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Saya menguczcpkan terima kasih kepada Ahli Jawatankuas:
“Laganjur Majlis Makan Malam Tgshunan Institusi-institus:
Cwangan  Malaysia kerana sekali lzgi menjemput says dan

.cteril saya ke Majlis Mekan M=2lam ini.

Ini adalah kzli ke 1lapan saya menghadiri Msjlis
‘8stitusi Kewangan ini. Fada majlis-majlis yang lalu say:o
-:-ah mengambil kesempstan untuk memberikan pandangan don
;~ndﬁpat saya mengenai keadsan ekonomi serta peranan don
v rastasi institusi-institusi kewangsn di negars ini.

-rerti dahulu, saya bercadang untuk meneruskan emalan itu

lom Mejlis pada malam ini.

Over the last couple of .years, much attention has beer

‘:cussed on the state of the Malaysisn economy. Economists
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. .ve been pre-occupied with secohd+guessing'thé'stfenéth'ms
+=11 ag the sustainability of the economic recovery. Todav,
v2re 1s no longer =ny doubt that the recovery is fTully
itrenched. Latest data released by the Department o
:rntistics confirmed that real GDP growth accelerastsd to
..7% 1last year, the best performance since 1979. £13
iidicators point to continued strong growth over the naut
J=w years. This year, first quarter reasl growth was nbout
/.5%; the second guarter growth rate was closer to 8%. This
u2tter-than-expected economic outturn is now weIl on track,
with a strong revival across all sectors of the economy.

", More importantly, the initially export-led expansion is
buing reinforced by rising domestic demeand as incomes =nd
vroflts Improve. Consumer demand, in particular, has been
zxpandling strongly. To a large extent, this represents ths
Irevitable relezse of pent-up demand during the 1985/84
»=cession. As a result, car sales are booming =after
vrolonged slump. Imports of consumer products are growifj
't double-digit rates, and business is equally brisk in t-:
wholesale and retail trade. In terms of privaté investment,
chz 1indicators =are equally encouraging, especially in tt:
nanufacturing sector. As sales orders mount and profits
increase, manufacturers are becoming more coafident -7
*uglness prospects. This is incressingly being tfanslated
imto higher outlays for capital expansion i1in plant axnd
sculpment, as reflected 1in the surge 1in imports cf

luvestment goods.



Clearly, =211 signs point to 2 sustzined expansion for
side cross-section of the economy over the next coupls »f
LArS. Noﬁwithstanding the sharp rise in imports; EANEY
msnce Qf ‘&yments is expected to remain favourable, with
;ﬂ?ﬁaps 2 smzll surplus over the medium term. We can Lo
ok forward to further progress on the fiscal front -5 -
yernment continues to consolidate its expenditu:-

Trogramme .

Although the economic prospects are favguragle, this i3
nn time for complacency. A lot is riding on the ability of
“hz major industrizl economies to "engineer" what is cslled

soft—landing for the world economy. Even a2s the IMF tzlke
7 continued good times ahead for world commodity prices,
decline in the price of ou® rubber, pzalm oil and tin in
arant months is 2 cause for concern. We cannot =fford to
“Jject ourselves to the vagaries of the world trading
“ironment. While conditions remain. favourable, we should
-iouble our efforts to reduce our reliznce on commodities
the externz stimuli 2and instead promote domestic
sources of growth. In this regard, banks have an important
"n2 to play in channelling the lgrge inflows of liquiditw
“wrm oour buoyazant exports into productive investment in the
orn=stic economy.
The bankihg system must thus be anchored on & solid =nd -

17ohakable foundation gnd this foundation must be reinforced

soztinuously to support the rapidly expanding economy. As
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are well aware, the banking system hasd gone through
¢ld test”™ during the turbulent years of 1985-86. Ther:
> doubt that aprropriate surgery has been performed on
o dor weak links in the system, which surfaced durins - -
= .Jgre recession. The system 1is now stronger =nd v,
rable of withstanding future shocks. With the comine 1ot
Jorece of the Banking =nd Financial Institutions Acts, vk
“egars would have the power to intervene snd supervise the
iaancial system better. It is not the desire of the

Yovernment to have more regulations but “supervision 1=

94

rocessary 1n order to effectively promote monetary stahilic:
.2 sound financiol structure. We must =211 remember th: *
. 1s the Government that is called upon to provide <“he

£..Cety net whenever banks nre threatened with insolvency.

Moreover, I am certaln that the finsncizl institus:- ..
~ould have become wiser 2nd more prudent zfter experienc:i-;
ob:+ bursting of the "speculative bubble”. The lessons -
c=2n costly and it would be worthwhile to remember thar,

rticularly in the present mood, when the economy is on thasz
upturn a2gain., Management must impress these lessons =-c
rrinciples upon the new officers who will be future lesaders
¢ their institutions. These officers may not have h=s
V278t hand knowledge or experience of the recent turbulert

rariod of banking not only in Maleysis, but the world ovew.

