ATION

SAN

KEPIMPINAN
PERDAMNA

<
=
Q5
wx
o'y

-
=
&
£
=
o
®
=

.
]

”

o e .,
T
.n..lm
O C =
sen
A ==
S o ©
R ® OF
T 8
aaa
= £ 0O




FERDAMNA
LEADERSHIP
FOUNDATION
TAYASAMN
KEPIMPINAN
PERDAMNA



THE TRAGEDY THAT
DIDN'T HAPPEN

Marie-Aimée Tourres

PUSTAKA PER

HHUWMI!NII!UHNIHHIW/MIMIl

EEPIMPINAMN




ISIS Malaysia, a non-profit limited company established under Malaysia’s
Companies Act of 1965, undertakes studies on a wide range of strategic
and policy issues directly relevant to national interests and public welfare,
These studies encompass International Affairs, Defence, National Security,
National and International Economics, Nation Building, National Unity,
Science, Technology and Industry, Energy, Natural Resources and the
Environment.

© ISIS Malaysia 2003

First published in 2003 by Institute of Strategic and International Studies
(ISIS) Malaysia

P.O. Box 12424

50778 Kuala Lumpur, Malaysia

Tel :03-26939366

Fax : 03-26939375

All rights reserved. No part of this publication may be reproduced,
transmitted or stored in a retrieval system, in any form or by any means —
electronic, mechanical, photocopying or otherwise.

The assessments and views expressed in this publication are entirely the
author’s own.

ISBN: 967-947-286-1

Typeset by Infortrans Sdn. Bhd.

Printed by Percetakan Warisan Sdn. Bhd. PERDANA
Cover kindly designed by Koh Cheng Kuan, The One Academy lé—)ﬁgli-)-:flilH]I:
F )i

YAYASAHN
EEPIMPIMNAN
FERDAMNA

4



Contents

Abbreviations and Acronyms vii
List of Charts ix
List of Tables xi
Acknowledgements xiii
INTRODUCTION 1
CHAPTER ONE: MALAYSIA IN THE ASIAN FINANCIAL CRISIS 7
1. Preamble 7
2. Asia’s turmoil: From optimism to pessimism 10
¢ The Asian growth context 10
High savings rate, foreign capital flows and
domestic credit 11
The driving forces: Investments and exports 14
¢ The regional context of the crisis 15
3. Malaysia, no apparent warning signs 20 i
e Strong fundamentals 20 0
¢ Economic success applauded 26
4. Malaysia and the “Tom Yam’ effect 27
* Emerging weaknesses 27
* Falling into the cauldron 30
S. From shock to anger 32
¢ A shared surprise 32
* But one voice was louder 35
Mahathir vs Soros 36
Malaysia already different 39
CHAPTER TwO: THE POWER TO SAY NO 41
1. A spectrum of diverse explanations 41
* Pioneer explanations of economic crises 42
First generation models 42
Second generation models 43
Third generation models 44
* The failure of economic forecasting 44
* Explanations specific to 1997 47
Unsound fundamentals and government
policies 47
Weak domestic financial system 49
International environment and inadequate SERDANA
global financial system EADERSHIP
FOUNDATION
YAYASAHN
EEPIMPINAN

FPERDAMA



CONTENTS

Hedge funds 53
Contagion 54
2. Is there a way out? 56
* The regional road: An unsuccessful option 57
An aborted idea: The Asian Monetary Fund 58
An American monopoly 61
® The IMF: One size does not fit all 62
One medicine prescribed for three illnesses 63
The IMF dark tunnel 66
3. Think globally, plan regionally, act nationally 71
e No single model 71
* 1997: The inside story 74
The first measures 74
1998 Budget 75
5 December measures 79
An apparent indifference 82
The Latin American journey 83
A mental state of emergency 85
CHAPTER THREE: GROPING IN THE DARK 87
1. A new chapter unfolds 87
* A cornerstone called the NEAC 88
Highly committed team 88
Much ado behind closed doors 90
e NEAC and the Cabinet 91
2. Divided we fall 92
e Investor behaviour, a key problem 93
Information, rumours and what else? 94
¢ Be united under the NEAC 96
Confidence-building measures 97
Towards a recovery plan 100
“Love Malaysia, Buy Malaysian Products” 102
3. Let’s go on with the ‘virtual IMF’ policy 104
e Trial period 104

e International acclamation under the IMF
shadow 109
Please don't talk about it 114
4. The ‘third’ side of the coin 119
e A shared concern 119
Unneighbourly relations 123
e CLOB, a thorn in Malaysia's side 124
CHAPTER FOUR: THE SINATRA PRINCIPLE 127
1. Slipping and sliding 127

. . N . . FPERDA
e Malaysia and the Washington institutionse s e k@ﬁ
FOLINDATION
YA Y AS AN
EEPIMPINAMN
FPERDAMA

W



CHAPTER FIVE:

CONTENTS

¢ What went wrong?

