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exchange rules. Today,

THE ringgit chargéd' ahead to

RM3.45/US$1 on March' 27, a

- level ‘not seen for almost 10
‘years. . o

" Year-to-date, it has ‘appreci-

ated 2.1 per cent, making it the -
second-best - performing . cur-
‘rency after the Thai baht. g
- 'The upward ‘march ‘of the
ringgit has been driven by the -

* convergence -of some positive

announcements,

real property gains tax; further

liberalisation' of foreign - ex-

change . administrative rules,

- covering ~ foreign _currency
_ business, foreign currency bor-

©. rowing and: overseas: invest-

mient; the prime minister’s en- °
- dorsement of a strong ringgit;
_.and speculation that the au--
 thorities will allowthe ringgit

tobe traded offshore.

.- Isit the right time to interna-
tionalise the ringgit? - -

. Since the de-pegging of the
ringgit ont July 21,2005, Bank ™

- Negara 'has gradually liber-
alised its foreign exchange ad-

- ministrative rules.in stages to

enhance Malaysia’s competi-

tiveness, reduce the:cost of do--
- ing business in the country and.

encourage the growth of the
domestic capital market. )
Malaysia-has a 'much more

- open exchange control policy
than before the 1997/98 Asian -outside Malaysia.
"7 Sinée” April. 2005,
* gara has further relaxed for-

-“eign -exchange . administrative
rules, due to firm economic
-fundamentals and a strong ex-
i ternalreservesposition:
for investment abroad for those -
. with domestic ringgit borrow--

financial crisis. There are no
restrictions on‘outflows and i

flows of non-resident funds. - )
. -Forresidents, outflows of any
" nature are permitied and ‘a:

reasonably higher limit is set

_ ing. The only remaining rules’

- are . the 11id:

the  inidirgt
. ringgit, gibucl

cess to the 1in,

taag

ke

“Is Malaysia ready for a relax-

-ation of the ringgit policy?

"~ Recent debate centres on

whether the time has come to

 consider liftingits decade-old

ban on the offshore trade of the

ringgit, which is probably the
_last vestige of Malaysia’s selec--

tive'capital controls. -
Before Sept 1, 1998, there

‘was an active market for trad-

ing in ringgit outside Malaysia.
_ The offshore ringgit market

including -
Bank Negara Malaysia’s up-.
beat assessment of the eco-
" ‘hemic outlook; the scrapping of - -

‘ jfbs preventing-

mfé’ﬁfg_’ﬁ%%aﬁsaﬁoﬁ ot
1¢ontrols on ac-
» git in offshore
markets, . T

. assets

. Malaysia has a much more open xchange control policy than -
before the Asian financial crisis. There are no restrictions on
- outflows and inflows of non-resident funds. :

is defined as ringgit-related ac.

tivities. transacted outside the

“boundaries of Malaysia. These =
. activities include’ ringgit trad-

ing, ‘as -well as -trading in

‘derivatives on the ringgit such -

as options, forwards, futures

and swap contracts. They also -
encompass all ringgit deposit- - -

taking and .lending

activities

The = changes -allow = for

greater flexibility in. hedging
against currency risks, domes- -

tic credit facilities: extended: to

non-resident - controfled .com-

panies; and investments by res-

~ident individuals, corperations -

and institutional investors.

Internationalisation means a -
~ wider use of home “currency
and a broader demand of home-
abroad. = Malaysians’

would be able to exchange the
ringgit for foreign currencies

abroad, through banks outside - -

Malaysia. -

-~ Making the ringgit tradable

would, firstly, help eliminate

-exchange risk and reduce the -
.. cost'of hedging in trade. If im-

port and export_settlements

Bank Nef g

12| e wol -

were denominated inringgit, it
would . relieve resident - fm-

‘porters and exporters from the -
‘need to hedge their export pro-

is right to ihte_l_rna

gara has grédtiallii iiﬁ)éi?aIiSé&jift’SZ:fOrei’g_n |
‘ : its upward march has made it the second-best performing
currency. LEE HENG GUIE asks whether the time

- Those against makiﬁg “the

ringgit tradable argue that the
elimination _of the offshore

- ringgit market does not affect

or-impede :the- efficiencyand

growth of trade and investment
~flows. '

 Although importers and \erx‘-
porters ‘in -Malaysia are re-
quired ‘to- settle their transac-

. tions in foreign -currencies,
 they may sell the foreign cur-
Tency for ringgit or another

tionalise the ringgit

foreign currency or retain it in -

foreign currency -accounts
(FCA). There ‘are no limits im-
posed on FCAs. S
They can also fully hedge
their export proceeds and im-
port payments with onshore
banksin Malaysia. = -

Second, under a flexible ex-

- change rate, foreign cireula-

tion of ‘home currency makes

- home “exchange " rates’ more-

velatile.

