
Interview: Tun Daim Zainuddin

Malaysia’s economic success
defies the spin doctors
Malaysian First Finance Minister Tun Daim Zainuddin also
serves as Special Functions Minister, and chairman of the
National Economic Action Council, which was created on
Jan. 7, 1998, to deal with the economic crisis sweeping South-
east Asia. On Sept. 1, 1998, Malaysia changed course, aban-
doning the tight-money parameters recommended by the In-
ternational Monetary Fund (IMF), and adopting selective
capital controls. On Jan. 23, 1999, EIR interviewed him at
his office in Kuala Lumpur (see EIR, Feb. 26, 1999). In June,
we submitted the following written questions to him, for an
update on Malaysia’s progress. In the intervening months,
economic commentators and leading financial institutions, in
large degree, have swung around nearly 180%, abandoning
doomsday forecasts of the consequences of those controls,
and giving Malaysia the “thumbs up” on stabilizing and reha-
bilitating its economy. Academics in Singapore and Indonesia
are debating (and defending) the road taken by Malaysia in
their daily newspapers. From Poland to South Africa, the
“Malaysian way” is under review. On June 24, Nelson
Graves, Kuala Lumpur bureau chief of Britain’s Reuters news
wire service, abandoned his long-held skepticism, and de-
clared, “Malaysia has all but closed the door on its deepest
recession in decades and embarked on the path to economic
recovery just as the government contemplates general elec-
tions.”

Malaysian officials have made clear that they see no rea-
son to abandon those selective controls unless and until a
promised new, globalfinancial architecture to protect nations
against future speculative attacks, is implemented. Malay-
sia’s Central Bank, Bank Negara, has set a goal of increasing
foreign exchange reserves to an unprecedented 12 months of
retained imports, as a buffer against new financial storms.

Perhaps the most astute comment on what Malaysia has
accomplished comes from Tun Daim Zainuddin himself, at
the recent General Assembly of the ruling United Malays
National Organization. Nowadays, when asked to describe
the nature of “IMF,” Tun Daim said that Malaysia, unlike its
neighbors Thailand and Indonesia, can say, “I am fine.”

—Gail G. Billington

EIR: In the five months since we last spoke, there has been
an almost universal about-face in public perceptions of Ma-

EIR July 30, 1999 Economics 49

laysia’s response to the global financial crisis, from rating
agencies like Standard & Poor’s to IMF Managing Director
Michel Camdessus. In a speech he delivered in Hong Kong
on May 17, Camdessus said, “I praise the way in which Ma-
laysia has been able to adopt a soft system of controls.” Why
the change?
Tun Daim: You should ask them why they have changed
their perception. As far as I am concerned, the Malaysian
government has consistently done what it thought was the
best for the country given the circumstances, despite whatever
other people said was the right prescription.

EIR: Malaysia has been looked to as a model for similarly
situated nations. Dr. Jerzy Kropiwnicki, member of the Polish
Council of Ministers, was very upbeat on Malaysia’s mea-
sures during a May trip to Kuala Lumpur. And Japan’s Vice
Finance Minister for International Affairs, Eisuke Sakaki-
bara, told a June 2 press conference in Tokyo that he, person-
ally, and the Japanese government were glad to have defended
Malaysia’s selective capital controls. Have you had similar
feedback from other countries?
Tun Daim: Yes, we have had positive support from many
quarters.

EIR: In the United States, President Clinton wrote to Malay-
sia’s Ambassador, Dato’ Ghazzali Sheik Abdul Khalid: “The
United States is proud of the positive role that our trade and
investment have played in Malaysia’s remarkable economic
development.” Mr. Ernest Bower, chairman of the U.S.-Asso-
ciation of Southeast Asian Nations (ASEAN) Business Coun-
cil, took issue with an April 19 editorial in the Washington
Post (see box). Both suggest that the President and American
business community do not share the view expressed by Vice
President Al Gore at the November 1998 APEC summit in
Kuala Lumpur, but instead see Malaysia as a key ally and
partner in the region.
Tun Daim: Our trade and investment links with the United
States have always been good, and were not severed, irrespec-
tive of whatever was said by the U.S. Vice President. We
want to be a friend to all and an ally to no one.

