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" The Mal aysi an Experience in Nation-Building and
Devel opnent and the Managenent of the
Financial Crisis of 1997 "

I would like to thank the National Econom c

Action Council of Syria for this invitation to speak
about the Mal aysi an experience in Nation-Building and
Devel opnent and the Managenent of the Financi al
Crisis of 1997.

2. Right fromthe begi nning of Ml aysia's i ndependence
fromthe British in 1957, we had focussed on giving the
fruits of independence to our people. W wanted themto
have peace and prosperity. The independent Governnent
had inherited a country wecked by a guerrilla war to
overthrow the el ected Governnent and an econony based
entirely on the extraction of tin and rubber for exports.
The majority of the people were poor and | andl ess. There
was only subsistence agriculture. W had little
experience in the admnistration of the country during
the British period.

3. Fortunately the support for our party which had
fought for independence was very strong. Wth this
support we were able to fight against the insurgents
and to focus mainly on the rural areas which had been
conpl etely neglected by the British. W began to
provide | and to these people under a schene which
enabl ed the and to be managed as big estates by
conpetent managers. Initially we even used British
est ate managers.

4., But land is not unlimted and we coul d not
provi de enpl oynent for the grow ng nunber of our
wor kf orce. We decided to industrialise in order to
create jobs. Not having industrial expertise,

capi tal, managenent skills and know edge of the

mar ket for manufactured goods, we invited foreigners
to invest in the manufacturing industries. W gave
themattractive tax incentives.

5. So successful was the strategy that today we



have to accept alnmost two nmillion foreign workers.
There is statistically no unenpl oyment in Ml aysia.
In addition our workers and managers acquired skills
and expertise and today they can venture into these
i ndustries thensel ves.

6. Strong support for the CGovernnment party was
sustained. Here | would like to point out that

Mal aysia is a multi-racial country. The Mislim

Mal ays are in the majority but the Chinese, Indian
and ot hers make up al nost 40 percent of the

popul ation. It is an explosive m xture because the
ethnic differences are hei ghtened by cul tural

i ngual and religious differences.

7. To prevent racial conflicts we decided to govern
the country together. A coalition of racial parties
was formed right fromthe beginning. Today we have
fourteen parties in the Governnment coalition
representing practically every race and tribe. A
culture of respect and sensitivity for each ot her was
pronot ed. Adhering to the teachings of Islam the
Muslim majority accepts that other people believe in
other religions. This Islamc tol erance has enabl ed
mul ti-ethnic Malaysia to remain stable and peaceful.
Devel opnent can therefore take place.

8. But the great disparity in the economc wealth

of the different races lead to race riots in 1969.
Following this we instituted the New Econom c Policy
in order to level up the wealth of the indigenous
people, largely Miuslim Mal ays with those of the non-
i ndi genous people. This affirmative action reduced
the tension between the different races so that even
during the financial crisis there was no raci al

vi ol ence as happened in other countries.

9. The stability achieved by this and the strong
support of the people for the Government party
enabl ed the country to focus on econom c devel oprent .
Foreign Direct Investnment was foll owed by ventures by
Mal aysi ans into the manufacturing industry, trade and
property devel opment.

10. CGovernnent revenue increased greatly and nmuch of
t he nmoney was spent on education and training of the
wor kf or ce. Huge nunbers of Mal aysi ans were sent
abroad to study science, engineering and all the

ot her professions. A good nunber study religion as
well. So there is a balance in spiritual and other
know edge.

11. A business friendly attitude was adopted by the
Government under the Ml aysia I ncorporated concept.
Since 28 percent of the profits of business go to the
CGovernment as corporate tax, helping the private
sector helps to increase Governnment revenue.



12. The work ethics of the people were changed

t hrough the Look East Policy whereby the work culture
of the Japanese, the Koreans and the Tai wanese were
adopted. These countries had devel oped very fast and
this is because of their attitude towards work.

13. Mal aysia had al ways been a trading nation. Its
donmestic market is small and poor. The world nmust be
its market. But trading with the world nust be

bal anced. Mal aysia inports al nbst as much as it
exports. Mpst of its inports go into the manufacture
of products for export. Today Ml aysian trade is
worth nearly $200 billion USD, meking it the 17th

bi ggest trading nation in the world.

