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FOREWORD

The New Economic Model (NEM) was an important policy document
published in the early years of the premiership of Malaysian Prime Minister
Najib Razak. Officially released in 2010, it charts a plan to transform
Malaysia into an advanced nation by 2020. Commenting on the role of
government in business, the NEM says “Malaysia’s economic engine is
slowing. Since the Asian financial crisis of 1997... growth has been lower
than other crisis-affected countries, while investment has not recovered.
Private investors have taken a back seat.... In some industries, heavy
government and government-linked company [GLC] presence have dis-
couraged private investment.” The NEM goes on to say that one of the
“old” approaches that is still prevalent is “dominant state participation
in the economy” and “large direct public investment (including through
GLCs) in selected economic sectors”. The NEM promises to change this
situation.

Those responsible for drafting the document explained why they felt it
was time to change the old approach of extensive government interven-
tion in the business world. The NEM states that, while this old approach
“may have served the country well in the past, it is unlikely to provide
the dynamism needed to spur the country to developed country status.”
It argues that “the government as both business owner and regulator of
industries faces conflicts of interest that can... give GLCs an unfair advan-
tage over private firms”.

This belief resulted in the NEM’s policy objective that the role of gov-
ernment in business should be reduced. To spur private sector invest-
ment, the NEM says Malaysia will “divest GLCs in industries where the
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viii FOREWORD

private sector is operating effectively.... Remaining GLCs will be required
to operate on a commercial basis ... without government preferential
treatment.”

Subsequently, in 2011, the Performance Management and Delivery
Unit (Pemandu), situated in the Prime Minister’s Department, included
in its economic transformation program a strategic reform initiative (SRI)
called “Reducing Government’s Role in Businesses”. In its 2014 Annual
Report, Pemandu stated that the government was committed to shifting
the government’s role in business from that of an investor to a facilitator.
Pemandu also claimed it would do three things: clearly establish the gov-
ernment’s role in business, develop a clear divestment plan and establish
clear governance guidelines for government and state-owned companies.

However, just one year later, in its 2015 Annual Report, Pemandu’s
target of reducing the government’s role in business was reduced to just
a footnote, on page 10. This footnote read: “divestment had been com-
pleted by the 33 companies that had committed to do so at the launch of
the SRIs in 2011”. There was no mention of the three original targets it
had stated the previous year. It appeared that the government was claim-
ing that by 2015 it had succeeded in achieving its SRI of reducing its role
in businesses.

Curious about the real extent to which the government had succeeded,
I researched what had happened in the market. I found that the data did
not support the claim that the government’s role had been reduced to
any appreciable extent. In fact, the opposite had happened. From 2011
to 2015, the government’s share in the Kuala Lumpur Composite Index
(KLCI) increased from 43.7% to 47.1%, indicating that the government
had greater ownership of the equity of the largest companies in Malaysia
in 2015, in contrast to the position in 2011 when the NEM was issued.
The government had also increased its investments in private companies,
whereas the number of disposals had not increased. The total value of
GLC acquisitions was RM51.7 billion, and this dwarfed the total dispos-
als of RM29.5 billion. A full analysis of these findings was published by
the Institute for Democracy and Economic Affairs (IDEAS), for which
Tam currently CEO, in a paper entitled “Lesser Government in Business:
An unfulfilled promise?” (April 2016).

Prior to that study, I was also involved in the Organisation for
Economic Co-operation and Development (OECD) Network on
Corporate Governance of State-Owned Enterprises. IDEAS attends the
meetings organized by this global network, and since 2015 we have been
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the sole participant from Malaysia. The meetings of this network fascinate
me, especially in terms of how much we still need to do in order to catch
up with the rest of the world. Many countries that have a sizeable num-
ber of state-owned enterprises (SOEs) have a well-structured mechanism
to monitor the governance and performance of these enterprises, usually
in the form of a central government agency tasked with monitoring and
evaluation. But, in Malaysia, there is no such effective body to undertake
this task. Yes, we do have a division within the Ministry of Finance looking
after government investment companies, but there is scant information on
the scope of this division’s powers. To give a simple example: I have been
trying to determine the exact number of SOEs in Malaysia, but no one,
not even senior officials at the Treasury, knows the answer. There is even
uncertainty about the categorization of companies, whether certain com-
panies should be classified as an SOE or not. If we do not even know how
many SOEs exist in this country, can we really expect these companies to
be well governed:?

Within this context, we recently saw the national embarrassment that
is 1Malaysia Development Bhd (1MDB). It baffles me how the chairman-
ship of the Advisory Board, a body that has no legal and fiduciary powers,
can be given to the Prime Minister of Malaysia, the most powerful per-
son in the country. How can anyone expect the company to be governed
properly when the Board of Directors, the body that is supposed to hold
all the legal and fiduciary responsibilities is, effectively, subservient to the
Chairman of the Advisory Board? Does anyone really expect IMDB Board
members to say no to the Prime Minister? My bigger fear is that we do not
know if the bad governance exemplified by 1MDB is more widespread and
affects more than that one company. That is why I have been very keen to
see more open and honest studies on the governance of Malaysia’s SOEs.
For this reason, I was delighted that Professor Edmund Terence Gomez
of the University of Malaya agreed to conduct this study.

When we commissioned Professor Gomez to undertake the study I was
not expecting a book. Our original intention was to have just a short paper
outlining the state of governance of our GLCs. I still remember saying to
Professor Gomez that I would be happy to get 5,000 words from the proj-
ect. But the amount of data unearthed by Professor Gomez was so vast,
particularly on the significance of Minister of Finance Incorporated (MoF
Inc.), that we decided it would be inane to ignore the discovery. Hence,
we now have this book that considers the wider political economy behind
the governance of Malaysian GLCs, by focusing on the extensive reach of
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MOoF Inc. and therefore the Finance Minister. This is just the first output,
as we are continuing with more work on this topic.

I believe that the government should act mainly as regulator and
facilitator for the private sector. If there is a need for the government to
be in business, then that need must be clearly specified so that we can
judge when the necessity no longer exists. Where and when GLCs exist,
their governance must be properly conducted and any weaknesses must
be improved. But to design an effective improvement plan, we must first
understand the current landscape. Professor Gomez and his team have
done a sterling job in documenting a segment of the current landscape in
this volume. There is, of course, a lot more that needs to be done. But, for
now, I hope readers enjoy this book as much as I enjoyed reviewing and
discussing the drafts with Professor Gomez.

Chief Executive Wan Saiful Wan Jan
Institute for Democracy
& Economic Affairs (IDEAS)



PREFACE AND ACKNOWLEDGEMENTS

This is a study of Malaysia’s new political economy. It offers insights into
corporate ownership patterns of the country’s leading enterprises in 2013,
controlled ultimately by the state of Malaysia through what have been
classified as government-linked investment companies (GLICs). This
book is the first in a series of studies to be published about the huge
range of publicly listed and unquoted enterprises owned by these GLICs,
commonly known as government-linked companies (GLCs). The reason
for this publication at a time when research is still under way about the
GLCs is that the authors and the institution responsible for this study, the
Institute for Democracy and Economic Affairs (IDEAS), felt the pressing
need to inform readers, particularly Malaysians, about the important role
the GLICs play in the economy and in the corporate sector.

While undertaking the research, we were extremely surprised to learn
that very few Malaysians, even well-informed academics and analysts of
the economy, the political system and corporate governance, were aware
of the existence of the GLICs and their extensive ownership and control
of the corporate sector. This book serves to introduce the GLICs to the
reader, outlining in the process why they were established and how they
have come to secure their significant presence in the corporate sector. To
stress why these government enterprises are such important actors in the
Malaysian economy, this study also provides an overview of the GLICs’
ownership and control of the leading publicly listed enterprises quoted
on the domestic bourse, the Bursa Malaysia. Our focus is on the major-
ity ownership that the GLICs have of the GLCs quoted among Bursa
Malaysia’s top 100 companies, as it stood in 2013.
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Although this study was undertaken from early 2016, for this volume,
the year 2013 was selected for assessment of corporate ownership ties. We
focused on this year because it was then that Malaysian Prime Minister
Najib Razak made an epochal announcement. Najib introduced his admin-
istration’s version of affirmative action in business, an endeavour he chris-
tened the Bumiputera Economic Empowerment (BEE) policy. To achieve
the BEE’s primary objective of increasing Bumiputera! participation in
business and ownership of corporate wealth, Najib made another impor-
tant point. The Prime Minister announced he would employ Malaysia’s
top 20 GLCs as well as some GLICs to facilitate the transfer of corporate
assets and business opportunities to Bumiputeras. Later that year, con-
cerns began to emerge in the market about a government-linked company
called 1Malaysia Development Bhd (1MDB). This company, closely asso-
ciated with Najib, was subsequently enmeshed in major corporate con-
troversies that involved its investments in Malaysia as well as a number of
other countries. Given the important role of the GLICs and GLCs in the
economy, these events necessitated urgent analysis of the corporate influ-
ence of these government-linked firms.

This study is arranged in five sections. While three chapters form the
main body of the text, the remaining two provide an introduction to the
issue at hand and review the implications of the GLICs’ involvement in
the corporate sector. The three long chapters trace, first, the history of the
development of the GLICs. To understand the current state of Malaysia’s
political economy, one needs to understand the history of events leading
up to this point where the GLICs have come to secure a dominant pres-
ence in the corporate sector. Situated in the second section is the empiri-
cal data uncovered in this project. This section focuses on the GLICs’
ownership of corporate equity, particularly through their GLCs quoted in
the Bursa’s top 100. The third section provides an in-depth assessment of
how the GLICs control the corporate sector. The study concludes with the
political and business implications of the government’s significant control
of the corporate sector, particularly through its most important GLIC, the
Minister of Finance Incorporated (MoF Inc.).

This study is written in an accessible manner for public consumption.
We adopted this mode of presentation to reveal, with limited academic jar-
gon, how the government has deployed the companies it owns, in differ-
ent ways, to achieve different economic, social and political goals. Our aim
here is to provide empirical evidence of GLIC-GLC presence in Malaysia’s
corporate sector. An in-depth and theoretically oriented study will be
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published after we have completed our assessment of a wider spectrum of
GLCs. This broad-based study of GLICs and GLCs has just commenced
and we plan to complete the project within two years.

A number of people have helped us to complete this study. My pri-
mary debt is to my co-authors, all my students who have contributed to
the study. Jean-Marc Roda of CIRAD, the French Agricultural Research
Centre for International Development, now concurrently based at the
Institute of Tropical Forestry and Forest Products (INTROP) in Universiti
Putra Malaysia, was a constant source of help when we approached him to
prepare and decipher the corporate network graphics used in this study.

Research assistance was provided by a number of people. Maryam Lee
helped write up material while our intern, Lesley Gabriel, worked dili-
gently, sometimes over and beyond the call of duty, when she was assigned
research tasks. Other members of the research team have asked that we
do not mention their names, which is unfortunate given their enormous
contribution to the project. We acknowledge the help provided by Khairil
Yusof and his research team at Sinar Project. Khairil and his colleagues
gathered important data we required about the directors of the GLICs
and GLCs.

I am indebted to my team of researchers as they devoted much time to
gathering the enormous volume of data provided in this study. The infor-
mation presented here was obtained from the National Archives as well as
the libraries of companies publishing major newspapers, specifically The
Star and The Edge. We are grateful to the staff at these institutions who
helped us gather the data we required. Further research was undertaken
at Singapore’s National Library and the National Archives of Singapore,
where we compiled information about the history, shareholders and direc-
tors of the GLICs and GLCs. Since our primary focus was publicly listed
GLCs, the team pored over the annual reports of these companies. A large
body of information was obtained from the Companies Commission of
Malaysia as well as two specific business information databases: Osiris and
Oriana, provided by a Swedish company, Bureau Van Dijk, who specialize
in company information and business intelligence. Oriana provides infor-
mation about companies across the Asia-Pacific region. From the Osiris
database, information was obtained about all publicly listed companies
owned by or associated with the GLICs under study here.

The issues discussed here have been presented at numerous forums
since July 2016 when a public lecture was first delivered, based on our
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preliminary findings. We have benefited enormously from the critical
feedback we received during these forums.

I also acknowledge with much gratitude those who have taken the
trouble to read the manuscript and provide important feedback. The two
reviewers appointed by the publisher to read and comment on the manu-
script provided important, insightful and detailed criticisms. I thank Mohd
Sheriff Kassim, Latifah Merican, P. Gunasegaram and Elsa Satkunasingam
for reading the manuscript and engaging me in a discussion about the
research findings. I wish to thank Chris Leong, the former president of
Malaysia’s Bar Council, who read the manuscript and provided critical
legal feedback.

Our final debt is to Wan Saiful Wan Jan and his colleagues, particularly
Tricia Yeoh and Aira Azhari, at the organization he leads, IDEAS. This
project began with my conversation with Wan Saiful about the need to
assess the GLCs, though our discussion then focused on the topical mat-
ter of active government intervention in the economy. The issue of the
extent of government intervention in the economy will be tackled in
greater depth later, as this project continues over the coming years, since
we hold differing viewpoints on the role of the state in the economy.
IDEAS provided the funding to commence a study that focused on the
GLICs. Funding was also provided by the Population Studies Unit (PSU)
of the Faculty of Economics & Administration of the University of Malaya
to cover research expenses. IDEAS has since secured additional funding to
allow us to research the terrain of the GLCs, enterprises which now are an
important presence in all sectors of the Malaysian economy.

While we are extremely indebted to all those mentioned here for their
support, we, the authors, remain solely responsible for the contents of this
book.

University of Malaya Terence Gomez
1 March 2017

NOTE

1. Bumiputera, which means “sons of the soil”, is the term used in reference to
ethnic Malays and other indigenous peoples. Of Malaysia’s 29 million multi-
ethnic population in 2013, Bumiputeras accounted for 65%, Chinese 26%,
Indians 8% and the rest comprising other ethnic groups.
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CHAPTER 1

Introduction

THE GOVERNMENT’S BUSINESS

In September 2009, a few months after Najib Razak was appointed Prime
Minister, the Terengganu Investment Authority (TIA), a government-
owned enterprise operating at the state level in the federation of Malaysia,
was renamed 1Malaysia Development Bhd (1IMDB). IMDB came under
the control of an opaque but extremely important company, the Minister
of Finance Incorporated (MoF Inc.), under the jurisdiction of the fed-
eral government’s Ministry of Finance. In one of the major anomalies of
Malaysia’s system of public governance, the Prime Minister has also served
as the Minister of Finance since 2001, a situation that would emerge as a
key concern when the IMDB scandal broke a few years later.

In the early 2010s, IMDB’s reputation grew as it became a key player
in major infrastructure projects and corporate activities. In July 2012,
when Najib launched the first phase of the construction of the Tun Razak
Exchange (TRX), the site of Malaysia’s proposed international financial
hub situated in the heart of the city of Kuala Lumpur, IMDB was tasked
with developing the project. IMDB was also responsible for constructing
Bandar Malaysia, a project on the single largest remaining tract of devel-
opment land in Kuala Lumpur.! IMDB went on to raise US$6.5 billion
through three bond sales to fund investments in major energy-related
projects. These bond sales were arranged and under-written between
2012 and 2013 by the international investment consultancy, Goldman
Sachs (Wall Street Journal 7 June 2016).

© Institute for Democracy and Economic Aftairs (IDEAS) 2018 1
E.T. Gomez et al., Minister of Finance Incorporated,
DOI 10.1007,/978-981-10-4897-5_1
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A few weeks after the third bond sale, Najib announced the dissolu-
tion of parliament in order to hold a general election on 5 May 2013. In
this closely fought election, during which an enormous volume of funds
was spent (Weiss 2013), Najib led the ruling Barisan Nasional (BN, or
National Front) coalition to victory. However, the BN lost the popular
vote, returning to power only because it had secured a simple majority in
parliament, an outcome allegedly attributed to gerrymandering and the
malapportionment of seats.?

Not long after this election, rather disconcerting reports about 1IMDB
began to emerge. When 1MDB’s 2013 annual report was released, it
was disclosed that the enterprise had debts amounting to RM36.3 bil-
lion (Bloomberg 2 February 2016). Important government-owned enter-
prises were linked to IMDB’s ventures. For instance, Lembaga Tabung
Haji (LTH, or Pilgrims Fund Board), a prominent government-based
savings institution, also known as a government-linked investment com-
pany (GLIC), offered to buy the TRX land, a transaction that eventu-
ally transpired in 2015. LTH reportedly acquired this land at an inflated
price, approximately 43 times the price IMDB had paid the government
(Malay Mail 20 May 2015).2 The government’s pension-based scheme,
Kumpulan Wang Persaraan Diperbadankan (KWAP, or Retirement Fund
Incorporated), provided an RM4 billion loan in 2011 to SRC International
Sdn Bhd, a company linked to 1MDB and owned by MoF Inc. (New Straits
Times 6 April 2016).*

1MDB’s business ventures also involved activities in a number of coun-
tries. The controversies surrounding 1 MDB would eventually be described
by the British Guardian newspaper (28 July 2016) as “the world’s biggest
financial scandal”. When the United States’ Department of Justice released
a report on 1MDB, it alleged that US$3.5 billion had been misappropri-
ated from this government-owned enterprise.> Prime Minister Najib, his
close business allies and executives at Goldman Sachs were implicated in
the controversy, while investigations on international financial flows linked
to 1IMDB commenced in numerous countries including in Singapore,
Switzerland and the United States (The Straits Times 22 July 2016). While
Malaysia’s Attorney General exonerated Najib of any wrongdoing in the
1MDB controversy (see Financial Times 21 July 2016), investigations
into the company’s activities continue.

These controversial issues linking 1MDB and certain government-
owned enterprises drew attention to a core issue: the important role of
GLICs in Malaysia’s corporate sector. The International Monetary Fund



MALAYSIA’S GLICS 3

(IMF) corroborated this point in a report it published in 2013,° which
stated that the GLICs have substantial de facto ownership of the financial
sector and are by far the most influential players in the Malaysian capital
market, with significant interconnectedness. However, many Malaysians
are unaware that the government operates enterprises classified as GLICs
and that they have such a prominent role in the economy.” It is for this
reason that this study focuses on GLICs, revealing how they have evolved,
how they are now owned, controlled and employed, and the extent of
their involvement in Malaysia’s corporate sector.

Maraysia’s GLICs

Seven institutions have been classified by the government as GLICs: in
addition to MoF Inc., LTH and KWAP, they are Permodalan Nasional
Bhd (PNB, or the National Equity Corporation), the Employees
Provident Fund (EPF),® Khazanah Nasional Bhd and Lembaga Tabung
Angkatan Tentera (LTAT, or Armed Forces Fund Board) (see Table 1.1).°
These GLICs function in various forms—as a holding company, pension
fund, special purpose fund, sovereign wealth fund and trust fund manager.
While Khazanah and PNB were incorporated under the Companies Act,
the other five GLICs are statutory bodies.

Four of the seven GLICs—EPF, KWAP, LTH and LTAT—are pension
or special purpose funds. EPF and KWAP, pension funds for employees

Table 1.1 List of GLICs

1. Minister of Finance Inc. (MoF Inc.)
2. Permodalan Nasional Bhd (PNB)
3. Khazanah Nasional Bhd (Khazanah) % KHAZANAH
NS £
4. Employees Provident Fund (EPF) pmperee
Fund
Farings for o 291
5. Lembaga Tabung Angkatan Tentera (LTAT) t%:
(Armed Forces Savings Fund)
6. Lembaga Tabung Haji (LTH) g I
(Pilgrims Savings Fund) A
7. Kumpulan Wang Persaraan Diperbadankan (KWAP) @g}' K\wAap
(Retirement Fund Incorporated) e

Sowrce: Ministry of Finance
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of the private and public sectors respectively, have a long history, going
back to the colonial period. LTH, whose roots can be traced to the early
1960s, is a special purpose fund for Muslims who intend to save for their
hajj pilgrimage. LTAT was established in 1972 and serves as a pension
fund for members of the armed forces. These funds were not created to
act as the government’s investment holding arms but would evolve to
function in this manner. Two GLICs, PNB and Khazanah, were estab-
lished after the government began intervening actively in the corporate
sector to rectify social injustices. PNB functions to redistribute corpo-
rate wealth more equitably among all Malaysians, while Khazanah is the
country’s only sovereign wealth fund. MoF Inc., the government’s most
important GLIC, was incorporated in 1957 and functions as its invest-
ment holding company.

Table 1.2 indicates how the six men who have served as Prime Minister
of Malaysia have employed the GLICs. The first three Prime Ministers,
Tunku Abdul Rahman (1957-1970), Abdul Razak (1970-1976) and
Hussein Onn (1976-1981), were responsible for establishing most of
these GLICs and there is no evidence of any abuse of these enterprises.
Razak used LTH for agriculture-focused investments while Hussein pur-
sued the affirmative action-based New Economic Policy (NEP), initi-
ated by Razak, by forming PNB. Mahathir Mohamad, the fourth Prime
Minister, who served for 22 years, from 1981 until 2003, used the GLICs
to nationalize foreign-owned firms while actively privatizing government
companies, a number of which he eventually bailed out following the 1997
Asian currency crisis. Mahathir can be credited for Malaysia’s rapid mod-
ernization, achieved through various means including through industrial
development-based ventures that involved GLICs such as MoF Inc., PNB
and Khazanah, which he incorporated in 1993. Abdullah Ahmad Badawi
(2003-2009) inherited a large number of companies, owned primarily by
the GLICs, popularly known as government-linked companies (GLCs),
a legacy of the 1997 bailouts. Abdullah formulated a grand transforma-
tion strategy to improve the management and performance of the GLICs
and GLGCs, seeking in the process to turn them into global champions by
increasing their business presence abroad. Najib’s administration, how-
ever, is one that has been fraught with the use of the GLICs in contentious
business deals. A number of these deals involved the controversial 1IMDB,
as indicated in Appendix 2.1, in sharp contrast to his pledge on securing
the premiership to deal with patronage and rent-seeking.
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6 1 INTRODUCTION

When Najib came to power, his early policy pronouncements indi-
cated his aim to continue the work Abdullah had put in place to pro-
fessionalize the management of the GLICs and GLCs. His intent was
clearly to privatize these companies and reduce the state’s participation
in the economy. Among Najib’s first declarations as Prime Minister was
his pledge to end “the eras of ‘government knows best’ and of exces-
sive controls” (Ahmad Fauzi and Muhammad Takiyuddin 2014: 13).
However, this agenda began to change after the 2013 election, when his
BN coalition lost the popular vote.! Najib attributed the BN’s dismal
electoral performance to weak support by ethnic Chinese (Saravanamuttu
2016). A few months later, Najib announced his own affirmative action-
based endeavour, the Bumiputera Economic Empowerment (BEE)
policy, aimed at situating more of Malaysia’s corporate holdings in the
hands of this ethnic group.!?

