06 FEB 2004
ZETI-RINGA T
RINGG T NOT M SALI GNED AGAI NST CURRENCI ES OF MAJOR TRADI NG PARTNERS

KUALA LUMPUR, Feb 6 (Bernama) -- Bank Negara Governor Tan Sri Dr
Zeti
Akhtar Azi z says that ringgit is not msaligned agai nst currencies
of nmj or
trading partners and gravitated around its fair val ue.

"Ri ght now, our data and assessnent shows that it is not
m sal i gned and
over the last six years, it has operated in the plus or m nus seven
percent. This is well within an acceptabl e range," she told
reporters after
the Tun Ismail Ali Chair Public Lecture on "Managi ng Fi nanci al
Instability
and Shocks on a d obalizing Wrld."

She sai d this when asked whether the ringgit's peg against the
U S
dol I 'ar should be reviewed in viewof the dollar's steep fall in
currency
mar ket s especi al |l y agai nst the euro.

In her speech, Dr Zeti said the pegged exchange rate had served
Mal aysia well in ternms of the significant growh in the vol ume of
trade and
steady infl owof foreign direct investnent. In trade-weighted ternmns,
the
exchange rate was not mnisaligned.

"Since the ringgit peg to the US dollar, the ringgit rea
effective
exchange rate (REER), which is the trade wei ghted val ue of the
ringgit
agai nst our nmjor trading partners' currencies after takinginto
account
changes in our inflation relative to those of our trading partners,
has
fluctuated within a range of plus or nminus seven percent”.

Former prine mnister Tun Dr Mahat hir Mohaned i ntroduced t he
peg, al ong
with capital controls, at the height of the Asian financial crisis
in
Sept enber 1998.

The doll ar was tradi ng at 1.255 against the euro in foreign
exchange
mar ket s t oday.

According to the Mal aysian Institute of Econom ¢ Research (M ER)
t he
dol I ar was now at US$124 to the euro, down by 16 percent conpared
Wi th
US$106. 7 to the singl e European unit a year ago.



M ER sai d judgi ng by the shrinking dollar during the last 12
nmont hs,
the ringgit was seen to be 15 to 20 percent underval ued.

During the period Jan 2003 to Jan 2004, the ringgit weakened
17.9
per cent agai nst the euro and 10. 2 percent agai nst the yen and had
al so
depreci at ed agai nst maj or currenci es.

As such, the central bank governor said that "the ringgit's
peggi ng
shoul d be considered onits own, in terns of whether it is
m sal i gned or
whet her structural changes have taken pl ace. "

"So, actually, nowit may be just three-and-a-half percent away
from
the equilibriumvalue," Dr Zeti said.

The governor highlighted an appropriate exchange rate regi ne as
one of
t he key el enents to enhance national resilience to external shocks
as
emer gi ng mar ket econom es had becone nore vul nerable to
i nternati onal
shocks which coul d have a significant adverse i npact on t he econony.

She said trade and i nvestnment shoul d be facilitated by an
exchange rate
that was stabl e and refl ective of econoni c fundanentals, not by one
t hat
was vol atil e and unstabl e and subject to specul ative capital flows,
she
sai d.

"The exchange rate shoul d not be mani pul ated to cater to narrow
sectoral interests," Dr Zeti said.

It was al so not prudent to respond to short-termtrends or to
focus
sol el y on devel opnents in bilateral exchange rates.

"Mal aysi a had tradi ng and i nvestment rel ati ons wi th nany
nations. W
t herefore, cannot | ook at nmovenents of any particular currency pair
as a
basis for determ ning the appropriate valuation of the ringgit," she
st ressed.

A longer-termperspective to exchange rate policy was taken
| ooki ng at
the rel ati onshi p between t he exchange rate and econom c
fundarent al s.

The Ml aysi an econony had bot h external balance in the formof a
sust ai nabl e current account and i nternal bal ance in the form of
price
stability.

"Thi s again supports the ringgit being fairly valued," she said.

Anot her approach to enhancing national resilience was capacity
bui | di ng



by strengtheni ng the econoni ¢ and financi al base.

Dr Zeti said a deliberate policy to diversify the econony to
achi eve a
greater bal ance between donestic and external sources of growth, to
avoi d
excessive concentration in any activity and to reduce over -
dependence on
any particul ar market.

O equal inportance was the devel opnent of a resilient
institutiona
framework and institutions. This, she said included the pronotion of
strong
private and public institutions.

"For energi ng econonies, where the financial infrastructure is
still
relatively | ess devel oped, the premature |iberalisation of capital
flows
could |l ead to an accunul ation of risk factors that could lead to
instability and culmnate into a financial crisis," she said.

The approach for the liberalisation of the capital account in
Mal aysi a
had been to adopt approriate sequencing so that the increase
financia
i ntegration woul d not have destabilisinginplicators.

She said it was inportant to have sufficiently devel oped
donestic
financi al markets, sound nacroeconomi c condi ti ons and sound
institutions in
pl ace. -- BERNAMVA
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