14. But trading with the countries of the world can
be difficult at tinmes. Sonme countries obstruct the

i mport of our palmoil and rubber. Tariff and non-
tariff barriers had to be overcone. CGovernnent and
the private sector have to work hard to overcone
these barriers and to find new markets. The econom c
probl enms of our trading partners affect our econony
adversel y.

15. Now we have to make adjustnents for

gl obal i sati on. We cannot protect our products as we
used to. Equal tariff has to be applied to products
fromall countries. Large foreign conmpani es and
banks will soon be able to enter our country and
operate as if they are our own national conpanies.
As our corporations are small and weak, the
likelihood is that they will be swallowed up or be
pushed aside by foreign conpanies. Qur ability to
control the direction of our econonmy would be |ost.

16. Before gl obalisation Ml aysia was doing very

wel | economically. In 1970 Mal aysia's exports was
only worth RVb. 2 billion equivalent to about $2
billion USD. By 2002 exports had grown to RVB54.5
billion. If Ml aysia' s currency had not been

deval ued, it would be equal to $140 billion USD. But
because of devaluation it is worth slightly [ess than
$100 billion USD

17. Eighty percent of Malaysia's exports is nade up
of manufactured goods. Petrol eum and petrol eum
products, liquefied gas, palmoil and rubber make up
the rest of Malaysia's exports.

18. Acquisition of technol ogy and busi ness expertise
is very inportant for Malaysia. Despite high duties,
sonetines as much as 300 percent, Ml aysians like to
own notor cars. The Government decided to produce a
nati onal car using Japanese expertise. Today

Mal aysi a produces two makes of national cars
anounting to 350,000 vehicles per year, some of which



are exported even to Europe.

19. But it is in the petroleumindustry that the

bi ggest progress was achieved. In 1974 the Nationa
Pet r ol eum Conpany or Petronas began to operate. At
first it nmerely collected royalty fromforeign oi
conpani es. But soon it began to acquire expertise in
the production of oil, in gas liquefactions and in
oil trading. It went on into prospecting and
downstreaminto petro-chem cals and retailing.

20. Today Petronas is involved in all the upstream
and downstream petrol eum busi ness and operates in
over 30 countries worldwide. It is listed by Fortune
magazi ne as the 270th bi ggest conmpany in the world,
but is anmbng the top in ternms of profits. It has
contributed much to Governnent revenue.

21. W have been able to grow quite fast because we
regul ate the openness of our country. While we all ow
the world's products to be inported freely, a

sel ective taxation policy enable us to protect our

i ndustries and nurture them We were therefore able
to ensure that certain industries do well through
differential taxes. Thus while foreign investnents

in the electronic and electrical industries were
encour aged through giving tax-free status, the

aut onotive industry benefited from hi gh taxes on

i mported conpletely built up cars. On the other hand
i mport of luxury itens |ike watches and pens attract
no tax and this has inproved the retail sales,

i ncreased the nunmber of outlets and given the traders
good profits. The tax on those profits is bigger

than the inport duty of 100 percent inposed on |uxury
goods in the past.

22. An inportant el enent of Ml aysia' s economc
success is the heavy investnent in physica
infrastructure, which was naintained at around 20
percent of devel opnent expenditure nost of the tine.
Mal aysia's high quality infrastructure and its

trai nabl e and skilled workforce have often been cited
as inportant factors for the country's efficient and
conpetitive business environnent.

23. To keep pace with changes in the economc
environnent, we took a bold step by enbracing

i nformati on technol ogy. W created the Multinedi a
Super Corridor (MSC) in 1995, which is a 15km by 50km
area where the adm nistrative city of Putrajaya, the
"Smart City" of Cyberjaya, the Kuala Lunpur
International Airport and the Petronas Twi n Towers
are | ocated. Several universities are also |ocated
within this area, including the Miultinedia

Uni versity. The MSC ainms to bring together, an
integrated infrastructure with all the unique

el ements and attributes necessary for the creation of



a perfect global nultinedia environnent. Today the
wel | - known nul tinational conpanies |ike HSBC, Sun

M crosystens, Sony, Fujitsu, N ppon Tel ephone and

Tel egraph and FedEx have begun operations in the MSC
More than 900 conpani es have been given MSC status as
of June this year, involving the creation of 21,102
jobs for know edge workers. In 2002, total corporate
expendi ture anmounted to RVA. 77 billion. This exceeds
by far the targeted 500 conpani es by 2003 with 30
worl d cl ass corporations.