With the economic outlook distinctly bright, +tn=

srnking community should take the opportunity to build ur



cnzxir reserves . in order to reinforce their ability to
sunport @ more prosperous and more sophisticated econcm .
'*.; best and easiest time for the banks to raise capitzl s
. :n they have surplus capacity and do not really necd 1t.
‘orgover, the bulld-up in capital and reserves during <o
nturn of the cycle will not only enable them to grow in b
sure, but more importantly will place them in good gt=nd
t> withstand shocks and absorb any unforseéen losses duriny
“uzure downturns.
-

Zw. Bank  Negara has recently introduced a risk-bisec:

sipltal ratio, formuleted along the lines of the FEugl-

w

copital framework to be observed by =ll licensed banks - ro
Tinance -companies. It 1is. my hope that, with the re.

risk-based capitzl . framework, banks will be moyE

s:rsltlve in structuring their balance sheet. Adéquata

2pital and prudent assets and liabilities management'will

o~

"oz long wey in avoiding the mistakes ond excesses of +h.

~.at.,

—

+.. We are now in the third year of sconomic recovery wit-

o

7 pace growing stronger. Within this broad ‘development ,

il

omder whether the financial "institutions, especially ti-=
o .nks are moving zlong at the same prce.  If we take

cursory glance at - their financial statements, ws «--
voorent gains and consolidation. “However, & major part of
*h- profits had actuslly come from recoveries of bad dabts:

40 not have any quarrel with the banks' efforts to colloc+
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2% 1s legltimately theirs, but I wonder whether it has aor
~ome &n obsession amongst them to emphasise recoverissg ~F

st due loans ot whotever expense.

T have heard that banks are too insistent on recovering
“ir old loans. During the recession, interest Iiuc
:umulated becnuse borrowers could not get the cash to
rvice their loans. On top of that, the banks had impos.:d

vy penalty interests for such default. When things

~.ame better, borrowers who came forward tow repay get

cck when they were informed of the smount owed. Even for

3¢ who propose to pay the whole amount of the original

.'n together with sccumulated interests, some banks refus:

- s3olutely to walve the penalty interest or even & part of

s

These banks seem bent on getting thelr pound of flest

~.n if 1t prevents theilr clients from making a recovery and

snaining as thelr clients. This is the kind of short-term

vinking that does not seem to reflect meturity.

The banks and the country as 2 whole will not gain from

s which prevent good borrowers who willingly come forward
pay their loans from recovering quickly. We need such
.»inessmen who are nble and honest snough to pay their
o8 as soon as they can. They are responsible debtors,
'y should be rewarded rather than penalised. They should
nelped to reccover and to remain gbbd clients of the banks

bacernad. They are truly assets to the banks snd the



mking system 2s compared to those who would avoid pivir.

.. ¢k loans for as long =s they can.

i, M=mlaysia 1s shorﬁ on good businessmen snd paymastors.,
rt 1s 1in everyone's interest to réhabilitate these nreoplex.
hiope that oanks will be more businesslike in dealing viih
:hem,  The faster fthese people recover and go on with their
~.giness the better it will be for our economy'as a2 whole.
At the same time banksbmust not bhe harsh oﬂ those of
welr clients who fell on hard ftimes Dbecause of the
~:2ession. The collaterals they put up depreciated with tt:
~zcession znd they ware unable to pay up. Many were madg
penkrupt beciuse of thelr failure ond are how unablz %o
ruzgtart thelr business. Yet with the <sconomic recover,
tnzir former properties have =z2pprecisted. Had they baew
r.ven time it is possible that they would repay the beiks

2
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1 the recovery of prices of theilr collaterals. But they
sve been made bankrupts and are now not sble to repay hanie
Tith théif liﬁited earnings. And of course they cannot ¢
17 business as they cannot ralse any capltal. They sare now
15:1ess to the banks, to themselves :nd tc the nation. 1°
to me such » waste. Some of them who misused funde

‘o serve to be bankrupted. But those who failed through ta«

rooverty depreciation do not deserve to be so punished.

Spesking of collaterals, the banking community socill

~.2cms to regard them as the oniy wortt while guarantees fov
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N, This is sorauge  vseciuse  we  have seen thoh

(=3

~.ilaterals in the form of propertiss or shares can

0

wrecizte as to be almost useless. This was what happens=d

iving the recessilon Despite the collaterzls being,

i
.y instances worth mors than the loan iven out
s 3

D
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“ounnd themselves unable te recover the collateral supporoad

+ons durlng the recession. The collatersls had not on.v

.reciated out there were also no buyers.

