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HETERODOX MEASURESAND
CORPORATE CRISISIN MALAYSIA

Mohamed Aslam

Capital control measures and fixed exchange ratee virgroduced by the
Malaysian government in September 1998 in respdnséhe economic

problems that emerged following the 1997 currenisi Malaysia had tried
out orthodox economic policies before SeptembeB18at these were unable
to stem the rapid decline of the economy. Instéel; drove the economy into
a deeper crisis. Capital and Exchange Controls (Ci&€re considered
essential to check exchange rate instability ared dacline of international
reserves. These heterodox measures would give dwerrgment greater
autonomy over monetary policy. Along with the goweent’s directive to

banks to increase loans to the business sector, V@i help circumvent the
collapse of the private sector. Since the financidis had increased the
volume of non-performing loans (NPLs) in the baigkirsector and

indebtedness of the corporate sector, the govemnmeetablished three
institutions to deal with the matter. These weren&dmrta, Danamodal and
Corporate and Debt Restructuring Agency (CDRC). Gbeernment argued
that if many businesses went bankrupt, not onlyldranemployment rise, but
the financial sector would be in disarray or faeesolvency. CEC, the
reclassification of loans as NPLs, along with thzaduction of low interest
rates were attempts to help indebted firms by givihem more time to
undertake the necessary restructuring to resohar throblems. In the

experience of Malaysia, standard macroeconomiccigsliwere unable to
influence the economy at the sectoral or micro llevieherefore, other

economic policies were introduced mainly to corrésd imbalances which
emerged mainly in the corporate and banking seciaiisether the policies
were orthodox or unorthodox is not the issue. Thanmissue is how to
stimulate economic recovery as soon as possibteder to avoid any long-
term economic and social crises. This study assdabseextent to which the
implementation of CEC was able to stimulate ecocaegtovery.
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1. INTRODUCTION

Capital control measures and fixed exchange rate wmé&oduced by the
Malaysian government in September 1998 in resptmskee economic
problems that emerged following the 1997 currencisic These
heterodox measures surfaced as a policy responsen wthe
recommendations by the International Monetary FuelF) to
Indonesia, South Korea and Thailand failed to chiekimpact of the
currency crisis on the economies of those counthtdaysia had tried
out orthodox economic policies before SeptembeB188t these were
unable to stem the rapid decline of the econonsteld, they drove the
economy into a deeper crisis.

Capital and exchange controls (CEC) were implentetdecurb the
rapid and massive outflow of portfolio capital thetd contributed to
extreme volatility in the exchange rate. CEC wevasidered essential
to check exchange rate instability and the declufeinternational
reserves. The introduction of the CEC would give tovernment
greater autonomy over monetary policy. Moreovequillity in the
banking system would be stabilised or increasedcifipally with the
return of offshore funds amounting to more than R®/billion. Along
with the government’s directive to banks to inceedeans to the
business sector, the CEC would help circumventdbléapse of the
private sector. The aims of the fixed exchange waee firstly to restore
price stability in the export sector in order toeeg up economic
recovery and, secondly, decrease fluctuation int deayments of the
corporate sector.

The financial crisis had increased the volume ofh-performing
loans (NPLs) in the banking sector and indebtediméste corporate
sector. To deal with the matter, the governmentldished three
institutions. These were an asset management compangurusan
Danaharta Nasional Bhd (Danaharta), to manage weglorate entities
and the NPLs in the banking sector; Danamodal MasidBhd
(Danamodal), a special-purpose vehicle to recapitaleak banks; and
the Corporate and Debt Restructuring Agency (CDRE&)provide
assistance to firms requiring corporate restructurBank Negara, the
central bank, established a Steering Committee dordinate a
“repairing” exercise of the financial and corporagetors, and the three
newly-created institutions were answerable to tbefittee.
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The government argued that if many businesses temiktrupt, not
only would unemployment rise, but the financial teeavould be in
disarray or face insolvency. To help heavily ingebtompanies, the
classification of loans as NPLs was changed froraethmonths to six
months. The CEC, the reclassification of loans 884\ along with the
low interest rates regime were attempts to helphted firms by giving
them more time to undertake the necessary restimgtto resolve their
problems.

In the experience of Malaysia, standard macroecanglicies
were inadequate to correct economic imbalances edausy the
currency-cum-financial crisis. The standard maopoemic policies
were unable to influence the economy at the sdctoramicro level.
Therefore, other economic policies were introduosainly to correct
imbalances which had emerged mainly in the corpoeatd banking
sectors. Whether the policies were orthodox or timolox was not the
issue. The main issue was how to stimulate econoetiavery as soon
as possible in order to avoid any long-term ecowoamd social crises.
This study assesses the extent to which the impl&atien of the CEC
was able to stimulate economic recovery.

2. INTRODUCING CAPITAL CONTROLS

A major factor that contributed to the Asian cumererisis was cross-
border flow of portfolio investments in bonds anduigy. Portfolio
capital differs from long-term loans and foreigmedi investment (FDI)
in terms of its contribution to economic developmand the impact on
domestic prices and the exchange rate. The mostriamd difference
between foreign portfolio investment (FPI), FDI dodg-term external
loans is that FPI can flow in and out of a countithin a very short
time. When FPI finds its way into the banking systand pushes up
domestic expenditure and increases the currentuatcdeficit, its
outflow can affect the domestic economy in a nundfevays including
through a decrease in asset prices, a rise iresiteates, the emergence
of liquidity problems in the banking sector and epikciation of the
value of the currency (Corbo and Hernandez 199&}hErmore, if the
central bank does not act quickly enough and thenve of international
reserves declines, then the reversal may causdaackaof payments
crisis.
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As the Asian pre-crisis experience has shown, FERIl lead to an
inflation of asset prices (including consumer p)cand provoke interest
rate hikes. These issues can stimulate a “herdvimiré in the equity
market. In expectation of an increase in futureimet on investments,
domestic investors pour more of their money ormgiinto the market,
consequently creating a “bubble” in the econdmlj expectation of
profits decreases, then foreign (and domestic)siore will leave the
stock market by divesting their equity holdings amaying foreign
currency. Stock prices will fall and, depending the exchange rate
system, contribute to a loss of international reserand an increase in
domestic interest rates, or a depreciation of Kubha&nge rate, or both. If
interest rates, asset prices or exchange ratetsidiiectoo widely, it can
be very damaging for the economy because of tweorea Firstly, high
interest rates may lead to corporate failure bexafsan increase in
NPLs. Second, an appreciation of the value of theeacy will decrease
export competitiveness or profitability of the erpand import sectors.
The increase in the cost of imports will resultairdeterioration of the
current account of the balance of payments. Andthpact of the FPI is
that it may induce a diversion of resource allamat{loans) in the
banking system from productive to unproductive et In other
words, resources might move from the tradable totradable sectors,
and this shift could harm real economic growthhe tong run, which
occurred in Malaysia prior to the Asian crisis.

In international finance, capital control is not reew issue.
Industrialised countries have used capital contimlsheck fluctuations
of the exchange rate. Under the Bretton Woods systapital control
was integral for ensuring stability of the exchanage. The maintenance
of capital controls had been authorised in theckes of Agreement
negotiated at Bretton Woods in order to reconcilehange rate stability

! The inflow of FPI into the stock market is not always indubg the interest rate

differentials. Investment in the market is based on tipeation of higher returns on
investment, by betting on prices (arbitrage). In Malgysiiace the bond and derivative
markets are less developed, the only possibility of inflovioogign funds is into the

equity market (There is foreign short-term capital inflovoitite country based on the
interest rate differentials, i.e. investment in fixegakgts in commercial banks).

