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‘Economic plan that succeeded

]. 4: THURSDAY, Aﬁ'GUS'f 24, .zooo

NATIONAL

NEW STRAITS TIMES

O FROM PAGE 12

factors that motivate the currency tradsrs
(greed and fear) and the concept of oflshare

currency.
The Prime Minister's understanding of
1 market was

L] ]
in dovising n plan to save Malaysia from
the currepcy speculators and the MF,

It ngw became obvious that some of the
information that was presented by the Min.
lster of Finance to the Government, Includ-
ing figures on large outlows of ringglt in
tha form of cash to Singapore, was mislead-

£ In%hnmlnjmmrﬁmwaidnalmnym
| dprstand fhe 1 of olfsh

|

He thought that the lerm “off-shore ring:
git" referred to the physical ringgit' over-
seas, malnly In Sing:

Bank either did not enlighten him or it too
did not understand, .

In any case, the Central Bank did not
stop the and the G
from instructing Customs - officlals to

=ch travollors crossing the border for
i on thelr persons. This silly action did

.+ #top the ringgit from going abroad and
being troded. i

‘The difference between
and domestie rioggit is pot whether the
ringgit is physically in Malaysia or outside
Malaysia, - > *

Except for small amounis of cash held by
money changers and banks, the ringgit will
always be in Malaysin physically.

© When the ringgit'is zold by a non-resi-
* dent to another non-resident all that hap-

—pens is the ownership changed from the

seller to the buyer In the accounts of the

‘triea In the banks of the buyer and sellor
changed. .

A matter of urgency

When the currency trader borrows the
ringgit, the same thing happens. The lend-
or, usually & forelgn international bank
merely teansfors the ownership of the ring-
il to the borrower in the books ol the bank
angd the Malaysian bank holding the ring-
Bt ; :

- "'The trader can then short the ringgit, de-
livering only after the ringgit has devalued,
again th 1 1o the of

" the buyar, o .
Being ablo to leverage by 20 times thelr
capital explaing tho strongth of the hedgo

funds, Le. thoy use a geared position to

fight the central banks
thedr cash position.

which use only

The hedge funds also tend to act togeth. *
or, buying and selling to each other and ap- -
preciating or deprecinting the ringglt ns

thiey wished In order to maximlse profits.
“hey do not buy the ringglt.or any other
ency in order to pay for goods or ger-
5. They really have no use for the mon-
ey except o speculate and manipulate it
For them, monoy is o commexity like any
ether traded on commodity exchanges.
As in commodity fulures, the physical
cist of the s not
Tt becama a matter of urgency for Malay.
sia to do something drastic to protect Itself
fram the 1 Borrowing

from the IMF was not an option.

The money would largely be used to ro-
pay debis to foreign banks, It-was just
transferring the debt to the IMF, and Ma-
laysin would still have to find money to
pay off Lhe IMF later. .

“Groduating” from thi=z would take de.
cades, and during that time the country
would M;;mm from the IMF,
losing its ence.

The first serfous attempt mado by Malag:
sln to combat the greedy currency specula-
tors, who were having a one-way bot, was
to make them aware that selling the ringsit
need not be a one-way bet all the time,

There was a need lo identily soms
sources of supply of US dollars which could
be sotd for ringgit to off-set the purchase of
US dollars sgainst ringgit by the currency

ulators, . .
. wﬁdamion hod already been made that

tbe Central Bank should not use its exter-
nal reserves to Intorvene.
* Fortunately, Malaysia has a number of

companies with large export procesds and

spore. The Central-

off-share ringgit

ds, only book en- _

these companies aro natural sellers of US
dollars.

‘Trying something else

All that was required was o coordinate
thelrzales of US dollars in such a way as to
euteh the short-solltrs off-guard, and trig-
ger the element of fear in them, so that
_they would buy back the ringgit that thay
had short-sold, fearing that. it would appre-

- ciate and cauge them Lo Jose mondy.

Of course when they buy the ringgit it
‘would appreclate further, B

When this strategy was put into effact, it
worked fnitlally, The slide of the ringgit
stopped and subsequontly the ringgit be-
gan to.appreciate towards the rato of three
to one US dollar, e

It Tooked g if the ringgit could go back
':.:Jh original loval of 2,50, AL this point,
came back with a vengeance.

