SPEECH BY: DATO SERI DR MAHATHI R BI N MOHAMAD
( PRIME M NI STER )

EVENT: THE OPENI NG OF THE ASI AN CAPI TAL MARKETS: GROMH FRONTI ERS
CONFERENCE

VENUE: HI LTON HOTEL, KUALA LUMPUR
DATE: 20 JUN 1994

TI ME

I am pl eased and honoured to have this opportunity to
address such a distingui shed gathering and to declare open
this international conference on Asian Capital Markets. |
understand that besides participants from our nei ghbouring
countries, we al so have del egates fromother parts of the
wor | d.

2. That the Conference ranks very high in the efforts
towards creating better understanding and a nore accurate
perception of the capital markets in Asia is evident from
the wide array of internationally renowned speakers and the
range of topics to be discussed. | believe the proceedings
over the next two days will be both interesting and

stinmul ating.

3. Asia has caught unprecedented attention in the |ast one
decade. The spectacular growth of the Asian econom es
shoul d continue to outpace the world average. The year 1993
saw an average grow h of 8.4 percent conpared to the

sl uggi sh world GDP growth of 2.3 percent.

4. The Asian capital markets, riding on the waves of the
econom ¢ growth, has al so reached new hei ghts. The turnover
of shares in terns of value has been phenonenal. Taiwan's
turnover was 236 percent of capitalisation, South Korea 172
percent and Mal aysia 90 percent. By conparison, the
turnover ratio of capitalisation on Wall Street was only 53
percent and in Japan 25 percent. The popul ar cliche 'when

i ndustrialised nations sneeze Asia catches a cold has
virtually turned on its head. Economic growth in the region
is now | argely independent of the rest of the world.

5. The triunphant devel opnent of Asian economes is a
result of far-reaching economc refornms and |iberalisation
| arge scale investnent in education and infrastructure
projects, privatisation of public enterprises and the

i ncreasing flow of foreign investment and intra-regiona
trade.

6. The Asian capital markets have devel oped along with the
Asi an econoni es, rendered possible by nore efficient market
operations, automated tradi ng systenms, strong corporate
performance and the opening up of the market to foreign
participation and funds. The energence of an increasingly



af fl uent popul ati on, aware of higher long-termreturns from
equities, has also assisted the burgeoni ng narkets.

7. Privatisation has contributed very significantly

towar ds economic growh within the region through repl acing
Governnental bureaucratic conservativeness w th commerci al
managenent and concern for the bottomline. At the sane
time the flotation of public enterprises has contributed
much towards stock market capitalisation. For instance
Tenaga Nasi onal the National Power Co. and Syarikat Tel ekom
Mal aysi a toget her account for over 30 percent of the market
capitalisation of the KLSE. In Malaysia, to date, 94
projects have been privatised, with a nunber of them being
listed. The privatisation exercise and |isting have pl ayed
a mpjor role in propelling the | ocal bourse into one of the
| eadi ng stock markets within the Asia Pacific rim

8. Meanwhile, direct foreign investnent (FDI) continues to
be associated with the region's econom c dynam sm wth
China as the largest recipient. The increasing flow of FDI
into this region stens fromefforts of transnationa
corporations to find cost-efficient |ocations for

i nternational production and new markets conbined with the
on-goi ng rel axation of investment restrictions. Another
source of foreign funds is the foreign equity funds. Lured
by strong econom c performance, boom ng stock market and
superior returns, foreign equity funds flowinto Asia

Paci fic showed a trenendous junp from US$10 billion in 1992
to US$25 billion in 1993.

9. Intra-regional trade which currently accounts for 35
percent of total trade within the East Asian region, has

al so becone increasingly inmportant. Trade anong countries
wi t hin devel opi ng Asia benefitted fromthe on-going process
of specialisation within the region, and the rel ated

i nvestment and rel ocation of production capacities mainly
from Japan and the Newy Industrialised Econom es.
Devel opi ng Asi a enconpasses three of the four nost popul ous
nations -- China, India and Indonesia where a swelling
nunber of mi ddl e-class consuners can be relied upon to
create high demands for exports within the region

10. Al over Asia's enmerging markets, refornms have been

i ntroduced to encourage liquidity, market efficiency and
transparency. For exanple, relaxed rules on foreign
participation have attracted huge anounts of noney into the
regi onal stock nmarkets. Gven the increased liquidity and
tradi ng vol unmes, nost bourses either have or are in the

m dst of computerising trading systens to ensure that

technol ogy, trading, clearance and settlement procedures are
sufficiently well devel oped.

