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TI ME:

My Lords;

Excel | enci es;

Di stingui shed CGuests;

Ladi es and GCentl enen,

| am pl eased to be here with you tonight and to share
with you a significant nmonment with the openi ng of Bank
Negara or the Central Bank of Malaysia's Representative
Ofice in London.

2. The openi ng of Bank Negara's Representative Ofice here
is a nonentous occasion for us and a source of great pride
to Mal aysians. For here yet again is another synbol of

Mal aysi an progress and prosperity since our independence in
1957. It should also serve to further strengthen the cl ose
ties between Britain and Mal aysia. Indeed, thirty-two years
after independence, the relationship between our two
countries continues to grow fromstrength to strength.

In the manufacturing sector, for exanple, nearly 25 per cent
of the total foreign investment comes fromBritish sources.
British interests are particularly sizeable, as it has
traditionally been, in the plantation, mning, trade and
services sectors. Clearly opportunities for even cl oser
British-Ml aysia cooperation in trade and industry abound.
Al that remains is for entrepreneurs to seize the
initiative to bring themto fruition

3. The scope for cooperation, of course, extends beyond
the real ns of trade and industry. Education is one exanple
that quickly conmes to mnd. Another is defence, where the
Menor andum of Under st andi ng si gned | ast year between
Britain and Mal aysia introduced new

di mensions to an al ready beneficial econonic collaboration
bet ween our two countries. And today, yet another evidence
of tangible cooperation is expressed in the opening of the
Bank Negara's Representative Ofice in London

Ladi es and gentl enen,

4. At the time of our independence in 1957 the Ml aysi an
economnmy was very nuch export-oriented, based |argely on
rubber and tin. The agriculture, forestry and fishing
sectors accounted for 40 per cent of our GDP then



providing two-thirds of the total enploynment and two-thirds
of the country's export earnings. Rubber al one accounted for
60 per cent while tin 20 per cent of total export earnings.

However, the per capita incone was a nere US$200.

5. Mal aysi a experienced rapid econom c transformation

since 1957 with per capita incomes rising to nearly US$1, 900
in 1988. To a large extent this is due to the effective
utilisation of the nation's vast natural resources. But
diversification into other crops as well as manufacturing
for exports have not only contributed to growh but rendered
the econony nore resilient. W have now becone big in the
export of palmoil, tinber, pepper, cocoa, oil and gas as
wel | as nunerous manufactured itens. Living standards have
consequently inproved significantly, with external reserves
mai nt ai ned at confortable |evels. Donestic prices are
stable, while the budgetary and external paynments position
on current account again show ng confortable surpluses after
a short period of recession.

6. The crucial turning point came in 1981-82, with the
onset of the global recession and the debt crisis. Despite a

nore diversified econom c base Mal aysia, |like Britain, was
not spared fromthe contractionary effects of the world
recession. In Britain, | understand, the recession of 1981-

82 witnessed unenpl oynent reaching record levels, while the
inflation rate remai ned extrenmely high at over 20 per cent.
At the same time, industrial production and the G oss
Donesti c Product slunped and conpany bankruptci es soared.
Wth the inplenmentation of tough adjustnent policies
designed to liberalise the econony in the mdst of world
recession, the British econony began to inprove in 1983
with inflation brought down to under 5 per cent within a
relatively short period. Adjustnents in the Ml aysian
econony have been equal ly painful and have produced equal |y
successful results.

7. During the initial down-turn the Ml aysi an Gover nnment
resorted heavily to traditional Keynesian neasures to "ride
out the recession”, under the inpression (which |ater proved
false) that the world recession would be short-lived. Wile
fiscal punp-primng helped to return a respectable growh
averagi ng about 6.4 per cent annually in 1981-82 the

toll was heavy. Wthin a span of three years the Federa
Government's fiscal deficit deteriorated from8 per cent of
GNP in 1979 to nearly 18 per cent in 1982. The prospects
were for a further worsening of the fiscal position, in view
of the deflation of world growmh and trade. Equally

daunting was the correspondi ng deterioration in the bal ance
of payments. The current account deficit, which was only
about 1 per cent of GNP in 1980, surged to 14 per cent by
1982. In order to finance these deficits external debt

accel erated sharply fromonly US$4.5 billion in 1980 to
nearly US$10.5 billion by 1982, equivalent to 41 per cent of
GNP. Although still nodest by international standards it was
far too high for Ml aysi a.



8. By the mddle of 1982 it was clear that the rapid

i ncrease in Governnent spending was not sustainabl e,
particularly as the gl obal econony showed no sign of the
predi cted cyclical recovery. Not only did the Governnent
nmove away from expansi onary budgetting but it began to
rapidly reduce its spending. Subsidies were cut back and the
operation of public enterprises rationalised. Intake of
personnel into Government service was drastically curtail ed.

9. Instead the Governnment pronoted the private sector by
active cooperation and support through the ' Mal aysia

I ncorporated concept. New incentives were provided while
bureaucratic inpedinments to business were renoved. A
privatisation policy enabled the private sector

to take over a nunber of Governnent services, thus reducing
t he burden on Government and inproving the services.

