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MASA:

Yang Berbahagia Tan Sri Basir |smail

Penger usi Persatuan Bank-bank Dal am Mal aysi a;

Yang Ber hornmat Dat o' Paduka Dai m Zai nudddi n,

Ment eri Kewangan;

Dif-dif Kehormat;

Tuan-tuan dan puan- puan.

Saya mengucapkan terima kasi h kepada Ahli Jawat ankuasa
Penganj ur Majlis Makan Mal am Tahunan Institusi-institusi
Kewangan Mal aysi a kerana sekali |agi menjenput saya dan
isteri saya ke Majlis Makan Malamini.

2. Ini adal ah kali ke |apan saya nenghadiri Mijlis
Institusi Kewangan ini. Pada majlis-majlis yang | alu saya
tel ah nenganbi|l kesenpatan untuk menberi kan pandangan dan
pendapat saya nengenai keadaan ekonom serta peranan dan
prestasi institusi-institusi kewangan di negara ini

Seperti dahul u, saya bercadang untuk neneruskan amalan itu
dalam Maj lis pada malamini.

Ladi es and gentl enen,

3. Over the last couple of years, much attention has been
focussed on the state of the Ml aysian economy. Econom sts
have been pre-occupied with second-guessing the strength as
wel |l as the sustainability of the econom c recovery. Today,
there is no | onger any doubt that the recovery is fully
entrenched. Latest data rel eased by the Departnent of
Statistics confirned that real GDP growth accelerated to
8.7% 1 ast year, the best performance since 1979. Al

i ndi cators point to continued strong grow h over the next
few years. This year, first quarter real growh was about
7.5% the second quarter growh rate was closer to 8% This
better-than-expected econonmic outturn is now well on track
with a strong revival across all sectors of the econony.

4. More inportantly, the initially export-led expansion is
being reinforced by rising donmestic demand as i ncones and
profits inprove. Consunmer demand, in particular, has been
expandi ng strongly. To a large extent, this represents the
i nevitabl e rel ease of pent-up demand during the 1985/ 86
recession. As a result, car sales are boom ng after a

prol onged slunp. Inports of consunmer products are grow ng
at double-digit rates, and business is equally brisk in the
whol esale and retail trade. In terns of private investnent,



the indicators are equally encouragi ng, especially in the
manuf acturing sector. As sales orders mount and profits

i ncrease, manufacturers are becom ng nore confident of
busi ness prospects. This is increasingly being transl ated
into higher outlays for capital expansion in plant and
equi prent, as reflected in the surge in inports of

i nvest ment goods.

5. Cearly, all signs point to a sustained expansion for a
wi de cross-section of the econony over the next couple of
years. Not with standing the sharp rise in inports, the

bal ance of paynents is expected to remain favourable, with
perhaps a small surplus over the nediumterm W can al so

| ook forward to further progress on the fiscal front as the
Government continues to consolidate its expenditure

pr ogr ame.

6. Al though the econom c prospects are favourable, this is
no tinme for conplacency. Alot is riding on the ability of
the major industrial economies to "engineer" what is called
a soft-landing for the world econony. Even as the I M- talks
of continued good tines ahead for world commodity prices,
the decline in the price of our rubber, palmoil and tin in
recent nonths is a cause for concern. W cannot afford to
subj ect ourselves to the vagaries of the world trading
environnent. Wiile conditions remain favourable, we should
redoubl e our efforts to reduce our reliance on comodities
and the external stinmuli and instead pronote donestic
sources of growth. In this regard, banks have an inportant
role to play in channelling the large inflows of liquidity
from our buoyant exports into productive investnent in the
donesti c econony.

Ladi es and gentl enen,

7. The banki ng system nust thus be anchored on a solid and
unshakabl e foundation and this foundati on nust be reinforced
continuously to support the rapidly expandi ng econony. As
you are well aware, the banking system had gone through the
"acid test" during the turbulent years of 1985-86. There is
no doubt that appropriate surgery has been perforned on the
maj or weak links in the system which surfaced during the
severe recession. The systemis now stronger and nore
capabl e of withstanding future shocks. Wth the com ng

into force of the Banking and Financial Institutions Acts,
Bank Negara woul d have the power to intervene and supervise
the financial systembetter. It is not the desire of the
Governnment to have nore regul ati ons but supervision is
necessary in order to effectively pronote nmonetary stability
and a sound financial structure. W nust all renmenber that

it is the Government that is called upon to provide the
safety net whenever banks are threatened with insol vency.