11. Sone of the enhancenents that have evolved in the
various stock markets include the corporatisation of

st ockbr oki ng houses, real-tinme information di ssem nation
automated trading as well as the establishnment of scripless
trading and central depositories. Ml aysia ains to conplete



this process within the next three years.

12. A significant contributor towards the

devel opnent of the regional markets has been the presence of
foreign stock-broking interest which has contributed towards
greater professionalismand has lifted the quality of

i nvest ment research. Accordingly, Asia would al so benefit
fromthe transfer of expertise fromthe nore sophisticated
and mature markets.

13. Stock markets by nature cannot be totally free of

supervi sion. They have to be regul ated. But the problemis
that if they are too tightly regul ated, then there cannot be
the rapid responses to various factors which affect prices
and contribute to active trading. If every transaction has
to be scrutinised by the supervising agenci es then trading
wi Il cease alnost conpletely. Effectively there will be no
mar ket .

14. On the other hand w thout supervision all Kkinds of
unheal thy practices will take place. In the end if

unheal thy practices are not checked, then there will be a

| oss of investor confidence. If things are really bad, then
again the stock market will grind to a halt.

15. No one has really found the right nmeasure of freedom
and supervi sion. Perhaps your conference can come up with
sonme answers. In the neanwhile it is clear that all efforts
are focused towards achi eving sustai nabl e econom c growth as
well as transformng Asia's capital markets to the |evels of
gl obal financial nmarkets of New York, London or Tokyo. For
Asia, the 1990s promise to be the era of securities, i.e. of
stocks, bonds and financial instrunents. The region's

| ong-term prospects woul d be driven by the demand for

i nfrastructure expansion, continued privatisation of
governnmental functions and the demand for international
capital fl ows.

16. A strong inpetus to Asia's capital markets should be
the financing of infrastructure projects through equity or

| oans. An estimated investment of US$1 trillion will be
requi red over the next six years to overcome serious
infrastructure bottl enecks. Countries within this region
face a col ossal task of extending or overhauling their
transport system roads, ports and airports, power
generation and conmuni cations systemin order to neet needs
arising from hi gher productivity and greater urbanisation

17. The strong privatisation thrust sweeping across Asia
will continue to fuel the devel opment of capital narkets.

In the case of Ml aysia, some 40 projects have been
identified for privatisation in 1994. These include water
supply projects across the country and power generation

The preferred privatisation route in Ml aysia is two-staged.
The agency concerned is first corporatised in order to
renove it away from bureaucratic procedures as laid out in

t he general orders under which the adm nistration functions.



Freed fromthese restrictive practices the corporatised
agency becones financially autononobus and hence able to
adopt commercial practices. After about two years when the
performance i nproves, and they usually do, a percentage of
the shares is sold to the public. By the tinme the conpany
is listed its shares woul d have gained a prem um The
Government may then sell nore shares at the higher price.
The Governnment may divest conpletely but where public
interest or national interest need | ooking after the
CGovernnent may insist on a gol den share.

18. Malaysia is fortunate in that there is sufficient |oca
capital for the shares to be purchased by |ocal investors.
Foreign investors can buy through the market or, sonetimnes,
directly. But in sonme countries privatisation sinply neans
selling the whole agency to foreign investors with expertise
inthe field. Wiile this is a good way for the Governnent
to earn foreign exchange, the I oss of control to foreign
nati onal s can cause sone painful reaction in the country.
For privatisation to really work there nust be a fairly

wel | - devel oped private sector and private capital. Then the
capital market can devel op and be heal t hy.

19. Private debt securities (PDS) which forms an
alternative source of finance is largely undevel oped in
Asia. PDS not only provides an avenue for investnment for
state organisations and large institutions but it is also a
cheaper source of finance for the borrowers.

