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TI ME

"MALAYSI A' S EXPERI ENCE | N MANAG NG ECONOM C RECOVERY
VWHI LE SAFEGUARDI NG THE SOCI O- ECONOM C RESPONSI BI LI TI ES"

In July last year at Swakopnmund, President Thabo
Moeki (he was not President yet at that tinme) in his
speech "Stop the Laughter" called nme a rebel

2. | had always thought of rebels as people with guns
who fight against Governnents. | was and | amstill in
t he Government of my country - so | could't be fighting
agai nst nysel f.

3. But President Moeki |abelled me a rebel not
because | shoot at my CGovernnent but because
"chal | enge the orthodoxi es of nbdern economc

di al ogue". | feel honoured that by doing this I
qualify as a rebel. In Mal aysia the shooting is over
but rebellion against orthodoxy is still possible.

4. My talk tonight is about that kind of rebellion.
I would like to warn you that this rebellion is very
dull. So I hope you will bear with ne.

5. | believe you are all aware that Malaysia is a

mul tiracial country. More than that the racia

di fferences are hei ghtened because the different races
believe in different religions, the indigenous Ml ays,
t he biggest group are Muslins, the Chinese are

Buddhi sts, and the Indians are H ndus. These religions
are usual ly incomnpati bl e.

6. But to make matters worse their shares of the

weal th of the country are also linked to their racia
origins. The indigenous Mal ays are the poorest, owning
only one percent of the economc wealth when we gai ned
i ndependence, the Chinese and |ndians had 30 percent,
the rest being with the British and other expatriates.

7. Despite these differences the three major races
managed to work together to obtain i ndependence. There
was a kind of social contract in which, in exchange for



citizenship for nost of the Chinese and Indians, the
Mal ays shoul d have a bigger portion of the economc
weal t h.

8. A decade into independence it becanme obvious that

t he indi genous people were not getting a fair share of
the weal th. They began to condemn Chi nese economic

domi nation. Tension rose and in 1969 race riots broke
out in Kuala Lunpur follow ng an acrinmoni ous el ection
canpai gn. More than 100 people were killed, notor
vehi cl es and buil dings were razed to the ground.

9. The Government decl ared an energency, suspended
Parliament and quickly put a stop to the riots. But

t he Government al so studi ed the causes of the racia

ani nosities and decided that the Ml ays must be given a
greater share of the econonmic wealth while the Chinese
and I ndi ans should be given bigger participation in the
Gover nent .

10. An affirmative action programme was initiated to
bring the indigenous people into the economc

mai nst ream whil e the Government invited nore Chinese
and Indians, largely fromthe opposition parties to
join the CGovernnent.

11. The scheme worked out so well that racial tension
was practically elimnated and Ml aysi ans enj oyed

al nost three decades of stability and econom c grow h.
So successful was the handling of race relations in
Mal aysi a that even the recent recession caused by the
currency deval uation and the coll apse of the share
market failed to spark racial fights as they did

el sewhere i n Sout heast Asia.

12. But the attacks on Ml aysia's currency and share
mar ket s nevert hel ess damaged the carefully pl anned
redi stribution of economic wealth. The still young and
friable indi genous business conmunity suffered the
nost. |If the econony is not resuscitated quickly and
put back on the growh path, racial antagoni sm would
return and Mal aysia would be politically unstable. And
political instability in turn would nake econom c
revival difficult.

13. The Governnent is acutely aware of this danger of
raci al tensions, riots and consequent politica
instability recurring and have to resol ve the economc
probl ems caused by currency and share deval uation

wi t hout disturbing the delicate balance in termof race
rel ations.

14. Ot her countries faced with econom c turnoil

quickly resorted to | M- hel p. Unfortunately the | M
wants to use the loans given by it to force through its
so-cal l ed econonmic reforms. For the IM- affirmative



action, the active Government intervention in the

di stribution of economc wealth between races, is
unaccept abl e. The econony nust be conpletely free of
Government interference and furthernore it nust be open
to total and unrestricted foreign participation

15. The result would be to deprive the indigenous
people in particular of their share in the business
sector and the wealth accruing fromit. The Chinese on
the other hand might still retain or even enhance their
share.

16. The IMF solution is therefore not for Ml aysia.

We have to devise our own solution so that the
Government can continue with the eradication of poverty
anmong all races and elimnation of the identification
of race with economc function - the so-called New
Econoni ¢ Policy which had so successfully created a
stabl e and prosperous Ml aysi a.