2 There is no evidence of FPI encouraging resource allocatidincreasing efficiency
in the banking or financial system. Efficiency in the finahaector is based on the
development of new financial instruments (capital or momaykets) and financial

deregulation. The other issue that needs to be consideresvitohg FPI stays in an

economy.
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with other goals: in the short run, concerted paiognes of post-war
reconstruction; in the long run, the pursuit of | fdmployment
(Eichengreen 1996: 188). After the collapse of ftked exchange rate
regime under Bretton Woods, the flexible exchange isystem was
promoted and currency and capital controls on matéonal capital
flows were gradually eliminated.

In April 1998, banks in offshore markets were dffgr ringgit
deposit rates of more than 30 percent (Bank Ned#®@9: 292).
Malaysia could not afford to lose ringgit to offseamarkets since the
economy was already in recession and the governnesded capital to
reflate the economy. This led to the imposition afmprehensive
controls over short-term capital flows on 1 Septent®98 and a fixing
of the exchange rate at RM 3.80 to the US doller filllowing day.
Some people, mainly from the financial sector, aththat this measure
was not effective in restoring economic or marlatfdence.

The question, however, is had Malaysia had a potitycapital
control (either on fund inflow or outflow) and stgent exchange control
before 1997, would the economy have been as sgvérelby the
currency crisis? China, Singapore and Taiwan haaliay of capital and
exchange controls in place before 1997 and this pealy the reason
why these countries were not as badly affected hH®y drisis. For
instance, since the Singaporean government doealloot foreigners to
invest in the country’s equity and derivative maski@ Singapore dollar,
speculation on the currency is generally eliminatadother words, the
government demands that the value of its currereydétermined by
economic fundamentals.

Under Malaysia’s CEC policy, long-term flows and IFRere not
regulated. A “12-month rule” was imposed, prohiimtithe repatriation
of portfolio funds for one year. For new funds, th@-month rule” was
subsequently replaced with a levy. The levy wasiced to 10 percent
and applied only to dividends repatriated (Mahatd@00). The 10
percent levy was subsequently lifted for portfatmpital that had been
invested for over a year. Finally, after the thenaRce Minister Daim
Zainuddin had a discussion with domestic and fordighd managers,
the government decided to abolish the exit levy2ohlay 2001 (see
Table 1).
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The government also imposed the CEC to prohibit-mesmdents
from holding the ringgit either in the form of hacdrrency or in bank
accounts in offshore markets. According to Primenister Mahathir
Mohamad (2000), the main purpose of the exchangeraowas to
regain control of the ringgit from speculators andnipulators in the
international foreign exchange market. This wasedby declaring the
ringgit an illegal tender outside Malaysia, thuscessitating the
withdrawal and transfer of about RM 20-25 billiam bank accounts
abroad into the country’s financial system. Thisigyoalso led to the
“freezing” of the external ringgit accounts of noesidents in
Malaysia. Non-residents were not allowed to sellemd the ringgit to
other non-residents but could invest their fund=elly in Malaysia.
Thus, currency traders were unable to shortsell timggit and
influence the exchange rate. Only the governmeuatdcdetermine the
exchange rate. The government replaced its manaimating
exchange system with a fixed exchange rate, wighrihiggit fixed at
3.80 per US dollar

The main objective of the CEC was to eliminateimitlthe impact
of capital flow on the economy and help stabilise éxchange rate. The
other aim was to slow down the fall in internatibmaserves. Since
international reserves are a part of the monetasg pa fall in reserves
would destabilise monetary aggregates and coulttibate to illiquidity
in the financial system. The monetary base, or -piglvered money
(MP), consists of domestic credit (DC) plus internadib (foreign
exchange) reserves (IR), or net foreign assetd, thekhe central bank,
as given by the equation®& DC + IR. A change in either international
reserves or domestic credit will influence the nmang base. DC is a
“control variable”, which means that a governmerdn ccontrol
expansion (or accumulation) of domestic credit tiglothe interest rate
policy or credit rationing. But IR is an “exogenousriable”, that is, it
depends on external sector positions (balance yiheats account) as
represented by the equation IR = CA + KAvhere CA = current

% Since the value of the US dollar against the ringgit ig weuch higher thathe pre-
crisis level, it has created difficulties for borrowémsterms of servicing their loans.
This is one of the weaknesses of the fixed exchange rttie tase of Malaysia.

4 It can also be written a8CA + AKA = AIR. Foreign exchange or international
reserve (IR) is also regarded as a net foreign assdn(ffe flexible exchange rate, the
equation is read as CA = -KA, that is, the deficit of entraccount is offset by the
surplus of KA, which means the central bank is out of theido exchange market.



Heterodox Measures and Corporate Crisis in Madaysi 81

account and KA = capital account. IR is equal tmed demand on
domestic securities by foreign residents. The ehpitcount comprises
foreign loans (long-term and short-term) (FL), igredirect investment
(FDI) and foreign portfolio investment (FPI).

To simplify the matter, we can deconstruct the IKRfoitwo groups:
non-speculative capital (§) consisting of FL and FDI, and speculative
capital (k) which is FPI. We can rewrite the equation to readCA +
[FDI + FL + FPI] = IR. If we assume that a defigit CA is offset by
Fns then F will be equal to 4 So, it is logical that M = DC + .
Assuming that domestic credit remains unchangezhaage in E will
contribute to a change in M Therefore, the monetary base is entirely
influenced by the FPI. Control of the Fs allows thevernment to
manage the monetary sector more effectively. Thone by delaying a
fall in international reserves through the outfloivFs and encouraging
the accumulation of international reserves throthgh current account
and non-speculative capital. Therefore, the cerasik, Bank Negara,
would have greater freedom in implementing monepajcies without
worrying about the accumulation of reserves fromne #peculative
market. Second, capital controls would allow thereeny to re-build
international reserves through other componentsthef balance of
payments, i.e. trade and long-term capital acco8itge the beginning
of the currency crisis in 1997, the Malaysian ecopaan losses in
international reserves, particularly from the amflof portfolio capital.
Third, capital controls can avert a credit crunohthie economy. As
mentioned above, the main reason for capital cenwas to enable the
government to control international reserves.

In Malaysia, the main factor influencing money sypgand
exchange rate stability) in the pre-crisis periad during the crisis was
short-term capital, i.e. FPI (see Bank Negara Ahieport 1993 and
1994). Available data suggest that from 1993 to612@&cumulation of
international reserves was largely due to shomtempital. This is
clearly indicated in Table 2.

Since under the fixed exchange rate regime, the cerdrid Will lose control of its
money supply, thus money supply becomes an endogenous fAntdncrease in
reserves represents an increase in the stock of ngjrf@ssets owned by residents.



82 Journal of Economic Cooperation

A combination of capital and exchange controlssdme extent, will
increase the degree of independence of the monptdigy. Before the
introduction of capital controls, the statutoryame® requirement (SRR)
was 13.5 percent; by 2001, the rate was belovektemt. The low SRR
policy allowed for the transfer of about RM 80 ioifi into the banking
system. This expansionary monetary policy increaseshey supply
(M3) from RM 401.5 billion in 1998 to RM 458.5 hdh in 2000, a 12.4
percent increase. Total deposits (demand, savindsfiged) increased
from RM 232.9 billion in 1998 to RM 282.1 billiomi1999, while a
figure of RM 302 billion was recorded in 2000 (Seble 3). Although
the CEC increased liquidity in the financial systdifable 3), the
banking sector was reluctant to provide financailfties to the private
sector. In 1999 and 2000, the growth of loans was than 2 percent.
While loans to the private sector amounted to RM.4®illion in 1997,
they declined to RM 397.2 billion in 1998 and iresed only marginally
to RM 398.3 hillion in 2000.