To attain the goals of the BEE, Najib further announced that he
had instructed the GLICs and major publicly listed GLCs, or the G20,
to play a lead role in the implementation of this policy.'® It appeared
that these government-linked businesses, while expected to function as
well-managed, wealth-creating and employment generating enterprises,
now also had a political agenda: to muster Bumiputera support for a
Prime Minister who felt that his party’s hold on power was under seri-
ous threat. This was an interesting development because one primary
objective of the GLC transformation plan introduced by Abdullah was
to remove politicians as members of the boards of directors of GLICs
and GLCs.

Focus or Stupy: Tue GLICs

Defining GLICs and GLCs

The domineering presence of GLICs in corporate Malaysia can be seen
in Table 1.3. GLICs have had, throughout their history, ownership of
a range of quoted and unquoted firms, typical of large business groups.
In 2013, a year of general election and change in the way government
enterprises were to be employed, to include a political agenda, GLICs
had majority ownership of 35 publicly listed firms. Table 1.3 lists the
number of private and quoted companies associated with the GLICs.
Table 1.3 further reveals that corporate ownership mechanisms, such as
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Table 1.3 GLIC ownership of all companies, 2013

GLIC Subsidiary Associate Minority Golden Total
(50-100%) (20-49%) (1-19%) share companies

MoF Inc. 63 3 2 34 102
Khazanah 23 18 10 - 51
PNB 12 9 31 - 52
EPF 21 12 67 - 100
KWAP 5 1 38 - 44
LTH 36 11 15 - 62
LTAT 7 25 12 - 44
Total 167 79 175 34 455

subsidiaries, associate companies and minority interests, employed by
these seven GLICs vary significantly. The use of the golden share to
control companies is also evident in this table.

This study reviews the role of the GLICs in the corporate sector,
and gives specific attention to their majority ownership of GLCs among
Malaysia’s top 100 companies, publicly listed on the domestic stock
exchange, Bursa Malaysia, as it stood in 2013. Of these top 100 quoted
companies, 35 were identified as GLCs. The list of the top 100 firms,
organized by market capitalization, used in this study was obtained from
Bloomberg. These 35 GLCs, discussed in greater depth in the chapters
that follow, are major players in the corporate sector, constituting an esti-
mated 42% of the total market capitalization of all listed companies in
2013. All seven GLICs also have an equity interest in a number of other
publicly listed companies.

The Organisation for Economic Cooperation and Development
(OECD), in its 2013 study of GLICs, provides a definition of these
enterprises:

Government-linked investment companies (GLICs) refer to investment com-
panies in which the federal government has influence over the management
by appointing and approving board members and senior management, who
in turn report directly to the government. The government may also pro-
vide funds for operations or to guarantee capital (and some income) placed
by unit holders. The Ministry of Finance or the Prime Minister’s office are
usually the government representatives on the board of GLICs and thereby
play a role in the governance and investment decisions of these companies.'*
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In its definition of GLICs, the OECD goes on to add one other crucial
point: “Representatives of GLIC beneficiaries (investors and pensioners)
complement the board of directors”. This is also the case with the Malaysian
government in the running of its GLICs. This definition draws attention to
a vital feature that allows the Ministry of Finance control over the GLICs:
the appointment of its directors. While, according to this definition, the
directors oversee the governance of the GLICs as well as investment deci-
sions, the presumption of accountability does not necessarily follow given
the structure of the Malaysian state where there is much concentration of
political power. Moreover, the Minister of Finance also serves as the Prime
Minister. Academics within the discipline of political science have referred
to Malaysia’s political system as one that is characterized as a single domi-
nant party state,!’® an electoral authoritarian state,'® a semi-authoritarian
state’” or a quasi-democratic state.'® Where these studies share common
ground is that they all view the Malaysian state as one that is under the
hegemony of one party in the BN coalition, the United Malays National
Organization (UMNO). Najib is the president of UMNO.

For this study, what constitutes a GLIC is based on the classification
provided by the government.!” A GLIC is defined by the government as
an investment company linked to the federal government that allocates
some or all of its funds to GLC investments.?° The federal government is
responsible for appointing the members of the board of directors of the
GLIC:s as well as their senior management who in turn report directly to
the government.?!

The OECD provides a definition for the GLCs that operate in the
Malaysian economy. This definition is adopted here, namely that GLCs are:

companies that have primary commercial objective and in which the
Malaysian government has a direct controlling stake, i.e. the ability to appoint
board members and senior management, make major decisions (e.g. contract
awards, strategy, restructuring and financing, acquisitions and divestments)
for GLCs either directly or through GLICs. Hence, GLCs include compa-
nies where the government controls directly or collectively a controlling stake
through state agencies... (and) includes companies where GLC themselves
have a controlling stake, i.¢. subsidiaries and affiliates of GLCs.??

The OECD?’s definition of Malaysia’s GLCs is similar to that adopted by
the World Bank in regard to such enterprises in general in its Report on
the Observance of Standards and Codes for GLCs. In this report, the World
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Bank defines GLCs as “companies where the government controls directly
or collectively a controlling stake through state agencies”.?

Companies under majority ownership of the government, specifically
the seven GLICs, are defined as GLCs. If 20% or more of a company’s
equity is owned by one, or a collection, of GLICs, the enterprise is classi-
fied here as a GLC. Excluded in this definition of what constitutes a GLC
is other forms of control such as the ability to appoint the members of
the board of directors and senior management. A company in which the
government has a golden share is classified as a GLC, provided no private
enterprise or individual has a majority interest in the firm. This definition of
a GLC would necessarily exclude privately owned publicly listed companies
in which MoF Inc. has a golden share, such as Westports Bhd and Pos Bhd.

Key Themes: Ownevship and Control

We provide a historical profile of the GLICs to trace how the Minister
of Finance has come to obtain considerable influence over them and by
extension over the publicly listed and private companies that they own.
The GLICs in question, as well as a number of the large quoted enter-
prises they own, function as holding companies, emerging in the pro-
cess as Malaysia’s leading business groups. Since publicly listed firms are
required to have a wide shareholding spread as defined by listing rules, it
is common for a majority shareholder to reduce his shareholding while
finding other mechanisms to retain control of the company.

For this reason, the concept of ownership and control requires careful
definition. Control is defined here as the ability to determine the “basic
long-term goals and objectives of the enterprise, and the adoption of
courses of action and the allocation of resources necessary for carrying out
these goals” (Chandler 1977: 13). Fligstein (2001: 128-129) notes that
there are two bases for control, ownership and authority. Majority owners
of large firms, and this includes a government with extensive interests in
the corporate sector, are able to direct the course of these companies, but
they have to “formulate a view of the world in order to take action” or
“create a stable market where actors come to take one another’s actions
into account in the framing of their actions” (Fligstein 2001: 128-129).

Berle and Means (1932) stress the importance of control over ownership
of corporate equity. For them, the separation of control from ownership can
undermine the value of a company because managers who are not owners
will not be guided by profit-maximizing motives. This argument is fortified
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by Jensen and Meckling (1976) who indicate that an imperfect alignment
of incentives between managers and shareholders fosters a value-reducing
agency problem. This problem can be mitigated if managers held stock of
the company they run.

Berle and Means (1932) correctly note that in an enterprise with a large
capital base, such as a publicly listed firms, a mere 10% equity ownership is
sufficient to maintain control, particularly if there is considerable diffusion
of share ownership. Berle and Means go on to distinguish five types of con-
trol: private ownership, majority control, minority control, management
control and control through a legal device without majority ownership
(this is evident in the case of the GLICs with their use of the golden share).
For the last three types of control, majority ownership of a company’s
equity is unnecessary as relations among those with influence in the firm
dictate decision-making. Domhoft (1983: 59) notes that control of a com-
pany can occur in three different ways: through the ability to (a) replace
the top management; (b) maintain active involvement on the board of
directors; and (c) influence mergers, acquisitions and growth strategies, all
issues that prevail in the management of the GLICs and the GLCs.

Majority control differs from private ownership in that a number of
shareholders are devoid of control because control is held by the owner(s)
of a majority of the shares. Minority control refers to a situation where
an individual or a group of associates owns enough stock to ensure con-
trol. Minority control ordinarily rests on a relatively even distribution of
the remaining shares among many small shareholders, so that no rival has
enough equity to successfully challenge the controlling stock owners.

The GLICs function primarily as investment holding companies, a
business operation method adopted by corporations classified as business
groups. The holding company structure serves as an important mecha-
nism for one institution or actor to control a large number of enterprises.
This system prevails when a parent or holding company holds more than
half the issued share capital of another company, controls the composition
of the board of directors or controls more than half the voting power.
This definition is extended to include a company which is a subsidiary of a
subsidiary. This pyramiding system allows the ultimate owner to maintain
control over a number of companies with a relatively small investment.?*

Bonbright and Means (1969: 10-11) define a holding company as “any
company, incorporated or unincorporated, which is in a position to con-
trol, or materially to influence, the management of one or more compa-
nies by virtue, in part at least, of its ownership of securities in the other
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company or companies”. Scott (1985: 135) notes that a holding company
“is designed explicitly to control or influence other companies without
taking full ownership of them”. Scott (1985: 136) adds that holding com-
panies can “dominate the flow of capital to other business enterprises”.

Equity cross-holdings are common among holding companies.
Numerous advantages accrue to the majority shareholder of a holding
company from cross-holdings, a system that has no value for—and pro-
vides little protection to—minority shareholders of the firm. The cross-
holding structure is also useful for enhancing—or distorting—the value
of the equity of the holding company if it has ownership of profitable
publicly listed subsidiaries or associate companies. This is crucial for the
majority owner of a holding company as it allows him another means to
gain access to bank loans, with the equity of profitable firms used as col-
lateral. The main benefit of the cross-holding structure is that it allows
the majority shareholder to protect his interests in profitable firms from
hostile takeovers. By publicly listing a company, owners can use the com-
pany to buy other quoted and private enterprises, a process that can enable
them to secure control over a diversified corporate empire, yet not hold
stock in their own name. An increase in a quoted company’s market capi-
talization can enable that firm to secure even more loans from foreign and
local banks with equity as collateral.?

A number of quoted GLCs come under the umbrella of one holding
company or a GLIC. These quoted GLCs, in turn, function as business
groups, involving the use of a holding company—and, in some cases, cross-
holdings and pyramiding—reflecting that this is an extremely important
corporate control mechanism. Since GLICs function primarily as holding
companies at the apex of a large number of quoted and unlisted firms, the
concepts of business groups and pyramiding require thoughtful consider-
ation. Left (1978: 663) defines a business group as “a group of companies
that does business in different markets under a common administrative or
financial control”. Granovetter (1995), in similar fashion, sees a business
group as a corpus of firms, mutually bonded by varying degrees of legal
and social connection, that transact in several markets under the control
of a core firm.*®

A pyramid corporate structure is defined as one where an ultimate owner
creates a chain of ownership that allows it to control a number of firms,
even the ones in which it has no direct ownership. In this pyramid, indirect
ownership serves as a means to maintain control over a large group of com-
panies (Bertrand and Mullainathan 2003).%” In a pyramidal-type structure,
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the dominant owner is one well-endowed entity, usually a family company
though in this study it is the government, through the Ministry of Finance.
While GLICs actively employ pyramiding and cross-holdings, it is not for
these reasons that such mechanisms are used by individual majority share-
holders or families. The GLICs have joint shareholding of a range of publicly
listed firms. However, in numerous cases one of the GLICs has major-
ity ownership of a quoted GLC. Block shareholding, including through
obscure private firms, of listed enterprises is common among the GLICs,
particularly companies in Bursa Malaysia’s top 100. Block shareholdings
help shield the collectively majority ownership that GLICs have over major
quoted companies. In a situation where a strong state, through GLICs, has
ownership of listed companies, it is unlikely that private investors or even
foreign enterprises will attempt to institute a takeover of these firms.

The owners of Malaysia’s leading publicly listed enterprises, predomi-
nantly families, have managed to build corporate empires through effec-
tive use of holding companies that facilitate interlocking stock ownership
of corporate equity. In this system, the holding company need not own
a majority of the shares of a publicly listed company to control decision-
making in it. A similar system prevails among the GLICs that function as
holding companies with control over a number of quoted GLCs. These
quoted companies in turn tend to own and control a large number of
unlisted enterprises and usually operate as business groups with equity
interests in a range of sectors.

Among government enterprises, the Ministry of Finance has control
of the seven GLICs, each functioning as huge business groups, acting
as a holding company with an equity stake in a large number of publicly
listed firms which in turn own a huge volume of quoted and unquoted
companies. This pyramid structure accords the Minister of Finance own-
ership and control over a large segment of Malaysia’s corporate sector.
The joint and cross-equity holdings within this pyramiding structure pro-
vides the shareholder at its apex, the Minister of Finance, enormous voting
rights over quoted companies under the seven business groups. Moreover,
the Minister is ultimately responsible for all board appointments, further
augmenting his control over the companies. The government also employs
golden shares, a mechanism it can use to veto decisions by the board of
directors or instruct companies to act in a manner it deems necessary.

Ownership accords shareholder voting rights. According to Malaysian
law, any person or institution with 5% or more cquity ownership is con-
sidered a major shareholder and is required to disclose his or her identity.
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GLICs, however, individually or collectively have more than 20% ownership
of each of the country’s leading quoted GLCs. When such large share-
holdings are under the control of related institutions, an “insider system”
of corporate ownership is said to prevail (Franks and Mayer 1997).28 An
insider system is one where the “corporate sector has controlling inter-
ests in itself and in which outside investors, while participating in equity
returns through the stock market, are not able to exert much control”
(Franks and Mayer 1997: 39).

The insider system can function more effectively when shareholders
employ complex control and ownership arrangements designed to give
them control, usually in excess of their equity ownership. Through block-
holdings by the GLICs and a pyramid system that leads up to the Ministry
of Finance, the Minister has enormous influence over the corporate sec-
tor. This insider system is further facilitated by directorship ties. Through
directors with a link to a common institution or person, a company can
also overcome information asymmetry by securing feedback to improve
its position in the market (Mizruchi 1996). These ties can take a variety
of forms and involve people with differing backgrounds.?” An influential
study by Useem (1984 ) argued that such closely connected directors serve
to promote upper-class cohesion, creating a business elite that can be seen
as an “inner circle” which determines how an institution should be run.
The functioning of this inner circle is aided by the rise of a new manage-
rial class, or professional elite.*® In Malaysia, professionals from the private
sector have been incorporated into government to serve as directors of the
GLICs and the GLCs.*!

METHODOLOGY

The primary objective of this study is to understand the structure of
Malaysia’s corporate structure as it relates to GLICs. The book provides
an inside look at the GLICs, how they operate and the nature of the
political and business worlds around which they have been constructed.
The GLICs have widespread influence in the corporate sector, either by
owning majority or minority equity positions in the largest publicly traded
GLCs on Bursa Malaysia. Although the government has been encourag-
ing the GLICs to internationalize themselves by investing actively abroad,
particularly in developing economies of Southeast Asia, they derive most
of their earning from domestic investments.
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This volume reviews the incorporation and development of the seven
GLICs, tracing how they have come to secure a huge presence in Malaysia’s
corporate structure. This historical profile will review the mechanisms the
GLICs have employed to obtain ownership and control of the 35 GLCs in
the top 100 in 2013. The study will also analyse the control mechanisms
available to the GLICs when managing the GLCs. These control mecha-
nisms include public policies, legislation, particularly statutory acts that
give power to a majority of GLICs, directorships and investment panels,
as well as their ownership of major banks and the media.

The sources for this study include the 2013 annual company reports of
these GLICs, where available, and the 35 GLCs. The information about
the shareholders and subsidiaries of the 35 GLCs were obtained from the
Osiris and Oriana databases as well as the company records filed at the
Companies Commission of Malaysia.?> Further information was obtained
from the archives in Malaysia and Singapore, while media reports were
secured through searches at the libraries of national newspapers such as
The Star and The Edge, and at the New Straits Times Resource Centre.
Based on the voluminous data that was obtained from fieldwork and by
producing a network mapping of the ownership patterns of the GLICs
and their ties with the 35 quoted companies among the Bursa’s top 100 in
2013, this study has been able to trace the extent of the government’s
corporate influence.

Before analysing this database, employing the concepts of ownership
and control, what is first required is an understanding of how Malaysia
reached the point where the GLICs have emerged as key actors in the
corporate sector. This history of the GLICs is the subject of Chap. 2. In
Chap. 3, the GLICs’ ownership of the 35 GLCs listed in the top 100 is
reviewed, while Chap. 4 analyses how these companies are controlled, ulti-
mately by the Minister of Finance, through various mechanisms. The final
chapter outlines the implications of the Minister of Finance’s overwhelm-
ing control of the corporate sector, in a situation where a strong state exists
and oversight institutions have inadequate autonomy to act independently.

NoOTES

1. Bandar Malaysia, with a gross development value of RM150 billion, is
located on a former military airbase, and will serve as the city’s integrated
transport hub. This project, to run over the next 25 years, entails the con-
struction of a mammoth underground city that will accommodate Mass
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Rapid Transit lines and a commuter and express rail link. Some 12 highways
will converge in Bandar Malaysia, the gateway for the proposed high-speed
rail line between Kuala Lumpur and Singapore (The Star 17 June 2016).

. For a discussion on the gerrymandering and malapportionment of seats

that had contributed to BN’s victory, see Ostwald (2013). Saravanamuttu
(2016) and Gomez (2016) provide a comprehensive discussion of this
controversial general election.

. LTH also loaned 1IMDB RM920.8 million (The Sun Daily 12 May 2015).
. By March 2015, KWAP had invested a total of RM1.4 billion in IMDB

and its subsidiaries (The Star 19 May 2015).

. For a copy of the full report by the Department of Justice, see: https://

www.justice.gov/archives/opa/page/file /877166 /download

. See the International Monetary Fund’s Financial System Stability

Assessment of Malaysin (28 January 2013).

. That many Malaysians, including academics, business analysts and policy

planners, have little or no knowledge of the GLICs’ widespread ownership
and control of Malaysia’s leading publicly listed enterprises became obvi-
ous to us during a public lecture that was delivered on this topic on 21 July
2016 at the University of Malaya.

. EPF was also linked to 1MDB. However, EPF’s direct investment in

1MDB was limited to RM200 million, one that is backed by a government
guarantee (The Edge 11 June 2015).

. For the Ministry of Finance’s listing of these seven institutions as GLICs,

see http://www.treasury.gov.my/index.php/en/contacus/faqs/gic.html
Appendix 2.1, in Chap. 2 of this volume which traces the history of the
GLICs, provides a comprehensive list of major corporate controversies
since Independence in 1957 to 2016.

The BN secured only 47.38% of the popular vote, but won 133 of the 222
seats in parliament. See Saravanamuttu (2016) for an in-depth and insight-
ful discussion of this general election.

Najib’s full speech on his BEE policy is available at http://www.
malaysiaedition.net/bumiputera-economic-agenda-pms-speech /

The G20 refers to the top 20 publicly listed GLCs. The number of GLCs
in the G20 has now been reduced to 17, due to mergers. The G20, com-
prising thel7 quoted companies, will be discussed in further depth later in
this study.

OECD Investment Policy Reviews: Malaysia 2013, p. 70 (Box 2.3).

See Gomez (2016) for an in-depth discussion of the key features of
Malaysia’s political system as a single dominant state.

Case (2009) provides a judicious analysis of the concept of an electoral
authoritarian state and why its features conform to the nature of Malaysian
politics.


https://www.justice.gov/archives/opa/page/file/877166/download
https://www.justice.gov/archives/opa/page/file/877166/download
http://www.treasury.gov.my/index.php/en/contacus/faqs/gic.html
http://www.malaysiaedition.net/bumiputera-economic-agenda-pms-speech/
http://www.malaysiaedition.net/bumiputera-economic-agenda-pms-speech/
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Crouch’s (1992) analysis was based on his assessment of Malaysian politics
following restrictions on democratic space in the country, an outcome of a
major feud in UMNO in 1987. See Shamsul (1988) for an in-depth assess-
ment of this feud, which he referred to as a “battle royal”.

Zakaria (1989) was the first academic to refer to the political system as one
that functioned in a manner that was neither democratic nor authoritarian.
We are aware that other public institutions can function in this form, such
as the Social Security Organization (SOCSO). This organization, created
in 1971 to ensure the well-being of low income earners, operates two
social security schemes with funds generated from monthly deductions
from employers and employees (see http://www.perkeso.gov.my).

This definition is provided by the Ministry of Finance. See http://www.
treasury.gov.my/index.php /en/contacus /fags /gic.html

This point was made by the Putrajaya Committee on GLC High
Performance, the government body formed in 2005 to implement the
GLC Transformation Programme. See http://www.pcg.gov.my,/FAQ.asp
OECD Investment Policy Reviews: Malaysia 2013, p. 70 (Box 2.3).
World Bank’s Report on the Observance of Standards and Codes.

For a more in-depth discussion of the merits and de-merits of the holding
company structure in the Malaysian context, see Lim (1981), Sieh-Lee
(1982) and Gomez (1990).

Another source of money for a publicly listed company is foreign funds.
For example, the enormous inflow of foreign funds as portfolio invest-
ments (FPI) and loans during the 1990s contributed appreciably to an
increase in market capitalization of quoted stock, including that of the
GLCs. Well-connected firms attracted substantial FPI, suggesting that for-
eign investors wanted to secure quick capital gains from their investments.
Gomez and Jomo (1997) review the issue of FPI and its role in expanding
the size of the domestic stock market in the 1990s.

The literature in the discipline of business define such groups in terms of
their ownership and control by families, not the state. In fact, the literature
on ownership and control by GLCs is extremely scant in spite of the grow-
ing number of countries that employ state-owned enterprises (SOEs). In
definitions of privately owned business groups, Ghemawat and Khanna
(1998: 35), for example, see them as “an organizational form character-
ized by diversification across a wide range of businesses, partial financial
interlocks among them, and, in many cases, familial control”, ideas that are
applicable in an analysis of GLCs that function in this manner.