‘They sold larger and larger amounts of
the ringgit. The Mal i

hedge tunds, realising what was afoot, .

keep small of cash for ch

s versaly affected by the
Yy wold ot be able (o defend e,
ne

the world's banks. It would not be able to
berrow should it need money for whatever
reazon. Interest rates on such loans would

be ralsed to prohibitive levels, It was hint- -

ed that sanctions might be.applied figainst
Mplaysia,

Additfopally, Malaysia had to pay for lm-
parts, Would thero b sulfickent fofelgn ox-
change to pay for these. Dej toas it is
for tapital and intermediate goods In order
to manufacture for exports, inability to pay
for Imports would reduce Maloyesin's ex-

and inflow of forelgn exchange,

What il all the Investors, both short and
long-term, wers to pull out. Malsysia's
economy would collapse. There was the
possibiiily of legal action being taken
againat htalnyu!a by a host of pe?p.lg ad-

of the Cs came

with travellers wishing to visit Malnysia,

. Larger smounts to be tuken into Malay- |
sla may be by a bank order which can be
" drawn on o Malaysian bank.

‘The foreign bank would recelve from the
buyer the equivalent amount In forelgn
mm:yﬁbe!em lssuln&:bbuk arder 1o
ransfer the ringgit to uyers actount
In the Malayslon Bank, *

The manner with which the curency
tradors buy and sefl ringgit have already

“ beon explalned. Such transactions are any-

thing but transparent,

‘They are also vory fast now as thay are
done on the compulers of the banks. Liter
ally nundreds of millions of dollars can
change hands within n fow seconds across
numerous borders. '

1f we have to provont the curroncy trad-
ers from getting thelr hands on the ringgit,
we can only do so through the Malaysian
anks which are subject to directives by
the Malaysian Contral Bank.

After studying the modus perandi of the

: could not sustain thelr defence of the ring.

gif against the multi-billion dollar hedge
funds and foreign banks which al-
Jowed them to leverage up to 20 times their
capital. .

Considering that the Guantum Fund agd

tradars, it was declded that gince

any ringgit transaction abroad must bo re-

flected in the books of Malayslan banks
;hare the physical rﬁ;ﬁ is held, these

alaysinn banks and foreign banks auts
Ing In Malaysia should be |nB|1'III:|.IBdD::: to
lrms!erll,mdnuttﬁtmmummmm

. tinggit need not be a one-way bet.
all the:.time’, - R TR

v do

the Long Term Credit Mana t Fund
‘ware capitalised at avound mnmim.
(RM358 billlon) leveraging by-20 times really
means that they have virtually unlimited
capital retources o counter mny attempl
by Jocals to roll back the devaluation. Very
quickly the companies gave tp the attempt
to defend the ringgit.

Since the first strategy did not work,
something else had to ba tried. The Govern-
mient considered a proposal 1o peg the ring.
git against the Yen, but pegging was not
possible as long as the ringgit wes frealy
n\lr:]h.hle to tho currency traders lo manip-
uliste. J

Finally, it was decided that the only re-
maining opticn was to lmpose selective ex-
change controls, Early In 1584, a proposal
was made for a broad framework of ex-
changs control measures,

The most cructal clement o ensuring
that currency control would work was. (o
prevent the ringgit from getting into the
hands of the currency traders.

The ringgit, as had been“axplained, never
Inaves the country. This is becauss tha
ringgit is not valld tender in other coun-
tries, :

- The physical ringgit outside the country
Is anly useful for exchanging with other
currencies by people who want to take it
back into Malaysia, where it can bo used to,

purchass .
Monoy changers and forelgn banks may

othll:. e . 20
Ringgit appreciates

The legal ownership of the ringgit wouldl
romaln with the ewuer of the ringgit at the *
time the 1s wera | d dl
of his sale of hls ringgit,

The buyer will not be entitled to the ring-
git he has bought. Effectively this meant
1o offshore transaction |n ringgits was pos-
sible. The sale of ringgit outside Malaysla
ﬂmd abruptly.

¢ were some last minute pirchnses
ol tho ringgit by the currency traders in ex-
pectation of the Government revaluing the

currency.

As a result-the ringgit appreciated slight-
ly. The other Aslan currencles also approcl-
ated as there was general fear that other
countries would follow Malaysia's

up

with 32 reasons why Malaysia should not

tultempt to control the exchange rate in the
L3y that was proposed. y

. Although all the arguments were demol-

ished, the fear was renl and the g:sslhln

problems which the country would be fnced

a very serjous refluction in market capltali. -
satlon. At the time the currency tunmoll be-
fan, the market was worth more than
RMB00 billion or about US$320 billion, al
2.50 ringgit per US dollar.