However, loans in the form of debt papers (se@sjtiaccelerated
from RM 40.7 billion in 1997 to RM 54.5 billion if998 and RM 72.2
billion in 2000. This increase was largely duette tonversion of loans
to bonds (medium/long-term). Banks were uncertdinth@ private
sector’s business performance, including their ciydo service debts.
Since the number of outstanding unserviced dehtiseoforporate sector
was still high, banks were reluctant to extend $o&m the sector. The
banks did not wish to be caught with “new” NPLsthe stabilisation
policies failed. In the public sector, the CEGualkd the government to
tap the excess liquidity to deal with the economicession. The
government budget was expanded. The governmentisdsed debt
value of RM 15 billion in 1998, RM 10 billion in 89 and RM 16.4
billion in 2000 (see Table 4).

Based on the experience of developing countrie=etis no solid
evidence of the capital controls on outflow of gkerm capital
deterring inflow of long-term capital, particularlyoreign direct
investment. The Malaysian type of capital contrsl different, for
instance, from the Chilean type. Malaysia restdataly the outflow of
portfolio capital and welcomed the inflow of anygyof foreign capital.
In the case of Chile, the government controls thigow of foreign
capital by imposing a 30 percent reserve requirgri@remunerated)
and a minimum holding period, i.e. of one year faw foreign
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borrowings by banks and non-banks. The control nreasalso apply to
trade credits, loans related to FDI projects, trgdof Chilean stocks
listed on the New York Stock Exchange and inteomati bond issues
(see Yoshitomi and Shirai 2000: 31). Chilean cépdantrols are
generally viewed as price-based measures, whichsapported by
economists (see Stiglitz 1999; Ito and Portes 1999Chile, the capital
control measures do not check the inflow of foreigapital;

consequently, the real exchange rate appreciateabbyt 28 percent
between 1991-1998 (see Edwards 1998, 1999a; V&ldet and Soto
1998; Laurens and Cardoso 1998).

In the case of Malaysia, the introduction of the CCHelped
minimise the outflow of portfolio capital. The nettflow of foreign
portfolio funds from September 1998 to Septemb&91®as about RM
1.3 billion. Between 1999 and 2000, the total neflow of the capital
was about RM 3.33 billion. As for FDI, the total lvme of such
investments into the economy in 1998 was about US$fllion,
increasing to US$3.5 billion in 1999, compared t838.5 billion in
1996. The international reserves increased from21S%$billion in 1997
to US$26.2 billion in 1998 and US$30.9 billion i89B before declining
to US$30.3 billion as at 15 November 2000. The ease in foreign
reserves was not only attributable to the outfldwartfolio funds, but
also the repayment of foreign debt, particularlyorstterm loans.
Between 1997 and 2000, the foreign short-term defst reduced from
RM 43.3 billion to RM 17.6 hillion.

The CEC also helped stabilise monetary aggregatgpevented a
liquidity crunch in the economy. Measures to cantrading of the
ringgit in offshore markets and the fixed exchamgee managed to
further insulate the economy from external pricecéls and enabled the
export sector to emerge as an engine for econoraovery.
Furthermore, for companies that had borrowed mdray abroad, the
fixed exchange rate assisted them by stabilisirey tblume of the
principal sum and thus the interest to be paid han lban. However,
there is no evidence to show that the movementodidgn portfolio
capital had a detrimental impact on the corporattcs except in so far
as it influenced share prices of firms listed oa Kuala Lumpur Stock
Exchange (KLSE), as will be discussed below. Théopmance of the
corporate sector, in terms of profits registereddmidend payments,
depends on economic factors such as demand anty.supp
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3. DEBTSAND CORPORATE PERFORMANCE

The main issue arising from the currency crisisMalaysia was the
problem of private sector debt. The total volumelebts was estimated
at more than RM 60 billion in 1997. The percentaféirms quoted on

the KLSE that could not service interest paymentseased from 5.6
percent in 1996 to 17.1 percent in 1997 and 3p&cent in 1998,

though it declined to 26.3 percent in 1999. Duritie period

2000-2002, it was estimated that about 16 peragnthe listed

companies would not be able to cover interest paysngsoad 1999).
Furthermore, in terms of turnover, about 80 petragn Malaysian

companies did not perform well in 2000 (Barrock 200

The companies most badly affected were those iedolin
construction, property development and banking. Jlinere price of the
firms in these sectors, with the exception of thiisied on the finance
counter, fell sharply, with some experiencing auaibn in value of
more than 50 percent. Virtually all large propedgvelopers were
struggling to deal with their debts and there weuenerous cases of
firms either stopping or abandoning constructionjgrts. The failure of
construction and property firms led to a rise inLNPwhich affected the
banking sector.

Although the Malaysian economy expanded by abouytefcent in
2000, its real estate market remained in a sluniyerGhe slowdown of
the property market, a large volume of commeraml gesidential units
remained unsold. In the said year, residentialsuvaiued at about RM
6.6 billion awaited sale, whereas RM 21.8 billioonamercial space
remained unsold (shopping complexes: RM 10.2 loiJli@tail lots: RM
2.1 billion, industrial: RM 1.1 billion and officepace: RM 8.4 billion).
There were also about 514 abandoned housing pspjeatolving an
estimated 195,000 units and valued at about RMili@rb(Ministry of
Finance, 2002). As a measure to deal with thoseblgmos, the
government liberalised regulations on foreign owhgy in the property
sector. Before this liberalisation, foreigners wer allowed to own
more than 30 percent of any housing project andewsrred from
owning properties worth under RM 250,000 each. Harrhore, they
were not allowed to have majority control over coenaml offices,
shopping malls and hotels.
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Most of the restructuring exercises involving ptevéirms, whether
public-listed or unquoted, had to do with debt gamisation. A few
measures were taken by some companies to setils, detluding sale
of assets, debt-equity swaps (either in the formighfts issue, warrants
or bonds), seeking a moratorium from creditors a@kirg the
government for a bailout. Some companies were ugin protracted
debt restructuring exercises. This was mainly duké unwillingness of
those companies to restructure or dispose of Hesets. A number of
them were still hoping that a vibrant stock marketuld help them
resolve their debt woes. Many companies were atdging on the
financial wizardry of their merchant bankers tofisthieir debts around,
instead of trying to unload assets in the much-owed economic
environment.

3.1. Sock Market Performance

The currency crisis precipitated a rapid declinetotk prices, with the
KLSE composite index (KLCI) falling about 45 pertérom the end of
April to the end of December 1997. Uncertaintiegha international
capital market and the collapse of the Russian &kabtl Brazilian Real
in the middle of 1998 continued to pressure rediama local bourses.
The KLCI dropped to its lowest during the crisis282.70 points (a
decline of 79 percent from April 1997) on 1 Septemb998, which was
the day that the government imposed capital cawal the outflow of
portfolio capital. The declining trend of the stookarket reversed
thereafter. The KLCI index increased to 294.59 fsoom 2 September
1998 and 313.07 points on 3 September 1998, beéaehing 586.13
points at the end of December 1998. Transactionegaln the market
rose from RM 3.856 billion in August 1998 to RM B85l billion in

December 1998. The KLSE'’s improved performanceantyeSeptember
1998 was not entirely due to the introduction of tBEC. The main
factors that appear to account for the sharp ris® decrease in the
KLCI are market sentiment and speculation. Invest@n buy and sell
shares without holding the equity, a practice reféito as shortselling.
There is a general consensus that economic fundateeare not the
major factor in decision making when investing Ire tstock market.
Speculation and noise factors are regarded as #ie determinant of
stock price movements. The rise of the stock peeels to the creation
of a “wealth effect”. During a bull run in the stomarket, consumption
and credit in the private sector will increase, le/lgiuring a bear market,
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stock prices will deflate, decreasing also the ifgelof “wealth”. It
appears that shortselling and speculation rattear the implementation
of the CEC affected the performance of the KLSE.