10. Foreign investnents were boosted by the provision of
new i ncentives and the renoval of various unattractive
conditions. New industrial zones were prepared and

bur eaucratic procedures made nore sinple.

11. The adjustnents were as tough as they were painful

But through perseverance the Government succeeded in turning
t hi ngs around. The facts speak for thenselves: by the end

of 1985 the Federal budget deficit had been reduced from 18
percent to 6 per cent of GNP and the bal ance

of payments deficit from 14 per cent

to 2 per cent of G\P

12. For an economny so accustomed to receiving strong
Government stinulus to sustain growmh, the sharp fiscal
retrenchment had severe deflationary effects on the econony.
And when the comodity prices collapsed across the board
with the Conposite Conmodity Index falling by 10 per cent in
1985 and by another 24 per cent the foll ow ng year, the
econonmy went into a tailspin. The econom c growth turned
negative for the first tine since independence. W thought
that diversification or 'not putting all our eggs in one
basket' was a good strategy but no one expected all the
baskets to fall crashing at the sanme tine.

13. | amproud to say that despite

the roof caving in over our heads we remai ned

committed to our structural adjustnment programe.

The econony has been on the recovery path since 1986 and by
the end of 1988 growth had accelerated to nore than 8 per
cent in real terns, a record not achieved since 1979. To
some extent the strong recovery was stimulated by a pick-up
in wrld demand as well as higher conmmodity prices. A
surplus in the bal ance of paynents on current account

of more than US$2.5 billion or 8.5 per cent of GNP was
recorded in 1987. The current account of the Federa
Governnent al so showed a snall surplus of about US$50
mllion in 1988, a full year ahead of projection

14. While 1988 wan an excell ent year



for the Ml aysian econony, expansion

of the econony is expected to be sustained in 1989, when GDP
is expected to achieve 7 per cent growh. Investnments, both
| ocal and foreign, are projected to remain strong. Foreign
capital inflows have continued to i ncrease as econonic
fundanmental s remai n up-beat and infrastructural facilities
and support services remain excellent. Indications are that
Mal aysia will becone increasingly nore attractive to foreign
i nvestors because of various positive elenents in her

favour.

15. Admittedly the structural adjustnent process is by no
means over. The process of transformng the econony from
one that is highly dependent on Governnent

spending to one that relies nore

on private sector initiative and enterprise wll
necessarily take time. But the stage has been set for the
private sector to nove ahead in terns of |arger investnent
outlays. Fiscal policy is in place to ensure that the
Covernment provides support to private investnment through
adequate and efficient infrastructure and attractive

i ncentives, while the thrust of nonetary policy is towards
preserving price stability and creating a financial
environnent that is conducive to entrepreneurship.

Ladi es and CGentl enen,

16. In order for Malaysia to continue to grow and devel op
in the future we need not only interna

discipline and initiative but also external markets.

I ndeed, we all need external narkets or nore accurately
international trade in order to grow, particularly in

t he shrinking interdependent world of today.

17. W are at the nonent trying to assure ourselves that
the unification of the European markets will not affect us
adversely. It would be nice if we have to deal with only
one uni formset of rules when trading with Europe, possibly
i n one | anguage. But powerful trading blocs have a way of
deal i ng heavy-handedly with weak trading partners. Recently
one such bloc drew a list of 30 countries which had
conmmitted sone nmi sdeneanour or other. Malaysia is in

this list, having obstructed inport of 300,000 sterling
worth of apples a year. We have been warned that we will be
puni shed if we do not mend our ways. That that country
itself is practising all the crimes it is accusing others of
isirrelevent. In international trade wealth and power is
what counts.

18. Consequently you nust excuse us if we continuously harp
on the possibility of Fortress Europe resulting fromthe

uni fication of the European nmarkets. Qur fear is very real
Qur market is so small that we will not be able to retaliate
in any way.

19. For many centuries we were the
captive markets of European powers.



Now t hat we have obediently accepted European free trade
principles and we have benefitted a little fromthem we
find that the erstwhile protagonists are intending to switch
to close systens. W are forced to ask ourselves whether in
fact there is no such thing as neo-col onialismor

neoi nperialism Ternms like NICs are invented in order to
have an excuse to suppress growh in a devel opi ng econony.

20. However, Ladies and gentlenen, let us get away from

t hese depressing thoughts. Wat is inportant tonight

is that with the setting-up of Bank Negara's

Representative Ofice in London, Malaysia would be in a
better position to nonitor nore closely economc trends and
devel opnents so as to enable us to adapt our own strategies
accordingly. As you have seen, the Ml aysian econony has
gone through a significant transformation over the | ast

t hree decades in response to the changing needs in the world
economny and in response to technol ogi cal advancenent. W
see ourselves as a dynam c econony able to respond to these
changes.

21. | understand that with the operations of the London
Representative Ofice and the New York Representative Ofice
set up in 1987, the Central Bank is physically present in
the international financial nmarkets round the clock - on a

24-hour basis. Apparently, central bankers do not sleep! On
nmy part, | amable to sleep soundly these,
days, know ng that Bank Negara does not sleep

22. On that note, |adies and gentlenen, let me wi sh you a
pl easant eveni ng.
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