8. Moreover, | amcertain that the financial institutions
woul d have beconme wi ser and nore prudent after experiencing
the bursting of the "specul ati ve bubble". The | essons have
been costly and it would be worthwhile to renenber them



particularly in the present nood, when the econony is on the
upturn agai n. Managenent nust inpress these | essons and
principles upon the new officers who will be future | eaders
of their institutions. These officers may not have had

first hand knowl edge or experience of the recent turbul ent
peri od of banking not only in Mlaysia, but the world over.

9. Wth the econom c outl ook distinctly bright, the
banki ng conmunity should take the opportunity to build up
their reserves in order to reinforce their ability to
support a nore prosperous and nore sophisticated econony.
The best and easiest tinme for the banks to raise capital is
when they have surplus capacity and do not really need it.
Mor eover, the build-up in capital and reserves during the
upturn of the cycle will not only enable themto grow in
the future, but nore inportantly will place themin good
stead to w thstand shocks and absorb any unforseen | osses
during future downturns.

10. Bank Negara has recently introduced a risk-based

capital ratio, formulated along the Iines of the Basle
capital framework to be observed by all |icensed banks and
finance conpanies. It is nmy hope that, with the new risk-
based capital framework, banks will be nore sensitive in
structuring their bal ance sheet. Adequate capital and
prudent assets and liabilities management will go a | ong way
i n avoi ding the m stakes and excesses of the past.

Ladi es and gentl enen,

11. W are nowin the third year of econom c recovery with
t he pace growi ng stronger. Wthin this broad

devel opnent, | wonder whether the financial institutions,
especi ally the banks are noving along at the same pace. If
we take a cursory glance at their financial statenents, we
see apparent gains and consolidation. However, a mmjor part
of the profits had actually cone fromrecoveries of bad
debts. | do not have any quarrel with the banks' efforts to
collect what is legitimtely theirs, but | wonder whether it
has not becone an obsessi on anpbngst themto enphasi se
recoveri es of past due | oans at whatever expense.

12. | have heard that banks are too insistent on recovering
their old loans. During the recession, interest had
accunul at ed because borrowers could not get the cash to
service their loans. On top of that, the banks had i nposed
heavy penalty interests for such default. \Wen things becane
better, borrowers who came forward to repay get a shock

when they were infornmed of the anbunt owed. Even for those
who propose to pay the whol e amount of the original |oan
together with accunul ated interests, sonme banks refuse
absolutely to waive the penalty interest or even a part of
it. These banks seem bent on getting their pound of flesh
even if it prevents their clients frommaking a recovery and
remaining as their clients. This is the kind of short-term

t hi nking that does not seemto reflect maturity.



13. The banks and the country as a whole will not gain from
acts which prevent good borrowers who willingly cone

forward to pay their |oans fromrecovering quickly. W need
such busi nessmen who are abl e and honest enough to pay their
debts as soon as they can. They are responsible debtors.
They shoul d be rewarded rather than penalised. They shoul d
be hel ped to recover and to remain good clients of the banks
concerned. They are truly assets to the banks and the
banki ng system as conpared to those who woul d avoi d payi ng
back | oans for as long as they can

14. Malaysia is short on good busi nessmen and paynasters.

It is in everyone's interest to rehabilitate these people.

| hope that banks will be nore businesslike in dealing with
them The faster these people recover and go on with

their business the better it will be for our econony as a
whol e.

15. At the sane tinme banks nust not be harsh on those of
their clients who fell on hard tines because of the
recession. The collaterals they put up depreciated with the
recession and they were unable to pay up. Many were nade
bankrupt because of their failure and are now unable to
restart their business. Yet with the econom c recovery their
former properties have appreciated. Had they been given
time it is possible that they would repay the banks with the
recovery of prices of their collaterals. But they have been
made bankrupts and are now not able to repay banks with
their limted earnings. And of course they cannot do any
busi ness as they cannot raise any capital. They are now

usel ess to the banks, to thenselves and to the nation. It

is to me such a waste. Sonme of them who m sused funds
deserve to be bankrupted. But those who failed through the
property depreciation do not deserve to be so punished.