The limited interest in the equity market was retiéel in the weak
demand for initial public offerings (IPOs) issuadcge 1998. In 2000,
about 38 new IPOs were issued and the share pfi¢eosthirds of
those firms was below their offer price when thegrevfirst traded. In
1999, about 21 IPOs were under-subscribed. Thendhed market
sentiment and under-subscription of the IPOs patuhderwriters in a
dilemma. Not only did they have to worry about miogpup under-
subscribed equity, they would also be saddled hih unsold low-
priced shares for a protracted period. Anothereisshich had an impact
on investment in equity was a new regulation by kBiegara limiting
share financing by financial institutions to a mmawm of only 20
percent of total loans. In 2001, total bank lendiog share financing
constituted only 7 percent of total loans. It i<ertain, however, if the
introduction of the CEC was the reason for the pesponse to IPOs as
the stock markets in East and Southeast Asia tedleden performing
poorly during the period 1999-2000.

4. STATE RESPONSE TO CORPORATE CRISIS
4.1. Restructuring Firms. CDRC

The Corporate Debt Restructuring Committee (CDR@p wet up in
1998 as a non-statutory body to assist companiekeli restructuring.
The CDRC was a short-term response to the crigisignoperations
ceased on 20 August 2002. Tables 5 and 6 indibatdebt restructuring
cases supervised by the CDRC.

In 2001, the CDRC received 75 applications for heith
restructuring. By the end of that year, the CDR@ hesolved 33 cases
worth RM 27.6 billion. Out of the 33 companies, ®@re investment
holding firms (with debts of RM 19.77 billion), s&wv were in property
and construction (with debts of RM 3.62 billionjve in finance and
services (RM 1.66 billion) and one in manufactur(®M 425 million).
16 of them were listed on the main board of the EL&ne were quoted
on the second board, while eight were private congsa About RM
7.94 billion, or 32.35 percent, of the debts of 8% companies were
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settled in cash payments, RM 4.6 billion, or 160@rcent, in bonds and
RM 3.99 billion, or 16.27 percent, in financial ast

Most of the debt restructuring cases, includingséhoot involving
the CDRC, converted loans into bonds, rights isquesv shares) or
warrants (debt-equity swap). Debt securities andl sieares from these
restructuring exercises expanded the capital mafkable 7). This,
however, was not fresh capital. In effect, the mublas unaware of the
amount of funds that was raised in the capital giai®n the other hand,
in the balance sheet of banks, assets (excludexhfassets) were not
increased. The NPLs, however, were reduced begausef those loans
were turned into performing loans.

Since the company which issues a bond needs toideroan
assurance of repayment, the government formed #imial Financial
Guarantee Insurer (NFGI) in January 2001. This twasnsure that the
bonds issued would not become junk bonds. The NF@ijectives are
to enhance bond rating and promote the growthighf® debt securities
and the bond market. The paid-up capital of NFGRM 500 million,
while its shareholders include the Ministry of Fica Inc Bhd (30
percent), Amanah Capital Bhd (20 percent), Malaysidational
Reinsurance Bhd (5 percent); while the remaining p&cent will
possibly be held by selected insurance companies famancial
institutions, each holding 5 percent. The NFGI adtsa safeguard to
firms issuing bonds.

4.2. Removing Debts. Danaharta

Pengurusan Danaharta Nasional (Danaharta) wasliskeabin 1998
primarily to remove NPLs from the financial systamd rehabilitate the
banks. Other functions of Danaharta included assistimg ¢orporate
sector to seek help to restructure its debts. Tivere 86 firms, from 56
groups of companies, under the special administratif Danaharta.
These included those involved in stockbroking (Iiyestment holding
(10), property development (14), manufacturing (2&pding (3),
services (2), groups holding a broad range of lsses (2),
retailers/wholesalers (1) and non-specified (6).

® Malaysian banks were, however, in much better shape cothparthe financial
institutions in Thailand, Korea and Indonesia, as no bank irayda was declared
insolvent or found to be illiquid during the crisis.
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In 2000, Danaharta received the accounts of 2,%0fWwers which
had a total of RM 47.49 billion NPLs. Of this amouRM 38.17 billion,
or 80.37 percent, were within the banking systemi|enRM 8.60 billion
were in the non-banking sector and with offshoriintions. Most of
the NPLs were of companies involved in constructigmoperty
development and share financing sectors: propexios (29.9 percent),
purchase of shares (16.9 percent), financing, am@ and business
services (15.0 percent) and manufacturing (13.tepa) (see Tables 8a
and 8b). Most of the NPLs—about 67.1 percent—warg¢he form of
restructured loans, of which 21.2 percent had mihi@n one-year
maturity and 11.7 percent below one year. The migrowers were
private limited companies (59 percent), followed dyoted companies
(15 percent), non-residents (19 percent) and retd@ percent). With
regard to collateral, property constituted aboutp&rcent, shares 20
percent and unsecured portfolios 37 percent. 1p@fperties were
valued at a total of RM 17 billion. About 80 pertef the total NPLs
bought by Danaharta belonged to commercial bankshétotal NPLs,
about RM 27.1 billion came from the Sime Bank Grq#gM 15.7
billion) and Bank Bumiputra (RM 11.4 billion). Th8&ime Bank was
privately owned while Bank Bumiputra was then whallwned by the
government.

Since Danaharta was established without any paidagpjgal, it was
expected to raise funds in three ways. For worldagital Danaharta
took a loan from Khazanah Nasional Berhad (Khazpaati Employees
Provident Fund (EPF) amounting to RM 3.0 billioBecond, it would
deal with the NPLs by taking over and selling thalateral (i.e.
properties, shares, etc.) of indebted firms. Dariahsold 325, or 72
percent, of the 449 properties it held (excludingteh and leisure
properties) for a total of RM 985.93 million thrdudour property
tenders. The money recouped amounted to aboutcemteof its total
NPL property portfolio. The total of outstandingsoid properties were
valued at RM 16 billion. Danaharta had problem8regebff the other 95
percent of its property holdings because these Wweneg tendered at
prices that were considered unattractive. In soases, the properties
belonged to uncooperative borrowers, making the shfficult, as
Danaharta did not have physical control of the prbes.

The third method that Danaharta used to raise fwatsby issuing
bonds in exchange for NPLs. Danaharta issued bamisinting to RM
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11.14 billion (15 bonds between 20 November 19968 ah March
2000). The maturity dates of these bonds are inydss 2003 (two),
2004 (ten) and 2005 (three). The government hasagteed those
bonds. Since Danaharta bonds are zero-coupon biotelgst payments
need not be made to the financial institutions thald them. The
government’s Employees’ Provident Funds (EPF) armhkd are
believed to hold a majority of those bonds (seelelfd@d). Danaharta is
expected to redeem the first tranche (bond) whicitures by 31
December 2003.

With respect to the second method of fund raisihg, government
introduced a bill giving Danaharta total rights owvihe properties
charged as collateral that came under its purvizamaharta could also
sell any asset given to it as security without ¢basent of the owngr
Danaharta’s decisions were final and could nothdlenged in a court
of law. In addition, it did not need to explainawcount for its actions.

Till July 2003, Danaharta managed to recover RMA3(illion or
58 percent of NPL portfolio of RM 52.3 billion. AbbRM 12.16 billion
of the recovery is from Bank Bumiputra Malaysia Bt and Sime
Bank NPL. The recovery rate rose to 58 percentthadverage default
rate decreased from 6.4 percent in December 2002 2gercent in
December 2003. About 767 borrowers fully settlegin amounting to
RM 14.58 billion as at December 2003 as compare87tb borrowers
settling loans totalling RM 13.3 billion as of Dageer 2002. Danaharta
also repaid a loan of RM 1.3 billion to governmeagencies. The
impressive progress of Danaharta managing NPL dsetepossibilities
of a second round of corporate and banking crigbs. installation of
tight financial regulatory and bank merging progra@s minimised the
possibility of the banking sector falling againararises.