20. Recogni sing the enornmous potential of this market, PDS
was i ntroduced by the regulators in Ml aysia's Central Bank
or Bank Negara in 1987. Since then the governnment has

i ntroduced fiscal and financial incentives to stinulate the
market. A fully independent and wholly private sector-owned
credit rating agency, Rating Agency Ml aysia, was set up in
1990. The response to the governnent's nove has been
tremendous since the contribution of debt securities to the
total funds raised in the capital market rose froma tiny
3.4 percent in 1987 to 22.6 percent in 1992. By May 1994,
this anbunt went up to 28 percent. Nevertheless this is
still below the international |evel whereby bonds account
for nmore than half of the total international capital flows.

21. Apart froma wi der range of products, market growh
could be further enhanced by greater participation from
large institutions such as the unit trusts. The Ml aysi an
unit trust industry accounts for only 4.3 percent of market
capitalisation with 90 percent of the industry doni nated by
two large institutions.

22. There is a potential for greater participation by such
institutions especially when | arge governnent utilities are
privatised. Increasing involvenment fromlarge institutions
coul d qui cken the pace of privatisation through absorbing
new equity or bond issues. For instance Malaysia's first
power project was awarded in record tine (just 18 nonths)
after tenders were invited by the governnent. The Enpl oyees



Provi dent Fund expedited the matter by taking up the |argest
bond issue in Malaysia's history.

23. Gven that Asia is still full of vitality and

that vast opportunities prevail, it would be beneficial for
the region to establish links or alliances anongst the
countries within Asia. There is a wealth of regiona
capabilities and experience to draw upon. Strategic

al liances for regional cooperation anong capital market
could pave the route towards standardi sing regul ati ons and
devel opi ng their respective capital markets.

24. The stock market is vital to a country's econony as it
not only facilitates the raising of funds by conpanies to
fund new busi nesses and expansion but it is also often taken
as a baroneter of the economic health of the nation. As
such, the stock nmarket enables us to gauge the |evel of
confidence anong investors in the country's econony and
reflects the direction in which the econony is headi ng.

25. However, at times, especially in the present trend
towards increasing gl obalisation of the securities markets,
what happens el sewhere will also have an effect on the | oca
stock market. For instance, despite the continued buoyant
econom ¢ conditions, the prospects of a sustained healthy
GDP growth and the high profitability of Ml aysian
conpani es, the Ml aysian equities market, in line with other
markets in the region, has becone quiet.

26. Wile it is accepted that the performance of the gl oba
econony and especially that of trading partners have a
direct bearing on the performance of a country's econony,
exceptions should be noted and taken into consideration
Mal aysi a has been doing well in the | ast decade despite

di smal performance by its mjor trading partners. This
shoul d i nfluence positively those who invest for the |ong
term

27. Omership of shares could be a rewarding one if the

i nvestor identifies good quality stocks and buys stocks only
when they can be had at attractive prices. Although it is
true that in a specul ati ve nmarket, one can nake handsone
capital gains if one picks on the right counter, the
guestion is how often can one do so.

28. lnvestors, instead, should base their decisions on
fundanmental s and strive to avoid excessive speculation. In
this respect, the investor nust nake the effort to know nore
about the conpany that he is investing in. Mre

i mportantly, the investor should not be msled by runours
and so-called tips. It is incredible that even experienced

i nvestors could fall for the sanme runour over and over again
despite the runours proving basel ess as many ti mes.

29. There is a need for a nore concerted effort in
educating the investing public on the fundanental s of the
stock market if one wants to devel op a healthy stock narket.



A nation of well-informed and know edgeabl e i nvestors will
certainly go a long way towards devel opi ng a healthy and
progressive stock market that can provide the nation with
anple capital for its commercial devel oprent.

30. In this respect, | would like to congratul ate the KLSE
for its efforts to cone out with the Annual Conpani es
Handbook in the national |anguage, Bahasa Ml aysia. This
book will go a |l ong way towards creating awareness anong the
| ocal investing conmunity, particularly those who in the
past had stayed away for |ack of know edge of stock and
shares.

31. I wish to thank the organisers of this conference for
inviting me to officiate the opening cerenony. | w sh all
del egates every success in their deliberations.

32. On this note, | have nuch pleasure in declaring open
this "Asian Capital Markets: G owth Frontiers" conference.
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