. Saving private companies

¢ The importance of context
* When economics meets politics

. The road to reparation

¢ The National Economic Recovery Plan
¢ Strengthening the corporate sector

. Home-grown special vehicles

¢ Danaharta
“You have two weeks”
How does it work?
¢ Danamodal
A sense of urgency
How does it work?
Funding for recapitalisation
¢ Corporate Debt Restructuring Committee

The final solution on its way

¢ Another idea
Lessons from others
Nothing new in fact

¢ China, the final inspiration
A relevant experience
Last check

* The devil’'s advocate_

MALAYSIA’S ‘FOLLY’

1.

August, the decisive month
¢ Malaysia’s last card
¢ Behind-the-scenes suspense

1st and 2nd September 1998, key dates
® The measure that brought down wrath
The 12-month rule
Exit levy introduced
* Pegging of the Ringgit
3.8, the magic number
¢ That's not all
Complementary measures
CLOB’s time has come

. The market, the market

¢ Insulation not isolation
o A strict follow-up

. Fire on capital controls

e Dire reactions
¢ A political ploy

132

138
139
140

143
144
146

148
150
150
154
157
157
160
160
162

164
165
165
166
168
170 —
172
173

177

177
177
180

184
185
188
189
191
193
195
195
196

199
206
203
205

208D ANA
JERSHIP
ANDATION
YATYASAHN
EEPIMPINAMN
PERDAMA



CONTENTS

5. Helping hands 215
¢ Salomon Smith Barney 216
e Japanese friend 218
Miyazawa initiative 219
¢ Other voices 223
CHAPTER SIX:  AGAINST ALL ODDS 229
1. Re-arranging the house 229
 Pro-growth strategy and stimulus package 230
¢ On the comeback trail 234
1st September 1999 238
Malaysia boleh 240
e Faster restructuring process 241
An example now emulated 241
Complementary road-map 244
Capital Market Masterplan 245
Financial Sector Masterplan 246
2. Assessment debate 247
¢ Right timing or too late? 247
Malaysia vs South Korea, Thailand and
Indonesia 249
¢ Pegging, the remaining issue 254
Pegging stabilises a yoyo-ringgit 254
Exit solution 257
3. The merits of the Malaysian selective capital
controls 259
* Major economic side-effects avoided 260
e Foreign direct investments 261
Two Surveys 263
¢ Social and political stability assured 267
4. Malaysian story through rating agencies 269
e Venerable institutions with limits 269
* The highest cost of capital controls 272
Growing re-acceptance 273
* Bond issues, a clear vindication 276
S. The rule admitted one exception 280
e New wave of comments 281
* Good pre-conditions are not enough 283
CONCLUSION 285
Annexes 289
Chronology 303
The Interviewees CERD 315
References LEADERS

Index FOUNDAB3S!

YAY AS

AN

EEPIMPINAN
PERDAMA



Abbreviations/Acronyms

ABS Asset Backed Securities

ACCC Associated Chinese Chamber of Commerce

AFTA Asian Free Trade Area

AMC Asset Management Company

ASEAN Association of South-East Asian Nations

ASEM Asia-Europe Meeting

ASLI Asian Strategic and Leadership Institute

BCI Business Confidence Index

BIS Bank for International Settlements

BN Barisan Nasional (National Front)

BNM Bank Negara Malaysia

CDRC Corporate Debt Restructuring Committee .
CDS Central Depository System —
CLOB Central Limit Order Book

COMMEX Commodity and Monetary Exchahge of Malaysia

CMP Capital Master Plan

DAP Democratic Action Party

EAEC East Asian Economic Caucus

EIR Economic Intelligence Review

EMAS Exchange Mainboard All Shares

EMS European Monetary System

EPF Employees Provident Fund

EPU Economic Planning Unit

ERM European Rate Mechanism

EU European Union

FDI Foreign Direct Investment

FSM Financial Sector Masterplan

FSF Financial Stability Forum

ICA Industrial Coordination Act

IFC International Finance Corporations

IMF International Monetary Fund PERDANA
ISIS Institute of Strategic and International Studies e S{)};?\H:L

