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TI ME

Saya mengucapkan berbanyak terima kasi h kepada

j awat ankuasa penganj ur Mjlis Makan Mal am I nstitusi-
Institusi Kewangan Mal aysi a kerana nmenj enput saya dan isteri
saya ke majlis yang di hadiri oleh ahli-ahli kewangan. Saya
berasa genbira dapat sekali |agi bersama-sanma tuan-tuan dan
puan- puan pada nmal amini dan saya ingin berkongsi pendapat
mengenai beberapa perkara yang bersangkutan dengan industri
kewangan dengan tuan-tuan dan puan-puan

2. This year represents the sixth consecutive year of
steady and strong growt h for the Ml aysi an econony. The
current phase of econom c expansi on began in 1987 after a
prol onged period of difficulties in the early 1980s and the
deep recession of 1985-86. Over this phase of buoyant eco-
nom c performance, our econony has experienced rapid in-
crease in output; substantial rise in per capita inconeg;
hi gh degree of industrialisation; and numerous opportunities
for new jobs and profits. Al these speak well of our ef-
forts in the past to nodernise and devel op the econony, and
augur well for the achievenment of our stated vision of a
fully devel oped country by the year 2020.

3. Naturally, in the run-up to our present status, the
economny has begun to show sone signs of strains. This is
only to be expected. Rapid growth brings with it certain
probl ens, for growth inplies change and change needs adj ust-
ments. Consequently, consunption spendi ng has been rising
persistently, and national savings have been on the decline.
The | abour nmarket has tightened progressively and wages have
been trendi ng upwards. Inports have been accel erating while
t he external paynents position has remai ned subdued. The

bul I'i sh demand sentinents and increasing supply constraints
have had discernible effects on prices and inflationary
pressures.

4. Many, including international observers and anal ysts,
have considered the current chall enges faci ng Mal aysia as
bei ng the "happy probl ens" brought about by econom c suc-
cess. Wiile we take solace in the fact that the "unhappy
probl enms” woul d be much nore daunting, the current problens
must be managed wel | nonet hel ess. Determi nation and resolve
are equally needed as if the problens arise fromfailures.

5. If there is any lesson at all to be learnt fromthe
present sluggi shness in the econom c performance of nbst ma-



jor industrial countries, it is the fact that excesses which
acconpany econoni c expansi on are not sustai nable, and sooner
or later nust be reversed. Subsequently, as individuals and
conpani es are conpelled to reduce their |evels of indebt-
edness and institutions to rebuild their bal ance sheets,

t hese industrial countries were plunged into a pervasive and
prol onged period of econom c weakness.

6. It is precisely for this reason, i.e. to prevent the
excesses of econom c behavi our in Ml aysia, that we have in-
stituted tight noney managenent in order to noderate spend-
ing, particularly for conspicuous consunption. W want to
encour age greater savings, and if needs be, to induce forced
savings, in order to narrow the existing resource gap and
ensure long-termstability, as well as to provide a steady
flow of non-inflationary funding for the grow ng investnent
requi renents under the Sixth Malaysia Plan. To prevent ex-
cesses in the financial system we need to ensure that the
strengt heni ng of prudent supervision as a conplenent to nar-
ket discipline does not |ag behind the radical changes in
financial structures. It is inperative that a proper bal -
ance be struck in providing a tight safety net which ensures
public confidence in the financial system while at the sanme
time nmoving further ahead towards deregul ati on. Regul ati on
are abhorred until, of course, soneone gets hurt. Then the
Government will be questioned as to why it failed to regu-

| ate.

7. At the working | evel, workers and producers alike mnust

t ake cogni sance of the increasing supply constraints in the
econony and to inprove productivity and upgrade their
conpetitiveness in the overseas markets. Wrkers, for in-
stance, should not indulge in the ol d-fashioned wastefu
confrontational |abour practices which wuld |lead to a wage-
price spiral, which does not really benefit anyone except
our external conpetitors. Producers too must not explooit

the inperfections in the market reginme to generate "fat"
profits at the expense of consuners. Qur ability to keep
inflation | ow depends on the w llingness of everyone to pro-
tect the integrity of an efficient price discovery mech-

ani sm

8. The tendency to profit fromreduced cost while respond-
ing to increased cost by inmediately increasing prices
shoul d be resisted. Reduced cost of inports due to appreci-
ation of the ringgit, for exanple, should be passed on to

t he consuners as much as increased cost are passed on. By
passi ng on reduced cost, inflation can be better controlled.
Low i nfl ation reduce pressures for higher wages, anong ot her
things and this will benefit both the inporters of raw mate-
rials as well as the producers of manufactured goods. The
net result is that we will remain conpetitive in the domes-
tic as well as the export market. Profiteering under what -
ever circunstances will result in a backlash that will hurt
everyone. Even if costs go up, it is better to counter

t hrough i nproved efficiency rather than increased prices.
The reason the Japanese are unbeatable is because when oi



prices went up and when the Yen was reval ued upwards, they
did not follow this with correspondi ng upward revi sion of
prices.