17. To restore the econony in the face of attacks by
currency traders and share market mani pul ators, the
Government set up the National Econonmic Action Counci
(NEAC). The NEAC studied the inmpact of the deval uation
on the econony and canme up with nunerous proposals on
resuscitating the econony. The banki ng and corporate
sectors had to be reformed so as to be nore resilient.

I mports were curtailed while exports were stinul ated.
Consunption of inported sugar, milk and wheat flour was
reduced. Price control was fully enforced to prevent
undue inflation. Retail prices of food and goods were
nonitored closely so as to ensure no profiteering takes
pl ace. The retrenchment and unenpl oynent figures were
scrutinised for sign of recession

18. Statutory reserves of banks which stood at 13
percent were reduced by four percent to inprove banking
l[iquidity. Hire-purchase terns were al so i nproved.
Property, vehicles and retail sales were boosted

t hrough foregoing taxes during Governnent - endor sed

sal es carnivals. Studies were nade to inmprove food
production as the biggest inport itemfor the country
is food.

19. The performance of the Stock Market and invidua
conpani es were also studied so as to know the effect of
the downturn on themand to help themif necessary. An
asset managenment conpany was set up to buy over Non-
Performng Loans in order to relieve the banks and to
hel p the conpanies to turn around. A conpany was al so
set up to refinance banks.

20. Mergers of banks and of stock broking companies
wer e encour aged.



21. Sources of funds within the country were

identified and assessed so as to reduce the need to

rai se funds abroad. Ml aysia has one of the highest
savings rates in the world i.e. 40 percent. This noney
could of course be put to better use so as to naximse
returns. In the end it was found that domestic funds
were sufficient to finance much of the recovery process
and borrow ng abroad becane | ess urgent.

22. Many nore studies and actions were undertaken so
as to minimse the inpact of currency deval uati on and
the fall in share prices. However despite all that was
done or could be done, the deval uation of the currency
and stock-market's near collapse placed the country in
a very difficult position. In all the country | ost
about 50 billion US Dollars in terns of purchasing
power of inports and 150 billion US Dollars in market
capitalisation. If the currency deval ued further the
economny could be so weakened that we would have to turn
to the I MF and accept its terns.

23. A solution had to be found which would protect the
country fromthe rapaci ous currency traders and stock
mar ket mani pul ators. Mal aysia actually had sone
experience in currency trading. In the early 80's the
Central Bank traded extensively in the currencies of
Eur ope, America and Japan. It was pure specul ati on and
the funds avail abl e were not adequate to nove the
market. In the end Malaysia lost a |ot of nmoney and
decided to get out of the business. But the know edge
gai ned was useful nevert hel ess.

24. Mal aysi a studied the nechani sm of currency trading
t horoughly. It becane obvious that the free
convertibility of the local currency, the Ringgit,
which facilitate trade is also the Achilles heel which
exposed us to the attacks of currency traders. W have
to stop the free convertibility of the Ringgit and to
reassert the sovereignty of the Government over our
currency.

25. Apparently no cash is involved in currency
tradi ng. When noney is sold or bought the figures on
t he bank's computers nove and the buyer gets the
figures representing the amount of nobney credited to
him Since the noney is only legal tender in the

i ssuing country, the actual noney is held in banks in
the issuing country. The foreign bank woul d i nstruct
the donestic bank to credit the nbney to the buyer's
account. Cearly the buyer can only have the noney if
the donestic bank credits it to his account.

26. To stop the trade in currency the |ocal banks were
instructed by the Central Bank not to transfer any



foreign-owned Ringgit held by foreigners except during
the first month of the control. Effectively this made
the foreign-owned Ringgit worthless unless it is
transfered to a |l ocal account in the first nonth.
After that no nore transfers would be all owed

27. Thus noney belonging to foreigners held in their
accounts in domestic banks woul d be usel ess after one
month if it is not already transfered. If it is
transfered it neans that foreign-owed R nggits would
have been repatriated and woul d be avail abl e for banks
to lend. Billions of Ringgits were repatriated in this
way. Once repatriated it cannot be taken out of the
country again as it would not be allowed to return.
Taking out the Ringgit would render it useless as it
cannot be legal tender in any other country. And no
one woul d accept it in exchange for other currencies.