4.3. Recapitalisation of Banks: Danamodal

A study conducted by Bank Negara on the bankingosec late 1997
indicated that a RM 16 billion recapitalisation waseded to restore all
capital-deficient banking institutions to the mimim 9 percent capital

® Supporters of Danaharta argued that its special powersezessary because they
speed up the process of recovering bad loans. Danahartdbddyeans from banks
and has to find ways to ensure repayment from the borrowersyisthét will fall into
insolvency.
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adequacy ratio (CAR) levels. Following the improvedtonomic

conditions in late 1998, the amount of funds neeterkcapitalise the
banks was reduced to RM 14 billion. In August 1998pecial purpose
vehicle (SPV), Danamodal Nasional Bhd, was estaddls by the

government, as a subsidiary of Bank Negara, t@restoundness to the
banking sector. Danamodal is a temporary institutiwshose main

objectives are to recapitalise, revitalise andruoesire the financial

sector. It is also involved in the government's gseanme of

consolidating and restructuring the banking sy$tem

Of Danamodal’s original working capital of RM 1Milion, RM 3
billion were seed capital contributed by Bank Negand RM 7.7 billion
came from the issuance of Danamodal bonds in Octd898.
Danamodal would only recapitalise an ailing finah@nstitution with a
capital injection after the latter had sold its MPio Danaharta. This
activity had two unfavourable implications for tlading institutions.
First, the institution (or existing shareholdersjuld face losses from
the sale of their NPLs to Danaharta. Second, amjtatainjection by
Danamodal into an institution was seen as an “itmvest”, meaning
that the agency would emerge as a shareholdersohstitution.

By December 2001, Danamodal had injected a totaRNif 7.59
billion into ten financial institutions (see Tab®. These were five
commercial banks, two merchant banks and threendmaompanies.
Danamodal’s capital injection into those institasowas initially in the
form of 7.5 percent Exchangeable Subordinated @alpitans (ESCLS),
which were formalised through conditional agreerme®ank Negara
recognised the ESCLs as Tier-ll capital, for catioh into the banks’
risk-weighted capital ratio (RWCR). The ESCLs alléov the capital
position of the institutions to improve immediateihile Danamodal
assesses the necessity for further support. Oriseisthdetermined, a
definitive agreement is entered into between Dammihand the
recipient banks in order to convert the ESCLs icdaventional Tier-I
capital, such as ordinary shares and irredeemable-camulative
convertible shares (INCPS), or Tier-Il subordinadetht. For instance, in
November 1998, Danamodal’s RM 1.5 billion ESCL atien into RHB
Bank Bhd was converted into RM 1 billion’s worth INCPS and RM
500 million’s worth of subordinated bonds. In March999,

" Danamodal is expected to cease operations in 2003.
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Danamodal’s capital injection into MBf Finance wiefined as RM 362
million’s worth of ordinary shares and RM 1238 noifi's worth of
INCPS.

The loans provided by Danamodal for recapitalisati@ve to be
paid by the affected institutions. In 1999, a taflRM 2.34 billion’s
worth of payments was made by five institutions: BRBank, Arab-
Malaysian Finance Bhd, Arab-Malaysian Merchant Bd&tid, Sabah
Bank Bhd and United Merchant Finance Bhd. As atdbdmer 2000,
Danamodal had investments in only four of the oagiten financial
institutions. Accordingly, the total recapitalisatiamount of RM 7,590
million was reduced to RM 2,140 million (see TaBle In December
2001, the full repayment by another recapitalisediking institution
reduced further Danamodal’s investment in finanoiatitutions to RM
5,450 million.

Since the injection of capital by Danamodal wakeziin the form of
ordinary shares or INCPS, which carries an interag (as a debt
instrument), the agency expected to make a pnafihfall transactions.
In 2000, however, Danamodal registered a loss a@u@aRM 60.5
million. A crucial question is why did Danamodalpext to make a
profit as it was “investing” in weak financial intsttions? Moreover,
Danamodal operated by borrowing money from theniona system and
lending it to ailing institutions. If the interesstte differential (interest on
bond minus market interest rate) was high, thenctst to Danamodal
would also be high.

Moreover, although Danamodal had to pay about RMillibn to
the bondholders in 2003 (the year when it was eaepeto cease
operations), it was also argued that the agencydvmminimise the use
of public funds. Initially, public funds were usedtat is the RM 3 billion
seed money received from Bank Negara when Dananuatamenced
operations. However, factors such as the weak pedice of the stock
market, low interest rate and unfavourable econgitimtion regionally
and internationally, may hinder Danamodal from siecu sufficient
funds to honour the bonds issued. If Danamodal doesnake a profit,
since it is a public agency, eventually the governtris responsible for
meeting this bond commitment, meaning further uspublic funds. If
this situation does emerge, it would appear akéurevidence that there
is a case of bailing out weak, poorly-managed banks
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It is evident that the introduction of the CEC pdd®d time for
institutions like the CDRC, Danaharta and Danamadatlear up the
debt crisis in the corporate and banking sectoEsC @mplementation
curbed depletion of international reserves thatangart of monetary
aggregates. Had the reserves declined appreciatsitgbility in the
financial system would have occurred and a ligyidiunch would have
become unavoidable. Danaharta and CDRC have resolearly RM
100 billion worth of NPLs, while Danamodal has neitalised ten
financial institutions to the tune of RM 7.6 bilio Danaharta and
Danamodal have prevented a meltdown of the bardgéagor, while the
CDRC has helped turn around a long list of debétadompanies.

4.4. Bailouts

In some cases, the government has to bail outyober certain private
companies that have state interest. The rationalg Ipe related to the
economic and social factors and the worry thatcibiapse of the firm
may hinder the government’s efforts to eliminate tlurgeoning NPL
and improve corporate performance. Companies tlee ailed out
directly or indirectly included those involved inorgstruction,

transportation, heavy industries and public ué$iti Some privatised
projects and companies were also re-nationalised.

Bailing out certain private entities is unavoidablée management
of the firm are unable to resolve their debt bynikelves or through
asset management companies. Since most of the &renén a critical
condition financially, and given that the firms acensidered as a
strategic industry to the government, and thatgtnernment does not
allow the firm to be sold off either to local prteaor foreign firms,
therefore the government has no other definiteoagut to step into the
market and help the firm. As mentioned, bailoufiohs is also partly
due to the welfare factor and aims to reduce tmddsuof Danaharta and
Danamodal resolving corporate debts and removirggtid’ NPL from
the banking sector. Most bailout cases involvesigiised projects. The
government bails out firms in three ways: by payiagh, issuing bonds
or instructing state agencies to buy (a stakeha&firm. To conclude this
section and fulfil the objective of this paper, ewfrelevant cases of
bailout will be mentioned.

The first case involved the privatised Bakun Hydotric Dam
project, valued at about RM 20 billion, which wagaaded in 1993 to a
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publicly-listed firm, Ekran Bhd. In November 199the government
took over the project and paid nearly RM 1 billias compensation to
Ekran. The Bakun Dam project was resumed on a smsdiale at an
estimated cost of RM 13.5 billion.

The publicly-listed shipping firm Konsortium Perkdan Bhd
(KPB), which was laden with debts amounting to RM billion,
was bailed out by the national oil firm, Petrondgpugh one of its
publicly-listed firms, Malaysian International Shipg Corp Bhd
(MISC) (Haggard 2001: 170). The rescue package uatimgy to almost
RM 2 billion, involved MISC's acquisition of KPB bsidiaries which
carried a bulk of the group’s debts. Petronas hstale of 50 percent in
MISC.

Other bailouts included the government’s re-natisation of Indah
Water Konsortium Sdn Bhd (IWK) from Prime Utilitiedhd (PUB) in
June 2000. IWK, the national sewerage company, prastised in
1994. Before its re-nationalisation, IWK had beenourring a loss of
about RM 700 million despite having received sofirls and grants of
about RM 925 million from the government. The Minysof Finance
(MOF) paid RM 192.54 million to take over IWK.