16. Speaking of collaterals, the banking comunity stil
seens to regard themas the only worthwhil e guarantees for
|l oans. This is strange because we have seen that
collaterals in the formof properties or shares can so
depreciate as to be al nost usel ess. This was what happened
during the recession. Despite the collaterals being, in
many instances, worth nore than the | oan given out, banks
found thensel ves unable to recover the collateral supported
| oans during the recession. The collaterals had not only
depreci ated but there were al so no buyers.

17. Unfortunately when the property appreciated during the
recovery some bankers paid thensel ves off together with
interest and penalties. Their clients recovered very little
fromthe appreciation of the value of the collaterals.
VWil e repaynents in installments should be charged the ful
penalties, repaynments in full deserve to have their
penalties witten off or reduced. Indeed even interests
deserve to be reconsidered.

18. Banks should really depend | ess on collaterals but
nore on the soundness of conpany nanagenent and



profitability of projects. This is especially so when
dealing with new enterprises and new products. If we are
ever to nove into non-traditional businesses, banks nust be
prepared to study projects or enterprises with a viewto
eval uating their potential. Obviously these businesses are
not going to have a track record. But if they are not to be
gi ven any | oan because they have no collaterals and no track
record, howis there going to be new busi nesses and
entrepreneurs?

19. Admittedly it is risky business to finance a venture
with no track record and no collateral. But banking is al so
a busi ness and banks nust al so take risks. Mre than that
banks must be prepared to | ose noney or to share | osses.
Banks are not entirely w thout blame when busi nesses go
sour.

20. A few years back, at an annual dinner such as this,
suggested that banks shoul d take up shares and actively
participate in business. Then if the enterprises borrow from
the banks they will be in a position to oversee the
managenent. They will be able to halt any wild ventures at

| east through the boards. Certainly they can nmake sure that
nmoney i s not msused.

21. As | renmenber it the suggestion was wel coned by the
banking fraternity. But | know of no banks whi ch have
actual ly taken shares in conpanies and participated in their
managenent. | do hope that this is because banks have

their hands full running their normal business. | also hope
that they will take up this suggestion in the near future.

Ladi es and CGentl enen,

22. At a recent exhibition of Ml aysian science and

i nventions, a nunber of the brainchildren of Ml aysian

i nventors seemto cry for production and marketing. If in
additi on our researchers take seriously the suggestion to
identify products which can be copied and nodified through
reverse engineering, it would seemthat there is a great
scope for the start-up of many new enterprises. But of
course such new enterprises would require venture capital

23. A seminar was recently held in Kuala Lunpur on venture
capital. If the sem nar succeeded in convincing banks to
the need to support new ventures, possibly involving new

i nventions or reversely-engi neered products, we may yet see
t he emergence of new manufacturing activities in Ml aysia by
Mal aysi ans. At the noment of course new technol ogies are
only enpl oyed by foreign nmanufacturers with reputati on and
track records. Yet at one stage these foreign big nanes
must have been small and unknown. They nust have had sone
banki ng backers in their early days to be where they are
today. Cannot our small new entrepreneurs be accorded the
same backi ng by our banks?

Ladi es and CGentl enen,



24. For banks to venture into what are to them unchartered
seas, they nust prepare thenselves thoroughly. An ability
to understand cash-flows alone is apparently quite

i nadequat e. Banks nust have peopl e who | ook beyond pure
nmoney | endi ng. They nust understand t he managenent of

busi nesses, particularly new manufacturing busi nesses. They
nmust al so have officers acquainted with some current

t echnol ogy.

25. Thus equi pped they will be able to make better

eval uations and to take the kind of risks involved in
providing venture capital, directly or indirectly. W need
this kind of banking skills and risk taking if we are ever
to escape fromthe traditional areas of business -
commodi ty production, properties, construction and running
kedais. We cannot go on relying on these limted areas of
busi ness because, in the final analysis, they are al
commodi ty- based. And there is no way we can control
commodity prices. | amnot asking banks to be inprudent.
They nmust be prudent but not to the extent of stifling
entrepreneurship in this country.

26. | realise fully that banks have been badly bitten
during the recent recession. They know that even with
collaterals they can still |ose their noney. They know t hat

some busi ness peopl e including valuers do overval ue
collateral s. Leasing conpani es have had very bad experience
i ndeed. Once the noney is given out the |l enders |ose sight
of it. Since banks and other financial institutions cannot
possi bly supervise the way all their |oans are being
expanded, the role of the auditors beconmes extrenely

i mportant. The auditors are there to ensure that the
directors and managers manage their noney properly.