I have also seen various reports from American business-
men and associations that have been very positive on Malay-
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sia. These reports were written after first-hand observation of
what is happening in the country and measures being taken to
strengthen our economic management.

EIR: Can you give us a status report on the progress of what
Malaysia has accomplished over this period, in recapitalizing
the financial and banking system, and dealing with non-per-
forming debt? And, further evidence of progress toward re-
covery?
Tun Daim: In recapitalizing the financial and banking sys-
tem, Danamodal [the Special Purpose Vehicle set up to
recapitalize and consolidate the banking sector] has injected
6.3 billion ringgit [$1.66 billion] into 10 financial institutions
in order to restore stability in these affected institutions.
Meanwhile, Danaharta [the Asset Management Co., estab-
lished to deal with non-performing loans and their recovery]
has acquired and is currently managing RM 34.2 billion [$9
billion] worth of non-performing loans.

The good progress made by these agencies is part of the
Malaysian government’s efforts in strengthening the banking
and financial sectors, which is an important component in our
economic recovery efforts.

In terms of other indicators of progress, let me briefly say
that most are pointing toward a return to confidence. Our
trade balance has been in surplus for a straight 18 months;
international reserves are up and can finance close to seven
months of retained imports; the contraction in the real econ-
omy has bottomed out and we are expecting growth in the
second quarter of 1999 to be positive; inflation has been con-
tained, with the CPI [Consumer Price Index] falling from
6.2% in June 1998 to 2.9% in April 1999; the Industrial Pro-
duction Index rose by 3.1% in February 1999 and retrench-
menthas fallen.TheKL[KualaLumpur]Composite Indexhas
also shot above the 800 mark, compared with 262 points on
Sept. 1, 1998, when selective capital controls were imposed.

EIR: You recently headed up a three-pronged “road-show”
to Japan, Europe, and the United States to test the waters for
a sovereign bond offering, the first in a long time. What is the
purpose of the bond offering, how successful was it, and what
would this allow Malaysia to do? Were there any complica-
tions?
Tun Daim: The “road-show” to Asia, Europe, and the
United States was primarily an opportunity for Malaysia to
meet investors directly and tell the Malaysian recovery story,
in particular, the measures being taken to strengthen eco-
nomic management. There was positive response from a
broad distribution of investors in all three regions. In
my opinion, we achieved the main objective of the “road-
show.”

With respect to the second part of your question, the pur-
pose of the bond offering was to make a sovereign presence
in the market and establish a benchmark in the U.S. dollar
market. You will know that Malaysia has been absent from
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the international markets for almost ten years. Here again, in
my view, the bond offering was a success, given the positive
response from investors. The bond issue was three times over-
subscribed.

Just prior to the launch, difficult market conditions
emerged. The prospect of high U.S. interest rates and develop-
ments in Latin America resulted in uncertain market condi-
tions. Spreads widened across the board for emerging market
papers and generally unstable market conditions prevailed.
Amid this turbulence, however, Malaysia was able to access
the market and successfully launch and price the issue. The
enthusiastic market response to the bond offering reflects in-
vestors’ confidence in Malaysia’s economic fundamentals.

Whose ‘disgrace’?

In its April 19, 1999 edition, the Washington Post ran a
scurrilous editorial, entitled “Dr. Mahathir’s Disgrace,”
attacking Malaysia’s Prime Minister Datuk Seri Dr. Ma-
hathir bin Mohamad for the dismissal of former Deputy
Prime Minister and Finance Minister Anwar Ibrahim, con-
demning the subsequent trial of Anwar Ibrahim, and pan-
ning Malaysia’s break with International Monetary Fund
orthodoxy. The Post’s editorial elicited two significant let-
ters to the editor, one from Malaysia’s newly arrived Am-
bassador to the United States, Dato’ Ghazzali Sheik Abdul
Khalid, and the other from Mr. Ernest Z. Bower, president
of the U.S.-ASEAN Business Council.