In early 2001, the government also re-nationaligiesl light rail
transit (LRT) operations in Kuala Lumpur which wehandled by
Sistem Transit Aliran Ringan Sdn Bhd (STAR) andjékdJsahasama
Transit Aliran Ringan Automatik Sdn Bhd (Putra). ifoplement the
takeover, the government issued RM 6 billion okfie-15 year bonds
(Prasarana Bond) with an interest rate of betwe8maBd 7.2 percent.
STAR was owned by a local consortium comprising BfF, LUTH
(National Pilgrimage Fund), LTAT (Armed Forces FuyndWAP (Public
Pension Fund), Shell Malaysia and the Sabah Retméfund. Star and
Putra were then heavily laden with debts. Both difmad not been able
to meet interest payments on loans taken from themr@erce
International Merchant Bankers and RHB Bank.

The monorail firm, KL Monorail System Sdn Bhd, alseceived
help from the government. Apart from a RM 300 roilliloan provided
by the government, KL Monorail had its concessionntanage the
system increased by 10 years, i.e. from 30 to 4@sye he original cost
of the project was RM 2.1 billion, but the figur@asvreduced to RM 1.7
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billion when it was decided that Malaysian techgglovould be used to
build the train.

Another railway service that received assistancemfr the
government is Express Rail Link (ERL), which opegtthe Kuala
Lumpur city-KL International Airport rail link. Theroject was launched
in 1995 but shelved following the financial crisls.was re-started in
1998 and completed in April 2002. Total investminthe project was
about RM 2.5 billion, of which the government praed RM 1 billion,
while RM 500 million were raised from the sharelawk] the rest of the
money came from loans. The major shareholders laee national
pilgrimage fund, LUTH, through its subsidiary TH cFhmologies Sdn
Bhd, and YTL Corp. LUTH holds a 60 percent stakd&ERL and YTL
the remaining equity.

Noting that the national airlines, MAS, registeredses totalling
RM 1 billion in 2001, and accumulated debts amowntio RM 9.4
billion, the government acquired MAS about RM 1b6iion in cash. A
government agency, the EPF, acquired about 5.830miMAS shares on
the open market in October 2000. The governmefE B currently the
largest shareholder of MAS equity, owning 12.1 patcof the
company’s stake, up from 6.41 percent in June 1998other
government agency, Public Pension Fund (KWAP) bough million
shares on 1 December 2000 from Brunei Investmeringdy In total,
the government is a major shareholder of MAS. Sitlheegovernment
took over MAS, performance of the airlines has eased and the
airline’s balance-sheet has started to improve.

Finally the case of Proton. The parent company efu®ahan
Otomobil Nasional Bhd (Proton) (national car projedRB-Hicom
Bhd was in debts totalling RM 5.06 billion. Thetioaal oil firm
Petronas acquired 25.8 percent stake in the psa@tProton. The cost
of acquiring the stake is RM 981.02 million. BesidBetronas, the
government investment agency, Khazanah Holding, btsl a stake in
Proton. Proton is now controlled by the government.

5. CONCLUSION

The main contributions of the CEC policy to the mmmy have been to
increase liquidity in the financial system, impronearket confidence
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(private consumption) and stabilise the exchantge ¥&ithout the CEC,
the government would probably have been rendeitertive trying to

secure and restore independence over monetaryypatiternational

agencies and foreign portfolio investors had stiypngiticised the

Malaysian government for introducing the CEC, whibby felt would

harm both FPI and FDI. Although the CEC policy hasl an impact on
investments in portfolio instruments, it does nopear to have affected
FDI in as significant a manner. Although there bhagn a decline in
FDI, this fall was largely due to the diversion infernational private
investments from Southeast Asian countries to Chiim@ inclusion of

China in the World Trade Organisation was the nraason for this

trend in FDI flows.

Although the CEC and expansionary monetary policeseased
liquidity in the financial system, banks remainieal about providing
or extending loans to indebted companies. The eéper of the effect
of the currency crisis on the financial sector veavere enough for
banks to hesitate in providing loans too liberafigpecially to weak
companies, just to help reduce mounting NPL figurédth the
implementation of the CEC, and the return of largkimes of offshore
funds, the government was indirectly trying to tiet banks to throw a
lifeline to the indebted firms.

The CEC and new (temporary) agencies like the CDP&haharta
and Danamodal have played a significant role inlidgawith the
corporate and debt crises that emerged after theerery crisis This
policy and those institutions have been crucial helping the
government re-establish confidence in the marketceSbanks were
reluctant to provide, or refinance, loans to theelsted companies, the
government, through various agencies and publierprises, stepped in
to bail out or help the companies which were reatyategic and
associated with the welfare of the people. Goventrgaaranteed bonds
and cash were used to help those firms. The gowarhims succeeded
in utilising the CEC to improve the quality of ergase development
and promote sustainable economic growth in Malaysia
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Table 1. Malaysia: Capital Control (Exit Levy)

September 1998

Capital controls imposed. Ringgit fixed at RM 3.0
USD1. Ringgit declared an illegal tender abroadekgm
investors barred from repatriating stock marketgifor
one year.

February 1999

New two-tier system to replace ban on repatriatdr
equity funds:

— for funds invested before February 1999, a stagy
“exit levy” on principal amounts, ranging from zg
to 30 percent.

— for funds invested after February 1999, a levy 0f
percent on gains if repatriated within 12 mont
Levy on gains is 10 percent thereafter.

September 1999

Two-tier system removed. Flat 10 percent levy atls
market gains. No levy on capital amount. New sys
does not distinguish when funds are brought in
repatriated.

fem
or

February 2001

10 percent levy limited to repatriation of gainghin one
year. No levy if repatriated after one year.

May 2001

Exit levy removed entirely. Ringgit peg remainsRil
3.80 to USD1.
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Table 2. Malaysia: Balance of Payments and I nter national Reserves
(RM billion)

Short-term Capital and International

Productive Items Reserve M ovement

Current [Long-term| Total Net Total Gold Net

vear | Account | Capital | (A+B) [Short-term| Balance & lint tional
(Net) Capital nternation
@ | ® | © | @ | () || Reeves
1975 -1.19 1.69 0.51 -0.48 0.03 3.59 3.93
1980| -0.62 2.21 1.59 0.59 2.18 9.71 10.30
1985 -1.52 4.23 2.71 0.50 3.21 11.Y7 12.46
1986 -0.32 3.39 3.070 1.28 4.35 15.y1 16.54
1987 6.64 -1.41 5.24 -2.34 2.89 18.57 19.43
1988 4.74 -3.22 1.52 -2.63 -1.10 17.27 18.33
1989 698 2.00 2.76 0.57 3.33 20.62 21.66
1990| -2.48 3.47 0.99 4.38 5.37 25.89 27.03
1991| -11.64 10.33 -1.31 4.74 3.43 29.20 30.45

1992 -5.62 10.33 4.71 11.88 16.58 46.p7 47.20
1993 -7.93 13.86 5.94 23.30 29.24 75.81 76.44

1994| -14.77 11.66 -3.11 -5.15 -8.26 66.83 68.17
1995 -21.83 16.61 -5.22 0.81 -4.40 61.68 63.77
1996| -12.25 13.53 1.28 4.97 6.25 67.86 70.01
1997| -16.70 19.10 2.40 -13.29 -10.89 57.03 59.12
1998 37.39 10.62 48.02 -71.72 40.30 96.27 99.42

1999 47.90 12.60 60.50 -42.68 17.82 113)77 117.24
2000 32.25 -14.45 17.80 -21.50 -3.70] 109/84 113.54
2001 27.69 -12.33 15.36 -11.70 3.66 113/54 117.20
2002| 27.32 -5.44 21.88 -7.70 14.18| 127,52 131.39

Sources: Bank Negara Malaysia, Quarterly Bulletin and MgnBulletin, various
issues.
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Table 3. Malaysia: M onetary Aggregates (selected components)

(RM billion)
Demand Saving Fixed

Year Currency Deposits Deposits Deposits
1990 10.1 14.2 13.4 30.0
1995 17.5 34.4 23.5 96.4
1997 21.4 41.9 26.8 156.5
1998 18.2 35.9 27.8 169.2
1999 24.8 48.7 35.2 198.3
2000 22.3 56.5 40.5 205.0
2001 22.2 58.6 44.8 202.9
2002 23.9 65.2 49.9 207.5

Source: Bank Negara Malaysia, Monthly Bulletin.