27. In our systemthe auditors are supposed to be appointed
by the sharehol ders at the annual general neeting. In
actual fact it is the managenent and the boards of directors
whi ch appoint the auditors. This being so the auditors
often feel thenselves beholden to the nmanagenment and the
boards. This is not healthy. Banks which often have nore
money at risk than the sharehol ders should really have a
proportionate say in the appointnment of auditors. The

audi tors should be beholden to the banks as well as to the
sharehol ders. This way the banks wi Il have sone supervision
over the noney they have lent to the businesses. This would
reduce their risks and consequently their reluctance to
finance enterprises.

Ladi es and CGentl enen,

28. W should also not forget that insurance comnpanies too
need to nove along a simlar direction. For too long, the
i nsurers have stayed in the background. The tine has now
conme for the insurance industry to nove closer to the
forefront of economc activities to seriously consider
provi di ng comercial insurance cover to the hitherto



"averse" risks such as crop, livestock and fishery

i nsurance; to upgrade risk managenent techniques so as to
take on the nore sophisticated negari sks of marine, aviation
and energy; to pool resources together so as to retain
donmestically as nmuch as possible the large prem uns, a
substantial proportion of which is now paid overseas, a big
contributor to our invisibles, to package the nost
cost-effective insurance products for the salary earners and
busi nessnmen alike. Al these are for the national good while
not dimnishing the profitability of the insurance

conpani es.

Ladi es and gentl enen,

29. W all feel that Malaysia is experiencing an upturn in
t he econony. W see evidence of it everywhere. W see nore
traffic janms, nore frequent full house notices by hotels,

nore people eating out, nore clubs and gol fers, nore crowds
at shopping malls, nore snbg and i ndeed nore of everything.
Al'l these sound good to businessnmen and to bankers. But for
all these growh to be accombdated and sustai ned everyone
must tidy up his act and upgrade facilities and services.

30. Today Malaysia's population is 17.4 mllion. Wen we
becane i ndependent there were only 5 mllion Mal ayans. The
increase is rapid, very rapid. Assum ng we have a
popul ati on growm h of 2% and we have nore than that, there
will be nore than 340,000 new Mal aysi ans every year or

wi t hout conpounding 1 mllion every three years. These
people will have to be fed, clothed and housed through
enpl oyment. They have to be transported and entert ai ned.
Doi ng these al one woul d nmean nore busi ness.

31. The CGovernnent in anticipating these needs have set in
nmoti on plans and policies designed for accel erated economc
growm h. We are expandi ng vast sums on needed
infrastructures. The State CGovernnents, you nay have

noti ced, are very nuch nore active in attracting |ocal and
foreign investnents and generally boosting the econony.

Even | ocal authorities have adopted very positive attitudes.

32. For all these economc growth for a burgeoning

popul ation to take place, capital will be needed. The
financial institutions nust play their role. They nust be
nore innovative and open-m nded. They nust hel p our

busi ness peopl e seize opportunities as they appear. They
must not look nerely at their inmediate profits but also at
the long-termreturns they will get as the popul ati on

i ncreasesand busi nesses grow along with it.

33. W do not want our rapidly grow ng population to result
in the lowering of our standard of living. Per capita

i ncome nust increase even as the popul ation increases. Wile
exports will continue to contribute nore and nore to our
econom c growth, the health of the nation's econony would be
better protected if donmestic demands al so grow to reduce
dependence on export.



34. Money must nove. It nust not remain static. Every

ti me noney changes hands wealth is created. The faster

nmoney noves the greater will be the wealth created. The
financial institutions, the custodians of the nation's noney
must hel p this process, mnust give guidance, nust provide
expertise and nust be nore adventurous. They nust not | et
their noney stagnate in their vaults for any |onger than
they can hel p. They, nore than everyone el se, must keep
noney novi ng and consequently grow ng.

Ladi es and gentl enen,

35. W have preached public and private sector cooperation
We have recently begun preaching a three-way cooperation
bet ween t he Governnent, the businesses and the workers to
hei ght en economi c growth. Now we want to suggest the
participation of another inportant partner to make it a
foursone. W would like to see the financial institutions
throw their full weight behind the other three so that we
will take off on a sustained economic growh path for

the betternment of all of us.

36. As you enjoy your dinner tonight try also to digest and
absorb sone of the special nenu | have just cooked up for
you. God willing we will build together a better Ml aysia.
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