24. Mal aysi a's devel opnent approach has al so been
prem sed on close public-private sector

col l aboration. The private sector is the engine of
grow h, while the government provides active support
and direction. Under the Ml aysia |ncorporated
concept, the nation is perceived as a corporate
entity jointly owned by both the public and private
sectors. Regul ar neetings and constant dial ogues

bet ween the public and private sectors have renoved
t he suspicions and divisions of the past and created
a harnoni ous environnent that fosters growth and
enterprise.

25. Privatisation has further consolidated public-
private sector relationship. Blazing a trail that
few have taken before, Ml aysia nade inpressive
strides in its privatisation progranmes since its
adoption in the early 1980s. Privatisation of
electricity generation, tel ecomunications, highways,
ports and airports has contributed to the accel erated
economc growth in the 1990s, while reducing the
financial burden of the Covernnent. Between 1983 and
2002, a total of 471 Covernnent entities have been
privatised with gains to public sector anounting to
RML49 billion. The divestment of public sector
entities and the subsequent |isting of 40
corporations in the Kuala Lunpur Stock Exchange
accounted for a market capitalisation of RML17.4
billion or 24.2 percent of total narket
capitalisation in 2002.

26. Malaysia's privatisation is not for the purpose
of selling Governnent assets to foreigners to raise
funds to pay foreign debts as encouraged by the | M-
We privatise in order to strengthen the private
sector. Foreigners may buy sone shares when the
conpany is listed.

27. In our efforts at material devel opnent, the
country's soci al needs have not been negl ected. Mjor
strides have been made to eradicate poverty. For 30
years, we instituted anti-poverty neasures, ranging
fromland devel opnment schemes to the provision of
agricultural infrastructure and support services to
rai se the income of poor households. Qur | abour



i ntensive industrialisation created jobs for the
wor kf orce and hel ped to reduce poverty. Education
and intensive training have produced the skilled

| abour to neet the changing industrial environnment.
For the hardcore poor, special programres for incone
generation and increasing the access to soci al
anenities were inplenented. By 2000, the incidence of
poverty was reduced to 7.5 percent and that of hard-
core poverty to 1.4 percent. This was a far cry from
the situation in 1970 where one in every two
househol ds lived in poverty.

28. Efforts to raise the quality of social services
and ameniti es enabl ed Mal aysians to live healthier

| onger and nore fulfilling lives. Over the last 30
years, the population to doctor ratio increased
fourfold, the infant nortality rate declined to 7.8
per thousand, and literacy rate grew to 94 percent.
Sonme 93 percent of the popul ati on now have access to
pi ped water and 98 percent to electricity. The life
expect ancy of Ml aysians increased by nearly 10 years
to 72 and 74 for nmen and wonen respectively during
this period, thanks to better health facilities,
better nutrition and educational standards.

29. Having illustrated our successes let nme add that
it has not been an entirely snmpoth journey.

Mal aysi @' s progress was hanpered by three recessions.
One was in the md-1970s as a result of the oi
crisis, the second in the md-1980s as a result of

gl obal recession, and the third in 1997/98 as a
result of the East Asian financial crisis. Wile the
recessions resulted in a tenporary setback for the
econony, they however acted as a catal yst for policy
reorientation and reforns.

30. Before the 1997 financial crisis, the Ml aysian
econonmy was growi ng strongly and devel oping well with
strong fundamentals. In the period 1991-1997,
econom ¢ growth averaged at 8.5 percent. In 1997,
inflation was low at 2.7 percent, there was virtually
full -enpl oynent. Qur national savings was high at
39.4 percent of GNP

31. The 1997 financial crisis was precipitated by
sharp reversals in short-termfinancial flows as well
as currency specul ation. The crisis nearly w ped out
t he econonmic progress that was achi eved over the |ast
two decades.

32. The Ringgit, which ranged RM2.47-2.52 to the US
Dol l'ar in January-June of 1997, fell to its | owest

| evel of RWA.88 on 7 January 1998. The share market
fell by 80 percent from1, 279 on 26 February 1997 to
262 in 1998.