Table 4. Malaysia: Gover nment Domestic L oansby Major Holders

(RM bhillion)

vear | Total Treasury Bills Malaysian Gover nment Securities

Issued | Banks | Issued | EPF | Insur. | Socso | Banks| NSB
1990| 70.0 4.3 3.7 62.1 36.2 14 1.3 11.21.6
1995| 78.0 4.3 2.6 64.7 39.2 5.1 1y 8.62.1
1996 | 79.2 4.3 1.8 66.9 38.8 54 1.8 11.42.0
1997| 77.0 4.3 3.9 66.3 38.1 5.3 1.6 1p.71.4
1998 | 88.2 4.3 3.7 76.0 457 54 15 15.31.2
1999 | 93.8 4.3 3.7 78.3 51.8 6.¢ 1y 1p.30.9
2000| 106.8 4.3 4.2 89.1 61.5 6.7 2.8 124 1.0
2001| 1214 4.3 4.0 103.5 67.4 8.6 2.8 186 1.5
2002 | 128.7 4.3 3.7 109.6 73.0 9.3 2.8 148 1.5

Source: Bank Negara Malaysia, Monthly Bulletin.

Note: NSB: National Savings Bank; Socso: Social Sec@niganisation;

EPF: Employment Provident Fund; Insur: Insurance companies.
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Table 5. CDRC: Company Debt Restructuring Cases (RM million)

75

1998 1999 2000 2001
Application received (36) (66) (75) (75)
Total Debts 11,028.15 35,652.77 47,209.75 47,378
Withdrawn/Rejected - 3,504.35 7,825.89 7,825.89
Cases (15) (6) (6)
Transferred to - 2,764.70 1,813.54 1,813.54
Danaharta (8) (1) ()
Completed Cases 34450 | 11,778.29 | 25,476.92 | 27,576.92

(2 11) (18) (2
Cases Outstanding 10,683.65 16,651.13 | 11,139.10 9,208.1

(34) (28) 12 ()]

Source: CDRC website, www.bnm.gov.my/cdrc
Note: The figures in this table indicate the total volurhdedt.
The figures in parentheses indicate the number of applsatio

Table 6. CDRC: Debt Restructuring of Selected Companies

Company Debt Proposal
RM 95.5 million
Setegap (creditors — 21 Not available
banks)

Trans Capital Holding

RM 185.6 million

Rights issue — 79,288,500 n¢q
shares

4

Chase Perdana

RM 279.9 million

Rights issue — 147,366,501 nd
shares

W

W

B0
[o

TV3 (MRCB) RM 500 million Not available
Mycom Group -
(including Olympia RM 135 billion Rights issue — 116,285,131 ne
. (Foreign loan —
Industries and Mycom . shares
) US$47 million)
Capital)
Renong RM 28 billion Not available
20 percent of outstanding 104
Park May - converted into rights issue and
(Renong, 51 percent) RM 146 million percent of the loan converted in
Redeemable Convertible Bonds.
Putra (wholly-owned by RM 2 billion Sold to government

Renong)
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Table 6. CDRC: Debt Restructuring of Selected Companies

(continued)

Company

Debt

Proposal

Lien Hoe Corporation

RM 212.06 million

40 percent of the debt converted
into Redeemable Secured Bonds
and rights issue of 254.252 millio

A

Nam Fatt

RM 312.3 million

Loan converted into Redeemable
Secured Bonds

Changai Corporation an

d

RM 3.26 million of the loan

Gadek (DRB-Hicom)

Pembangunan Bandar | RM 115 million . . ;
: converted into rights issue

Mutiara
Issued a bond of RM 462.699
million;

Tongkah Holdings RM 1.189 billion | issued irredeemable convertible
unsecured loan stocks, RM
161.996 million

RM 750 million

Creditor: CIMB

Not available

Naluri
(Tajudin Ramli)

RM 950.1 million
(of which RM
888.2 million is
from Naluri and the
rest from its
subsidiaries)

Sold entire stake in MAS (29.09
percent) to the government for R]
1.79 billion cash

Lion Group (including
Amsteel Corporation,

(Annuar Senawi)

Lion Corporation, RM 10 billion Not available
Posim)
(William Cheng)
Disposed Sagisan Timber
Idris Hydraulic (M) Bhd. RM 782 million concession in Sabah for RM 150

million. Disposed stake in Prime
Utilities for RM 150 million

Debts of other firms: Kretam Holdings (RM 360 million);iHing Holdings (RM
54 million); Tanco Holdings (RM 295 million); Cygal (RM 230 figh); Johan
Holdings (RM 318 million) and George Kent (Malaysia) (RM hiion).

As at 30 April 2002, only eight cases with total borrowingRbf 16.8 billion were
still outstanding. The firms were Lion Group, Intrakota Komp&iiwani Holdings,
Johor Corporation, Metroplex, Land and General, HVD Entertainirand
Perbadanan Kemajuan Negeri Pahang.

Sources: CDRC website and various newspaper reports.



Table 7. Funds Raised in the Capital Market (RM billion)

Sector ‘91 ‘92 ‘03 ‘94 ‘95 ‘06 ‘97 ‘08 ‘99 ‘00 ‘01
Public Sector

MGS 35 3.8 1.6 2.2 2.0 6.0 3. 150 100 164 2
Total New Issues of Debt Securities 3.8 4|3 3.7 %.56.0 6.0 3.8 17.7)  15.¢ 20.0 26
Net Funds Raised by Public Sector 3|2 1.5 1.2 1.8.04-| 1.3 -1.4 9.8 6.3 13.7 15
Private Sector

Shares/Warrants

Initial Public Offering 1.7 5.4 0.9 3.0 4.2 4.1 4.8 0.7 1.0 1.0 1.7
Rights Issues 2.2 3.4 1.2 3.4 5p 5/3 8.5 0.7 1.3.0 4 1.9
Private Placement/Restricted Offer-for-Sale 3 0/030.7 0.8 1.1 4.6 3.2 0.3 0.5 0.9 1.
Special Issues 0.5 0.3 0.7 1.p 09 2.0 1.8 (006 p.B.1 | 0.03
New Issues of Shares/Warrants 4{4 9.2 3.4 3.5 11146.9 | 18.4 1.8 6.1 6.0 6.1
Debt Securities

Straight Bonds 0.6 1.2 2.1 1.( 3.9 27 4,2 10.2 D.d2.9 | 144
Bonds with Warrant 0.2 0.5 1.1 2.9 3.8 56 3.0 0.20.6 - 0.9
Convertible Bonds 1.1 0.6 0.2 1.3 0.9 1/8 2.0 0131 17 15
Islamic Bonds 0.4 0.03 - 0.3 0.8 2.4 52 0|3 1.7 7 T1.135
Cagamas Bonds - 2.1 1.7 4.8 30 a7 g.2 3.3 4.4 8.6.4
New Issues of Debt Securities 2.0 44 5.0 10.3 1227.0| 19.6| 14.2| 17.6 30.8 37
Net Funds Raised by the Private Sector 6.3 125 ([7175| 19.8| 30.5| 35.C 8.0 109 26|6 23
Net Funds Raised in the Capital Market 914 140 8393 19.7| 31.8/ 3385 178 172 402 3§