YAYASAN
EEPIMPINAN
PERDAMA



JBIC
KLCE
KLCI
KLSE
KLIBOR
KLOFFE
LTCM
MIDA
MIER
MITI
MP
MSC
MSCI
NAP
NEAC
NERP
NDP
NPLs
OECD
OECF
OPP
OTC
PAS
PDS
PECC
PNB

RWCR
S&P
SC

SES
SRR
TTRS
UEM
UMNO
URR
uUsS

THE TRAGEDY THAT DIDN’T HAPPEN

Japan Bank for International Corporation
Kuala Lumpur Commodity Exchange

Kuala Lumpur Composite Index

Kuala Lumpur Stock Exchange

Kuala Lumpur Interbank Offer Rate

Kuala Lumpur Options and Financial Futures Exchange
Long-Term Capital Market

Malaysian Industrial Development Authority
Malaysian Institute of Economic Research
Ministry of International Trade and Industry
Malaysian Plan

Multimedia Super Corridor

Morgan Stanley Capital International
National Agriculture Policy

National Economic Action Council
National Economic Recovery Plan

New Development Policy

Non-Performing Loans

Organisation for Economic Cooperation and Development

Overseas Economic Cooperation Fund
Outline Perspective Plan
Over-The-Counter

Parti Islam Se-Malaysia

Private Debt Securities

Pacific Economic Co-operation Council
Permodalan National Berhad
Malaysian Ringgit

Risk-Weighted Capital Ratio

Standard & Poor’s

Securities Commission

Stock Exchange of Singapore
Statutory Reserve Requirement
Two-Tier Regulatory System

United Engineers Malaysia Berhad
United Malay National Organisation
Unremunerated Reserve Requirement
United States of America