33. The econonmy went froma growh of 7.3 percent in



1997 to a contraction of 7.4 percent in 1998. As a
result of the pressure on the Ringgit, per capita

i ncomre fell 30 percent from $4,400 USD in 1997 to
$3,100 USD in 1998 and inflation rose from?2.7
percent in 1997 to 5.3 percent in 1998. Unenpl oynent
rose from2.4 percent of the | abour force in 1997 to
3.1 percent in 1998.

34. In order to bring the crisis under control

sel ective capital controls were inmposed on 1

Sept ember 1998 and the Ringgit was pegged to the US
Dol lar at 3.80 on 2 Septenber. W coul d have
strengthened the Ringgit to its previous |evel but
that woul d increase our cost of production and nmake
us |l ess conpetitive than our nei ghbours who coul d not
revalue their currencies. Wth this we also forced
the closure of a Singapore stock market which dealt

i n Mal aysi an shares causing themto be deval ued.
Repatriation of funds fromthe sale of shares was

al so banned. These unconventional neasures ended the
crisis and Mal aysia was able to regain control over
its macroeconom c policies. The econony rebounded
qui ckly, and share prices rose by nore that 200
percent.

35. Three major factors led to the quick recovery of
t he Mal aysi an econony.

(i) Selective Capital Controls: Wth capital controls

and pegging of the Ringgit, speculative activities in the
financial markets were stopped and certainty returned to
the traders. This financial stability also enabl ed
interest rates to be lowered, giving relief to the
corporate sector. The selective capital controls were
replaced with an exit levy in February 1999 and this was
finally renoved in Septenber 1999.

(ii) Strengtheni ng Banki ng and Corporate Sectors: The
deval uation created a serious debt problemfor the
corporate sector and the banks. In 1998, a speci al

pur pose vehicle call ed Dananodal was set up to re-
capitalise the banking sector, whereas another entity,
Danaharta, an asset-nmanagenent conpany, was created for

t he purpose of managi ng and renovi ng bad debts fromthe
books of the banks. Both nmeasures hel ped to stabilise

t he banki ng system

(iii) Fiscal Expansion: Ml aysia undertook fisca
expansion in order to boost the aggregate demand of the
econony. Fiscal expansion was possibl e because

Mal aysi a's debt-servicing ratio was |low at 5.5 percent in
1997. This fiscal expansion turned the Budget into a
deficit in 1998. The econom c recovery was al so ai ded by
the strength of the world econony. Ml aysia's externa
trade position turned around, froma snall deficit of $16
mllion USD in 1997 to a huge surplus of $15.1 billion
USD in 1998.



36. A nunber of institutions worked closely together
to ensure the proper fornulation and

i npl enentati on of the recovery policies. The
Nat i onal Economi c Action Council (NEAC) was
establ i shed on 7 January 1998 for the purpose of

i dentifying the basic economc problens and the
appropriate policies to respond to them

37. This culmnated in the National Economc
Recovery Plan (NERP), which was introduced in June
1998 as a blueprint for Mal aysia's econom c recovery.
The NERP recomendati ons included an expansi onary
fiscal policy, an easy nonetary stance and vari ous
nmeasures to restructure the distressed financial and
corporate sectors.

38. Bank Negara Mal aysia, our central bank, has an

i npressive track record. It has been pivotal in

i npl enenting selective capital controls and played a
crucial role in stabilising the banking systemthat
was saddled with bad debts and capitalisation

pr obl ens.

39. Dananodal was formed in August 1998 to ensure
that the banks are sufficiently funded. This has been
successfully done such that no nore capital injection
into a financial institution was necessary since
1999. Dananvodal 's outstandi ng i nvestnent has fallen
from$1.8 billion USD in 10 banks at its inception to
$0.6 billion USD in three banks by the end of 2002,
as a result of divestnment or repaynment. Dananopdal
shal | cease operations at the end of 2003.

40. As for Danaharta, it was established in June
1998 to renove bad debts fromthe books of the banks.
Danaharta has al so made good progress in its debt
recovery progranmme and it is on track to wind up its
operations by 2005. In the five years of its
operation, Danaharta has resolved all 2,905 | oan
accounts acquired or nmanaged by them Their

projected recovery rate is 57 percent, which is high
by international standards.