. Unfortunately when the property apprecigfed durfmb T

“weovery  some  bankers paid themselives off together wit!

[V

“uterest and penalties. Thszir clients recovered very litti:

“som1 the sapprecistion of the value of the collaterslis,

hlle repayments in tallments should be charged the full
malties, repoyments in full  deserve to have their

coalties written off or reduced. Indeed even intersassts

~erve to be reconsidered.

o

Eanks should renlly depsznd less on collaterals but mors

“he soundness of compesny management and profitability of

e iects. This is esprcilally so when dealing with nzw

“Lorprises and new proaucts. If we are ever to move into

2 -Breditional businesses, banks nmust be prepared to stud

‘wjects or enterprizes with

pel

2 view to evaluating their

tentisl. Obviously these businesses are not going to hnve

rrack record. Bub :f they are not to be given 2ny loun

c:iuse they have no collaterals and no track record, how is
" ure going to be new »isinesses and entrepreneurs?



Admittedly it 1s risky business to financé a venturs

with no trackbrecord znd no collateral. But banking is zligso
ousiness and banks must also take risks. More than +h.
sks must be prepared to lose money or to share loscas.

ks are not entirely wlthout blame when businesses g0 scur,

A few years back, at an annuai dinner such as this,
~1rzested that banks should take up shares and sctiv:ly
nprticipaté in business. Then if the entqspriées borrow
“rom the banks they will be in a position fo ovefseevtha
- anagement. They wiil be #ble to halt any wild ventures -t
228t throdgh the boards. Certainly they cen méke sure that
m2ngey is not misusead.

39

Zi. As I remember it the suggestion ﬁaé welcomed by ths
»awnking fraternity. But I know of no banks which hzve
~ouglly taken shares in companies and particlpated in their
- lngement. I do hope that this is beczuse banks have their
"ﬁds'full running their normal busiﬁess. I also hope that

i

v will take up this suggestion in the near future.

‘At a recent exhibition of Malaysian scilence nd
“oventions, a number df the brainchildren of Malaysi.i
. .7entors seem to cry for production =nd marketing. If in

!Gition our researchers take seriously the suggestion TC

~A=ntify products which can be copled snd modified through

vorerse engineering, it would seem that there is 3 grect



ccope for fthe start-up of many new enterprises. But ot

sourse such new enterprises would regquire venture capitos.

A seminar was recently held in Kuzla Lumpur on ven<t.i™
- wital. If the seminar succeeded in convincing bankz
= need to support new ventures, possibly involving e
“wentions or reversely-engineered products, we may yeb =a.
the emergence of new manufacturing zctivities in Malaysi~ by
Mr.laysians. At the moment of course new teehnoiégies E el
ouly employed by foreign manufacturers with reputation end
sriack records.  Yet at one stage these foreign big names
st have been small and unknown. They must have had son:
hanking backers in their esrly days to be where they -r.
woday.  Cannot our smill new entrepresneurs be accorded +th

same backing by our banks?

For banks to venture inté what 2re to them unchartfer -
5218, they must prepare themselves thoroughly. An sbilits
7o) understand cash-flows a2lone is apparently ouldve
irnadequate. Banké must have people who look beyond vpur.:
ncriey  lending. They must understand the mznagement I
cusinesses, particularly new manufacturing businesses. The:
nst  also have officers acgquainted with some currert

<4

tzchnoclogy.

%, Thus ecquipped they will be able to maks Dbetter
~v:luations a&and to take the kind of risks involved 3.

wroviding venture capital, directly or indirectly. We necod
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‘ ‘is kind of banking skills #nd risk taking if we sve o,
Lo escape from the traditiongi areas Qf_business - commodit -
~roduction, properties,'construction and running kedais. e

“unot go on reiying on ﬁhesé limited =sreas of business

e"ﬁuuc, in / the final analysis, they are ?l;

rmodity based. And theré is no way we can contrcl

Lovmodity prices. I am not asking banks to be imprudent.

\ ey must be prudent but not to_ the extent of stifling
- wrepreneurship in this country. . °

I reaiise fully that benks have bgen badly bitten
tping the reCcnt recesslion. They know that even with
1laterals they can stil; lose their money. They know thit
sorie busineés people inclﬁding valuers do overv~lu:
“qlléterals. Lessing compznies have had very bad exparience
Torized., Once_the money 1s given out the lenders losé sizht
it. Since banks and‘other financizl institutions cannot

. sesibly supervise thz way all <{thelr loasns sre b

21 iE
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sxponded, the role of the auditors bhecomes extremely
“raortant. The =zuditors szre there to ensure that <ths

iimictors and mansgers manage thelr money properly.