9. Maybe this is expecting too much of the Ml aysian busi -
ness conmmunity. But if good econom c sense cannot be mnade

to prevail, Governnment may have to step in. This is not a
good solution as the inplenmentation of regulations is sel dom
free fromabuse. Wen this happens, the community and the
nation will suffer

10. Low inflation is sonething Ml aysians take for granted.
Mal aysi ans al so consider that inflation nmust be dealt with
by the Governnment through [ aws, regul ations and fiscal neas-
ures. But thereis alimt to what the Government can do.

In the final analysis it is the people who nmust play the
principal role. For this, they need to know the causes of
inflation and the role they thensel ves nust play. Perhaps
the financial community can pronote a better understandi ng
of the role everyone nmust play through systematic progranmes
in the nedia, particularly through tel evision. No one wants
to spend a hundred ringgit to buy a bar of chocol ate which
presently sell for only one ringgit. Yet this is the story
of many currencies not only in the devel oping countries but
even in the devel oped ones. W will go the same way if we
are not careful

11. Wth increasing conpetition and rapid changes in the
econom ¢ envi ronnment gl obally, adjustnments have to be nade
where necessary in order to stay ahead of others. In this
regard, our producers and exporters should not be discour-
aged at the recent devel opnments in the exchange rate of the
ringgit. Currency novenents should not be regarded as the
princi pal determ nant of export conpetitiveness. In any
case it should be renenbered that the present exchange rate
is the sanme as the rate about five years ago. At that tine
we were still conpetitive. We should be as conpetitive now.

12. In a wide open econony |ike Ml aysia, the appreciation
of the ringgit should result in substantially | ower inport
prices. The servicing of external debt will also be

cheaper. This should in turn benefit both producers who

rely on inported raw materials and other inputs in the pro-
duction process, as well as consuners who consumne in | arge
nmeasure inported goods. Equally, inported plant and machi n-
ery will be cheaper. As | have said, inporters and traders
nmust pass on the benefits of |ower inport prices down the
line, and should not take advantage of the strong ringgit
and regard it as windfall profits. The Governnent views se-
riously the need to strictly enforce the conpetitive pricing
behavi our anong traders, to bring down costs in the econony
for the benefit of producers and consuners alike. In this
regard, any remaining barriers and rigidities preventing the
free flow of goods and services in the country will need to
be liberalised or deregulated. At the sanme tinme, the pric-

i ng behaviour and the efficiency of the price discovery
mechani smw || have to be closely nonitored and i nproved



upon.

13. Furthernore, producers nust take advantage of the pres-
ent econom c situation to shift into nore capital intensive
and hi gh technol ogy production processes. It is heartening
that a shift in this direction is gradually taking place in
recent nonths, based on the profile of the flow of new in-
vestments. Indeed, investnments are on average bigger in
size, and this represents a wel come change which ought to
result in higher productivity, as well as ease the grow ng
tightness in the | abour narket.

14. It appears that there is an increasing tendency for top
managenment of banking institutions to preoccupy thensel ves
wi th what they consider to be the major banking issues,
nanely asset/liability nmanagenent, information technol ogy
and profitability, at the expense of such run-of-the-mll
banki ng activities as service to customers, inculcating the
savi ngs habit, the security aspects of their operations and
their nost basic function of |ending. Bankers must not for-
get that they are internediaries. Their main function is

i nternedi ati on. Wthout the confidence of depositors and
borrowers, they have nothing to intermedi ate. Utnost care
and attention nust therefore be given to the basic areas of
banki ng for these very fundanental reasons.

15. Banking deals in a highly desirable and Iiquid comod-
ity -- noney -- and noney business calls for security and
trust. It is of paramount inportance that all aspects of
banki ng operations are accorded security surveillance with
equal stringency. Bank custoners need to be assured that
bankers act in their best interest; not their own self-

i nterest. Secondly, banking is predicated on the nainte-
nance of depositor confidence and this will evaporate where
the assets of a banking institution, which in the nmain are
concentrated in loans, threaten the ability of the bank to
nmeet its obligations to depositors. The tenets of sound
banking lie in security, sensitivity and surveill ance.
Bankers are expected to deliver them all

16. The vulnerability of banking institutions to incursions
into its security and control system by persons bent on ac-
qui ring weal th through di shonest neans is best illustrated
by several recent events. The "M DF cheque scant hi gh-
lighted the fact that routine banking transactions which are
normal ly carried out safely as a matter of course may not be
saf e enough when assailed by determ ned persons acting in
concert to defraud the bank. Quite obviously, nothing

shoul d be taken for granted and bank staff have to be vigi-
lant at all times in supervising everyone including their
own col l eagues. It is reassuring to note that nmany banking
institutions have instituted additional screening checks on
the identity of persons they deal with. The public wll

have to put up with the inconveni ence of nore stringent
checks as it is in their own best interest. Custoners can-
not enjoy safety of their deposits if they are unwilling to
put up with stringent procedures in their daily transactions



at banking institutions. But, a sensible balance needs to
be mai ntai ned. Cunbersone procedures and del ays can be
count er- productive. Banking invol ves the managenent of
risks -- all risks, not just credit risk. It is time bank-
ers do the jobs for which they are well paid.