For a review of the pyramiding structure employed by huge business
groups in Europe and Asia, see La Porta et al. (1999), Claessens, Djankov
and Lang (2000) and Faccio and Lang (2002).


http://www.perkeso.gov.my
http://www.treasury.gov.my/index.php/en/contacus/faqs/gic.html
http://www.treasury.gov.my/index.php/en/contacus/faqs/gic.html
http://www.pcg.gov.my/FAQ.asp
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France and Germany have this system, also referred to as a “bank-based”
system, characterized by a small quoted sector where shareholdings are not
as dispersed as in the USA and the UK which have large stock exchanges
and are seen as operating under a “market-based” system (Franks and
Mayer 1997). In Germany and France, a number of companies have share-
holders who have 25% equity or more, with these shareholdings held by
families or other corporations (ibid.).

A core criticism of the use of interlocking or multiple directorates is that a
person over-commits himself by sitting on the boards of numerous compa-
nies. Since directors need to monitor how managers run a company, a
person with multiple directorships will inevitably not be able to devote full
attention to his responsibilities, thereby undermining the trust of share-
holders, particularly minority investors (Ferris et al. 2003). For a similar
reason, politicians, particularly elected representatives, should not serve as
directors of GLICs and GLCs.

James Burnham (1941) was the first to use the concept of the “managerial
class”, though this was with reference to emergence of a professional white
collar segment of society.

Darity (1986) offers an insightful account of the professional managerial
class that emerged in post-World War II United States through
E.D. Roosevelt’s New Deal. Darity notes, as we do here, the link between
an interventionist state and the new managerial elite.

The Osiris and Oriana databases, a service run by Bureau Van Dijk, provide
information about publicly listed and private limited companies.



CHAPTER 2

History of GLICs

THE MINISTER OF FINANCE INCORPORATED (MOF INC.)

James Puthucheary’s (1960) pioneering study of ownership and control
of major firms in the 1950s revealed the overwhelming dominance that
foreign enterprises had secured over the Malaysian economy. Puthucheary
noted the ubiquitous presence of Chinese enterprises in rural and urban
areas but correctly surmised that they had little influence in the economy
and rarely posed a threat to the bigger, better-financed and politically
favoured British firms. With his focus on foreign and Chinese enterprises,
Puthucheary drew little attention to the presence of companies owned by
the post-colonial government.

At independence in 1957, GLIC investments in the economy were
small, mainly in government debt securities and companies in the trad-
ing, plantations and mining sectors. The government adopted a laissez-
faire style of economic management but recognized the need to develop
Malay-owned businesses to help this ethnic group secure a presence in the
corporate sector. Moreover, the magnitude of rural Malay poverty neces-
sitated some measure of government intervention in the economy. The
British had hampered Malay involvement in key sectors of the economy,
a core reason why this ethnic group had little presence in the corporate
sector. Malays were compelled by the British to remain in rural economic
sectors, particularly in rice and fish production. When Malay peasants ven-
tured into rubber production, the British blocked their efforts through
strict imposition of restrictive land cultivation regulations.! The colonial

© Institute for Democracy and Economic Aftairs (IDEAS) 2018 19
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government feared Malay involvement in lucrative sectors of the economy
because, by 1938, almost 93% of British capital in Malaya was in planta-
tions and mines (Junid 1980: 18). The Chinese were not considered a
threat as the British viewed them as mere sojourners in Malaya, only there
to make money before returning home (Heng 1992).

Toaid the expansion of Malay-owned enterprises, the Land Development
Ordinance was enacted in 1956, paving the way for the creation of the
Federal Land Development Authority (FELDA), a major scheme to open,
develop and distribute land to the poor as a means to eradicate poverty.
These parcels of land around the peninsula were developed as rubber and
palm oil plantations, providing the settlers a decent livelihood. By the
early 1970s, around 250,000 ha of land had been opened up in about 150
FELDA schemes (Young et al. 1980: 269).

But there were concerns among Malay leaders that the government
policies to aid Bumiputera participation in business were far too inad-
equate. In 1965, when a Bumiputera Economic Congress was convened,
then Prime Minister Tunku Abdul Rahman was critiqued for not having
done enough for the Malays. A second Bumiputera Economic Congress
was held in 1968. At these congresses, the government was urged to
establish public enterprises and statutory bodies to accumulate wealth on
behalf of the Bumiputeras. Another call was for Bumiputeras to be allot-
ted an equity interest in new firms or when companies were expanding
their capital base. These resolutions were enforced by the government and
the Ministry of Trade and Industry was used to hold corporate equity on
behalf of the Bumiputeras (Horii 1991: 290-291).

Majlis Amanah Rakyat (MARA, or Council of Trust for Indigenous
People), Bank Bumiputra and Perbadanan Nasional (Pernas, or National
Corporation) were major public enterprises that emerged in response to
the congresses. MARA was authorized in 1966 to establish and manage
new industrial enterprises for later transfer to the Malays (Gale 1981).
MARA was originally known as the Rural and Industrial Development
Authority (RIDA), established in 1950 to enhance Malay participation
in business, the first concerted attempt to develop entrepreneurs from
among members of this ethnic group by providing them with access to
credit facilities and business training. By 1954, however, although RIDA
had been converted into a public corporation and given enlarged respon-
sibilities and funds, its efforts at promoting Malay businesses had not been
successtul (Golay et al. 1969: 366).
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In 1965, Bank Bumiputra was incorporated to provide Malays an
avenue to obtain credit to develop start-ups. Pernas, a trust agency, was
created in 1969 and, flush with funds from the government, was used
to acquire leading foreign-owned publicly listed companies such as
London Tin (now Malaysian Mining Corporation), the industrial-based
Goodyear (M) Bhd and the plantations-based Sime Darby Bhd, Island
& Peninsular Bhd and Highlands & Lowlands Bhd (Gale 1981). Bank
Pertanian was established in 1969 to support the planting of paddy in the
then extremely under-developed states of Kedah and Perlis. The Urban
Development Authority (UDA) was formed in 1971 to increase Malay
property ownership, though it also provides credit assistance to farmers.
Other public enterprises established to help the Malays, particularly those
in rural areas, were the Federal Agriculture Marketing Authority (FAMA),
the Federal Land Consolidation and Rehabilitation Authority (FELCRA)
and the Rubber Industry Smallholders Development Authority (RISDA).
Alongside these federal institutions were the State Economic Development
Corporations (SEDCs), established in almost all states in the federation
to promote Malay welfare. The key institution that played a major role
in developing these institutions during this period was the Minister of
Finance Incorporated (MoF Inc.), as it owned a controlling interest in
numerous developmental and investment trust-based agencies such as
Pernas and UDA.?

MOoF Inc., the most significant though least well known of the GLICs,
was established through the Minister of Finance (Incorporated) Act
1957. The Government Investment Companies Division (GIC) within
the Ministry of Finance was created to administer the companies owned
by the British colonial government. These companies were channelled to
MOoF Inc., allowing it to function as the government’s investment arm and
holding company. This Act allowed the Minister of Finance to be repre-
sented by a corporate body, MoF Inc. Through MoF Inc., the ministry
had the authority to enter into business contracts, acquire companies and
manage tangible and intangible assets. This statutory body can be sued
and sue other parties and can use a stamp bearing the inscription “Minister
of Finance” in the absence of its own corporate seal. The Act also empow-
ers the minister to sign all related documents on behalf of MoF Inc.*

By the early 2010s, MoF Inc. had direct majority shareholding of 63
enterprises, owned ordinary shares in private companies and had a golden
share in a number of firms. This GLIC had, in total, an interest in 103
companies (see Table 2.1). The golden share grants MoF Inc. special rights
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Table 2.1
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MoF Inc.—related companies, 2016

Companies in which MoF Inc. has a golden share

#  Company Business activities
1. Aecrospace Technology System Aircraft maintenance
Corporation Sdn Bhd
2. Bintulu Port Holdings Bhd Port management
3. Bintulu Port Sdn Bhd Port operator and services
4. Boustead Naval Shipyard Sdn Bhd Shipbuilding and maintenance
5.  Commerce Dot Com Sdn Bhd E-commerce service provider
6. Felda Global Ventures Holdings Bhd Agribusiness
7.  FELDA Holdings Bhd Agribusiness
8. HICOM Holdings Bhd Construction, automotive
manufacturing
9. Johor Port Bhd Port operator and engineering
equipment
10.  Konsortium Pelabuhan Kemaman Port operator and services
Sdn Bhd
11. Kuantan Port Consortium Sdn Bhd Port operator and services
12.  Malaysia Airport (Sepang) Sdn Bhd Airport operator and services
13.  Malaysia Airport Holdings Bhd Airport operator and services
14. Malaysia Airports Sdn Bhd Airport operator and services
15.  Malaysian Airline System Bhd Airlines carrier
16. Malaysian Maritime Academy Shipping logistic services
Sdn Bhd
17.  MARDEC Bhd Managerial and technical consultancy
services, rubber processing, trading and
the manufacturing of value-added
rubber and polymer products
18.  Medical Online Sdn Bhd Healthcare multimedia services
19. MISC Bhd Shipping logistic services
20. National Aerospace & Defence Aviation maintenance, repair and
Industries (NADI) overhaul, engines modifications and
upgrades, acrospace parts
manufacturing, avionics services and
aviation services
21. National Feedlot Corporation Integrated livestock farming and
Sdn Bhd production
22. Northport (Malaysia) Bhd Port operator and services
23. Padiberas Nasional Bhd (Bernas) Procurement and processing of paddy
24. PDX.Com Sdn Bhd Electronic government services
25.  Pelabuhan Tanjung Pelepas Sdn Bhd Port operator and services
26. Penang Port Sdn Bhd Port operator and services
27. Pos Malaysia Bhd Postal delivery and related service
28. Projek Lebuhraya Usahasama Bhd Expressway operation services
29. Sabah Electricity Sdn Bhd Sabah state electrical utility

(continued)
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Companies in which MoF Inc. has a golden share

#  Company Business activities

30. Senai Airport Terminal Services Airport operator and services
Sdn Bhd

31. Syarikat Bekalan Air Selangor Water Utility
Sdn Bhd (Syabas)

32. Telekom (M) Bhd Telecommunication utility

33. Tenaga Nasional Bhd Electric utility

34. Westports (M) Bhd Port operator and services

Companies in which MoF Inc. holds divect majority shaveholding

#  Company Business activities
Commercial
1. 1Malaysia Development Bhd (1IMDB)  Strategic development
2. Amanah Raya Bhd (ARB) Trusteeship services
3. Astronautic Technology (M) Sdn Bhd ~ Space and satellites technology services
(ATSB)
4. Cradle Fund Sdn Bhd Early stage business investment
5. Cyberview Sdn Bhd Technology hub enabler
6. FELCRA Bhd Executing agency for agricultural
development programmes
7. Inno Bio Ventures Sdn Bhd (IBV) Biopharmaceutical development and
services
8. Institut Terjemahan Dan Buku Malaysia Translation services and book
Bhd (ITBM) publisher
9. Jambatan Kedua Sdn Bhd (JKSB) Construction
10. Khazanah Nasional Bhd Sovereign wealth fund
11.  Kumpulan Modal Perdana Sdn Bhd Venture capitalist
(KMP)
12.  Malaysia Debt Ventures Bhd (MDV) Technology financier
13.  Malaysia Kuwaiti Investment Investment holding company
Corporation Sdn Bhd (MKIC) in plantations and property
14. Malaysian Venture Capital Management ICT Venture capitalist
Bhd (MAVCAP)
15. MyCreative Ventures Sdn Bhd Investment arm in creative industry
16.  Perbadanan Nasional Bhd Franchise industry development
(PNS, formerly Pernas)
17.  Petroliam Nasional Bhd (Petronas) Oil and gas
18. Prokhas Sdn Bhd Financial and strategic advisory services

(continued)



24 2 HISTORY OF GLICS

Table 2.1

(continued)

Companies in which MoF Inc. holds divect majority shaveholding

#  Company Business activities
19. Rangkaian Hotel Seri Malaysia Hospitality services
Sdn Bhd
20. Sarawak Hidro Sdn Bhd Bakun Hydroelectric Project
management
21. Sepang International Circuit Sdn Motor racing facility operator and
Bhd (SIC) services
22.  SRC International Sdn Bhd Renewable energy and resources
management
23. Technology Park Malaysia Corporation  Provider of advanced infrastructure
Sdn Bhd (TPM) and services
24. UDA Holdings Bhd Property development
Non-Commercial Enterprises
25. Halal Industry Development Coordinates development of the halal
Corporation Sdn Bhd (HDC) industry
26. IJN Holdings Sdn Bhd Centre for cardiac health services
27. Indah Water Konsortium Sdn Bhd Sewerage services
(IWK)
28. JKP Sdn Bhd Real estate developer
29. Keretapi Tanah Melayu Bhd (KTMB) Railway operator and management
services
30. Malaysian Biotechnology Corporation  Biotechnology support services
Sdn Bhd
31. Mass Rapid Transit Corporation Sdn MRT project developer and asset owner
Bhd (MRT)
32. MIMOS Bhd ICT technology provider
33.  Multimedia Development Corporation  ICT industry development and services
Sdn Bhd (MDeC)
34. Pembinaan BLT Sdn Bhd (PBLT) Royal Malaysian Police quarters and
facilities development
35. Pengurusan Aset Air Bhd (PAAB) Utility
36. SIRIM Bhd Water asset management
37.  Syarikat Perumahan Negara Bhd Aftordable homes developer
(SPNB)
38.  Syarikat Prasarana Negara Bhd Public transportation service
39.  MyHsr Corporation Sdn Bhd High speed rail project development

and promotion

(continued)
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Table 2.1 (continued)

Companies in which MoF Inc. holds divect majority shaveholding

#  Company Business activities

Development Financial Institutions (DFIs)

40. Bank Pembangunan Malaysia Bhd Financial services
41. Bank Pertanian Malaysia Bhd
(Agrobank)

42. Export-Import Bank of Malaysia Bhd
(Exim Bank)

43.  Small Medium Enterprise Development
Bank Malaysia Bhd (SME Bank)

Special Purpose Vehicles (SPVs)

44. 1Malaysia Sukuk Global Bhd

45.  AES Solution Sdn Bhd

46. Aset Tanah Nasional Bhd

47. Danalnfra Nasional Bhd

48. GovCo Holdings Bhd

49. KL International Airport Bhd
(KLIAB)

50. Malaysia Development Holding
Sdn Bhd

51. Malaysia Sovereign Sukuk Sdn Bhd

52. Pembinaan PFI Sdn Bhd

53. Pengurusan Danaharta Nasional Bhd

54. Perwaja Terengganu Sdn Bhd

55. DPiramid Pertama Sdn Bhd

56. Pyrotechnical Managers Holdings
Sdn Bhd

57. SDE Solutions Sdn Bhd

58. Syarikat Jaminan Kredit Perumahan Bhd

59. Syarikat Jaminan Pembiayaan Perniagaan
Bhd

60. Syarikat Tanah & Harta Sdn Bhd

61. Turus Pesawat Sdn Bhd

62. Wakala Global Sukuk Bhd

(continued)
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Table 2.1 (continued)

MOoF Inc. shaves in private companies

#  Company % of
shaves
1. Asean Potash Mining Public ~ 9.61 Potash fertilizer manufacturer
Co Ltd
2. Danajamin Nasional Bhd 50.00 Financial guarantor
3. International Rubber 22.22 Rubber industry policy regulator and
Development Consortium marketing (Thailand, Indonesia,
Ltd (IRCO) Malaysia)
4. KUB Malaysia Bhd 22.55 Investment holding
5. Syarikat Perumahan Pegawai  30.00 Real estate development services

Kerajaan Sdn Bhd
6. Permodalan Nasional Berhad 1 share  Investment vehicle

Sowrce: Ministry of Finance: http://www.treasury.gov.my/index.php/en/contacus /faqs/gic.html

in the management of these companies. MoF Inc. also had an interest in
about two dozen enterprises that function as development financial insti-
tutions (DFIs) which include the Small Medium Enterprise Development
Bank (SME Bank), Agrobank and Export-Import (EXIM) Bank. DFIs
include Islamic-based institutions such as Malaysia Sovereign Sukuk and
1Malaysia Sukuk Global and the Pengurusan Danaharta Nasional, created
by the government following the 1997 Asian currency crisis to acquire
non-performing loans from financial institutions and manage them.
Table 2.1 provides a full list of companies under the control of MoF Inc.
in 2016.

MoF Inc. has a golden share in companies that are in strategic areas
such as logistics (airports and seaports), utilities and communications
(Telekom Malaysia, Tenaga Nasional, Pos Malaysia and Sabah Electricity),
agriculture and food suppliers (Bernas and National Feedlot Corporation)
and healthcare, all sectors where the government has to protect national
security and societal well-being. MoF Inc.’s direct majority interest is in
a variety of companies (see Table 2.2). The first type, industry enablers,
includes Cradle Fund, Inno Bio Ventures, MAVCAP, MyCreative
Ventures, Agrobank and Cyberview. The second type is national inves-
tor companies which include the GLICs, Khazanah and PNB, as well as
Petronas, Pernas, IMDB, UDA Holdings and FELCRA. Khazanah, PNB,
Petronas and Pernas have been used to acquire a number of firms. The
third type of company that MoF Inc. has a stake in are corporatized agen-
cies such as SIRIM, BiotechCorp and MDeC.
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Table 2.2 Types of companies owned by MoF Inc.

Type Examples Remarks

Strategic ~ Tenaga Nasional Ownership of monopolies in key public services
Sectors Telekom Malaysia
Bernas
Pos Malaysia
Industry  Cradle Fund Private companies that serve to promote new
Enablers  Inno Bio Ventures industries (through specialized financing
MAVCAP schemes) and support innovation in key sectors
MyCreative Ventures
Cyberview
SIRIM
BioCorp
MDec
Agrobank
Bank Pembangunan
National ~ Khazanah Private companies that invest in the economy
Investors  PNB with the aim of enhancing national wealth
Petronas
Pernas
IMDB
FELCRA
UDA Holdings
SPVs Danaharta Special purpose vehicles to help restructure
Danainfra companies and invest in specific government
GovCo policies
Bond 1Malaysia Sukuk Global ~ Bond issuing enterprises to raise financing for
Issuers Malaysia Development specific government objectives
Holdings

The fourth type, listed as special purpose vehicles (SPVs), comprises
corporations formed to execute specific projects that include corporate
restructuring, for example, Danaharta, Danainfra and GovCo, and pro-
mote infrastructure development, such as MRT Corp and MyHSR Corp.
They function primarily to implement government policies. The fifth
type is bond-issuing companies such as 1 Malaysia Sukuk Global, Malaysia
Development Holding, Malaysia Sovereign Sukuk, Turus Pesawat and
Wakala Global Sukuk. The funds from these bonds are used to finance
government programmes.

Tables 2.1 and 2.2 indicate MoF Inc.’s important role in the devel-
opment of Malaysia’s economy, infrastructure and corporate sector. It
owns companies specifically commissioned to nurture new technologies,
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support start-ups and offer financial services in niche areas, in rural indus-
tries, in Islamic-based industries and in the export sector. MoF Inc. deals
with private sector inefficiencies through actions including taking over
debt-ridden, ailing enterprises. Other types of company that support MoF
Inc.’s role in developing the economy are the industry enablers, national
investors and credit agencies.

Interestingly, MoF Inc. has ownership of companies that have been
involved in corporate controversies. It owns a huge interest in a coopera-
tive that was incorporated by UMNO, Koperasi Usaha Bersatu (KUB),®
and wholly owns 1Malaysia Development Bhd (1MDB), which came to
be embroiled in a major controversy in 2015, plagued as it was with huge
debts. MoF Inc. has a golden share in food-based National Feedlot Corp,
another company that was embroiled in a major scandal.

THE PENSION AND SAVINGS FUNDS

Of the seven GLICs, the Kumpulan Wang Persaraan Diperbadankan
(KWAP) has the longest history, one that can be traced to a civil sector-
based pension scheme that was introduced in 1875, the first of its sort
in the country. In 1928, a consolidated pension scheme was launched
for civil servants,® which eventually evolved into the Pensions Ordinance
1951, the predecessor to the current nationwide civil service pension
scheme (Mohd. Saidatulakmal 2012: 121-122).” From 1957, the pub-
lic pension was funded directly by the government and managed by the
Pensions Department of the Jabatan Perkhidmatan Awam (JPA, or Public
Service Department). Public pension remained under this department in
the JPA until 2015, when KWAP took full responsibility for it.

In 1991, the Pensions Trust Fund Act was promulgated to create
a reserve to financially assist the government in servicing its pension
responsibilities. The Pensions Trust Fund, established through the act,
fell under the responsibility of the Accountant General’s office, situated
in the Ministry of Finance.® A RM500 million grant was launched for
this fund that was to function as a pure investment agency (Malaysian
Business 1 September 2009). A Pensions Trust Fund council and an
investment panel were created to administer the fund and their members
were appointed by the Minister of Finance. By 2007, the fund size had
grown to RM48 billion (7he Star 21 December 2013).

Since the government had been registering consecutive fiscal deficits
since 1997, it began to worry that it would not be able to service its huge
and increasing pension liability.” To address this matter, the Pensions Trust
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Fund was reconstituted as KWAP, or the Retirement Fund Incorporated,
through the Retirement Fund Act 2007. All the powers, functions, activi-
ties, assets and liabilities of the Pensions Trust Fund were taken over by
KWAP. Under this scheme, the federal government contributes 5% of the
total annual budgeted emolument while statutory bodies, local authorities
and agencies contribute 17.5% of their employees’ salaries into KWAP.!

This reconstituted fund is no longer under the management of the
Accountant General, but it remains under the jurisdiction of the Minister
of Finance. The council was replaced by a board of directors while the
investment panel remained. Members of both bodies were still appointed
by the Minister of Finance. In effect, this meant that responsibility for
the financing of the public pension was transferred from a bureaucrat, the
Director General of JPA, and then the Accountant General, to a politi-
cian, the Minister of Finance, albeit a member of the government who is
accountable to the Prime Minister and the Cabinet.