In our system the auditors are supposed.to be apﬁointgd
1 57 the shareholders &at the 2z2nnusl genersl meeting. ir
zusl fact it is the management and the boards of difectors
roch appoint the a2uditors. This being sov}the auditors
2owen feel themselves ‘beﬁolden to the manégément znd  the

nonrds, This is not healthy. Banks which often have mor-=




~asurers have stayed in the background. The time has

woney &t risk than the shareholders shoulq rezlly hsve

oportionate say in the sappointment of esuditors.

wditors should be beholden to the banks ns well as To v

stxreholders. Thilis way the banks will have some superv.izic
~7er the money they have lent to the businesses. This wou

»:duce their risks =2nd consequently thelr reluctance -u

“inance enterprises.

23, We should also not forget that insurance companies toc

w2ed to move slong a similar direction. Fom too longz, th=

3
3

(

»7iie for the 1lnsurance iIndustry to move closer to

[
—

Jorefront of economic activities to seriously consider

providing commercial insurance cover to the hitheets

" .verse" risks such as crop, 1livestcck and fishersy

cmsurance; to upgrade risk management techniques so o5 to

t1ke on the more sophisticated megarisks of marine, szviacic.

-

71 energy; tTo pool resources tégether so0o as to retaln
romestically as much as possible the large premiunms,

“rhbstantial proportiorn of which is now psild overseas, = ulig
ortributor to our invisibles, to package tﬁe nosgt
sost-effective insurance products for the salary earners -id

~uginessmen alike. All these are for the national good

ivile not diminishing the profitability of the insuranc:

mpanles.

", We all feel that Malaysia is experiencing an upturn ir

Sz economy. We see evidence of it everywhere. We sse 107
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.affic jams, more frequent full house notices by' hotels,
~ore people eating out, more clubs and golfers, more crovwas
v shopping malls, more smog and ind=zed more of everythin~.
111 these sound good to businessmen and to bankers. PBut for
<..1 these growth to be accommodated =nd sustained everyors
a3t tidy up hils act and upgrade facilities and services.

! Today Malaysla's population is 17.4 million. When =~
c:came independent there were only 5 millioQ'Mafayans. Ty
irerease 1s rgpld, very rapid. Assuming we  have
prpulation growth of 2% and we have more than that, ther:
#1211 be more than 340,000 new Malazysisns every yezr or
without compounding 1 million every three years. Thess
J:ople will have to be fed, clothed and housed throurc:
«r.nloyment. Théy have to be transported and entertainead.
Joing these alonz would mean more business.

The Government in anticipating these needs have set 7o
wotion plans and policies designed for accelerated econonis
arowth, We are expanding vast sums on  nesded
wrrrastructures. The State Governments, you may havs
avciced, are very much more active in sttracting locsl and

‘oréign investments and generally boosting the <cconomw.

©7en local authorities have adopted very positive attitudes.

For all thess economic growth for a burgeonin:

population to take place, capital will be needed. Tre

"insnelal institutions must play their role. They must bs



¢ 2  innovative and open-minded. They must help ou
‘izginess people seize opportunities s they appesr. Thov
st not look merely at their immedizte profits but #lso ¢
long-term returns they will get 3s the populasin.
moeresses and businesses grow zlong with it. |
“2. We do not want our rapidly growing population to resu’r
“n the lowering of our standard of 1living. Per coczpits
Income must increase even as the population increas:cs.
+lle exports will continue to contribute mome and more to
cvrt economic growth, the health of the nation's econom

#nuld be better protected‘if domestic demands also grow %o

irrduce dependence on axport.

i, Money must move. It must not remsin static. Ever:
“ime money changes hands wealth is created. The faste~
reriey moves the greater will be the wealth created. ity
firancial institutions, the cuztodians of the nation's mo~o
mist help this process, must give guidsnce, must prov:i’.
:ipertise and must be more adventurous. They must not "ot
*l:2ir money stagnate in their vaults for sany longser <«br.:
=hey can help. They, more than everyone else, must ke

money moving and consequently growing.

32. We have praached public and private sector cooperatior.

k]
W

(¥4

hzve recently begun preaching & three-way cooperation
netween the Government, the businesses znd the workers o

noighten economic growth. Nocw w2 want to suggest thre
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nurticlpation of onother important partner to make It
“oursome. We would like to see the finsnclsl institutions

Lkl

“~row their full weight behind the other three so thot .
7111l take off on 2 sustained economic growth path for 17 -
~tterment of =11 of us.

». As you enjoy your dinner tonight try also to digest =i

“wsorb some of the special menu I hsve just cooked ur ‘or

L J
vou.  God willing w2z will build together z better Malaysis.

HRRFEF

KULALA LUMPUR,
21lhbe Ogog, 19C9,
Jans 4430 potang.
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