Ambassador Ghazzali’s response was published in the
Post on May 4, in which he cited many examples of posi-
tive feedback on Malaysia’s economic progress. He also
challenged the Post on its reading of the corruption trial of
Anwar Ibrahim:

“The facts speak for themselves: the case is the longest
trial in Malaysia’s legal history, held over 78 days with 44
witnesses called to testify for the prosecution and defense;
Mr. Anwar was represented by nine lawyers of his own
choosing; the hearing was open to the public, as well as to
foreign observers and media; the trial was reported verba-
tim by the international and local media; and the judgment
ran to 394 pages. . . .

“The fact that Mr. Anwar’s wife, Wan Azizah, has
been able to form a political party to promote her political
agenda is a testimony to the vibrancy and vitality of Malay-
sia’s democratic system.”

Bower’s April 26 letter was not published by the Post,
but was posted to the website of Malaysia’s National Eco-
nomic Action Council. Bower subsequently edited and



EIR: During this period the Malaysian stock market has re-
bounded substantially, as have other regional markets. Is there
any concern that the “irrational exuberance,” to put it mildly,
in the U.S. stock markets, could be spilling over into Asia,
with the threat of a new bubble?
Tun Daim: I do not think so. You must appreciate the fact
that stock prices in Malaysia, for instance, dropped to levels
far below their net tangible value. Share prices have lately
risen, due largely to the improving economy, the return of
confidence, and also to some extent low interest rates. What
you are seeing is not so much the irrational exuberance spill-
ing into Asia, but rather Asian stock markets recovering the
value that was lost during the time of crisis.

expanded the text and submitted it as written testimony to services in the world. . . .
a House International Relations Subcommittee on Asia “Your recent coverage of Malaysia seems to focus on
and the Pacific hearing on June 16 on “Malaysia: Assessing crises and negatives, whereas there is a much more com-
the Mahathir Agenda.” No Malaysian representative was plex landscape to understand. Such reporting could be par-
invited to address the hearing; rather, only four subcom- ticularly harmful because many Americans have not vis-
mittee members heard from Deputy Assistant Secretary ited Malaysia. . . .
of State for East Asia and Pacific Affairs Ralph Boyce; “A close look at what is happening in Malaysia today
Singaporean Dr. Linda Lim from the University of Michi- would reveal a story of a well-managed country working
gan Business School, who said that Malaysia’s controls out of its deepest financial crisis since its independence
were unnecessary and slowed down its recovery; and for- from the United Kingdom in 1957. To its credit, it is
mer Bush administration official Douglas Paal, a self-de- doing so without a fraying of its multi-ethnic, multi-
scribed close friend of Anwar Ibrahim, whose seminars in religious fabric, which many had predicted a recession
Kuala Lumpur were funded with Anwar’s help. would cause.

The following is from Bower’s April 26 letter: “I feel confident that research would show that Malay-
“I am writing to express my concern that recent arti- sia and the United States have more in common than most

cles, particularly your April 19, 1999 editorial on Malay- imagine. We are both ethnic and racial meeting ports, who
sia, may lead readers to believe that Malaysia is a danger- have worked hard to define ourselves after being colonized
ous, unstable country with leaders hostile to American by the British. The United States has had more than 200
interests. This is not my experience, nor the experience of years to accomplish what Malaysia has aspired to achieve
many Americans who know Malaysia well. . . . in less than 40 years. We work together closely in areas

“I am the president of the U.S.-ASEAN Business such as commerce, trade, and regional and international
Council. The council is the largest national organization security where we share many common interests and stra-
representing American businesses interested in Malaysia tegic goals. How many of our neighbors know that Malay-
and the other member countries of the Association of sian peacekeepers helped rescue U.S. Rangers when they
Southeast Asian Nations (ASEAN). Our members com- were trapped in Mogadishu, Somalia, saving many lives,
prise over 400 U.S. companies and states doing business or that it was Malaysian authorities that captured and re-
in Southeast Asia. . . . turned Wali Khan to the U.S. to stand trial for the New

“I have been travelling to Malaysia for 12 years, and York [World] Trade Center bombing.
just returned from spending a week with 45 American “All democratically elected leaders, including Malay-
executives in Malaysia’s capital, Kuala Lumpur. Our per- sian and American, have to face difficult domestic political
spective coming home is that Malaysia is making good issues. Malaysians are gracious and welcoming people,
progress in its efforts to respond to the financial turmoil in and I believe your reporting is doing them an injustice.
Asia. . . . The same harm is also done to Americans who might not