Following the incorporation of KWAP, which had its own investment
panel and newly defined board of directors, this institution could now
function like a GLIC. By 2013, KWAP had a fund size of RM100 billion
and 0.16 million members.!! KWAP owned an cquity interest in about
90 publicly listed companies (The Star 21 December 2013).12 In 2015,
following an amendment to one clause in its Act, KWAP was allowed to
function as a full-fledged pension fund. Another amendment in the Act
that year resulted in Bank Negara, the central bank, removing its represen-
tation from KWAP’s board. One justification for this was that an oversight
institution such as the central bank should not have a representative on the
board of pension funds like KWAP as it could lead to conflict-of-interest
situations (The Star 11 April 2015).

While KWAP was established specifically to serve public-sector staft,
the Employees Provident Fund (EPF), established via the Employees
Provident Fund Ordinance 1951, was to function as a retirement sav-
ings fund that catered to workers from the private sector,!® as well as civil
servants who preferred this scheme instead of a public pension. Unlike
KWAP, EPF’s defined contribution scheme entails both the employer
and employee having to contribute to its fund. The rate of contribution
was originally set at 5% each for employers and employees. In 1975, the
contribution rates were increased and, by 1995, the rate stood at 11 and
12% of an employee’s base remuneration for employees and employers
respectively (Doraisamy 2009: 203). Since August 1998, foreign workers
have been included in this scheme (Mohd. Saidatulakmal 2012: 122).
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EPF grew rapidly to become an extremely financially well-endowed
savings institution. Within a year of its incorporation, EPF had half a mil-
lion contributing members with funds totalling RM516.6 million. By
1994, its membership had increased to 7.2 million, with a fund size of
RM7.25 billion. In 2013, EPF had 13.92 million members and a fund size
of RM593.45 billion.'* By 2016, EPF was reputedly the world’s seventh-
largest pension fund with assets amounting to about RM680 billion (7%ke
Star 25 May 2016; Asia Asset Management 17 January 2017).

Although the EPF was originally meant to meet the retirement financial
requirements of its members, from 1968 it introduced its first partial with-
drawal scheme. This scheme allowed members to withdraw up to one-
third of their accumulated savings at the age of 50 to purchase a house or
prepare for retirement. From 1994, withdrawals could be made for the
purchase of property and for medical expenses (Sallehuddin 1995).

Like KWAP, when EPF was established, its funds were invested pri-
marily—about 80%—in government securities which were employed for
development projects (Ang 2008: 59). While EPF was required to invest
more than 70% of it in government securities, this rule was relaxed in the
1990s. From the mid-1980s, EPF began increasingly investing in money
markets and company equity, following the introduction of privatization
and due to the extremely bullish trends of the domestic stock market
(Sallehuddin 1995: 24-26). EPF invests in a large number of quoted and
private companies, evidently functioning primarily as an investor. Since
EPF has to declare high dividends to its members, it must invest in profit-
registering enterprises. EPF is the biggest trader on the Bursa Malaysia
as it needs to lock in profits before it can declare its annual dividends.
From 1993, EPF entered joint-ventures and began financing projects, in
line with privatization. In 1994, EPF was given government approval to
invest abroad, though permission had to be obtained from the Minister of
Finance for overseas investments (7he Star 26 October 1994).

After the global financial crisis in 2008, which led to a recession in
Malaysia, EPF focused far more on private equities, property and infra-
structure ventures and pursued investments abroad, also part of the gov-
ernment’s internationalization drive of its GLICs. By 2016, EPF’s assets
were in four main areas: government and corporate bonds, equities, money
market instruments and assets that hedge against inflation (7he Star 28 May
2016). Among its assets, EPF had huge direct stakes in major expressways
such as the Projek Lebuhraya Utara Selatan (PLUS) Highway, Damansara
Ulu Kelang Expressway (DUKE ), Cheras-Kajang Highway and New North
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Klang Straits Bypassway.!®> Toll-based highways guarantee consistent cash
flow. When EPF began investing abroad more aggressively after 2008, its
overseas assets base grew from 10% to 25% of all assets. These investments
included joint-ventures with Goodman Group in Australia,'¢ SP Setia and
Sime Darby in the United Kingdom and GuocolLand Ltd. in Singapore,
a company controlled by Quek Leng Chan, the Malaysian magnate who
owns the well-diversified Hong Leong group. EPF has apparently created
joint-venture ties abroad with privately owned Chinese companies of major
repute.

The third pension fund, Lembaga Tabung Angkatan Tentera (LTAT,
or Armed Forces Fund Board), is a retirement savings fund established in
1972 and financed through direct collections from its members, a pro-
cess allowed for by an Act of Parliament introduced in 1973 (Norma
et al. 2014). LTAT’s primary objective is to provide retirement and other
benefits to members of the armed forces who are compulsory contribu-
tors. The fund also enables officers and members of the volunteer forces
in the service to participate in a savings scheme (Norma et al. 2014). In
1973, LTAT made it compulsory for all military personnel below the rank
of commissioned officers, including warrant officers, non-commissioned
officers and privates in the armed forces, to become LTAT contributors
(Mohd. Saidatulakmal 2012: 126).17

The rate of a member’s contribution to the fund is 10% of his or her
monthly salary, with an additional 15% contribution from the government
(Mohd. Saidatulakmal 2012: 126). The benefits accruing to LTAT mem-
bers include a death and disablement scheme, where a lump sum compen-
sation is made to a contributor if he is discharged due to illness or to his
next-of-kin if he dies in service. Contributors can withdraw up to 40% of
their savings to purchase a house. LTAT is required to invest not less than
70% of its funds in trustee investments (Astro Awani 30 March 2016).
LTAT’s tund size in 2013 was RMS8.3 billion.

By 1990, LTAT had a majority interest in Boustead Holdings and Affin
Holdings. In 2011, LTAT acquired, through Boustead, Malaysia’s largest
integrated local healthcare company and generic pharmaceuticals manu-
facturer Pharmaniaga.'® Almost all other companies in the LTAT group
are private enterprises in a diverse range of sectors such as plantations,
communications and biotechnology. Thus, LTAT has no sectoral focus
and it has numerous joint ownerships.

Lembaga Tabung Haji (LTH, or Pilgrims Fund Board) is a special-
purpose savings fund financed by direct collections from the public.
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LTH’s roots can be traced to two bodies responsible for the administration
of pilgrimage matters, the Perbadanan Wang Simpanan Bakal-Bakal Haji
(Prospective Pilgrims Fund Corporation) and the Pejabat Urusan Hal
Ehwal Haji (Pilgrimage Affairs Management), the latter based in the state
of Penang. The Prospective Pilgrims Fund Corporation was formed in
1962, an outcome of a working paper prepared in 1959 by a professor
of economics, Ungku Aziz, based at the University of Malaya, entitled
“Plan to Improve the Economy of Prospective Pilgrims”. Ungku Aziz dis-
closed that a large number of Malay-Muslim small-scale low income farm-
ers could not save sufficient funds for the pilgrimage. They had to resort
to selling their land and livestock to raise funds to perform the hajj. These
two bodies merged in 1969 to form Lembaga Urusan dan Tabung Haji
(Pilgrims Management and Fund Board) through the Lembaga Urusan
dan Tabung Haji Act 1969 (Omar et al. 2013). It was Malaysia’s first
Islamic financial institution. Through L'TH, the government subsidizes
the costs incurred for the pilgrimage. In 2016, the government absorbed
about RM9,000 per person, keeping the cost borne by each pilgrim for
the hajj to about RM10,000.

LTH’s primary objective of strengthening the economy of Muslims in
Malaysia was to be achieved by channelling funds principally to Islamic-
permissible investments. In its early years, LTH invested mainly in the agri-
culture sector through its subsidiary, Syarikat Perbadanan Ladang-Ladang
Tabung Haji Sdn Bhd (Mahfuz 1977). From the 1980s, its investment
portfolio diversified, with an involvement in manufacturing, housing and
agriculture. The introduction of the Tabung Haji Act 1995 was to diver-
sify this GLIC’s scope and functions. By 2013, LTH’s fund size stood at
about RM45.7 billion, with 8.3 million members.?® Twenty percent of
LTH’s portfolio is in property investments, while equity investments com-
prise 50% (Astro Awani 31 March 2016). LTH also has property invest-
ments in Saudi Arabia and the United Kingdom.

LTH’s business model is more interesting than those of the other GLICs
because it is clearly attempting to create its own brand. Its core enterprises
bear Tabung Haji’s acronym, TH. The likely reason for LTH’s aggressive
strategy of entering numerous sectors is due to the rising popularity of
Shariah-compliance in businesses in Malaysia. By utilizing its own brand
when introducing Shariah-compliant products and services across many
industries, it can secure a large clientele from among the Muslim-majority
population. Internationalization of LTH is also a sensible strategy given
the potential market of the large Muslim population abroad.?!
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LTH’s constant access to funds is possible because this GLIC is in charge
of hajj pilgrimage services in Malaysia. LTH is solely responsible for vet-
ting and approving visa applications to enter Saudi Arabia. Moreover, all
prospective Muslim pilgrims must create and deposit money in a Tabung
Haji account to be eligible to perform the pilgrimage.

However, LTH’s history is riddled with controversies. One prominent
government leader, Nor Mohamed Yakcop, recounts in his memoirs how,
in his capacity as economic advisor to the Prime Minister, he informed
Mahathir Mohamad of LTH’s serious financial problems following the
1997 currency crisis (Nor Mohamed 2016: xviii). In 2001, L'TH was in
the news over reports of fraudulent withdrawals amounting to RM9 mil-
lion (Wong 2011: 413). In October 2001, when Mohd Bakke Salleh, a
professional from the corporate sector, was appointed CEO of LTH to
turnaround the GLIC, he noted that “as a first step to restore confidence,
the Government formed an independent investment panel to review and
monitor all investment proposals and projects” (quoted in Wong 2011:
414-415). Another corporate figure, Syed Anwar Jamalullail, was incor-
porated to chair this panel. A consultancy firm, PricewaterhouseCoopers,
was appointed to advise on the restructuring of LTH. A key recommenda-
tion was that proposals approved by the investment panel could be over-
turned by the board of directors. However, the board could not approve
proposals that were rejected by investment panel (Wong 2016: 415).%
One major revamp was the public listing of the GLIC’s plantations, a
mechanism to ensure, according to Bakke, that “it would be professionally
managed while Tabung Haji would be able to focus on its principle activi-
ties, which is serving the needs of the pilgrims” (quoted in Wong 2011:
415). Following these reforms, LTH’s financial performance improved,
with revenue increasing from RM109 million in 2001 to RM406.7 mil-
lion in 2006, while the number of its depositors increased from 4.5 mil-
lion to 5.2 million over the same period (Nor Mohamed 2016: 60). Syed
Anwar served L'TH for six years, while Bakke left the GLIC in November
2005 to take charge of a GLC, Sime Darby (Wong 2011: 415-416).

These pension and special purpose savings funds were created with the
intention of providing optimal returns to their shareholders. In the imme-
diate post-colonial period, their investments were small and until 1969,
while the government had a laissez-faire market approach, they had little
ownership of private businesses. It was from the 1970s that these GLICs
began acquiring domestic equities and played the dual role of being pen-
sion funds and investment holding arms of the government, controlled
ultimately by the Minister of Finance.?



34 2 HISTORY OF GLICS

INTRODUCING THE NEP (1970-1981):
CREATION OF PNB

There were only 23 public enterprises in 1957 and by the late 1960s,
though more had been created, these agencies had managed to acquire
only about 2% of Malaysia’s total corporate equity. Evidently, little had
been achieved in terms of equitable distribution of corporate wealth among
all communities. Two decades after Puthucheary’s work, Lim Mah Hui’s
(1981) analysis of the top 100 quoted firms during the 1970s revealed
that the corporate sector had undergone little structural change. A sub-
stantial degree of interlocking stock ownership through business groups
prevailed, indicating that wealth remained concentrated in the hands of
large foreign corporations and a few Chinese family-owned firms.

When the riots of 1969 occurred, this conflagration was attributed to
wealth and social inequities that had not been redressed since indepen-
dence. The government responded with the promulgation of the affirma-
tive action-based New Economic Policy (NEP) in 1971. The NEP was
a 20-year programme to redistribute wealth along ethnic lines through
extensive government intervention in the economy. Public enterprises and
trust agencies were entrusted to accumulate corporate equity on behalf of
the Bumiputeras; these institutions were later renamed GLICs and GLCs.

The most important enterprise created during the two NEP decades was
Permodalan Nasional Bhd (PNB), controlled by the Yayasan Pelaburan
Bumiputera (YPB, or Bumiputera Investment Foundation) that was
founded in 1978 by Prime Minister Hussein Onn. Very little is known
about YPB and how it functions. Mahathir (2011: 466-476), who replaced
Hussein as Prime Minister, provides important insights into why YPB was
established. The government’s growing concern by the mid-1970s was that
the Bumiputeras were selling oft the shares parcelled out to them under
the NEP, primarily during the initial public offerings (IPOs) of companies
seeking listing on the stock exchange. To deal with this problem, Mahathir
proposed to Ismail Mohamed Ali, his brother-in-law who was serving as
the Governor of Bank Negara, the central bank, the idea of employing the
then novel method of unit trusts. Ismail proposed a “complex, three tier
arrangement” that “practically guaranteed the investor would never lose
money” (Mahathir 2011: 471). In this structure, YPB was established and
given RM200 million to incorporate PNB which would use the funds to
acquire shares that were transferred to a unit trust called Amanah Saham
Nasional (ASN) and managed by Amanah Saham Nasional Bhd (ASNB).
Bumiputeras could acquire ASN units, each costing RM1, as well as sell
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them back but at the same price. Another merit of this system was that the
government effectively ensured that the acquired equity remained under
its control. The RM1 units offered by ASNB further ensured wider dis-
persion of share ownership among Bumiputeras. PNB, as an investment
house and fund manager, was to be professionally managed and dividends
declared from funds generated through these investments were to be chan-
nelled back to the ASN unit trust holders (Mahathir 2011: 470—471).

When YPB was established, it was led by a board of trustees headed by
the Prime Minister. YPB, apart from overseeing PNB, had another impor-
tant goal: it served to develop opportunities for Bumiputera professionals
to participate in creating and managing wealth (Ooi 2009: 253; Zainal
1991: 370). YPB has oversight of Perbadanan Usahawan Nasional Bhd
(PUNB), established in 1991 to increase the quantity and enhance the
quality of Bumiputera entreprencurs.?*

When PNB was incorporated in 1979, it took the form of a lim-
ited company. When launched in April 1981, PNB transitioned into an
investment trust business, though initially it was particularly active in the
acquisition of foreign-owned firms in Malaysia. PNB rapidly increased its
stockholdings due to its ability to obtain interest-free and non-collateral
loans through YPB (Salleh and Meyanathan 1993: 22).

PNB, which has MoF Inc. as a shareholder with one controlling share,
benefited immediately when 13 prime assets owned by Pernas were trans-
ferred to it. Mahathir (2011: 472) also states that the Ministry of Trade
and Industry “allocated more than RM2.5 billion worth of shares to
PNB?”, though it is not certain when this happened. What is clear is that
PNB began operations by taking over many of the assets owned by Pernas
and various other statutory bodies, at cost—a factor that contributed to
its rapid growth (The Star 7 September 1988).2° Pernas’ most important
listed enterprises that were channelled to PNB were Sime Darby and
Malaysia Mining Corporation Bhd (MMC). Later, other government-
owned institutions such as MARA, UDA and some SEDCs were similarly
compelled to transfer important assets to PNB. Major financial institu-
tions that came under PNB’s control were Malayan Banking Bhd, Bank
Pembangunan Bhd and Komplex Kewangan (M) Bhd (Low 1985: 227).

As PNB’s wholly owned subsidiary, ASNB managed these unit trust
funds. By 1989, PNB had transferred to ASNB sizeable stakes in a num-
ber of listed firms involved in different sectors, including in mining,
plantations and banking. These companies included, along with MMC
and Sime Darby, Guthrie Corp, KFC Holdings Bhd, Malaysian Tobacco
Company Bhd, Rothmans of Pall Mall Bhd and Malaysian Plantations
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Bhd (Gomez and Jomo 1997: 34-35). PNB secured controlling interests
in other major enterprises, such as the leading shipping firm Malaysian
International Shipping Corp Bhd (MISC) and the auto motor giant,
United Motor Works Bhd (UMW).

The ASN unit trust proved quite successful in terms of the number of
holders that it had and subsequently Amanah Saham Bumiputera (ASB)
was launched in 1990.26 PNB quickly emerged as Malaysia’s largest fund
manager. According to Mahathir (2011: 472), within just over a decade,
by 1990, ASN and ASB collectively had 4.3 million unit holders while the
total volume of dividends that had been paid out amounted to RM4.15 bil-
lion. PNB went on to launch numerous other unit trusts: Amanah Saham
Wawasan 2020, Amanah Saham Nasional 2, Amanah Saham Malaysia,
Amanah Saham Didik, Amanah Saham Nasional 3 Imbang, Amanah
Saham Gemilang and Amanah Saham 1Malaysia.?”

Given the size of PNB’s fund, this GLIC can serve as a mechanism to
influence the stock market. Since PNB has a large presence on the Bursa
Malaysia, its stock-trading affects the market. Theoretically, PNB can shore
up share prices of the GLCs and other companies by actively acquiring a
significant quantity of publicly listed equity. This serves PNB’s interest
because a high dividend yield generates more cash for ASNB. Importantly,
too, the cash surplus can be stored to maintain the trust scheme’s divi-
dend yield, even in poor market conditions. PNB has investments in listed
companies that generate a good annual dividend vyield, such as Malayan
Banking. This income funds ASNB’s numerous trust schemes, allowing for
consistent and rather high annual dividends for its investors. Since ASNB
was formed to increase the savings of Bumiputeras and their ownership of
domestic corporate equity, this trust scheme’s effective performance is vital
to garner electoral support. By 2013, ASN had 11.81 million members.
For this reason, there is a strong pressure on ASNB to consistently declare
high dividend yields.

PNB was also a major beneficiary through IPOs when non-Bumiputera
companies were publicly listed, as the government had introduced a rule
in 1975 that each quoted firm had to ensure that a minimum 30% of its
equity was allocated to Bumiputera agencies or individuals. Other GLICs
significantly benefited from this regulation as well. PNB, along with EPF,
LTH and LTAT, became major equity shareholders. By 1983, just a few
years after PNB’s incorporation, Mehmet (1986: 111-17) noted that
of the top 145 companies listed on the bourse, this GLIC was already
the country’s single largest shareholder; ASNB was the third largest.
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LTAT similarly channelled its funds into profitable investments, emerging
by 1983 as the 11th-largest stockowner of 145 listed companies on the
stock exchange (Mehmet 1986). Mehmet (1986) would refer to the rise
of these institutions as “distributional coalitions”, that is cartel-like net-
works acting in collusion to concentrate wealth.

By 1980, the share of corporate wealth attributable to government
agencies had increased by more than 10%, to 12.5%.?8 Foreign ownership
of corporate equity had tumbled by over 20%, from 63.4% in 1970 to
42.9% in 1980. State-level governments, through their respective SEDCs,
also began acquiring corporate equity. Some state governments, such as
those in Johor and Sarawak, are now shareholders of major quoted firms
through their investment arms.

MAHATHIR, PRIVATIZATION AND INCORPORATION
OF KHAZANAH

Mahathir’s appointment as Prime Minister in July 1981 was an epochal
moment in Malaysian history as he significantly reshaped the mode of
implementation of affirmative action, introduced major industrialization-
based policies and reconstructed the role of the GLICs and GLCs.
Mabhathir, a doctor by profession, was deeply immersed in the world of
politics but he had also been active in business.?? He had incorporated
his own companies, albeit small enterprises, and had served as a director
of GLCs such as Kumpulan FIMA.3* Mahathir moved ecasily between the
worlds of business and politics. As Prime Minister, he laboured tirelessly
to merge these worlds through his policies, as his primary concern was
the creation of Malay entrepreneurs. Only two months after taking office,
in September 1981, the changed role of the GLICs in the economy was
revealed with a much-publicized international acquisition, dubbed the
“Dawn-Raid”, when PNB took over the British-owned plantations com-
pany, Guthrie Corp, which was listed on the London Stock Exchange.
Mahathir’s primary concern was the implementation of the Bumiputera
Commercial and Industrial Community (BCIC) policy, a mechanism
to redistribute wealth more equitably between ethnic groups. He had
famously argued that “in trying to redress the imbalance, it is necessary to
concentrate your efforts on the Malays to bring about more Malay entre-
preneurs and to bring out, and to make Malay millionaires, if you like,
so that the number of Malays who are rich equal the number of Chinese
who are rich ... then you can say parity has been achieved” (quoted in
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Chandra 1977: 171). The BCIC’s focus was on fostering Bumiputera-
owned small- and medium-scale enterprises (SMEs), including through
vendor development programmes that tied small firms to large companies,
foreign enterprises as well as the GLCs.

Mabhathir drew his close confidant, businessman Daim Zainuddin, into
government to help him create huge Malay-led companies. Daim, an
unknown figure outside the business world, was appointed Minister of
Finance in 1984. This announcement was unanticipated, even perplex-
ing. However, since Daim had no support in UMNO and no political
ambitions, he did not need to respond to demands from the party about
the way policies were to be implemented and GLCs were to function.
Crucially, too, for Mahathir, Daim was as deeply enamoured as he with the
workings of the Kuala Lumpur Stock Exchange (KLSE), later renamed
Bursa Malaysia, and saw it as an important avenue to quickly create large
business groups.

When Malaysia registered negative growth rates during a major reces-
sion in 1986, the GLICs played a key role in stimulating the economy
and the stock market. The government placed the NEP in abeyance, the
economy was liberalized through a great degree of deregulation and for-
eign direct investments (FDI) were encouraged. Privatization became a
keystone project. Mooted earlier by Mahathir in 1983 and with guidelines
developed in 1985.3" privatization was expedited but in tandem with the
creation of the BCIC.