28. This neans no Ringgits would be avail abl e outside
the country for currency traders to borrow and sell
Trading in the Ringgit stopped and the Governnent was
then able to fix the exchange rate within the country.
Anyone needing foreign currency to pay for inmports can
change their Ringgits for foreign currency at the
Central Bank or agent banks. On the other hand if
exporters earn foreign currency they can change for

Mal aysi an Ringgit at the Governnent fixed rate at the
Central Bank or authorised bank. All the while the
Governrent woul d keep track of all incom ng or outgoing
noney i n whatever currency.

29. Had the Government fixed a high rate for the

Ri nggit, exports would be costly and there would be a
bl ack market in foreign currencies. A |ow exchange
rate woul d make inmport nore costly and result in
inflation. The Government fixed a rate that is neither
too high nor too | ow

30. Once the rate is fixed businesses can operate

wi t hout the uncertainties of fluctuating exchange rates
and the need to hedge. The return of all the Ringgits
from abroad neant the banks have plenty of nobney to
lend. Interest rates could therefore be reduced

wi t hout fear of traders deval uing the currency further.
Busi nesses coul d borrow and coul d repay | oans. The
rapid rise in Non Perform ng Loans was reversed.

Debt ors becane sol vent and coul d borrow agai n.

31. To recover fully the slide in the price of shares
nust al so be stopped. Initially, the Governnent

di sal | owed short-selling on the Kuala Lumpur Stock
Exchange. But the short-selling went on as Singapore
had opened a market in Ml aysian shares w thout the
consent of the Mal aysi an Government. They were able to
continue short-selling and consequently the share



prices kept on dropping. As a result our companies and
banks were in distress as margin calls could not be
met, and debts could not be paid.

32. Ml aysia had to stop the operation of the so-
called Central Limt Oder Book (CLOB) in Singapore in
order to make currency control effective. To avoid
reporting changes in ownership of shares through sales
on the CLOB, all shares were registered in the name of
nom nee conpani es on the Ml aysian Stock Exchange. W
could not track the transactions on the CLOB and so
short-selling went on, depressing our share prices.

33. To stop CLOB we nmde it necessary for all shares
to be registered directly in the nane of the
substantive owner. Transactions not so registered wll
not be | egal and recogni sed. Nom nees were not

recogni sed. Trade on the CLOB stopped i nmedi ately and
the Conposite Index of the KLSE clinbed rapidly. It is
now al nost 150 percent hi gher than when CLOB was

oper ati ng.

34. W al so stopped repatriation of the proceeds from
the sale of shares on the KLSE for one year. Thus we
st opped t he possi bl e sudden nmssive w thdrawal of
capital fromthe KLSE by the foreign investors which
woul d have caused a severe plunge in the index and
serious |oss of market capitalisation.

35. It was believed that when one year was up there
woul d be a nmassive outflow of capital. But so good is

t he performance of the Ml aysi an econony after controls
t hat when the year was up there was only a little

outfl ow. The stock market remained sound and the banks
and conpani es were rel eased fromthe pressure of bad

| oans. Besides, the asset managenent conpany and the
bank recapitalisation exercise hel ped the banks and the
conpanies to deal with their non-performn ng | oans.

36. The efforts to revive the econony did not end with
t he stoppage of currency tradi ng and shares short -
selling. As | pointed out numerous other steps were
taken to bring back the growth perfornmance of the

Mal aysi an econony. But the nost inportant steps were
the frustrating of Currency Traders and the short-
selling on the CLOB

37. Once selective control of capital flows were put
in place the effect was quite dramatic and i nmedi ate.
The Executive Committee of the NEAC watched the data
dai ly, and what we saw was very encouraging. Firstly
the foreign reserves went up rapidly until it is now
about 32 billion US Doll ars against 20 billion when we
started. Loans given out by banks picked up fairly



wel | ; vehicle and property sales went up
infrastructure work started again. The contraction of
the GDP sl owed down and we achieved a growh of 4.1
percent in the 2nd Quarter of 1999. W are on target
to achieve one percent growth in 1999 although various
experts predict a bigger growth of up to four percent.

38. The Stock Market index rose from 262 points on
Sept enmber 1st 1998 to over 800 at one time. It has now
cone down to around 700, relieving both the banks and
t he conpani es of much of the NPL

39. Wiile nost of the indicators are positive, the
econom c turnoil precipitated by the currency traders
and stock market manipul ators destroyed much of our
achi evenent in correcting the inbal ance between the
econom ¢ performance of our nultiracial population
VWi | e everyone was hit by the downturn, the indigenous
busi nessnmen were hit nost badly. The big corporations
t hey had successfully set up were unable to wthstand
t he burden of debts they carried. They were forced to
sell off to the non-indi genous people and this of
course undid much of the redistribution we had

achi eved. The indigenous niddle class, small conpared
to the non-indigenous, practically disappeared. And
once again we find the indigenous people only anong the
| ow pai d workers, hawkers and petty traders.