41. The Corporate Debt Restructuring Comittee
(CDRC) did well in strengthening the corporate sector
by providing a platformfor borrowers and creditors
to work out feasible debt restructuring schemes.
Since its inception in July 1998, the CDRC has

resol ved 48 cases with debts amounting to $13.8
billion USD. They represented 65 percent of the
cases brought before it. Having conpleted its job,

t he CDRC was di ssol ved on 15 August 2002, thus

concl udi ng an i nportant debt restructuring effort of
the country.



42. The banki ng system was consol i dated and

strengt hened. From a fragmented sector of 71 banking
institutions the banking system has now been

consol idated into 30 banking institutions under 10
maj or domesti c banki ng groups. The banki ng groups are
now well positioned to realise the synergies of the

| arger nerged organi sations. This has hel ped to

i nprove efficiency and enabl e the banks to neet the
conpetition posed by foreign banks.

43. For Governnent-rel ated conpani es and conpani es
of national strategic inportance, inprovenents were
made by the Governnent by bringing in professionals
i nto corporate nanagenent and subjecting the
managenment to greater transparency and controls. W
have al so revanped many government comnpani es as part
of the overall effort to strengthen the corporate
sector.

44. Mal aysia today is anong the region's best in
cor porate governance, w th excellent regul ations,
open flexible markets and an active conmunity of
rel evant non- Gover nment organi sations.

45. As a result of its policies, the Government
managed to stabilise the Ml aysian econony.
Consequently, confidence anong consuners and

i nvestors were greatly inproved and the econony
rebounded. Real GDP, which contracted by 7.4 percent
in 1998, rebounded with a growth of 6.1 percent in
1999 and 8.3 percent in 2000. The external trade
account turned in a surplus and has remained in
surplus for 67 consecutive nonths from Novenber 1997
to May 2003. Foreign reserves rose from $15.6
billion USD in 1997 to $ 37.1 billion USD in June
2003, sufficient to finance 5.8 nonths of retained

i mports. Inflation has dropped froma high of 5.3
percent in 1998 to 1.8 percent in 2002.

46. However, since then, the international economc
envi ronnent has becone increasingly chall enging.
Excess US inventory build-up in early 2001 was

foll owed by the Septenber 11 incident, and the Iraq
War and the Severe Acute Respiratory Syndrome (SARS)
epidemc in early 2003. The Governnent had tried to
cushion the econony with two stimulus packages, the
first one in March 2001 (0.9 percent of GDP) and the
second one in Septenber 2001 (1.3 percent of GDP).
These nmanaged to keep the econony out of recession
with a growh of 0.4 percent in 2001 and 4.2 percent
in 2002.

47. In an effort to stinulate private investnent,
t he Governnment announced new neasures for the capita
mar ket in March 2003 and the econony in May 2003.



48. Wil e the Ml aysi an econony has diversified
itself into manufacturing and services, growth has
been reliant on external denmand and investnment. The
conpetition for foreign direct investnent has becone
tougher as China and other |arge | owwage countries
in Asia and South America have becone increasingly
aggressive in attracting FDI. Additionally, the
worl d today is facing increasing risks and
uncertainties such as the Septenber 11 incident, war
in lrag and outbreak of SARS. All these have
severely affected the gl obal environment and the
prospects of an earlier world economic recovery.

49. In response to international uncertainty and to
strengthen the country's | ong-term fundanental s,

Mal aysi a needs to reposition the econony. To achieve
this, we introduced four broad strategies in My
2003. The first ainms to pronote private investnent
while the second will strengthen the nation's
conpetitiveness. The third strategy encourages
devel opi ng internal sources of growmh to reduce our
dependence on the external sector. These include the
pronotion of private education and health, tourism
and the logistic chain. Aplan is only as good as
its inplenmentation and that is why the fourth
strategy of the new econom c package is to enhance
the effectiveness of the delivery system This

i nvol ves ensuring expediency in a host of business
enabl i ng functions.

50. The Mal aysi an experience is of course based on
its unique assets and environment. But many of its
strategi es can be nodi fied and adopted by ot her

countries in order to achieve econom c devel opnent.

51. The problens are many and the solutions are
nunerous. There is no one single thing that can
ensure econom c growt h and devel opnment for any

country.
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