Privatization justified the transfer of government assets to private busi-
nesspeople. However, Mahathir was responsible for “picking the winners”
when privatized concessions were awarded without tender, a system he
defended by contending that the best way to build national champions
was to disperse government-generated rents to those most adept at gen-
erating wealth. When government assets as well as licences, contracts and
projects were channelled in a selective manner to well-connected business-
men, this practice soon led to serious allegations of cronyism. These priva-
tized rents were acquired with loans from banks owned by the government
and a number of them were quoted on the stock exchange, contributing
huge returns to the recipients of these government-awarded concessions.
This tripartite link between the government, private capital and financial
institutions aided the rapid rise of well-diversified business groups.?> For
this tripartite government-private business-financial capital system to work
efficiently, the government had to have significant control over the bank-
ing sector.®
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Undoubtedly, after the NEP’s introduction, the government had
invested heavily in agencies and companies that were responsible for
accumulating corporate assets on behalf of the Bumiputeras. According
to one foreign press organ quoting senior civil servants, by the end of
the 1990s, the government had invested RM21.7 billion in 1,109 quoted
and unlisted companies, with most of these investments occurring in the
1970s (Business Times (S) 21 June 1994). To Mahathir’s mind, the time
had come for these companies to be transferred into private hands.

GLICs played an important role in the privatization of GLCs as they
allowed the government to take these wholly owned companies private.
However, the GLICs continued to retain majority ownership of numerous
privatized companies. In fact, in 1993, at the peak of a stock market boom,
precipitated also by the active public-listing of numerous major privatiza-
tions, a report by the magazine Malaysian Business disclosed an important
point: the two top shareholders on the local bourse were two GLICs,
MOoF Inc. and PNB. Just these two GLICs collectively owned about one
quarter of the stock market’s total market capitalization of RM300 billion
in November 1993 (quoted in Business Times (S) 3 December 1993). This
trend of massive public ownership of private equity indicated that the gov-
ernment was hardly intent on relinquishing total ownership and control of
these firms to members of the private sector.

Subsequently, these GLCs were instructed to incorporate joint-
ventures with private sector firms. These joint-ventures were employed
by the government to direct the mode of industrialization, to fill what
it saw as “entreprencurial gaps”.** Joint-ventures in heavy industries
involved foreign companies, a means to acquire insights into new tech-
nologies through knowledge transfer. One heavy industry venture where
the government hoped technology transfer would occur was the national
car project, Proton Saga. The Proton project involved Mitsubishi of Japan
and a newly created GLC, Heavy Industries Corporation of Malaysia Bhd
(HICOM).3> Mabhathir insisted that these GLC-foreign joint-ventures
were imperative because private domestic firms were reluctant to partic-
ipate in heavy industries for two reasons: the huge capital investments
required and their limited technological expertise. Apart from Proton,
HICOM collaborated with foreign companies to develop industries in
steel (Perwaja Steel) and cement production (Kedah Cement). These
enterprises failed to make an impact. Although Proton is now a firm under
private ownership, it remains an enterprise in constant need of govern-
ment support.
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Meanwhile, the NEP, BCIC and privatization profoundly affected how
the Chinese developed their enterprises. Interlocking stock ownership
involving companies within business groups served as a mechanism to pro-
tect their corporate interests, a practice adopted by the Berjaya, Malayan
United Industries (MUI), Hong Leong, Genting and Kuala Lumpur
Kepong (KLK) groups (Gomez 1999). Chinese-owned business groups
continued to prosper in spite of the NEP, but they increasingly needed to
accommodate the government. A number of them productively employed
the government-generated rents they had secured (Searle 1999). Other
Chinese were able to develop their enterprises because they were forced to
compete more effectively in an environment in which they were discrimi-
nated against.®® The need for non-Bumiputera firms to adapt prudently in
the economy became imperative when policies targeting Bumiputeras in
business were continued after the NEP came to an end in 1990, with the
introduction of the National Development Policy (NDP), implemented
between 1991 and 2000, the National Vision Policy (2001-2010) and the
Bumiputera Economic Empowerment (BEE) policy (since 2013).

Fifteen years into Mahathir’s tenure as Prime Minister, huge business
groups controlled by well-connected Malays had secured extensive owner-
ship of companies in key sectors of the economy (see Table 2.3). The largest
firms controlled by these Malays were linked to one of the then three most
powerful politicians—Prime Minister Mahathir, Deputy Prime Minister
Anwar Ibrahim and then former Minister of Finance Daim. These corporate
captains included Halim Saad, Tajudin Ramli, Wan Azmi Wan Hamzah,
Rashid Hussain, Shamsuddin Abdul Kadir, Azman Hashim, Ahmad Sebi
Abu Bakar, Ishak Ismail, Mirzan Mahathir, Mokhzani Mahathir, Amin
Shah Omar Shah and Yahya Ahmad. Well-connected non-Bumiputeras
who quickly developed huge business groups with government patronage,
specifically the award of privatized contracts, comprised Vincent Tan Chee
Yioun, Francis Yeoh, Ting Pek Khiing, Jeftfrey Cheah Fook Ling, Lin Yun
Ling and T. Ananda Krishnan.?” By the early 1990s, one key outcome of
government intervention in the economy was that ownership and control
of the top 100 companies was now in the hands of the government and
well-connected business figures, including in key sectors of the economy
such as banking, plantations, oil and gas, property development and con-
struction and media (see Table 2.3).

Table 2.3 also highlights important corporate ownership transitions
following the active implementation of the NEP, BCIC and privatiza-
tion. Corporate equity ownership by foreigners had declined appreciably
between 1971 and 1997. Prominent Chinese enterprises of the early 1970s
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Table 2.3 Ownership and control of the top 100 companies in 1971 and 1997°

1971 1997
1. Aokam Tin (Foreign) Tenaga Nasional (Government)
2. Asia Motor Co. (KL) (Phang family) Telekom Malaysia (Government)
3. Associated Pan Malaysia Cement Malayan Banking (Government)
(Foreign)
4. Austral Amalgamated Tin (Foreign, Sime Darby (Government)
Lee Loy Seng family, OCBC)
5. Ayer Hitam Tin Dredging (Foreign) Petronas Gas (Government)
6. BP Malaysia (Foreign) United Engineers (Malaysia) (UEM)
(Halim Saad)
7. Bank Bumiputra (Government) RHB Capital (Rashid Hussain)
8. Batu Kawan (Lee Loy Seng family)  Resorts World (Lim Goh Tong)
9. Benta Plantations (Foreign) Genting (Lim Goh Tong)
10. Berjuntai Tin Dredging (Foreign) Rothmans of Pall Mall (Foreign)
11. Borneo Co. (M) (Foreign) Renong (Halim Saad)
12. Boustead Trading (Foreign) Berjaya Toto (Vincent Tan)
13. Bovis South East Asia (Foreign) Malaysia International Shipping Corp (MISC)
(Government)
14. Caltex Oil Malaysia (Foreign) YTL Corp (Yeoh family)
15. Central Sugars (Foreign) YTL Power International (Yeoh family)
16. Champion Motor (M) (Foreign) Perusahaan Otomobil Nasional (Proton)
(Yahya Ahmad)
17. Chartered Bank (Foreign) Public Bank (Teh Hong Piow)
18. Chemical Company of Malaysia AMMB Holdings (Azman Hashim)
(Foreign)
19. Chung Khiaw Bank Rashid Hussain Bhd (Rashid Hussain)
(UOB-Singapore)
20. Cold Storage Holdings (Foreign) Commerce-Asset Holdings (Halim Saad,
through Renong)
21. Consolidated Plantations (Foreign) Magnum Corp (T.K. Lim)
22. Cycle & Carriage (Chua family) Heavy Industries Corp of Malaysia (HICOM)
(Yahya Ahmad)
23. Cycle & Carriage (M) (Chua family) Malaysian Airlines (Tajudin Ramli)
24. Dunlop Estates (Foreign) Edaran Otomobil Nasional (EON) (Yahya
Ahmad)
25. Dunlop Malaysian Ind. (Foreign) Nestlé (Foreign)
26. East Asiatic Co. (Foreign) Kuala Lumpur-Kepong (KLK) (Lee Loy Seng
family)
27. Syarikat Eastern Smelting (OCBC ~ Malaysian Resources Corporation (MRCB)

Group-Singapore)

(Khalid Ahmad, Ahmad Nazri Abdullah, Abdul
Kadir Jasin, Mohd Noor Mutalib, through
Realmild)

(continued)
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Table 2.3 (continued)

1971 1997
28. Empat Nombor Ekor (Lim Chooi  Berjaya Land (Vincent Tan)
Seng and family)
29. Esso Standard Malaya (Foreign) Golden Hope Plantations (Government)
30. Federal Flour Mills (Kuok family) Oriental Holdings (Loh family)
31. Firestone Malaya (Foreign) MNI Holdings (Government)
32. Folex Industries (Chan and Tan Sarawak Enterprise Corporation Bhd (State
families) Government of Sarawak)
33. Fraser & Neave (OCBC-Singapore)  Guthrie (Government)
34. Golden Hope Plantations (Foreign) Cahya Mata Sarawak (Onn Mahmud)
35. Guinness Malaysia (Foreign) MBF Holdings Bhd (Loy family)
36. Gula Perak (Government) Hong Leong Credit (Quek Leng Chan)
37. Guthrie Ropel (Foreign) Hong Leong Bank (Quek Leng Chan)

38

39.
40.

41.

42.

43.

44.

45.

46.

47.

48.
49.

50.
51.

52.

53.

. Guthrie Waugh Malaysia (Foreign)

Harrisons & Crosfield (M) (Foreign)
Haw Par Brothers International
(Foreign)

Highlands and Lowlands Para
Rubber Co. (Foreign)

Highlands Malaya Plantations
(Foreign)

Hock Heng Co. (Ng Quee Lam
family)

Hongkong & Shanghai Bank
(Foreign)

Hume Industries (Far East) (Kwek
family and OCBC-Singapore)
Inchcape (Foreign)

Joo Seng Rubber Co. (Low Beow
Seng and Khor Siew Tong families)
Kempas (M) (OCBC-Singapore)
Kepong Plantations (Lee Loy Seng
family)

Kulim Group Estate (Government)
Lee Rubber (Selangor) (Lee Kong
Chian family)

Lee Rubber Co. (Lee Kong Chian
family)

Lever Brothers (M) (Foreign)

New Straits Times Press (Khalid Ahmad,
Ahmad Nazri Abdullah, Abdul Kadir Jasin,
Mohd Noor Mutalib, through MRCB)
Affin Holdings (Government)

Tanjong (T. Ananda Krishnan)

Jaya Tiasa Holdings (Tiong Hiew King)
TR Industries (TRI) (Tajudin Ramli)
Kwong Yik Bank (Government)

Tan Chong Motor (Tan family)

UMW Holdings (Government)

Innovest (Azrat Gull Amirzat Gull and Mohd
Shariff Ahmad)
Perlis Plantations (Robert Kuok)

Konsortium Perkapalan (Mirzan Mahathir)
Ekran (Ting Pek Khiing)

Berjaya Toto (Vincent Tan)
Multi-Purpose Holdings (MPHB)

(T.K. Lim family)

Malaysian Pacific Industries

(Quek Leng Chan)

Time Engineering (Halim Saad, through
Renong)

(continued)
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Table 2.3 (continued)
1971 1997
54. London Asiatic Rubber and Hume Industries (Quek Leng Chan)

55.

. Malayan Breweries

56

57.

58.
59.

60.
61.
62.
63.
64.
65.
66.

67.
68.

69.

70.

71.

72.

73.

74.
75.

76.
77.
78.

Produce (Foreign)
Malayan Banking (Government)

(OCBC-Singapore)
Malayan Cement (Foreign)

Malayan Containers (Foreign)
Malayan Flour Mills (Jerry Sung
family)

Malayan Sugar Manufacturing Co.

(Kuok family)
Malayan Tin Dredging (Foreign)

Malayan Tobacco Co. (Foreign)
Malayan Weaving Mills (Foreign)
Malayawata Steel (Foreign)
Manilal & Sons (M) (Patel family)
Metal Box Company of Malaysia
(Foreign)

Mobil Oil Malaysia (Foreign)
North Borneo Timber Products
(Foreign)

Oversea-Chinese Banking
Corporation (OCBC)

(Lee family and numerous
others—Singapore-based)

Pan Malaysia Cement Works
(Nominee shareholder)

Perak River Hydro Electric Power
Co. (Foreign)

Petaling Rubber Estate (Foreign)

Petaling Tin (OCBC-Singapore)

Rothmans of Pall Mall (M) (Foreign)

Selangor Dredging (Teh Kien
Toh family)

Shell Malaysia Trading (Foreign)
Shell Refining Co. (Foreign)
Short Deposits Malaysia (Foreign)

Shell (Foreign)
Petronas Dagangan (Government)

Malayan United Industries (MUI) (Khoo Kay
Peng)

Amsteel (William Cheng)

Amcorp (William Cheng)

101 Corp (Lee Shin Cheng)

Malakoft (Khalid Ahmad, Ahmad Nazri
Abdullah, Abdul Kadir Jasin, Mohd Noor
Mutalib, through Realmild)

MMC Corp (Government)

Gamuda (Lin Yun Ling)

Arab-Malaysia Finance (Azman Hashim)
Latarge (Foreign)

Highlands & Lowlands (Government)

OYL (Quek Leng Chan)

Malaysian Industrial Development Finance
(MIDF) (Government)

Sime UEP Properties (Government)

North Borneo Timbers (Aman Takzim
Sdn Bhd)

Metroplex (Chan Teik Huat and Lim
Siew Kim)

Pan Malaysia Cement Works (Khoo Kay
Peng, through MUI)

Ramatex (Ma Wong Chin, Ma On May
and Wong Lang Piow)

Berjaya Capital (Vincent Tan)

Repco Holdings (Low Thiam Hock)

Carlsberg Brewery (Foreign)
Lingui Developments (Yaw Chee Ming)
Sungei Wei Holdings (Cheah Fook Ling)

(continued)
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Table 2.3

(continued)

1971

1997

79.

80.

81.

82.

83.

84.
85.

86.
87.

88.

89.

90.

91.

92.
93.

94.

95.

96.

97.

98.
99.

100

Sime Darby Holdings
(OCBC-Singapore)

Sime Darby Malaysia
(OCBC-Singapore)

Société Des Maticres Premieres
Tropicales (Foreign)

Southern Kinta Consolidated
(Foreign)

Southern Malayan Tin Dredging
(Foreign)

Straits Steamship Co. (Foreign)
Straits Trading Co.
(OCBC-Singapore)

Taiping Textiles (Foreign)

Tan Chong & Sons Motor
(Tan family)

Tan Chong Motor Holdings
(Tan family)

Tasek Cement (Tan Lark Sye family

and Kwek Hong P’ng family)
Textile Corporation of Malaya
(Foreign)

Tractors Malaysia
(OCBC-Singapore)

Tronoh Mines (Foreign)
United Engineers
(OCBC-Singapore)

United Engineers (M)
(OCBC-Singapore)

United Malayan Banking
Corporation (Chang Min Thein)
United Motor Works (M) Holdings
(Chia Cheng Guan family)
United Motor Works (M)
(Chia Cheng Guan family)
United Plantations (Foreign)
Wearne Brothers Ltd.
(OCBC-Singapore)

Wearne Brothers (M)
(OCBC-Singapore)

Pacific Bank (Foreign, OCBC)
Hong Leong Properties (Quek Leng Chan)
Malayan Cement (Foreign)

Ban Hin Lee Bank (Ahmad Sebi Bakar,
through Advance Synergy)

Southern Steel (Quek Leng Chan, through
Hong Leong group)

Leader Universal (H’ng family)

Southern Bank (Tan Teong Hean)

TA Enterprise (Tiah Thee Kian)

Hap Seng Consolidated (Lau Gek Poh,
through Malaysian Mosaics Bhd)

IJM Corporation (Tan Chin Nam)

Hong Leong Industries (Quek Leng Chan)
Phileo Allied (Tong Kooi Ong)

Pantai (Mokhzani Mahathir)

KFC Holdings Malaysia (Ishak Ismail)
Fraser & Neave Holdings (Foreign)

Cycle & Carriage Bintang (Foreign)
ESSO (Foreign)

Country Heights Holdings (Lee Kim Yew)

Hock Seng Lee (Yu Chee Lieng, Yu Chee Hoe,
Yii Chi Hau, Yii Chee Ming and Yii Chee Sing)

Uniphoenix Corp (Soh Chee Wen)
Star Publications (MCA)

Guinness Anchor (Foreign)

*The top 100 companies in 1971 in Table 2.3, prepared by Lim (1981: 126-128), are listed in alphabeti-
cal order and comprise quoted and unlisted companies. The companies listed under the year 1997 were

ranked according to market capitalization
Sonrce: Lim 1981: 126-128; Gomez 2009



MAHATHIR, PRIVATIZATION AND INCORPORATION OF KHAZANAH 45

did not figure among the Bursa’s top 20 by the mid-1990s, suggesting
their limited desire to invest in research and development (R&D) to con-
tinue to grow. The leading Chinese enterprises in 1997 were owned by
businesspeople who had been privy to government rents. These compa-
nies included the well-connected Genting, Berjaya and YTL Corp groups.
Chinese-owned business groups had done particularly well in the highly
lucrative recession-free gaming industry, specifically Genting, which
owned the only casino in Malaysia, while Berjaya owned the highly lucra-
tive Sports Toto, controversially privatized in 1985,* and Magnum ran an
extremely profitable four-digit numbers forecasting betting operation.®
The government had ownership of Malaysia’s top five enterprises, which
included the utilities Tenaga and Telekom, the country’s largest bank,
Malayan Banking, as well as Sime Darby, one the largest plantations com-
panies in the world. The number of Malay corporate captains had increased
significantly with Halim Saad, Tajudin Ramli, Rashid Hussain, Azman
Hashim and Yahya Ahmad now appearing as owners of major enterprises.
In September 1993, Mahathir established Khazanah Nasional Bhd,
Malaysia’s sovereign wealth fund (SWF).* Khazanah, now internationally
known as a sovereign wealth fund of some repute, was incorporated under
the Companies Act 1965 as a public limited company. It is wholly owned
by MoF Inc. and is government funded.*! Khazanah was established to
manage commercial assets owned by the federal government as well as
design strategic investments that would contribute to “nation build-
ing” (Lai 2012: 237). Khazanah’s current Managing Director, Azman
Mokhtar, sees the company as more than a sovereign wealth fund; for him,
it is a “nation building institution” (Enterprising Investor 30 July 2013).
Khazanah was reportedly fashioned along the lines of one of
Singapore’s leading GLCs, Temasek Holdings, a body responsible for
securing better returns on the assets of the country. When incorporated, it
was envisioned that Khazanah would, unlike the other GLICs, embark on
investments abroad, even initiate and lead them. Mahathir was of the opinion
that since private companies had been extremely reluctant to invest in
emerging markets, this was partly the reason why his South-South coop-
eration programme had not been very successtul.*?> Khazanah, flush with
the resources transferred to it, was to serve as Malaysia’s vanguard com-
pany in foreign, particularly emerging economies. Through Khazanah,
Malaysia was to be seen as a key investor in developing economies
(Business Times (S) 8 April 1994). Among Khazanah’s first foreign forays
was a joint-venture involving a car project that included Japan and China,
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then a rapidly emerging economy.** Mahathir wanted Malaysian companies
to invest in China, particularly enterprises owned by ethnic Chinese who
could trace their ancestral roots to rapidly burgeoning provinces in the
mainland. In 1993, Mahathir led a 300-strong delegation to China, with
half his team comprising businessmen (Gomez 1999: 10-11).

Khazanah was introduced to take over the role of MoF Inc., then a
major player on the local bourse, and was to be run by professionals, not
bureaucrats. Khazanah was not meant to be an active trader on the stock
market, though it was to use the RM7 billion worth of commercial assets
it took over from MoF Inc. to raise funds (Business Times 14 July 1994;
Lai 2012: 238). These commercial assets included 37 companies then
under MoF Inc. (New Straits Times 16 September 1994 ).

Given the expectations the government had of its SWF, Khazanah’s
board of directors was chaired by the Prime Minister, with the Minister
of Finance as deputy chairman. To ensure it was professionally managed,
while keeping in mind its social obligations, Khazanah had six other direc-
tors, three each from the public and private sectors, all appointed by the
government (1he Straits Times 28 April 1994). Khazanah’s first chief exec-
utive was Mohamad Sherift Kassim, the secretary-general of the Ministry
of Finance who was about to retire from the civil service.** The other senior
civil servants appointed to Khazanah’s board were the Governor of Bank
Negara and the director-general of the Economic Planning Unit (EPU) in
the Prime Minister’s Department. The three private sector representatives
were the prominent and well-connected banker, Rashid Hussain, Price
Waterhouse’s then executive chairman, Raja Arshad Tun Uda, and former
Bank Negara deputy governor Lin See Yan, who was then the chairman of
Pacific Bank Bhd (7%e Straits Times 10 August 1994).

Khazanah does not rely on public savings for funds. It raises money by
issuing loan stocks, shares or other financial instruments in domestic and
international markets as well as through the sale of investments (Bloomberg
2 December 2010). For example, in 1995, Khazanah sold a huge chunk
of HICOM shares, a sale that contributed to a RM1.8 billion profit (New
Straits Times 19 October 1995). However, in spite of the handover of
MOoF Inc.’s corporate duties to Khazanah, the former’s role as an asset
owner for the government has not diminished. After transferring its cor-
porate assets to Khazanah, MoF Inc. went on to acquire another range of
quoted and unquoted private companies (see Table 2.1).
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Khazanah has also entered into ventures in areas deemed strategic
by the government and in line with the policies of the Prime Minister.
When agriculture became the core focus of the government in 2003,
Khazanah helped develop this sector through its subsidiaries, Malaysian
Agrifood Corporation, Blue Archipelago and Biotropics Malaysia. When
the government launched five development corridors in the mid-2000s,
an attempt to ensure more even-handed economic growth throughout
the country, Khazanah played a vital role by leading the development of
the South Johor Economic Region, better known as Iskandar Malaysia,
through subsidiaries such as Iskandar Investment, UEM Land, Pulau
Indah Ventures, Pinewood Iskandar Malaysia and Themed Attractions and
Resorts. From the early 2010s, Khazanah spearheaded the government’s
desire to get GLICs and GLCs to function as major regional corporate
players, possibly also with greater global presence.