*. "Aslarge amount of;;fofeigxl‘

circulation of ringgit increases -
the. instability of domestic: ex- -
- change rates. When the magni-

tude of the short-term capital

“inflow is large, the consequent

ceeds and import payments. - -

oIt would also make life-easier
for both residents and non-res--
“idents "as they could source -

ringgit abroad, although the

cost savings would be insignifi-
- cant given the wide usage of
‘credit and charge cards, 3
- Secendly, this would create
‘an active: effshore market for -

trading in ringgit-related activ-

ities, - encompassing -currency
trading, hedging and trade set--
+"tlernents, as well as speculative
“activities. L e ;
In particular, the burden of
hedging . trade - fransactions -

would be borne by the non-res-

. identcounterparties, - - .
.. Thirdly, it would strengthen
the position of Malaysian finan- -

cial institutions in international

financial transactions  and-
build a foundationfor the coun-
- try to become a regional finan- -

cialcentre. - . - :
' This would augur well for the

recently launched Malaysia In-

ternational Islamic Financial
Centre initiative, which aims to
Pposition ‘Malaysia.-as the re-
gional centre for Islamic finan-

-volatility in exchange rate will

have a -disruptive impact on
trade and investment, -~

- Third, the efficacy of mone-

tary policy decreases with in-
creasing foreign circulation of
the domestic currency. Mone-
tary stability will be threatened

- by the growing internationali-

.sation of the ringgit.

- “and development of offshore
-, ringgit’ ‘activities, particularly

‘Over the years, the existence

'in 1997 and 1998, reached the

extent of affecting the imple-

mentation of domestic. mone-
tarypolicy..

. -Fourth, the internationalisa-
tion of the ringgit could alloy

,non-residents ‘to assume a

ction of the exchange raté as
their. activities -‘would be fol-

ing the di-

lowed by domestic traders. Po- -
" tential speculators could-build
up a sizeable position to short ~
~theringgit: ..~ - ;

-The external -account bal-

-ance essentially represents the

amount of ringgit under the -

control of non-residents. It is an

“estimate of the stock of ringgit

cial produets and services inin- -

ternational currencies.

offshore and not the volume of

offshore ringgit transactioris.
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The’ underlying stock fi gure isa

fraction of the actual volume oftrans- -
_actions.

-For - example;

be RM300 million even though the

-underlying asset is only RM100 mil- '~

lion.
--As the regional financial crisis un-
folded in 1997, the volumeof inter-

_bank transactions in the Kuala
Lumpur foreign - exchange market

rose rapidly by 64.6 per cent to reach

a-10-year high of BM1.3 trillion in"
1997. This unusually high volume -

was due to heavy speculation on the

ringgit durmg the reg10nal financial -

CHSIS““"’*“?‘“”‘?““

1§ Maiaysra ready to mternatlen-r

alise the ringgit? Strengthened eco-
nomic resilience and the healthy fi-
nancial system present a case to con-

sider loosening the ringgit policy.

T ex if a contract on-
RM100million is traded three times a -
~ day, the yolume of transactions will

-

‘lt takes courage to allow for fu
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But Malays1a must be careful.

Three conditions need to be fulfilled - -

before the ringgit can become a ma-
jorinternational currency ‘

o Confidence ~in- the MalaySIa.n :

economy and its financial system.
* Sound macroeconomic manage-
ment to-ensure stability of the ex-

‘changerate.
"o Fair and transparent market R

principles in the forelgn exchange
market. - -
We believe Bank Negara has put in

‘place a robust system to safeguard
the ringgit from any speculative-at-~
tacks. That said, a strong.and stable’

ringgit is ‘a-direct outcome of the

Malaysian governiment’s pursuit’ of

sound, - disciplined -and . consistent

‘macroeconomic policies.” ,
The fact'is that the more ringgit is -

used.and held as international cur-

rency, the greater its impact will be"
‘on the exchange market, domestic’

monetary policy and the domes‘uc fi-
: nanc1al system

has g rot ;n:ﬁp' ace

- attaéks;

“arobust System
,to safeguard the

~ ringgit from any

speculative

Care mustbe taken to minimise the‘
impacton the local market. Given the
ongoing major changes in local dnd -
international environments, the au--
"-thorities shotld proceed at an appro-

: pr1ate speed after weighing the r1sks

and rewards of hbera.hsmg the rmg

-gitmarket. .

.Policymakers should remove con-.

‘straints on financial and capital mar-

- kets and create an environment for-
~ the ringgit to evolve naturally into an.
*“.international currency, which _can.

~-only be achieved if confidence is built .

in the: currency and-in the fmanaal
market,

To win the conﬁﬂence of the global o
“community, financial -and capital
.markets need to be truly fair and
"¢ function according to market princi-
plés. Tt takes courage to allow for the -
full internationalisation of domesnc:

CUI‘I‘GIICY

~-Many- developlng countries still
.~ maintain restrictions on the convert—
e 1b111ty of domestic currency-abroad.
A cornerstorie of Sirigapore’s poli- -
‘ markets to the outside world: -

cy on capital account openness is the

non—mternatlonahsatmn of the: Sm- ‘

gapore dollar. -

The mtentlon isto ensure that the ‘

| internationalisation:

‘growth of the Singapore dollar mar-

ket is commensurate with the devel-
opment of the economy and that the
effective conduct of its monetary pol-
1cy is not compronused \
The government is also concerned

about the build-up of offshore de-
posits: of ‘the -Singapore -dollar that ~
could be used by speculators to '
destabilise the currency. .

. The explicit policy of not encourag- 7
ing the internationalisation’ of - the
Singdpore dollar also helps the coun-
try to maintain the-“softpeg” thathas™
been crucial for its outward-oriented

‘economlc development strategy.

Germany also took-a guarded posi-

~tion on the timing ‘of its liberalisation -

of capital transactions and. accepting

“the role of: the Deutschemark as an

internatjonal ¢fitrency. It put its
house it order beforé opening up its”

| Lee Heng Guieis head of
economlcs at! CIMB Research’
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