Source: Bank Negara Malaysia, Monthly Bulletin.
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Table 8A. L oans Sold to Danaharta (RM million)

1998 1999 2000 2001/2002

NPL Total NPL Total NPL Total NPL Total
Agriculture, hunting, forestry and fishing 98.4 98.4 2184 525.9 479.5 557.8 480.7 571.3
Mining and quarrying 11.y 11.7 94.1 156.9 166.9 229.7 166.9 229.7
Manufacturing 1,733.8 1,933.1] 4,396.2] 5,695.1 4,527.0 5,832.3 4,555.3 5,953.4
Electricity, gas and water supply 140 14.0 56.7 58.1 61.8 63.3 62.0 63.5
Wholesale & retail trade, restaurants, hotels 523.5 648.6/ 1,530.3] 1,806.9 2,001.3 2,392.7] 2,011.2] 2,423.0
Wholesale trade 321.5 349.6 759.8 932.2 827.3| 1,009.7 831.5| 1,029.1
Retail trade 164.9 192.9 365.5 455.1 402.7 597.3 405.2 604.8
Restaurants 106.1 106.1 405.1 419.5 771.3 785.7 774.5 789.1
Broad property sector 3,208.1 3,559.8 9,903.0 11,775.4 10,515.§ 12,411.1 10,332.3 12,297.4
Construction 1,793.1) 1,982.9 4,813.6 5,558.7 5,251.5 6,005.00 5,258.00 6,013.6
Purchase of residential property 11.7 69.5 536.8 782.9 560.9 806.9 617.2 864.2
Purchase of non-residential property 950.6 991.4| 1,689.20 1,927.9 1,756.2] 1,995.2 1,769.7, 2,010.9
Real Estate 452.7 515.9| 2,863.4f 3,505.9 2,947.2] 3,604.0 2,687.5 3,408.7
Transport, storage and communication 225.7 227.8 588.0| 1,736.4 852.6| 2,026.4 867.7| 2,041.5
Finance, insurance and business services 709.1 907.1f 2,074.1] 2,700.7/ 2,135.6] 2,762.5| 2,140.7| 2,788.0
Financial services 264.7 264.7| 1,264.7, 1,284.6 1,2853 1,305.1 1,289.3 1,329.2
Insurance 30.2 30.2 36.6 36.6 36.6 36.9 36.6 36.9
Business services 414.2 612.2 772.7| 1,379.7 813.7| 1,420.7 814.7| 1,421.9




Table 8A. L oans Sold to Danaharta (continued)

(RM million)
1998 1999 2000 2001/2002

NPL Total NPL Total NPL Total NPL Total
Consumption credit 44.6 73.1 778.8 845.7 912.3 979.1 950.5| 1,024.7
Personal uses 315 60.0 677.8 740.5 801.5 864.2 722.8 790.3
Credit cards 0 0 76.6 76.9 86.0 86.3 76.7 77.0
Purchase of consumer durable goods 13.1 13.1 24.1 28.1 24.4 28.4 151.1 157.0
Purchase of passenger cars 0 0 0.3 0.3 0.3 0.3 0.5 0.5
Purchase of securities 5,340.75,488.4 7,600.3 8,339.1 7,956.7] 8,911.2] 8,045.0 8,929.9
Purchase of transport vehicles 0 0 6.1 6.1 6.1 6.1 5.8 75.8
Community, social and personal services 10.3 14.8 149.1 192.6 154.6 198.1 156.6 200.2
Others 59.9 64.3| 1,012.5 1,330.6| 1,033.2] 1,351.4{ 1,043.5( 1524.9
Total 12,212.1) 13,041.1 28,637.4 35,369.5 30,803.1 37,721.7] 30,818.9 38,123.(

Source: Bank Negara Malaysia, Annual Reports 12000 and 2001.
Note: The figures in this table are accumulatedriég. There are no changes in 2002.



Table 8B. Commercial Bank: Loans Sold to Danaharta (Percentage of total loans sold)

1998 1999 2000 2001/2002

NPL Total NPL Total NPL Total NPL Total
Agriculture, hunting, forestry and fishing 9.0 9.0 68.7 73.4 65.4 70.3 65.5 71.0
Mining and quarrying 100.p 100.0 73.2 83.9 41.8 57.7 41.8 57.7
Manufacturing 99.2 94.9 92.7 93.2 92.0 92.7 92.2 92.9
Electricity, gas and water supply 100.0 100.0 42.5 43.9 39.2 40.6 39.4 40.8
Wholesale & retail trade, restaurants, hotels 98.9 88.4 90.3 91.5 91.5 92.6 91.8 93.0
Wholesale trade 100.0 100.0 98.9 99.1 98.6 98.9 98.7 98.9
Retail trade 80.5 83.4 83.7 86.9 83.4 88.8 83.5 88.9
Restaurants 59.6 59.6 80.2 79.4 88.1 87.5 88.9 88.3
Broad property sector 66.2 64.0 63.1 65.8 65.1 67.4 67.6 69.7
Construction 75.6 72.2 72.3 72.0 75.3 74.5 76.0 75.2
Purchase of residential property 100.0 100.0 96.9 97.9 97.0 97.9 97.3 98.1
Purchase of non-residential property 61.6 60.1 65.5 65.9 66.8 67.0 67.0 67.3
Real Estate 38.0 35.9 39.7 48.7 39.8 48.8 44.9 54.5
Transport, storage and communication 100.0 100.0 92.3 97.4 87.6 93.5 87.8 93.6
Finance, insurance and business services 85.8 88.9 72.6 78.8 71.7 78.0 71.9 78.2
Financial services 80.6 80.6 74.3 74.8 74.0 74.3 73.7 74.5
Insurance 0 0 0 0 0 0.8 0 0.8
Business services 95.4 96.9 73.0 84.5 715 83.3 72.2 83.7




Table 8B. Commercial Bank: L oans Sold to Danaharta (continued)
(Percentage of total loans sold)

1998 1999 2000 2001/2002

NPL Total NPL Total NPL Total NPL Total
Consumption credit 76.0 85.2 90.4 91.1 91.8 92.4 92.2 92.7
Personal uses 65.7 82.0 88.9 89.9 90.7 91.3 89.6 90.5
Credit cards - - 100.0 100.0 100.0 100.0 100.0 100.0
Purchase of consumer durable goods 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Purchase of passenger cars - - 100.0 100.0 100.0 100.0 100.0 100.0
Purchase of securities 98.0 955 88.5 88.5 82.2 85.8 85.4 86.7
Purchase of transport vehicles - - 8.2 8.2 8.2 8.2 3.4 0.3
Community, social and personal services 100.0 100.0 89.9 92.2 90.3 92.4 90.4 92.5
Others 100.0 100.0 98.1 98.5 98.9 99.2 98.9 99.3
Total 86.6 85.5 79.3 81.7 78.9 81.3 80.0 82.4

Source: Bank Negara Malaysia, Annual Reports 12000 and 2001.

Note: The figures in this table are accumulatedriég. There are no changes in 2002.
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Table 9. Danamodal and Recapitalisation of the Weak Banks,

as at December 2001

(RM million)
Banks Capital Injection Repaid Balance
RHB Bank 1,500 500 1,000
Arab-Malaysian Bank 800 340 460
MBf Finance 2,280 1,600 1,600
United Merchant Finance 800 800 800
Oriental Bank 700 700 700
Arab-Malaysian Finance 500 500 500
BSN Commercial Bank 420 420 420
Arab-Malaysian Merchant 400 400 400
Sabah Bank 140 140 140
Perdana Merchant Bankers 50 50 50
TOTAL 7,590 5,450 2,140

Source: Danamodal website, www.bnm.bov.my/danamodal