Asian Curvency Crisis 1997: GLICs to the Rescue

In many ways, the year 1997 was a critical juncture in Malaysian history.
When the Asian financial crisis erupted that year, GLICs were used by
the government to bailout businessmen who were severely over-leveraged
as they were caught holding corporate stocks worth far less than their
acquired value. This led to the fall of a number of corporate captains.*
These bailouts by the GLICs led to their emergence as key corporate
actors, after a long phase of privatization and much government focus on
creating Bumiputera-owned business groups. Despite Mahathir’s scrutiny
of these preferentially selected and treated corporate captains, there had
been little or no disciplining of them, probably because in some cases the
business owners were only doing his bidding.

The companies bailed out included Halim Saad’s Renong, which
reputedly served to represent the rise of Malay-owned big business.
Before Halim’s takeover of the Renong group, its associated companies
had been owned by UMNO and were privy to numerous lucrative priva-
tized projects, including the multi-billion-ringgit North-South Highway.
Proton had been privatized but had to be bought from the debt-ridden
DRB-HICOM by the government’s cash-rich petroleum firm Petronas.*
The loss-registering and debt-ridden MAS, the nation’s privatized air-
line, was renationalized to rescue it from imminent bankruptcy. MAS
was controlled by the well-connected Tajudin Ramli, who also owned
Celcom, the privatized mobile phone operator that was taken over by the
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telecommunications GLC, Telekom Malaysia. The government’s acquisi-
tion of debt-ridden businesses owned by Mahathir’s eldest son, Mirzan,
was another issue that was mired in much controversy.

By 2001, no Bumiputera had ownership of a top 10-quoted firm. If
Table 2.3 indicated the rise of Malay corporate captains, including the
well-connected Halim and Tajudin, Table 2.4 shows their corporate
demise after the 1997 crisis. Among the top 20 companies in 2001, only
one was owned by a Malay, Rashid Hussain. Pertinently, even Rashid
would lose ownership of his firm, RHB Capital, which owned RHB Bank,
not too long later.*” By 2001, the government had majority ownership
of seven of the top 10 firms through the GLICs, due also to the partial
nature of some privatizations, as well as half of the top 30. These firms
included public utilities Telekom Malaysia and Tenaga Nasional, the lead-
ing bank, Malayan Banking, Petronas’ gas producer, Petronas Gas, the
national shipping line MISC, and the well-diversified Sime Darby. GLICs
also had a majority stake in the third-largest bank, Commerce Asset-
Holding, later renamed CIMB, after the privately owned Public Bank.
CIMB was the outcome of a merger between government-owned Bank
Bumiputra and Bank of Commerce, owned by UMNO. A decade later, by
2013, as Table 2.4 indicates, no significant change had occurred in terms
of ownership and control of key firms, pointing to the now longstanding
and important role of GLICs and GLCs in the corporate sector.

Table 2.4 further indicates that in the decade between 2001 and 2013,
GLCs continued to occupy seven out of the top 10 positions, an indica-
tion that these companies had the capacity to perform well. An interest-
ing phenomenon was the continued decline of Chinese-owned companies
among Malaysia’s leading enterprises. If there were two Chinese-owned
enterprises in the top 10 in 2001, the number had fallen to one by 2013.
While eight Chinese-owned companies figured among the top 20 in 2001,
there were only six in 2013.*8 Public Bank, owned by Teh Hong Piow and
widely recognized as a highly entrepreneurial enterprise, had emerged as
the second-largest quoted company in Malaysia by 2013.* Another firm
on the ascendancy was Ananda Krishnan’s Maxis, a telecommunications
enterprise. The well-connected Ananda Krishnan also had ownership of
two other companies in the top 100, Astro (M) Holdings at number 29
and Bumi Armada that was ranked 32.5°

Another factor contributed to the fall of a number of leading firms fol-
lowing the currency crisis. Since the rise of these businessmen was linked
to the patronage of influential politicians, their fortunes depended on
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Table 2.4 Top 100 quoted companies, by market capitalization, in 2001 and 2013

2001 2013
1. Tenaga Nasional (Government) Malayan Banking (Government)
2. Telekom Malaysia (Government) Public Bank (Teh Hong Piow)
3. Malayan Banking (Government) Tenaga Nasional (Government)
4. Malaysia International Shipping Corp Axiata Group (Government)
(MISC) (Government)
5. Petronas Gas (Government) CIMB Group Holdings
(Government)
6. British American Tobacco (Foreign) Sime Darby (Government)
7. Sime Darby (Government) Petronas Chemicals (Government)
8. Public Bank (Teh Hong Piow) Maxis (T. Ananda Krishnan)
9. Commerce Asset-Holding (Government) Petronas Gas (Government)
10. Genting (Lim Goh Tong) Digi Dot Com (Foreign)
11. YTL Power International (Yeoh family) Genting (Lim family)
12. Resorts World (Lim Goh Tong) IHH Healthcare (Government)
13. YTL Corp (Yeoh tamily) Petronas Dagangan (Government)
14. TIME dotCom (Halim Saad, through 101 Corp (Lee Shin Cheng)
Renong)
15. Nestlé (Foreign) Sapurakencana Petroleum (Shahril and
Shahriman Shamsuddin)
16. Hong Leong Bank (Quek Leng Chan) Kuala Lumpur Kepong (Lee family)
17. DIGI (Vincent Tan) Hong Leong Bank (Quek Leng
Chan)
18. RHB Capital (Rashid Hussain) MISC (Government)
19. Kuala Lumpur-Kepong (Lee family) Genting (M) (Lim family)
20. Golden Hope Plantations (Government) AMMB Holdings (Foreign/Azman
Hashim)
21. Malayan Cement (Foreign) RHB Capital (Government)
22. Malaysian Pacific Industries Telekom Malaysia (Government)
(Quek Leng Chan)
23. Perusahaan Otomobil Nasional (Proton) PPB Group (Robert Kuok)
(Government)
24. Kumpulan Guthrie (Government) British American Tobacco (M)
(Foreign)
25. AMMB Holdings (Azman Hashim) YTL Corporation (Yeoh Family)
26. Gamuda (Eleena Azlan Shah) Felda Global Ventures Holdings
(Government)
27. Malakoff (Government, through MRCB) Hong Leong Finance (Quek Leng
Chan)
28. Tanjong (T. Ananda Krishnan) Nestle (M) (Foreign)
29. United Engineers (Malaysia) (UEM) Astro (M) Holdings (T. Ananda
(Halim Saad) Krishnan)
30. Hong Leong Credit (Quek Leng Chan) UMW Holdings (Government)

(continued)
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Table 2.4 (continued)
2001 2013
31. IOI Corporation (Lee Shin Cheng) YTL Power International (Yeoh
family)
32. Berjaya Sports Toto (Vincent Tan) Bumi Armada (T. Ananda Krishnan)
33. Magnum Corp (T.K. Lim) Malaysia Airports Holdings
(Government)
34. Malaysia Airport Holdings (Government) Gamuda (Government)
35. Oriental Holdings (Loh family) UEM Sunrise (Government)
36. OYL (Quek Leng Chan) KLCCP Holdings (Government)
37. Petronas Dagangan (Government) MMC Corp (Syed Mokhtar
Al-Bukhary)
38. Southern Bank (Tan Teong Hean) Dialog Group (Ngau Boon Keat and
Loy Ah Wei)
39. Malaysia Airlines System (MAS) UWM Oil and Gas Corp
(Government) (Government)
40. HICOM Holdings Westports Holdings
(G. Gnanalingam)
41. IOI Properties (Lee Shin Cheng) Genting Plantations (Lim family)
42. Sime UEP Properties (Government, IJM Corporation (Government)
through Sime Darby)
43. Renong (Halim Saad) Batu Kawan (Lee family)
44. Edaran Otomobil Nasional (EON) SP Setia (Government)
(Government)
45. PPB Oil Palms (Robert Kuok) Alliance Financial Group (Foreign)
46. Sarawak Enterprise Corporation Lafarge (M) (Foreign)
(Sarawak state government)
47. MMC Corp (Government) BIMB Holdings (Government)
48. TR Industries (TRI) (Tajudin Ramli) Fraser & Neave Holdings (Foreign)
49. Highland & Lowland (Government) Affin Holdings (Government)
50. Carlsberg Brewery (M) (Foreign) AirAsia (Kamarudin Meranun and
Tony Fernandes)
51. Malaysian Oxygen (Foreign) Hap Seng Consolidated (Foreign)
52. UMW Holdings (Government) Boustead Holdings (Government)
53. Northport Corporation (Government) Malaysia Marine and Heavy
Engineering Holdings (Government)
54. Star Publications (MCA) DRB Hicom (Syed Mokhtar
Al-Bukhary)
55. Powertek (T. Ananda Krishnan) United Plantations (Foreign)
56. IJM Corp (Tan Chin Nam) Hartalega Holdings (Ching family)
57. PSC Industries (Amin Shah Omar Shah) Berjaya Sports Toto (Vincent Tan)
58. Pacificmas (Foreign, OCBC) Oriental Holdings (Loh family)
59. Ramatex (Ma Wong Ching, Ma On May, Purecircle Ltd. (Foreign)
Wong Lang Piow)

(continued)
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Table 2.4 (continued)

2001 2013

60. Road Builder (M) Holdings Malaysia Airlines (Government)
(Chua Hock Chin)

61. Hock Hua Bank (Ling Beng Siew) Gas (M) (Syed Mokhtar Al-Bukhary)

62. Hume Industries (Quek Leng Chan) Aeon Co (M) (Foreign)

63. Lingkaran Trans Kota Holdings (Eleena Guinness Anchor (Foreign)
Azlan Shah)

64. Fraser and Neave (Foreign) Sunway (Cheah Fook Ling)

65. MNI Holdings (Government) Magnum (Chinese)

66. Puncak Niaga Holdings (Rozali Ismail Kulim (M) (Government)
and Shaari Ismail)

67. Hap Seng Consolidated (Lau Gek Poh) Bursa (M) (Government)

68. Shell Refining (Foreign) Berjaya Land (Vincent Tan)

69. Ban Hin Lee Bank (Tan Teong Hean IGB Reit (Foreign)
and Abdus Salim Cassim)

70. Unisem (John Chia Sin Tet) Tan Chong Motor Holdings

(Tan family)

71. Hong Leong Industries (Quek Leng Chan)  IGB Corporation (Foreign)

72. Affin Holdings (Government) IJM Land (Government)

73. Malaysian Resources Corporation Malaysia Building Society
(MRCB) (Government) (Government)

74. Malayan United Industries (MUT) Pavilion REIT (Foreign)
(Khoo Kay Peng)

75. Batu Kawan (Lee family) LPI Capital (Chooy Kwee Fong

and Yap Leng Heng)

76. Public Finance (Teh Hong Piow) KPJ Healthcare (Government)

77.JT International (Foreign) Carlsberg Brewery (M) (Foreign)

78. Utama Banking Group (Taib Mahmud Sunway Reit (Cheah Fook Ling)
family)

79. Arab-Malaysian Finance (Azman Hashim) MSM (M) Holdings (Government)

80. OSK Holdings (Ong Leong Huat) Top Glove Corporation (Lim Wee

81.
82.

83.

84.
85.
86.
87.
88.

FFM (Kuok family)

Time Engineering (Halim Saad,
through Renong)

Kedah Cement Holdings (Foreign)

Guinness Anchor (Foreign)
Courts Mammoth (Foreign)

SP Setia (Liew Kee Sin)

DRB Hicom (Saleh Sulong)
Tan Chong Motors (Tan family)

Chai)
Bintulu Port Holdings (Government)
QL Resources (Chia Family)

Dayang Enterprise Holdings (Hasmi
Hasnan and Amar Abdul Hamed
Sepawi)

Mah Sing Group (Leong Hoy Kum)
Dutch Lady Milk Industries (Foreign)
Shangri La Hotels (M) (Robert Kuok)
Pos (M) (Syed Mokhtar Al-Bukhary)
Parkson Holdings (William Cheng)

(continued)
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Table 2.4 (continued)

2001 2013
89. BIMB Holdings (Government) Media Prima (Government)
90. TA Enterprise (Tiah Thee Kian) Sarawak Oil Palms (Ling family)
91. Bintulu Port Holdings (Government) IJM Plantations (Government)
92. MK Land Holdings (Mustapha Kamal) Kossan Rubber Industries (Lim
family)
93. Malaysian Plantation (Lim Tiong Chin, TSH Resources (Kelvin Tan Aik Pen)

Chan Chin Cheung, Wong Kim Lin, Loong
Tze Tung, Surin Upatkoon, Tan Toh Hua)
94. Genting (M) (Lim family) UOA Development (Kong Pak Lim)
95. KFC Holdings Malaysia (Ishak Ismail, Berjaya Corporation (Vincent Tan)
Abdullah Omar, Izhar Sulaiman, Shamsul
Baharain Sulaiman)

96. Amway (M) Holdings (Foreign) Capitaland (M) Mall Trust (Foreign)

97. Malaysian Tobacco Company (Foreign) Keck Seng (M) (Foreign)

98. Jaya Tiasa Holdings (Tiong Hiew King) Hong Leong Capital (Quek Leng
Chan)

99. Cahya Mata Sarawak (Taib Mahmud family) AirAsia X (Kamarudin Meranun and
Tony Fernandes)
100. Tractors Malaysia Holdings (Government)  Cahya Mata Sarawak (Taib Mahmud
family)

whether their patrons remained in power. A serious political falling-out
occurred between Mahathir and his deputy, Anwar, as the economy spi-
ralled into a recession. Mahathir would later accuse Anwar of trying to
undermine his administration.’! When Anwar was removed from office in
September 1998, his business allies lost control of their corporate assets.
This was most obvious in the case of the Malaysian Resources Corporation
Bhd (MRCB) group, controlled ultimately by an obscure holding com-
pany, Realmild Sdn Bhd.>> The MRCB group, then linked to other top
100 companies in 1997 such as the media-based New Straits Times Press
Bhd (NSTP) and Malakoft Bhd, was ultimately controlled by four men,
Khalid Ahmad, Ahmad Nazri Abdullah, Abdul Kadir Jasin and Mohd
Noor Mutalib. MRCB group also had control of Malaysia’s then lead-
ing private television network, TV3, another listed enterprise. These four
men were prominent journalists, long associated with NSTP. Anwar had
helped them institute a management buyout of NSTP as well as eventu-
ally obtaining control of MRCB.** They lost control of MRCB and the
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companies associated with this group following Anwar’s removal from the
political system. MRCB would eventually emerge as a GLC, while MoF
Inc. and other GLICs would obtain control of NSTP and TV3.5

Other businesspeople connected with Anwar who lost control of their
corporate assets included Tong Kooi Ong, the Lim family who owned the
Magnum group and Ahmad Sebi Bakar. Commenting on the problems
encountered by Anwar’s business associates, one foreign report went so
far as to list the companies under siege: MRCB, Idris Hydraulic, Multi-
Purpose Holdings, Phileo Allied, Rashid Hussain, Abrar Corporation and
Hong Leong, even claiming that one of these companies had been taken
over by the nephew of reappointed Minister of Finance Daim (see Business
Times (S) 6 September 2004). In 2001, when Daim fell out of favour with
Mahathir, the corporate assets owned by his business allies and proxies
were taken over by the GLICs.>®

Following Daim’s departure as Minister of Finance, Mahathir instituted
an unprecedented act. Though the sitting Prime Minister, he assumed the
office of Minister of Finance, clearly an attempt to consolidate power in
the office of the chief executive. This centralization of power was justified
on the grounds that it was the Prime Minister’s responsibility to stabilize
the economy and take all actions necessary to do so, including using the
GLIC:s for this purpose.

In 2003, just before Mahathir stood down as Prime Minister, among
the top 100 firms quoted on the stock exchange, the largest privately
owned business groups did not have overwhelming control of the corpo-
rate sector. There was, in fact, fairly wide dispersal of ownership of cor-
porate equity of the top 100 quoted firms (see Table 2.4). In 2001, the
combined wealth of Malaysia’s 20 wealthiest businesspeople amounted
to RM41.7 billion, only about 10% of the bourse’s market capitalization
(Malaysian Business 2 January 2001). Political feuding among UMNO
elites had diminished the volume of wealth concentration in the hands of
well-connected individuals. While a few well-connected business groups
had attained some international repute during Mahathir’s tenure, his
attempt to create Bumiputera corporate captains was ultimately little
more than a series of business-related controversies (see Appendix 2.1).
The GLICs and GLCs re-emerged as key corporate players when they
were used to take over companies entangled in these political feuds, finan-
cial downturns and business controversies.
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REFORMER ABDULLAH (2003-2009): PERFORMANCE
MANAGEMENT OF GLICs aNp GLCs

In October 2003, Abdullah Ahmad Badawi took office as the fifth
Prime Minister of Malaysia. Unlike Mahathir, Abdullah had no interest
in business—he was seen as a politician with strong religious credentials
given his family background and upbringing®—and one of his primary
aims was to reform the public administration system. Abdullah’s policy
agenda was markedly dissimilar from Mahathir’s, with a focus on nurturing
rural industries by modernizing the agriculture sector. This also served as
a means to eradicate hard-core rural poverty. Abdullah, however, contin-
ued to ratify programmes targeting Bumiputera firms through the BCIC,
but he would now place much emphasis on supporting SMEs which then
constituted about 98% of all businesses.” These goals that Abdullah had
for Malaysia were expressed lucidly in the 9th Malaysia Plan, 20062010,
where he outlined his agenda to employ the GLCs far more productively,
including to support his initiatives to develop Bumiputera SME:s.

Abdullah’s extensive range of initiatives to help SMEs included estab-
lishing the SME Bank in 2005 to facilitate more productive channelling
of financial aid to small firms.*® He stressed the need to use the vendor
system more effectively to link SMEs to MNCs to help small firms gain
greater access to both local and foreign markets. The Small and Medium
Industries Development Corporation (SMIDEC)* was redesignated
SME Corporation Malaysia in January 2009, a one-stop agency report-
ing directly to the Prime Minister though under the jurisdiction of the
Ministry of Trade and Industry (MITI). SME Corp is responsible for
coordinating policies and implementing programmes to support SMEs in
all economic sectors.

Abdullah recognized that reform of the GLICs and GLCs was impera-
tive. In 2005, 57 enterprises listed on the Bursa Malaysia were GLCs, with
a market capitalization of RM260 billion, then constituting 36% of the
bourse’s total capitalization. As one report noted: “Although the market
capitalization of the GLCs is equivalent to half the size of the economy,
analysts have long been dismayed by their poor return.... GLCs’ return to
shareholders has trailed behind overall market performance by 21 percent
over the last five years” (Business Times (S) 15 May 2004).

Abdullah recruited corporate leaders from a new generation of
professionally trained Malays to head the GLCs, though this process
was initiated by Mahathir when he appointed Nor Mohamed Yakcop as
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economic advisor in 2001, a role once played by Daim. Nor Mohamed
aimed at instilling a more corporate approach in the functioning of what
was then viewed as slow-moving government-owned enterprises that
were dominating the economy.®® In May 2004, Abdullah introduced the
GLC Transformation Programme, a ten-year endeavour between 2005
and 2015 launched under the Putrajaya Committee on GLC High-
Performance, whose implementation was to be led by Khazanah.®! Even
Khazanah was subjected to a major reform. In 2004, a new chief executive,
Azman Mokhtar, was appointed while the board of directors was revamped
when civil servants were replaced by professionals from the private sector.
Azman, an accountant by training with a post-graduate degree from the
University of Cambridge, had been employed by Salomon Smith Barney
and the Union Bank of Switzerland before launching his own consultancy
firm, BinaFikir.®> Azman had never served in government (Business Times
(S) 12 May 2004; The Straits Times 15 May 2004). To secure the services
of professionals from the private sector, those appointed to senior man-
agement positions in the GLICs and GLCs would be paid salaries bench-
marked against their counterparts in the private sector and offered bonuses
and stock options (Business Times (S) 12 May 2004). However, this new
managerial team would also be subjected to regular assessment, based on
key performance indicators (KPIs) determined by the government.

As far as Khazanah was concerned, Abdullah was clear that he wanted
this GLIC to “become among the biggest and most dynamic investment
firms”, while of his reforms he argued that “the concept of close part-
nership between government and business still forms the foundation of
Malaysia Inc., but it is imperative that we shift the basis of this partnership
to that of tangible achievement and performance. It is vital that we move
away from the culture of the iron rice bowl and of promotion by seniority
towards a culture which recognizes and promotes performance” (quoted
in The Straits Times 15 May 2004 ). Abdullah went on to add that MoF
Inc. would transfer more of its assets to Khazanah to further strengthen
the asset base of the latter. The value of the assets then held by Khazanah
was reportedly about RM40 billion, far less than total value of assets held
by GLICs such as the EPF which amounted to RM200 billion (see Business
Times (S) 15 May 2004).

The government was also concerned that private markets attributed a
discount on value when it came to GLCs listed on the Malaysian bourse.
This created a political imperative for the promulgation of a programme to
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reform these quoted government-owned enterprises. These GLCs were to
become high-performing companies, given their prominent presence in
the domestic economy. This was the first time such a major coordinated
and concerted effort was undertaken to enhance the management and
governance of the GLCs.

Under this transformation programme, the management of the GLICs,
as well as the top 20 GLCs, or G20,% was to be revamped to deliver bet-
ter financial and operational performance by operating in a more com-
mercial manner rather than as socially oriented enterprises, though the
social obligations of these companies were not to be negated. The finan-
cial objectives of these reforms included registering higher market capital-
ization and dividend returns along with a lower debt-to-equity ratio and
ensuring larger and more diversified asset ownership. GLICs and GLCs
were to become regional champions, invest in new sectors, divest non-
core and non-performing assets and collaborate more with the private sec-
tor. GLCs that were seen as potential regional champions were CIMB,
Malayan Banking, Axiata and IHH Healthcare.%* GLICs were required to
further internationalize themselves and do so far more visibly. For exam-
ple, Malayan Banking, CIMB and RHB Capital, Malaysia’s largest banks,
were expected to acquire financial institutions in foreign countries. The
government saw these Malaysian banks as institutions that were financially
strong enough to acquire foreign rivals (Business Times (S) 6 October
2004). These Malaysian banks subsequently acquired major financial insti-
tutions in Southeast Asia.