40. Now we have to start all over again and it is not
going to be easy. Already our affirmative action has
been | abel |l ed cronyism To our foreign detractors
affirmative action only benefits the famly and friends
of the nenbers of the Governnent, in particular the
Prime Mnister. Explanations given to prove that it is
not so have been totally ignored. The Wstern press,
the I MF and other agencies in the Wst kept on
repeating that our New Economic Policy directed at
restructuring our nultiracial society benefits only the
rich friends and famlies of the Governnent nenbers.

41. Yet in truth the New Econonic Policy benefits
every single indigenous people and even a fair nunber
of non-indi genous people. oviously the policy cannot
make everyone of these deprived people nillionaires.
They benefit according to their own capability. Thus
al t hough everyone could get free education and

schol arshi ps some coul d not progress beyond secondary
schools, while others could go to the universities at
hone and abroad. Qthers went into business as a result
of the opportunities, licences, prem ses and capita
nmade avail able by the Governnent. Sone could only
manage smal |l businesses while others went out to
acquire and nanage billion-dollar enterprises and were
even able to venture abroad. That sone indi genous

busi nessnmen could rise to such | evels depended on their



abilities. Opportunities are created by the Governnent
for all but obviously not everyone would be able to
avai |l thensel ves of these opportunities and profit from
t hem

42. But the foreign detractors and their |oca
supporters see everyone of the successful indigenous
busi nessnen as croni es of the Governnent. That many of
t hese people failed mserably and some of them were
actually nenmbers of the famlies of Governnent nenbers
or their friends is ignored. Those who succeed were
all regarded as cronies and fam lies of the Government
menbers. Even menbers and strong wel | - known supporters
of the opposition were regarded as cronies or famlies
of the Governnment menbers if they succeed. If they
fail then they are not.

43. Because the affirmative action had produced very
successful and therefore very rich indigenous

busi nessmen and they were alleged to be cronies of the
Government, the foreigners demand that affirmative
action should be stopped. This would create

di sparities between the races as anong the very rich
and successful there would not be a single indigenous
person.

44. The real reason for foreign dislike of affirmative
action is because nmost of the highly profitable
privatised projects went to the indigenous
entrepreneurs in order to balance the surfeit of very
rich and very successful non-indi genous entrepreneurs.
This policy cuts off the foreigners fromgetting the
privatised projects for thensel ves. And these are
areas which they are particularly interested in as they
aimto nonopolise themworl dw de. The inpoveri shnent
and subsequent subm ssion of the country to the | M
woul d have provided the foreign conpanies with this
opportunity. But the Ml aysi an Governnment has not
submitted to the M. W are under no obligation to
jettison our New Economic Policy, our affirmative
action progranme.

45. Econoni ¢ managenent of the country is not about
enriching it only. A country can be nmade wealt hy

wi thout the wealth being evenly distributed. It was
the extrene disparity between rich and poor in the old
Capitalist systemthat brought about the Socialist and
Conmuni st revol uti on.

46. In Malaysia it would have been easy to give a free
hand to the very dynanic and busi ness oriented non-

i ndi genous Chi nese Mal aysian to devel op and enrich the
country. But then the indigenous people would renmain
poor and have a sense of deprivation. They woul d be



bitter and angry and woul d ri se agai nst peopl e whom
they woul d regard as foreigners who had stolen wealth
that rightly belongs to them They woul d destroy the
weal th whi ch had been created and the country woul d
fail to develop. In the end everyone would | ose and
the country woul d have to beg for foreign aid and
accept the conditions inposed.

47. After our traumatic race riots in 1969 we in

Mal aysi a are determined to have growh with equity.
Qur New Economic Policy was successful in achieving
this. W are not about to give up this formula sinply
because the I M- and the Western nmedia think we should
do so. Qur growth had not been stunted because we had
a political and social agenda intricately bound with
our econom ¢ agenda. We think we can continue to grow
with equity by adhering to the objectives of our New
Econoni ¢ Policy, now that we have been able to defeat
the attenpt to destroy our econony and politica

i ndependence by deval ui ng our currency and

i mpoveri shing us.
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