As soon as the ringglt was subjected (o
altncks and was devalued, share pricos on
the Kuala Lumpur Stock Exchange started
to fall. The Composite Index was at about
1,000 palnts In early 1997, By the end of 1997
it had dipped to around 600,

CLOB mechanism

The Government tried o stop the stide
by making short-selling illegal. But still,
the share prices went down, It was appar-
ent that thera was a leshoge. y

And that leakoge could only be due lo
shares buing sold on the Singapare aver'the
counter market called CLOB (Contral Limit
Order Book}, set up BY the Singapore au-
tharities to market Malaysian shares when
the Singapoce Stock Bxchange was separal-
:: from the Kuala Lumpur Stock Exchango

1859, - r

nstiifing

e Ad

nﬁ_ds_'t- ucialelement in

at currency control

/s would work was to prevent the

nggitfromgetting into the hands
‘the:currency traders. The ringgit,

s had been explained, never

LA

 leaves:the cuntry. This is because .
the ringgifisnot valid tender in
: ,d}h'a_rg:o;i_ntr_l ' )

Es,

with were frightentng,

Imposing controls

At that time the political situation in Ma-
laysla was still stable. The Deputy Prima
Minlster and Finance Minlster was still
with the Government. Nevertheless, If the
proposed controls falled, than the Govern-
ment's credibility would be shattered and
the Government party might lose In the
next election. 4 )

Throughout the discussions, the Deputy
Governor of the Central Bank was uncon-
vinced and oppesed the controls.

When It was pointed oot that Clilna has

- such restriction on trading of its eurrency

ho argued that whereas China had naver
freed’ Ils currency, the ringgit hod been
flpated'a long time,and controlling It would
be a biickward step, 5
Eventually with various degree of reluc-

Sales of shares on the Kuala Lumpur
Stock Exchange have to be registered with
ﬁa Central Dapository System accounts in

 Such s::n are subjected to conditions
. d

fan L Malay-
gian brokess and the Kuala Lumpur Stock
Bxchange benefit from commissions
chorged. Sales In Singapore would not of
course benefit Malaysians or the Govern.

ment,

Although the Malaysian Government ob.
Jected to the selting up and the operation of -
CLOB, no serlous attempt was made to slop
the activities of this over the counter trad-
Ing in Malaysinn shares in Singapore.

Even whon frequent rumowrs were start-
ed in Singapore which caused share prices
to dip, and then lo recover when the ru-
motirs were found to be unfounded, the Ma-
Lnég!np authorities did nothing.

¥, 5 In 8§ were
wmakdng a lot of money from these rumours
and the sut

tance Il wos declded thot the
should be imposed.

The Central Bank was paturally given
the task of implementing the various men-
sures, the principal of which was to in.
struct banks in Malaysia not to transfer
ringgit to any account when instructed to
do 50 by their client's banks abroad,

Bank Nogara was to supervise the man.
agement of ringgit owned by foreigners
very strictly to prevent any

* The ringgit owned by foreiguers could,
However, by used to buy anythiog within

the country and to export the goods pur- -
chased, ;

This simply meant releasing the ringgit
into the market and increasing Lguidity, ln

of the share

ces. ?

But whon the currency turmoil started,
the drop in share prices became more acute
despite the ban on shoct-selling, . -

Suspecting the CLOB for the faflure of
the ban, the former Central Bank Adviser
was requesied to study In detail the mecha.
nlsm through which Malayslan shores
ware traded on the CLOE. .
o B OB T

al led
Singapore (COPL).
All ahares purchased thraugh CLOB goes
Anto the CPDL, which had CDS accounts
with Malaysian brakers, but the bull of the
Ttustody was with Huang-DBS Bhd In Pe-

But of course these countries were undor
IMF eontrol and could not take indepan-

- dent action.

When the ringglt was traded at 350 to
the US Dollar, the Government unnounced
that that would be the rate of exchange be-
twoen the ringgit and the US dollar,

But all was not smooth salling in devel-
oping this-strategy to fix the ringgit ex.
change rate by depriving the currency trad.
era of access to thd currency. F

The proposal wes debated at length in
the NEAC Comumittes. Inftally most of the

| members were against it The Deputy Gov-

this way, much of the money which was be-  nang. o

ing used to late would be to- The boneficial owners of CLOB shares in
Malaysian banks to Singapore did ol have legal ownership of

lend to locals,

The ringgit could not be taken oul of tha
country {n any form. However, dividends or
proceeds ‘from the sale of assets In the
country was allowed 1o be taken out In for-
elgn currency at 3.0 to one US dollar to ba
obiaineq from the banking system or Con-
tral Bank. .

The sale of assots during such Umes
woulid npt be easy, as there were fow local
buyers and the prices would not be good,

Sales to foreigners would tuvelve Inflow
of funds and would not affect the reserves
when the foreign exchangs ls taken oul. ,

the shares, as far as the Malaysian CDS is
concerm .

ed.

What they had was a statement from the
CDPL, which confirmed to them on a
manthly basis thelr stock holdings, includ-
l&%me Malaysiun shares purchassd at

B,

Since the trustees of the share oymers re-
mained the same,

lend
the shares for short selling In the CLOB .
and the Malaysian CDS would not be any
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