Khazanah had no overseas burcaus in 2004, but went on to establish
offices in China, India, Turkey and the United States. A decade later, by
July 2015, Khazanah announced that 44% of its investment portfolio con-
stituted foreign assets. PNB set up offices in Japan and the UK, besides
having a private equity partnership in New York. EPF’s global investments
in 2014 accounted for 25% of its total government assets. LTH invested
in several real estate opportunities in Saudi Arabia, the UK and Australia.
The G20 established revenue-generating operations in 42 countries and
increased their overseas share of revenue from 28% to 34% during the
transformation programme.®®

To improve its financial performance, Khazanah divested its non-
core or non-performing assets, which included its interests in Proton,
Pos Malaysia, TIME dotCom and Westports. PNB divested its stakes in
HeiTech Padu and Titan Chemicals. Khazanah invested in new areas such
as education (Educity Iskandar), healthcare (IHH Healthcare), creative
media (Pinewood Iskandar), leisure and tourism (Kidzania, Legoland and
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Puteri Harbour Family Theme Park). GLIC—private sector collaboration
was evident in Khazanah’s development of the Medini business district in
Iskandar Malaysia, a multi-party project, in Teluk Datai in Langkawi (with
Shangri-La) and in the Shuaibah Independent Water and Power Project in
Saudi Arabia (with Tenaga and Malakoff). EPF was part of the redevelop-
ment of the Battersea Power Station in the UK with Sime Darby and SP
Setia, a Chinese-owned company that was taken over by the government.
LTAT and LTH worked with several partners to promote entrepreneurship
programmes with provisions for an entrepreneur fund. LTH also jointly
acquired propertics with Amanah Raya Bhd for investment purposes.

According to the GLC Transformation Report, prior to 2004, the
directors of these enterprises were primarily former bureaucrats, serving
members of parliament and regulators who were open to political influ-
ence. In the first two years of the programme, 58 board members of the
G20 were replaced with professionals and people with experience in the
corporate sector.” The Malaysian Directors Academy (MINDA) was
established in 2006 to train high-performing directors. MINDA formed
partnerships with leading institutions such as the International Institute
of Management Development (IMD), INSEAD and Harvard University.

Since one aim of the GLC reforms was to create global champions,
Abdullah saw through the mega-merger of three huge plantations compa-
nies in 2007. This mega-merger of Sime Darby, Golden Hope and Guthrie
created one of the largest plantations companies in the world. Sime Darby
was retained as the name for the newly merged entity. PNB was the lead
GLIC with common shareholdings held either directly or through ASNB
in the three companies. There was some controversy over this merger as it
was not seen as value accretive (as with most mergers) and that it was not
in the interest of market competition.

Under Abdullah, the GLICs functioned under the same framework
set by Mahathir but there were very few corporate scandals and conflict-
of-interest situations in this period,*® a trend that was evident under his
predecessor (see Appendix 2.1). However, Abdullah served only one term
as Prime Minister due to two factors, the first being the debacle of the
2008 general election when the BN lost its two-thirds majority in parlia-
ment for the first time since it was formed after the 1969 crisis. UMNO
blamed its electoral loss on Abdullah’s failure to fulfil the reforms he had
pledged to institute when securing the premiership. The second factor
was the global financial crisis. A major consequence of this crisis was that
the value of company equity on the Malaysian bourse dropped by 40%
between July 2008 and February 2009. This crisis wiped out nearly all
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the share value gains that the GLCs had earned since 2004 (The Edge 7
December 2008). The economic contraction resulted in negative gross
domestic product (GDP) growth rates, declining export revenues and ris-
ing unemployment levels.

Najip’s REFOrMS (2009-2013): THE CHANGE
TraaT DD NoT OCCUR

When Najib Razak replaced Abdullah as Prime Minister in April 2009,
he vowed to usher Malaysia into a new era of “transparency, democracy
and the rule of law” (The Star 4 April 2009). He went on to introduce
a slew of economic, social and educational reform plans that entailed,
among other things, creating a new model of development for Malaysia,
as he put it, to reinvigorate the economy. These reform plans included
the Government Transformation Programme (GTP), the New Economic
Model, Parts I and II (NEM), the Economic Transformation Programme
(ETP), the Education Blueprint 2011-2015 and the Tenth Malaysia Plan,
2010-2015. These plans were encapsulated under his widely publicized
slogan IMalaysia, for Najib a catchword that signified that his form of
governance and mode of policy planning and implementation would tran-
scend political, economic and social differences based on race and religion.
Najib proposed far more reforms than those oftered by Abdullah (Funston
2016: 83-106), acknowledging in the process that they were imperative,
as the economy was plagued by rent-seeking and cronyism. Najib stressed
that political patronage would be minimized as he planned to actively
privatize the GLCs. One year after coming to power and following the
introduction of these policy reforms, Najib’s popularity, according to one
poll, increased from a mere 30% to about 70%. Najib’s transformation
ideas had evidently resonated with a large segment of Malaysians.

By 2010, serious problems within the economy were evident, specifi-
cally the poor quality of technological development, high dependence on
foreign capital to generate growth and the ineffectiveness of big business to
drive industrialization. Between 2000 and 2010, official figures indicated a
clear reluctance by domestic private firms to invest in the economy.®” Najib
conceded the need to review the government’s longstanding position on
ethnic- and business-based affirmative action to halt the recession and draw
domestic investments (7he Star 30 June 2009). Najib’s corporate equity
deregulation initiative was a clear attempt to send a message to domestic
firms that they could invest, without fear, in order to nurture productive
and innovative enterprises.
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In January 2010, when Najib presented the GTP, his first major public
document, it outlined seven National Key Results (NKRAs). One objec-
tive of the NKRAs was to improve the performance of the GLCs. To
implement these NKRAs, a new unit, the Performance Management and
Delivery Unit (Pemandu) was established, comprising well-qualified indi-
viduals from the public and private sectors. Pemandu was to ensure “end-
to-end delivery”, by working with the relevant ministries and bureaucrats
to enforce implementation of public policies. Idris Jala, a turn-around
expert from the private sector was commissioned to set it up.”?

However, following reforms of ethnic-based equity ownership regula-
tions in key sectors and among publicly listed firms, protests emerged from
UMNO members. Mahathir joined the queue, questioning the wisdom
of liberalizing ethnic equity ownership procedures as deregulation would
allow for greater foreign presence in a developing economy still in the
process of nurturing domestic enterprises. SMEs owned by Bumiputeras
had not managed to acquire a meaningful presence in key sectors of the
economy, including in manufacturing, despite numerous government
initiatives, such as vendor schemes, to enhance their participation in the
industrialization process. Following serious criticisms by right-wing groups
about this plan to end the use of preferential treatment when distributing
government-generated concessions to foster the rise of domestic enter-
prises, Najib reversed his decision. He then announced that his govern-
ment would practise “market friendly affirmative action”, an issue that
was outlined in his Tenth Malaysin Plan. The demands of these groups,
particularly Persatuan Pribumi Perkasa (Perkasa),” were reputedly a reflec-
tion of the discontent within UMNO about Najib’s proposed policy shift.
UMNO members had become accustomed to government patronage
through affirmative action that entailed the distribution of government
concessions to Bumiputera businesses (Gomez 2012b).

By 2013, this back-pedalling on policies led to growing concerns about
the novelty and effectiveness of Najib’s reform agenda. Indeed, even in
the early days of his premiership, Najib had indicated a desire to be in far
more control of major GLCs when he moved to place his close ally as a
director of Malaysia’s cash-rich oil enterprise, Petronas, which culminated
in the departure of its CEO and chairman, Hassan Marican (Lopez 2012:
830-831).7 Although Najib had promised to check corporate malprac-
tice, business scandals of huge monetary proportions were exposed. These
scandals implicated government-controlled companies through which
well-connected businesspeople and prominent BN politicians had secured
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lucrative rents.”> Major projects were sclectively privatized, making it casy
for the opposition to disentangle Najib’s propaganda from UMNO’s
reality.”*

In May 2013, when the 13th general election was held, Najib asked
the electorate to use it as a referendum on his policies. However, in the
election, the BN fared very badly, even losing the popular vote, but it
retained power with a slim majority in parliament. After this general elec-
tion, it became evident to Najib and the party he led, UMNO, the hege-
monic power in BN, that it was imperative for the coalition to retain, if not
increase, Bumiputera support in order to remain in power.

In September 2013, about three months after this election, Najib made
an important announcement that had major implications on the corpo-
rate sector as well as government-owned companies. Najib introduced his
Bumiputera Economic Empowerment (BEE) policy. The goals of the BEE
were: (a) enable Bumiputera human capital; (b) strengthen Bumiputera
equity ownership in the corporate sector; (¢) strengthen Bumiputera non-
financial assets; (d) enhance Bumiputera entrepreneurship and commerce;
and (e) strengthen the service delivery ecosystem.

The significance of this announcement by Najib about the BEE was
that it indicated a major change of policy direction in two respects. Firstly,
the Prime Minister was clearly espousing the enforcement of affirmative
action in business, a policy directive that has been in place since 1971.
This was a fundamental policy shift, as he had admitted in 2010 that the
government’s longstanding support of affirmative action in business was
hampering domestic and foreign investments. The second important issue
about Najib’s BEE policy was his decision to use the GLCs to imple-
ment it, particularly through its Vendor Development Programme (VDP),
first introduced in the 1980s. Through this programme, the government
aimed to tie small firms to the GLCs.

Najib’s decision that implementation of the BEE was to be under-
taken by the GLICs and GLCs was a cause for concern because he also
serves as Minister of Finance, in the ministry ultimately responsible for the
functioning of government-owned enterprises. In this regard, it is worth
quoting at length how Najib planned to use the GLICs and GLCs to
implement the BEE:

In response to the laments of entrepreneurs who were encountering prob-
lems of market access, I will direct all ministries and GLC to strengthen their
Bumiputra vendor development systems. The selection of vendors must be
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based on merit among Bumiputras. In this manner, Bumiputra entrepre-
neurs could be capable of becoming strong and progressive. In line with this,
I also want the vendor contract and concession periods to be synchronized
with the bank loan repayment periods so their projects could run smoothly.

In connection with empowering the Vendor Development Programme
or VDD, Petronas must boost its VDP programme, to strengthen its supply
chain for the oil and gas sectors. The same goes for Tenaga Nasional in the
energy sector, Telekom Malaysia and Axiata in the communication sector,
UEM in construction while Sime Darby and Felda Global Ventures for the
plantation sector.

With the empowerment of the Bumiputra economy too, I want all Chief
Executive Officers in GLCs to fix targets on the participation of Bumiputra
including acquisitions awarded to vendors. This should be included in the
Key Performance Index for the Chief Executive Officers of the respective
companies.

In this regard, I am happy to share that in the oil and gas sector between
now and 2017, Petronas is implementing and will carry out several main
upstream and downstream projects. Through these projects, we have worked
out so that Bumiputra companies would benefit from contracts worth
RM20 billion each year for upstream and downstream service work. The shelf
life of such facilities is usually about 25 years or more. It is estimated at least
22 critical work scopes would be created to benefit Bumiputra companies.

To tackle the issue of supply chain, the government through GLC and
GLIC would develop a group of Bumiputra entrepreneurs who would
involve themselves in activities related to manufacturing and industrializa-
tion which have potentials and higher value added. In this context, GLC
and GLIC would helm efforts to create several Bumiputra consortiums in
the sectors involved....

In a move to ensure opportunities for Bumiputra companies to obtain
contracts and in preparation to compete in the future, the carve out policy
would be expanded to other big projects under the ministry, GLCs and
GLICs. This policy was successfully carried out in the MRT projects where
47% or nine billion ringgit were awarded to Bumiputra companies selected
on meritocracy. For example, four additional projects which had been iden-
tified to take part in the programme are Merdeka Heritage Tower Project,
Bukit Bintang City Centre, MATRADE Exhibition Centre and the Sungai
Buluh Rubber Research Institute Development programme.

Najib’s repeated emphasis on “merit”, or “picking winners”, among
Bumiputeras when dispensing business concessions was probably the most
significant difference in his affirmative action policy, compared to the
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NEP. A major criticism of business-based affirmative action was that it was
based on race, not on merit—a reason for its failure.”®

These were not the only major changes in Najib’s economic plan
involving government-owned firms. From 2009, the GLICs and GLCs
were deployed to generate growth, while foreign investments were actively
courted. The GLICs and their GLCs were encouraged to work extremely
closely with state-owned enterprises (SOEs) from China. These ties
between Malaysia’s GLCs and China’s SOEs contributed to unprecedented
growth in state—state-based business ventures. Both governments have,
however, attempted to incorporate private firms into these government-
driven endeavours, a majority of which are infrastructure projects.

For example, in February 2013 the Malaysia-China Kuantan Industrial
Park (MCKIP) project was announced, a US$480 million venture by
government-owned enterprises from both countries. The total volume
of investments in this industrial park on 1,500 acres of land will rise
to US$75 billion by 2020. In this project, port services in the city of
Kuantan, in Najib’s home state of Pahang, are to be expanded and a steel
plant, an aluminium processing facility and an oil palm refinery are to
be constructed. The MCKIP consortia includes IJM Corp, a GLC, and
the Rimbunan Hijau group, owned by the well-connected Sarawak-based
Tiong family (New Straits Times 6 February 2013). The MCKIP project
was one response to an agreement between Malaysia and China, in April
2011, to develop the Qinzhou Industrial Park (QIP) project in Guangxi
province, also involving government-owned enterprises from both coun-
tries. The QIP, estimated to cost US$838 million, has a massive land
base, covering nearly 13,600 acres, and is slated to have a population of
470,000 when completed. Other members of this consortia were Chinese
businesses from Malaysia, such as publicly listed SP Setia, which subse-
quently was taken over by PNB, and Rimbunan Hijau.”¢

The most controversial deal where state-state business relations
occurred involved 1MDB, an ailing and deeply debt-ridden GLC directly
controlled by MoF Inc. To deal with its massive debts, IMDB announced
in 2015 that it planned to sell 60% of its equity in the 486-acre Bandar
Malaysia project, a massive infrastructure development venture located
in Kuala Lumpur’s golden triangle.”” 1MDB’s majority stake in Bandar
Malaysia was sold to China Railway Group, China’s largest construction
enterprise, and Indah Waterfront Holdings, controlled by Lim Kang Hoo,
a Malaysian businessman who has direct and indirect business ties with
prominent clites.”
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Inter-governmental business relations with Singapore increased appre-
ciably under Najib. A piece of land owned by Malaysia’s railway company,
KTM Bhd, at Tanjong Pagar on the Malaysia—Singapore border was ceded
to Singapore in 2010 after a ten-year deadlock on its ownership. The sov-
ereign wealth funds of both countries, Khazanah and Temasek, formed a
joint-venture in 2011 to develop the reverted land. Other joint endeav-
ours involving GLCs from both countries included Sime Darby Property
Bhd and Capitaland Ltd., to develop a RM500 million mall in Kuala
Lumpur. Ascendas Pte Ltd. linked up with UEM Land Bhd to develop a
RM3 billion integrated eco-friendly technology park in Nusajaya, Johor,
while FASTrack Autosports Pte Ltd. and UEM Land are to develop the
Motorsports City in Nusajaya. A high-speed railway link between Kuala
Lumpur and Singapore was mooted, a project linked to Bandar Malaysia
and 1MDB (The Star 16 March 2013).

TuE StaTE OF Pray: GLICS® ARCHITECTURE DEFINED

Table 2.5 provides a list of the leading government-linked agencics, at the
federal and state levels, that have become part of the Malaysian economy
between the 1950s and 2009. This list comprises enterprises created by
cach of the six Prime Ministers, with a focus on those institutions that had
a business dimension or played a key role in developing core sectors of the
economy. This list also includes enterprises at the federal and state levels
that acted as investment holding agencies.

What is evident in Table 2.5 is that Mahathir’s premiership defined
the architecture of the GLICs, in terms of their ownership and control
structure. By 2003, the GLICs that had been established were of a very
specific typology, with five types in evidence: government investment spe-
cial purpose vehicles (SPV), sovereign wealth funds (SWF), retirement
savings funds, special purpose savings funds and unit trust management
(see Table 2.6). Through MoF Inc., the only government investment
SPV, the federal government can, as mentioned, function like a company.
Khazanah is the only SWEF, defined as a special-purpose investment fund
owned by the federal government and created by it for macroeconomic
purposes, that is to hold, manage and administer assets to achieve financial
objectives and to employ a set of investment strategies that include invest-
ing in foreign financial assets (IWG 2008). MoF Inc. and Khazanah differ
in that the latter can invest in foreign assets whereas the former does not,
focusing largely on local investments or ownership of private assets. MoF
Inc. also largely invests in government-linked enterprises.
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Table 2.5 Major public enterprises and trust agencies

Public enterprise Tear of
incorporation
Federal Land Development Authority (FELDA) 1956
Selangor SEDC 1964
Penang SEDC 1965
Terengganu SEDC 1965
Bank Bumiputra (M) Bhd 1965
Johor SEDC 1966
Federal Land Consolidation and Rehabilitation Authority 1966
(FELCRA)
Majlis Amanah Rakyat (MARA, Council of Trust for Indigenous 1966
People)
South Kelantan Development Authority (KESEDAR) 1967
Kelantan SEDC 1967
Kedah SEDC 1967
Melaka SEDC 1967
Negeri Sembilan SEDC 1967
Perak SEDC 1967
Bank Pertanian Malaysia Bhd (Agricultural Bank of Malaysia) 1969
Pahang Investment & Industrial Company Ltd 1969
Perbadanan Nasional Bhd (PNS, National Corporation) 1969
(formerly known as Pernas)
Lembaga Padi dan Beras Negara (LPN, National Padi 1971
and Rice Authority)
Pahang Agricultural Development Authority (PADA) 1971
Pahang Tenggara Development Authority (DARA) 1971
Urban Development Authority (UDA) 1971
Selangor Agricultural Development Authority (SEADA) 1972
Johor Tenggara Development Authority (KEJORA) 1972
Food Industries of Malaysia (FIMA) 1972
Credit Guarantee Corporation 1972
Perlis SEDC 1973
Pahang Trading Company (PTC) 1973
Johor Port Authority (JPA) 1973
Farmers’ Organization Authority (FOA) 1973
Terengganu Tengah Regional Development Authority 1973
(KETENGAH)
Rubber Industry Smallholders Development Authority (RISDA) 1973
Permodalan Nasional Bhd (PNB, National Equity Corporation) 1978
Heavy Industries Corporation of Malaysia Bhd (HICOM) 1980
Amanah Ikhtiar Malaysia (AIM) 1987

(continued)
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Public enterprise Year of
incorporation
Tabung Ekonomi Kumpulan Usaha Niaga (TEKUN) 1988
Perbadanan Usahawan Nasional Bhd (PUNB) 1991
Multimedia Development Corporation (MDEC) 1996
Syarikat Prasarana Negara Bhd 1998
Malaysian Biotechnology Corporation (MBC) 2005
Pelaburan Hartanah Bhd (PHB) 2006
Malaysian Agriculture Food Corporation (MAFC) 2006
Ekuiti Nasional Bhd (EKUINAS) 2009
Source: Gomez, Satkunasingam and Lee (2015: 107)
Table 2.6 Types of GLICs
GLIC Type Agendn Source of funds
1. | Minister of Finance Government To increase value Government tax
Incorporated (MoF | Investment and returns of federal | and debt funds

Inc.)

Special Purpose
Vehicle (SPV)

government assets

Funds can be
directly

6. | Lembaga Tabung
Haji (LTH)

7. | Permodalan Nasional
Bhd (PNB)

Special Purpose
Savings

Unit Trust
Management

Social agenda—savings
for hajj pilgrimage
Social agenda—raise
equity ownership of
Bumiputeras

2. | Khazanah Nasional | Sovereign To initiate and obtained from
Wealth Fund implement strategic the debt and
(SWE) industries and national | equity markets,
initiatives particularly by
Khazanah
3. | Employees Provident Social safety net—
Fund (EPF) private sector
employees
4. | Kumpulan Wang Social safety net—
Persaraan Retirement civil servants
(Diperbadankan) Savings
(KWAP) Funds directly
5. | Lembaga Tabung Social safety net— :gil?;:]eecsltfgom
Angkatan Tentera military personnel / . g
(LTAT) veterans public
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A majority of the GLICs are not directly funded by the government—
EPF, KWAP, LTAT, LTH and PNB. These GLICs obtain their funds
directly from the investing public in the form of savings. They use these
funds to invest and generate returns on them for their investors. MoF
Inc. and Khazanah obtain their funds from the government, though both
can also raise funds in the debt markets. All GLICs can also raise their
own funding by selling down their equity positions on the assets in which
they have invested. The GLICs have an important social agenda, along
with the required economic agenda of good investment returns. Thus,
GLICs are in a situation where they must balance social and economic
outcomes for the government. These social obligations include the need
for them to help nurture domestic companies, particularly those owned
by Bumiputeras. This also means that the government and the companies
it owns and controls have to be seen as patient investors, even tolerating
losses, as these enterprises evolve into independent corporations with the
ability to compete in the national economy as well as globally. By 2013,
between them the seven GLICs had ownership of 35 major publicly listed
companies (see Table 2.7).

By the end of Mahathir’s 22-year administration in 2003, the GLICs’
ownership and control structure was set in place. This structure was
not how Mahathir had envisioned it. His agenda was to privatize public
agencies, part of his Malaysia Inc. vision, which constituted the rise of
world-renowned business groups with a reputation for producing brand
products. Economic crises, along with serious intra-elite political feuding,
contributed to the dismantling of his initially fruitful attempt to create
Bumiputera corporate captains, primarily by channelling to them priva-
tized rents along with financial support through GLC-based banks. Before
he left office, Mahathir admitted that his policies to develop independent
entrepreneurial Bumiputera-owned companies had failed, leading instead
to “crutch mentality”.”” Indeed, his long tenure was one that was char-
acterized by bailouts by the GLICs, in many cases because of business
controversies that had emerged from his practice of selective patronage
(see Appendix 2.1). Mahathir’s legacy, in so far as the nexus between gov-
ernment and business was concerned, was the creation of a GLIC own-
ership and control structure that reflected a government active in the
corporate sector, through publicly listed and unquoted GLCs it owned
and controlled.
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Abdullah was well aware of the problems of a GLIC-GLC system that
had a major presence in the economy but was poorly managed and a tool
for the practice of patronage. He professionalized the management of the
GLICs and GLCs to get these enterprises to operate in a more competi-
tive manner, moving away from the personalized form of capitalism that
Mahathir had initiated and institutionalized. What is evident in Table 1.2
and Appendix 2.1 was the more limited involvement of the GLICs in con-
troversial business deals or to institute bailouts during Abdullah’s tenure.
The one situation when a bailout occurred involved the use of EPF to
deal with the large volume of unpaid loans that had been channelled to
students to pursue tertiary education.