17. Technol ogy has been a boon to nodernising and enhanci ng
our productivity and quality of life. In banking, it has
shortened consi derably the processing tine involved in many
routi ne banki ng transactions and i nproved trenmendously the
capacity of banks to cope with the vol ume, scope and the in-
creasing conplexity of their transactions. However, auto-
mati on, conputerisation and the electronic transfer of funds
have al so given rise to new avenues for defraudi ng banking
institutions.

18. Banking institutions have to be alert to the potenti al
of such frauds. Last year, banking institutions reported
193 cases of frauds involving approxi mately $600 mllion
ringgit, conpared to 778 cases involving |l ess than $30
mllion ringgit reported in 1990. And this does not include
credit card fraud which, in 1991 al one, registered 14,006
cases involving $17 million ringgit. Fortunately, the bank-
ing industry was able to detect many cases of fraud and re-
covered much of the | osses. Consequently, actual |osses
totalled about $25 million ringgit or less than 5 per cent
of the total anount of $600 million ringgit in frauds com
mtted in 1991

19. There is no room for conplacency as any laxity would
only entice the crimnally inclined to test the controls of
an institution. Furthernore, public confidence could be af-
fected if they begin to question whether all their trans-
actions through the banking system can be conducted safely.
The banki ng i ndustry cannot afford such doubt to creep in as
it will eventually underm ne the nation's paynments system

20. There have been calls to inpose harsher penalties on
white collar crimnals and these are currently being studied
by the Governnent. However, the law by itself cannot be the
sol e means of countering society's ills. In these days of
the educated crimnal, a really determ ned crook can defraud
banks, institutions or individuals. The only real and ef-
fective protection against crinme is the noral and ethica

val ue system of the society. A society which cares little
for honesty and integrity will always be assailed with a | ot
of crimes, including those by the casual crimnals.

21. Gven that insider fraud is increasingly ranpant, the
control should start at the point of entry to an institu-
tion: that is at the recruitnment |evel. To weed out poten-
tially unsuitable characters, particul ar enphasis should be
paid to character, tenperanent, attitude and di sposition
Managenment nust al so be alert to external pressures affect-
ing staff performance and behaviour. A caring corporate
culture should be instilled. Simlarly, genuine grievances
of enpl oyees should not be ignored. Managenent nust al so



keep a vigilant watch for vices anong the staff, such as
drug addiction, ganmbling or a penchant for |uxuries beyond
their means.

22. As custodians of public funds, the financial sector
necessarily has to display very high standards of financial
di scipline and integrity. Managenment nust be seen to deal
firmy and unconpromi singly with any infringenent of these
standards, however small they may be. Dishonesty by a bank
enpl oyee underm nes the very foundation of banking. In the
final analysis, the scale of fraud in an organisation is a
reflection of the ability of its nanagers to manage. Deal -
ing with fraud calls for a tough, yet fair and unambi guous
policy by top managenent. They nust nake it patently clear
t hat di shonesty will not be tol erated.

23. Financial institutions have the onerous responsibility
of safeguarding public confidence in the financial system
and are expected to play their rightful role in the battle
agai nst white collar crime. Ganted banks cannot control
the desire to steal, but banks can surely control and limt
the opportunities to steal. These controls and limts need
not always be considered in terns of cost, but should be
wei ghed agai nst the potential benefits.

24. Malaysia is in a critical phase of econom c devel op-
ment. To attain our cherished vision of a devel oped nation
by the year 2020, bankers should be nore supportive of

i nnovators and entrepreneurs who have the vision and the
dynamismto create, but little or no collateral. Ml aysian
bankers of this era nust also venture far beyond the tradi-
tional collateral-based financing into the nore adventurous
domai n of project and venture capital financing. It is not
suggest ed that bankers shoul d be reckless. O course, they
nmust be guided by the underlying time-tested principles of
good | ending. What | amsaying is that bankers shoul d take
calculated risks in the less well-trodden paths, and not
rely on the confort of following in the footsteps of others.
Cal cul ated risks nust be taken or your business is not bank-

i ng.

25. Inilah pendapat saya nengenai beberapa perkara

ber kai tan dengan industri Kewangan. Saya nengucapkan terina
kasi h di atas perhatian tuan-tuan dan puan-puan. Sekal

| agi saya nengucapkan terinma kasi h kerana nenjenput saya ke
Majlis ini
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