“Malaysia is a stable democracy, and has long and have experience with Malaysia yet. I hope you will con-
strong relations with the United States. The United States sider looking deeper into the situation in Malaysia. It may
is the leading investor in Malaysia, and Malaysia is the add texture and context, making your reporting and editori-
second-largest importer per capita of U.S. goods and als more accurate and insightful.”
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EIR: As part of the measures taken in September 1998, Ma-
laysia took action to counter offshore trading in ringgit on the
Singapore-based Central Limit Order Book (CLOB) market.
I understand that there have been some attempts to resolve
outstanding issues related to that trading. How was Malaysia
affected by this, and what is likely to happen?
Tun Daim: I would like to reiterate that CLOB was created
by the Singapore authorities to facilitate the continued trading
in Malaysian shares in Singapore after the Malaysian govern-
ment’s announcement regarding the delisting of Malaysian
shares from the Singapore Stock Exchange with effect from
Jan. 1, 1990. It was also a unilateral decision by the SES to
cease the trading of Malaysian shares on CLOB on Sept. 4,



1998. Therefore, it would be the responsibility of SES to
resolve the CLOB issue.

There have been some private-sector proposals to resolve
the CLOB issue. But, in the view of the Malaysian authorities,
these proposals should be offered for the consideration of the
Singapore authorities. However, any proposal will be subject
to approval by all relevant Malaysian/Singaporean authorities
where such approval is required.

EIR: What are Malaysia’s economic priorities now? I be-
lieve I read recently that RM 2 billion [$52.6 million] has
been earmarked for infrastructure projects.
Tun Daim: Malaysia’s main priorities are for sustained eco-
nomic recovery and preparing the economy for the next mil-
lennium. In this context, projects involving social and physi-
cal infrastructure are top on the list of our spending priorities,
both of which will help us to revive the economy, while at
the same time strengthening the basis for future growth and
development. We are also putting a lot of effort into strength-
ening our banking and financial system.

EIR: Up to the point that NATO launched its bombing cam-
paign against Yugoslavia, momentum had been building to
focus on and give greater substance to the discussion of so-
called “new global financial architecture.” To what extent has
that discussion been derailed by the military action, including
difficulties introduced by the bombing of the Chinese Em-
bassy in Belgrade and the cautiousness in NATO’s accep-
tance of Russia’s role?
Tun Daim: The work on reforms of the international finan-
cial architecture is being led by officials mainly from finance
ministries and central banks of the developed countries, the
Bank for International Settlements, the IMF, and the World
Bank. It is most likely that the people dealing with financial
architecture issues at this stage would be a different group
from those seeking a political and military solution to the
Kosovo crisis. As can be seen from the report of the G-7
Finance Ministers to their leaders at the Cologne summit two
weeks ago, it seems to me that work on architecture is pro-
ceeding smoothly rather than being derailed.

EIR: The APEC Finance Ministers meeting, while not com-
ing up with an itemized program of action on the “new archi-
tecture,” certainly seemed to get much more specific in identi-
fying the areas where action is needed. Malaysia’s
representatives played a key role in that, calling for direct
regulation of hedge funds, for example. Can you give us a
better idea of the discussion there?
Tun Daim: A key concern of many APEC economies dur-
ing the recent Finance Ministers meeting was that the ongo-
ing work to reform the international financial infrastructure
would lose momentum, given improving prospects for many
economies in the region. During the meeting at Langkawi,
ministers recognized that the extraordinary strains on finan-
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cial markets around the globe over the past two years had
raised legitimate concerns not only among policymakers,
but also market participants, regarding the potential exposure
to turbulence. Ministers were in agreement that the interna-
tional community needed to come up with a better way to
avoid the severity of future crises as witnessed in Asia.
Malaysia, as chair of the APEC Finance Ministers process
for the 1998-99 cycle, tried to steer discussion toward three
aspects of the international financial architecture issue, these
being, enhancing transparency and disclosure standards,
strengthening financial systems, and improving corporate
governance.

