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BANK NEGARA

"FOREX LOSSES COULD'VE LED TO CRISIS

Speculative trading
could've reversed
country’s growth
trajectory,

say economists

AMIR HISYAM RASID
LUMPUR

news@nst.com.my.

HE central bank’s mas-

. sive bets in foreign ex-

change trading during

the early 1990s, which

reached as high as RM750 billion,

could have led to a severe lig-

uidity and financial crisis,
economists said.

~They said the speculative in-

vestments could have reversed

the country’s growth trajectory

and made achieving Vision 2020

impossible.

R g specula-
tive forex trading was bad for
the country because it would re-
sult in a massive decline in re-
serves. .

“It could compro-

the ability of the
ntral bank to con-
trol the level of liquid-
ity in the system,” an- |
other expert said.

Malaysia teetered
on the edge of col-
lapse when Bank Ne-
gara Malaysia in-
curred losses of
RM31 billion from
“voluminous” forex
trading in 1992 and

ministration of for-
mer prime minister Tun Dr Ma-
hathir Mohamad. i

RM83L billion is equivalent to 10
per cent of the 2018 Budget, or
the entire market capitalisation
of Genting Malaysia Bhd. -

Datuk Seri Johari
1993 during the ad-  Abdul Ghani

“The forex trade by Bank Ne-
gara was as high as RM750 bil-
lion, equivalent to the gross do-
mestic product of Vietnam in

2015. lt ‘was also a big jump from

an average of RMI40
billion in 1992.

Second Finance
Minister Datuk Seri
Johari Abdul Ghani,
citing Bank Negara’s
internal audit report,
said a substantial por-
tion of the transac-
tions was very spec-
ulative.

The government
was forced to transfer
its shares in Telekom
Malaysia Bhd and
Tenaga Nasional Bhd
to Bank Negara at a nominal val-
ue of RMI per share.

The shares were then revalued
by the central bank, at RM22.10
per Telekom share and RM19.80
per Tenaga share, to cover the

Internatmnal Monetary Fund for

N ST
losses.headded
The globally ted stan-  fin

dard for international resetves
adequacy level is

“When that happens, we would
lose our like what

three months of imports. Any—
thing below that may have a dis-
astrous effect on a country’s lig-
uidity and sovereignty should the
world’s economy worsen.

An economist said: “The coun-
try would become vulnerable to
volatility in the exchange rate.

“The central bank would have
less’ ammunition to intervene if
massive capital outflows oc-
curred within a short period, in
particular when the country hasa
sizeable external debt or higher
percentage of foreign ownership
in government securities or
bonds.”

He said Malaysia would need to

 source more money from debts to

cover the outflows. -
This would get worse in a fi-
nancial crisis, he said, as the final
Idleaditoasla

happened to Indonesia and other
emerging countries durmg the
Asian financial crisi

Malaysia’s current internation-
al reserves, at US$102.2 billion

(RM417.2 billion), was sustain-

able and on strong footing.

“This is a stark difference to
1998, when our reserves was only
US$20 billion, sufficient to fi-
nance merely 2.6 months of re-
tained imports at that time,” the
economist said.

Countries need to find the
right balance of reserves that
suit their unique economic con-
ditions. Too much reserves can
be costly.

“Typically, US dollar assets,
such as US Treasury, have lower
yields compared with Asian
bonds. It could result in negative

arry,” the ist said.
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