nore people will be
encouraged to borrow since |loans will be made rel atively cheaper, analysts
sai d.

The nmove is in line with the governnent's aspiration to boost consuner
spending in the country, one of them said.

In the process, it would stinmulate business activity with the econony
affected by the war in Irag and the Severe Acute Respiratory Syndrone
(SARS) out break, she added.

Both factors had led to | ower |oan growth recently but this is expected
to be reversed follow ng the consequent |owering of the Base Lending Rate
(BLR) by banks, she said.

The anal yst said banks could gain further fromincreased lending to
smal | and nmedi um scal e enterprises (SMES).

Prime Mnister Datuk Seri Dr Mahathir Mhamad said yesterday that banks
shoul d not be unduly concerned over the rate cut as they could still gain
even fromthe reduced nargins.

Wth the envisaged higher loan growth, it would be a win-win situation
all round -- for banks, the consuner, the econony and the country in
general , the anal yst said.

Two | ead banks, Ml ayan Banki ng Bhd and Bumi put era- Conmrer ce Bank (BCB),
have announced cuts in their BLRs to 6.0 percent per annum

O her banks are expected to follow suit.

International investnment bankers Mdrgan Stanley in a conmrentary on the
RW7. 3 billion econom ¢ package announced by the governnent on Wednesday
descri bed the 50 basis points rate cut as a rational decision

Al though it mght not have a significant inpact on a nonetary system
that is already flushed with liquidity, it would augnment consuner spending,
| ocal enterprises and housing activity already boosted by the "grass root™
or on the ground stinulative measures.

Morgan Stanley said that the "grass root" measures -- which include
SMEs devel opnent, agricultural and rural devel opment and new mass housi ng
projects -- would tend to generate good multipliers for domestic inconme and
j obs. -- BERNANA
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