EIR: Press reports also suggested that the ASEAN members
had reached a consensus on the need for global financial
reforms. That goes further than what has been said before.
What does it mean?
Tun Daim: At their meeting in Hanoi in March 1999,
ASEAN Finance Ministers agreed on a common position with
respect to reform of the international financial architecture.
Among others, the common ASEAN stance called for a re-
view of the roles of the international financial institutions,
appropriate mechanisms to enhance private-sector participa-
tion in crisis management and resolution, and the need for
standards for transparency and disclosure to be applied
equally to the private and public sectors. In addition, ASEAN
has stressed, for greater transparency and accountability of
the international credit-rating agencies, the need for closer
and more coordinated monitoring of short-term capital flows,
and the need for an orderly and well-sequenced approach to
capital account liberalization.

EIR: In his book, A New Deal for Asia, Prime Minister Dr.
Mahathir suggests that thefinancial contagion that swept Asia
was aimed at China, whose economy was more protected by
its exchange controls. The open fight over the new director of
the World Trade Organization (WTO) comes at a time that the
question of China’s entry into the WTO, and the conditions of
that entry, are on the table. What is Malaysia’s view on these
issues, and are they related?
Tun Daim: I feel that these two issues must be kept separate.
The first is an argument that if East Asian currencies depreci-
ated while China’s exchange rate retained its value, then one
would see a situation where China loses its competitiveness,
particularly in the production of low-cost goods, and this
could be a way to contain China’s ambitions of becoming a
developed country.

The second issue, who heads WTO, is to me a question of
power. The West wants to ensure that they have control over
the levers of power of all international economic, trade, and
financial institutions, so as to control the agenda of these orga-
nizations.

EIR: Malaysia and China recently celebrated the 25th anni-



versary of establishment of diplomatic ties. Foreign Minister
Syed Hamid Albar spent five days in Beijing, during which
time a joint statement was issued, outlining renewed commit-
ment to regional great infrastructure projects, such as the
Trans-Asia Railway and the Mekong River Development
Program.

Does this suggest that countries in the region are looking
increasingly to the bigger picture of the combined capabilities
of an economically integrated Asia as the pathway to recov-
ery, rather than “surviving” the contagion?
Tun Daim: I would see these two developments as separate
from one another. Our immediate concern is to get our econ-
omy out of what has been the deepest economic contraction
ever faced. It is a priority. The regional infrastructure projects
are part of a more medium- and long-term perspective.

EIR: Economic reconstruction is taking center stage in the
Balkans. Malaysia strongly defended the people of Bosnia
in the earlier Balkan war, and has continued that commitment
with Kosovo. Reconstruction of Bosnia fell far short of what
was required, contributing to continuing destitution and the
potential for future conflicts in the region. EIR has called
for a crash economic development program of southeastern
Europe, as an extension of the Eurasian Land-Bridge trans-
port and infrastructure grid. How would Malaysia view that?
Tun Daim: We will have to study this proposal thoroughly
first.

EIR: Reconstruction is also immediately relevant, given the
recent induction of Cambodia into ASEAN, thus completing
the goal of the ASEAN founding fathers to bring all ten South-
east Asian countries into the organization. Reconstruction in
Cambodia, as in the case of Bosnia, goes way beyond the
levels of assistance provided by the group of donor countries.
The Balkans, Cambodia, Central Africa, raise the question of
what kind of new financial architecture is required, especially
if you compare those requirements to the Bank for Interna-
tional Settlements’ latest report on the levels of outstanding
derivatives—in the range of $93 trillion. Can the current sys-
tem handle genuine “reconstruction”?
Tun Daim: I am not sure whether the international financial
architecture in its present form can handle genuine reconstruc-
tion, particularly when the sums involved are that massive.

EIR: In A New Deal for Asia, Prime Minister Dr. Mahathir
writes, “A world century is now possible for the first time. No
single nation, no single people, and no single region should
inherit the future; all nations, all people, all regions should
have the same opportunities.” Is that not the shared view of
the government?
Tun Daim: Yes, it is the shared view of the government that
we should collectively work for a world century where all
people, all nations, and all regions should have the same op-
portunities.
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