World Trade Organisation

PERDANA

LEADERSHIP
FOUNDATION
YAYTASAN
EEPIMPINAMN
PFPERDAMNA



	0001.bmp
	0002.bmp
	0003.bmp
	0004.bmp
	0005.bmp
	0006.bmp
	0007.bmp
	0008.bmp
	0009.bmp
	0010.bmp
	0011.bmp
	0012.bmp
	0013.bmp
	0014.bmp
	0015.bmp
	0016.bmp
	0017.bmp
	0018.bmp
	0019.bmp
	0020.bmp
	0021.bmp
	0022.bmp
	0023.bmp
	0024.bmp
	0025.bmp
	0026.bmp
	0027.bmp
	0028.bmp
	0029.bmp
	0030.bmp
	0031.bmp
	0032.bmp
	0033.bmp
	0034.bmp
	0035.bmp
	0036.bmp
	0037.bmp
	0038.bmp
	0039.bmp
	0040.bmp
	0041.bmp
	0042.bmp
	0043.bmp
	0044.bmp
	0045.bmp
	0046.bmp
	0047.bmp
	0048.bmp
	0049.bmp
	0050.bmp
	0051.bmp
	0052.bmp
	0053.bmp
	0054.bmp
	0055.bmp
	0056.bmp
	0057.bmp
	0058.bmp
	0059.bmp
	0060.bmp
	0061.bmp
	0062.bmp
	0063.bmp
	0064.bmp
	0065.bmp
	0066.bmp
	0067.bmp
	0068.bmp
	0069.bmp
	0070.bmp
	0071.bmp
	0072.bmp
	0073.bmp
	0074.bmp
	0075.bmp
	0076.bmp
	0077.bmp
	0078.bmp
	0079.bmp
	0080.bmp
	0081.bmp
	0082.bmp
	0083.bmp
	0084.bmp
	0085.bmp
	0086.bmp
	0087.bmp
	0088.bmp
	0089.bmp
	0090.bmp
	0091.bmp
	0092.bmp
	0093.bmp
	0094.bmp
	0095.bmp
	0096.bmp
	0097.bmp
	0098.bmp
	0099.bmp
	0100.bmp
	0101.bmp
	0102.bmp
	0103.bmp
	0104.bmp
	0105.bmp
	0106.bmp
	0107.bmp
	0108.bmp
	0109.bmp
	0110.bmp
	0111.bmp
	0112.bmp
	0113.bmp
	0114.bmp
	0115.bmp
	0116.bmp
	0117.bmp
	0118.bmp
	0119.bmp
	0120.bmp
	0121.bmp
	0122.bmp
	0123.bmp
	0124.bmp
	0125.bmp
	0126.bmp
	0127.bmp
	0128.bmp
	0129.bmp
	0130.bmp
	0131.bmp
	0132.bmp
	0133.bmp
	0134.bmp
	0135.bmp
	0136.bmp
	0137.bmp
	0138.bmp
	0139.bmp
	0140.bmp
	0141.bmp
	0142.bmp
	0143.bmp
	0144.bmp
	0145.bmp
	0146.bmp
	0147.bmp
	0148.bmp
	0149.bmp
	0150.bmp
	0151.bmp
	0152.bmp
	0153.bmp
	0154.bmp
	0155.bmp
	0156.bmp
	0157.bmp
	0158.bmp
	0159.bmp
	0160.bmp
	0161.bmp
	0162.bmp
	0163.bmp
	0164.bmp
	0165.bmp
	0166.bmp
	0167.bmp
	0168.bmp
	0169.bmp
	0170.bmp
	0171.bmp
	0172.bmp
	0173.bmp
	0174.bmp
	0175.bmp
	0176.bmp
	0177.bmp
	0178.bmp
	0179.bmp
	0180.bmp
	0181.bmp
	0182.bmp
	0183.bmp
	0184.bmp
	0185.bmp
	0186.bmp
	0187.bmp
	0188.bmp
	0189.bmp
	0190.bmp
	0191.bmp
	0192.bmp
	0193.bmp
	0194.bmp
	0195.bmp
	0196.bmp
	0197.bmp
	0198.bmp
	0199.bmp
	0200.bmp
	0201.bmp
	0202.bmp
	0203.bmp
	0204.bmp
	0205.bmp
	0206.bmp
	0207.bmp
	0208.bmp
	0209.bmp
	0210.bmp
	0211.bmp
	0212.bmp
	0213.bmp
	0214.bmp
	0215.bmp
	0216.bmp
	0217.bmp
	0218.bmp
	0219.bmp
	0220.bmp
	0221.bmp
	0222.bmp
	0223.bmp
	0224.bmp
	0225.bmp
	0226.bmp
	0227.bmp
	0228.bmp
	0229.bmp
	0230.bmp
	0231.bmp
	0232.bmp
	0233.bmp
	0234.bmp
	0235.bmp
	0236.bmp
	0237.bmp
	0238.bmp
	0239.bmp
	0240.bmp
	0241.bmp
	0242.bmp
	0243.bmp
	0244.bmp
	0245.bmp
	0246.bmp
	0247.bmp
	0248.bmp
	0249.bmp
	0250.bmp
	0251.bmp
	0252.bmp
	0253.bmp
	0254.bmp
	0255.bmp
	0256.bmp
	0257.bmp
	0258.bmp
	0259.bmp
	0260.bmp
	0261.bmp
	0262.bmp
	0263.bmp
	0264.bmp
	0265.bmp
	0266.bmp
	0267.bmp
	0268.bmp
	0269.bmp
	0270.bmp
	0271.bmp
	0272.bmp
	0273.bmp
	0274.bmp
	0275.bmp
	0276.bmp
	0277.bmp
	0278.bmp
	0279.bmp
	0280.bmp
	0281.bmp
	0282.bmp
	0283.bmp
	0284.bmp
	0285.bmp
	0286.bmp
	0287.bmp
	0288.bmp
	0289.bmp
	0290.bmp
	0291.bmp
	0292.bmp
	0293.bmp
	0294.bmp
	0295.bmp
	0296.bmp
	0297.bmp
	0298.bmp
	0299.bmp
	0300.bmp
	0301.bmp
	0302.bmp
	0303.bmp
	0304.bmp
	0305.bmp
	0306.bmp
	0307.bmp
	0308.bmp
	0309.bmp
	0310.bmp
	0311.bmp
	0312.bmp
	0313.bmp
	0314.bmp
	0315.bmp
	0316.bmp
	0317.bmp
	0318.bmp
	0319.bmp
	0320.bmp
	0321.bmp
	0322.bmp
	0323.bmp
	0324.bmp
	0325.bmp
	0326.bmp
	0327.bmp
	0328.bmp
	0329.bmp
	0330.bmp
	0331.bmp
	0332.bmp
	0333.bmp
	0334.bmp
	0335.bmp
	0336.bmp
	0337.bmp
	0338.bmp
	0339.bmp
	0340.bmp
	0341.bmp
	0342.bmp
	0343.bmp
	0344.bmp
	0345.bmp
	0346.bmp
	0347.bmp
	0348.bmp
	0349.bmp
	0350.bmp
	0351.bmp
	0352.bmp
	0353.bmp
	0354.bmp
	0355.bmp
	0356.bmp