Najib’s early policy pronouncements indicated his desire to continue
the work Abdullah had put in place and his intent to privatize GLCs to
reduce government participation in the economy. This agenda began to
change, specifically when he had to deal with the results of a general elec-
tion which indicated that he would face difficulties keeping the BN in
power. Over time, the mode of operation of the GLICs and GLCs became
akin to the personalized nature of government/political-business ties
instituted by Mahathir, seen particularly in the case of the business deals
involving some of these firms and IMDB. Najib’s mode of ownership and
control of the GLICs and the GLCs under their control is the subject of
the next chapter.

ArreENDIX 2.1 History oF GLIC-LINKED CONTROVERSIES

All the GLICs have been involved in national controversies, including
asset-shifting between them, bailouts of well-connected companies, loan
or investment provisions to government-related assets considered sub-
standard, as well as allegations of abuse of funds for vested interests. This
non-exhaustive table lists notable controversies involving the GLICs in
Malaysian history.



(panurguos)

Areypng-Ty TeIpPO

Pa4Ag pardouuod-Tom 031 paznearrd
‘U0101J 01 SULO[ YOS JO UOISIAOL]
AMoyJIp [edUBUY P2191UNOdUd 11
UIYA $IISSE SIT IOAO YOOI "dU] JON
‘uaddey] Jou prp ST onfea 21ed1d
pue s1asse ozifeardedas 01 pasoddns
sea Sunsi| aan3ng s1 ‘soduerens
JWOWUIIA0S JO 2SN oY) pue

1Qop eIA ‘Ppowr uonismboe Josse
pue Surpuny anbrun e yIm duy
JOW 4q paumo Afjoym st QN T

[BISI2AOTIUOD
pawdop s19sse axmboe 01 U2dg

199(01d (H-01-5)) JUdWUIIAOF
-01-1UdWULIIA0S ® JO INO[reg

JuT JON Aq eIeSoN Yueg

(9107 dun{ /£ ruzywistyyupy ) pazneaud udaq pey uoloi ‘su o1 Joud s1edd moj
Apaeg mofy yseds 100d 01 anp uro[ 3Jos UoI[[iq ¢7 TR € U010 paproid -duy JON e
uojoIJ

(600¢ 3030y 9 rusywasivvpy)
nueSSuaIoT, ‘o1eIs oUO Isn( Jo PeAISuT s23e3S [[e 10] PUnJ YI[eam uSIoI0408 € se

AN T 2SN 01 pawre JUIWUIA0F oy T, *(YI.I,) ALoyIny 1uauwisoau] nuedsuaio],
JO SuTweudI puE WONRZI[IIPIJ o3 SUIMO[[O] PIYSIqeIsd sem JAINT ‘600C UL o
(4AWT) pug 3udwdopPad( erske[eN T

(£66T 12quids0N
1C sam ], ssauzsng ) SUP] Yo Sul], AQ PoUMO ‘PUg UBIYF PIIDOUUOI-[[oM

woxy 103(01d we( unyeq [e1SI2A01U0d I £66 Ul 1940 YOOI dU] JOIN e
weq unyeg

(1661 Arenue( ¢z samr] ssaussng )
smaudA-jutof eiseepy-uede( e (9919 eleAId ] pausping A[eURUY PINISIY
[091S elemiog

(8661 11dy 0¢
SIULT, 10495 AaN ) eTeSIN] YUBE 01 PIIIJSURI 219M DSTIA UT SAIBYS S, dUT JOIN e

01 Sunyiys 19sse Jo ajdwexo 1pouy PUd DSTIN
(8861 qudog ¢ 41§ g, ) dU] JO Aq P[oY STeYs 1940 Furyel ("our JoW)
eIESON YURg pUR  I9)Je IOP[OYINEIS ISATIR[ S YN dUIeddq eIeSIN Jueq ‘86T U 986G UT URWLITEY)) parerodioouy
SI01SIAUT USIIOJ DU JOJN U29MIdq SI1 JO 98PI[MOWY Y3 INOYIIM SIOISIAUL UIIISIM 01 YA UI 9YBIS %G T P[OS o dduRUL]
Ambs 1o jJo Sunjiys 1085y SOUTITY BISAR[RA Jo sty T
Sy $9154340.471409 J]QUION DITD ON

suondy vuﬂ.ﬂoﬁm&oo JersIA0uOD)—SDITO



ersAe[epy ur Surpnq

1893 A1) 1oNNSU0D 01 GNJ

£q paumo Ajjoym 1d9lord-eSow y
AISS900UUN SE PIMIIA

Auewr yep Auedwod paumo-asaurny)
Guruioyrod-yS1y e Jo 10a09ye1

JudwoSeurWw
£q soonoerd premar fensnun

seuondJ Aq gNJ Jo Inofreq

SISLID 913 SuLmp
SWLIT} DARS O] SUBIW © SE PIAIIS N

JWWUINAOS 91 AQ INO[IRQ € SE UIIS

(e10T 39080y 0T

1WA Kwpupy7 ) SA1SIDAOIUOD WM P[PPI [[0s st 10(o1d oy T, (1T IOqQUIDAON] € sauer]
visy) QT T BIRUSA] /UBSLIEAA BIBUDA JO UONINISUOD d3 IsureSe swspnLn Suong e
UBSLIEA\ BIPUDA

(¥10T dy g s1a1n3y)
AN Aq 1210 1ySnoq sem ‘s1odojasdp A11odord Surpedy s eisAe[e]y JO 2UO ‘®0IG JS
RIS dS

(007 080y $7 rurywisivyupy) posnoead Suroq [[ns 111 I0YIOYM pue

uo Surog u2aq sey uouswoudyd sy SUO[ MOY UMOWY JOU ST 1] "[OIUOD SIT IdpuUn

soruedwod a1 jo reades dn-pred a1 jo 90z 01 dn sownowos ‘(sQFD) SIYJO
JATINDIXD JOTYd FUTUGIS2T 10 SULINII SIT 01  SAeySpuey UIP[OSF,, SIAIT N J e
ndsrp syeyspue Udp[on)

($86T 1oqundag ¢z 4w1§ 27

s101e[ndads A110doad paseq-Suoy SuoH 01 dprw sueo| peq Woly OyeIs 1sa81e|
o3 pey Ul GNJ Yoy ur ‘enndrung yueg andsax 01 pey seuondJ ‘FGT Ul e
enndrung yuegq

(6661 Areniqag

QT Saur ], spwa3§ aaN ) suonninsul [epueuy pue saruedwod paddens Ajrenueury
nojreq pue sao11d dreys 110ddns 01 pasn A[pagoy[e sem gNJ ‘SISLID SIYI DYy o
L2661 ‘SISLI) Aoudrm) ueisy

(S66T Areniqag T ung aqJ) WO OQGINY JO Sl
2oud parrodar e yaim ‘suro] SUIDIAIIS SINNOYJIP PEY 1T SB GGG Ul SLUIdJ PINISHY e
seuwId g

(INd)
pug reuoiseN
uefepowdy ‘g

SYAVULIY

$9154340.47107 I]QUION

OI'TY 0N

(panunuod)



(panurguod)

Jrureudp pue

JURIQIA ‘UIOPOW 101298 JI dew
pue ureyd Ajddns pooy a3 3s00q
oW U403 oY1 djay 01 sem DIVIN
sme] aannodwod-nue

MU IOPUN 1IN0 UT PISIRYD dIoM
SVIN pue eisyary -oannadwos-nue
se pa1rd sem pue pafrey idwony
"RISYITY M soreys Surddems

£Q SYIN 21M15111831 01 PALI],

IRIP[OJN PIAS PIIdIUUOD

-[[oM 941 01 921198 Teasod oy
€J98SE JUIWILIIAOS € JO JUDUISIAI(]
ddueuriofiad ssouisng 100d s11 01
NP $SAUIS YL AINIINISII O PaLI
pue U101 JO JOP[OYIIRYS € WY

woyl SULINIdNISII
pue 1940 Sunyes Aq SULIy PassINSIP
JO INOIEq 9} UT puRY € P[]

(£T0T PQUAON £ A720(T 117 941 )
(1T0T PUe QTOT Ut UoIIuu ZOZIANY SUT[[eI0]) $10159S 2IMINOMIFE UT $ISSO[ 9FNE] e

(D4VIN) pug uoneiodio) pooyuidy uersie[ey

(€10 Pqundag £
4v1§ 2g T, STTQT ISNSNY G fpuanof 12315 jjup) ) dems areys YN -RISYITY PI[e] e
demg eIsyay-SYIW

(010 udy £ usywistwgwpy ) uonenoSou oyry-Aed e jo

ISPIW € UT 219M A3 se wotun SUomns-(0Q‘ST 23 PALIoM [dIgm Anud pazpoeand
Aoy e o1ur 31 Surung ‘e1sSAB[RA SOJ UT 9YeIS 9 7€ 2INUI SIT PIISIAIP [RURZEY o
eisAe[eIAl sog

(8%C—£¥C *T10T 1) Wo[ey [eantfod jo 1eay 01 anp
STONENoZU UdFeMS[OA—U0I0IJ PITE] PUE DUBULIOJIdd JTWOU0d U0101J 100 e
uojoig

(8661 wqundds 61 4u1g

a¢(7,) *>UT JON 03 SuISUO[q IS I [IIM IYels Q] Ue pey] yeuezeyy ‘ INOJreq,,

ST3 03 aN(J “Tedk I8 UOI[[Iq F* [JATY JO SSO[ 39U © SUIPIOIII 101Je 66T UI

uorIq T TINY YoM [euezey woly uonda(ur fearded e pasrodar enndrung yueq e

(6eT 10T
1) (399p JO YIIOM UOT[[Iq T GIATY ) SULIIUISUY dWLT, POUI-ONIN PANsSY e
(6T :TT0T 1) WHN/SUouxy paU-ONN[] 19821 01 UOI[Iq FINY PIISIAUT o
(6€T :T10T Te7T) (Yeuezeqy
pue JJH WO UOI[Iq ¢ T PAMOoLIoq 8'9) suonmnsul [enueuy Jo $0oq
ST} WOIJ W) A0WII pue s1qap Arenb 1ood 2ousy-Surr 01 ggET Ut paysiqeis?
uEvEEHU\/CM Bl Auedwod uQUEUme‘ﬁE Jasse ue rwuhmﬂﬂﬁﬁo O] peW 2I9M SUBROT] e
(8661 YITRIN £T Sautr], ssauisng ) s10INQLIIUOD
SI1 AQ PIZDNLID JA0W € I JH WOIJ UeO[ UOT[[Iq TINY © PIUTLIqO YERURZEIY e
£66T SISII) A>udrn)) ueisy

[eUOTSEN]
euezeyy|

€



swolqoid uondoqod pey
yo1ym uonerodiod puny uonedanpa
1oyS1y [euoneu I 03 USAIS UROT

129lo1d Arnn
S1iqnd [EISI2A0IUOD B 01 UIAIS RO

Auedwod

ST UT JUSWIISIAUL SIT UT 9NJeA
£1mbos 3507 39sse uonelrodsuen
orqnd Supfew-ssof e 031 UdAIS UeOT

19sse pouUMO-ONIA N
Sund8nns e ur vonduosqns

OdI pue uorsiaoid ueo

PaSe1aAd]-19A0 sem Jerd Auedwod
d1qergoid-uou e 01 sueo] 2483 JJq
SOTD 03 sueo]

pamdasun Suiaid oq 03 u23g JJq
£q papiroid suro[ pue SIUIUNSIAUT
Ul $O1UIDYJoUT PIFO[[e o8 21T,

($00T Areniqaq 1 susywisivvpy) UOIq LINYG
01 ununowe 1qap € 01 NP JJF WO UOIIq gAY MOLI0q 01 PIdIO) sem N T ILJd e

(ueo wonesnpy PYSTH) NILILD

(T00T Areniqag 67 rusyuisiwpupy ) (PIUIQUIOd TYA PUC HJH £AQ UIAIS suTo[
Ul uolI[[iq S/ SIAY ) 399lo1d we unyeg [BISIOAOIIUOD O3 ddULUY 01 Pasn JJH e

199(0J SL1I2POIPAY we( unyeg

(100T AmM[ ST 22qwiskwUpY) G661 UT UOLIIU 9GIATY 03 PAIUNOWE SSO] A}

Jo dreys 1] JJo UL Apuanbosqns Suroq uorIu ¢ TIARY JO 9Yels Aamba s puny

oty ur unnsar ‘ssof e e Sunerodo sea 3T UM UIAD ‘SURO] UT UOI[[IW ()0QIATY
uer a1ow (Jsuen [re1 3y vonertodsuen dqnd) 1T VIS 2488 IJq e

IATAVLS

(T00T W 9T 2usqwistwupy) WO (00 TINY

J9A0 JO SSO[ & PAIDINS A[eNIUIAD ()T ZINY 2 96 TIAY U9oM19q SULIDAOY Sem dIet[s

A UAYM 0" EIAY e $ITeYs WODIOP FWLLJO (Od1) Sutago srqnd fenrur o jo
uoniod orqnd paqudsqnsun UOIIW 9' T8 U3 WO UOTIW 69ZIAY Iu2ds IJT ‘T00T U e

(T00T 2T 8¢ rusywisivupy ) Sutpouisuy
QWL PYUI-ONIA ] JO WiIe U ‘SSUIP[OF] STUONEIIUNWWODII], JWI], O3

9,6 JO 1S2I21UT UE I UOI[IW ()()STATY JO Ueo[ wiIal-110ys e paroidde JJq ‘9661 UT e

Surroourduy suny,

(TO0T YPTeN LT #usquiskuupy) WO N JO SSOf [e303 € Py pur Uol[[Iq 0TI
YUeRQ © PaMO I SN0 U2AD UBO[ UOI[[TW ()STATY © elemIdg 2488 JJT ‘9661 U e

19931 elemiog
(1102

10q0IQ 87 rurywistywpy ) sdueIens JudWLIdA0S AQ padeq Jou uol[iq 'SSIAY
oM sueo] pasoadde JJH 0107 24042y jwiauasy wospnyy 01 SUIPIODY e

SUBRO] pue SJuduUISIAU] peq

(dad)
punyg 1uspIAoIJ
sodfoldwy  §

SYAVULIY

$9154340.47107 I]QUION

OI'TY 0N

(panunuod)



(panurguo9)

Auedwod pajear

31 01 JudWUIdAOS o) Aq pred [eap
2DUIJOP © IOJ SUOISSIUWOD ISNE]
1deNUod

s11 pue Auedwod paje[ar-adudjop
Pa10ouu0d-[[oM € parmboy

OTD UdPPLI-IQIP umowun
ue 01 ueo] 95nY € JO UOISIAOIJ

O'TO pa3sy] sty
UT SJU9at)SaAUL Ul Aduowr 107 .m_uﬁ_d

Sunopdop s1r 01 onp ‘YA T “Apoq
£30IN38IS IOIOUE O SURO] PIPIAOI]

uoneInsuod pIeoq
[T0J INOYIIM SILIOILLIN [RIIPIJ YL
10 dwoyds Suisnoy e punj 01 pas)

pasodoiad sem et 0810w
yueq-eSowr v 01 pasoddo sepp “yueq
pardouuod Ajeontjod e panmboy

(TT0T 2un( T Awpoy, wiskwjvpy 22.47) OT(OT UT PAYIEIT
SEA [RIP JU1 Joye PauSIsdl oy {[edp duLrewqns duadiodg Yl 10§ UOISSIUIOD

UOI[[TW ())STATY © PIAIIIT A[PISI[[e IeYIWLIDJ S UIPPILILWEY YO UIPO] o
(£00T udy £z turywistoppy) Tedp uonisIboe 20UJIP [RISIDAOIUOD & UT PIAJOAUT dTOM

YequiO §Y pue sSUIP[OF] peasnog ‘T T £4q paumo Apurof IeypwLdg £007 Ul e

eap suadiodg

(500 mdy g1 rusyuistujupy ) 1998519 s eiskeey uay 15eAU0d
UOI[[Iq € FZIAY S JOAI[IP 03 d[qRUN SEM 1T SE PIRAYDO(] [BABN-DSJ 1940 YOOI TV e

"PUg "UPS PreAYI0(T [EALN-OS

(FTOT 19QWDAON G 2242142 ) WIPPLI 1qIP pue sansst Adudredsuen
Aq panSeyd 1D € ‘[AJ ureUIqUId O3 UEO[ UOY[Iq OZINY PoproId 1dH e

I4d ueeuIqung

(10T Axenue( 171 Awpoy, viskvjwpy 22.47)
soIeys SUIP[OH 2JNIUdA [eqO[D) eP[d] JO dseydind JI9Y) WO UOI[IW G /AT

Jo ssof 1aded paurquiod e pa1dyns aaey JYAND PUE AJH ‘€ST0TJO SV e

(110T dun( o¢ wmwuiag) $00T

2durs Sunojdop uddq pey $9AI9S1 $11 St WOy UrO[ UOI[[Iq AR YOOI BPd] e
SIMUIA TeqO[D VA'THA PU® VA'THA

av>ﬁﬁuﬁomu.~&0h

soako1dud Jo preoq JJH 23 Sunnsuod J0u 211dsop ISISIUI SILIOILLIOT, [RIOPI]
£q payudwapdwr swoyds Sursnoy e puny 03 JJq WO udyel UOI[Iq S TN e

QuRYdS SUISNOF] SILIOILLIY, [BIIPI]
($10T 109010 1€ 4018

2¢/7,) 1981011 pasodoad oy uT I pue DU JOP U22M19q dfssni o[qrssod ¢(9%S9)
ASAN Pt (%S FT) TWIO (%TF) 1edeD gy Jo 18w pasodord paddeng e
(200 AeW 8¢ ruryussivjupy) (vosiodirey>
S UDYI SeA\ TOS SIY) PRI qIe], 03 SYUT[ Pey] UdIym Yueq g YSnog e

Jued 9HA

(IvID)
eINUIT, uereyFuy
Sunqe], eSequio

‘S



spuny si1 jo Juswageuew
S H.I'T £q Suriojruowr yeom sajesrpuy

PIAJOAUT SEA 1) TD) PR[[ONIU0I-T VI T
UE JI9UM UBIUSSIUISN( [LISIIAOIIUOD

e pue uenniod e Suajoaur
Teap pue] paredidwodn e smoyg

swa[qoid renueuy
pue uoneiudwddw YIm UIPPLI sea
Je) Auedwod e ur sareys paamboy

SIDIP[OS UBINIA 01 syudwied
Amaerd ur sfefop pasned A[pagaye

yorym Aduow Ty 1T om0 AT
AN T WO 1DBIIUOD B PIAIINY

(T00T Y2TRN QT 2et2ywisiujupy ) X9I0] UO ASUOW JUIUIISIAUT PIsN YITm Auedurod
JudwageurWw puny e YSnoIyl uolIu (O ZIAR Isowe Isof ey Sunqey, ‘00z Ul e
JudWRSeURIA punyg padInosing

(e10T Aenue( § fvpoy, wistwpwpy 7247 ) "UOIssassod ST UT JOU sem

drgsioumo ysnor puey Jo sae gz Ay 2rmboe 01 YeSopy ueay 01 uoriu 0¢ TN

Aed 01 papasdoid pearsnog “(seueyedsn ) [euorseN ueueyeldJ ueleSud g

JeSNJ PIY[Ed 21U [IILISII DUJ2p & do[assp 03 [eap uonezneatrd voru (O TINY
e papreame Apuaredde seam gDy QNN vatuepp JoSuepag e ‘yeerdoy eley o

(€10T Arenue(

Q Awpoy wiskvjupy 247 ) vorIuI (I 0§ ‘Auedwod siy ‘pyg ups yrssuedseisy
ur oYe1s 98 ue paamboe sSUIP[OH PeaIsnog 193e 213U IIBISII IUIP ¢ JO

JudWdo[PAdP Pa[Ie] PuE [P PUR] PaydI0q € 1940 (ATRIpIsqns peaisnog ) yeSoy
uemy Auedwod 107 pue yeerdoy eleyy isureSe amsae] e paddoap ueysoyre( yedaoq o
yiSSueoelsy pue yeSoy uemy

(STOT yoIey £ rurywistyyupy ) Sutuueld [euonerado Ul se J[om Se SULID] [eDUBUY

Ul 2In[re] B pasopisuod suoneiddo (§FY) WaIsAs JUIWIDIONUD dLjen) pajewoIne
a1 J0j d[qisuodsar ‘pyg ups sontadol Jei] ur aeIs y(G e paamboe Ty T e
(SHYV) WoIsAg JUWDIOJUF dHeWwoIny

(9107 Udy F ruzywiskwjvpy) s191pjos UeINIA J[qeuorsuad-uou 01 syudwied

Amaerd Aefop 01 TyI/T Pasned 1qap sy, "ST0Z Pquaidog ur uoruu 196N
BISAR[R]N [[PUPLIRE] BIIMIDJ UBUEBPRQIDJ PIMO A[parioddor qQINT e

(0T10T 2un( T rurywistyyupy ) 110dary 159 85 913 Jo Judwdo[aaapax
U1 UI JOIDBIUOD © St IAIIS 01 JINT YIIM [e9p € PIYdear TVIT ‘0T0C UL e
danWT

(HLT) el
Sunqe], eSequoy 9

SYAVULIY

$9154340.47107 I]QUION

OI'TY 0N

(poanunuod)



(panurguod)

suonerdo JypY puny
01 ASUoW PaIdA[UT JUIWUIIAOLD)

19foxd
PoABPRI-GAINT SIY3 UL pAIsoAul HIT

ooud

Y3y e 38 s30sse N T 24mboe o3
pasn Suroq [ /T 1240 Adrxue d1qng
HIT

01 Aqrendueuy AYsu A19A AeLojew
pue 28Ny sem UIAIS d9juURIRND)

Josse
POYNUI[-JUdWIUIIAOS [RISIIAOTIUOD
B U JUDWISIAUL UO SUINIAT 100

11ed s {17 U0 JudWISeURW [RDURUY
yeam A[renuaitod jo uonedipuy

(9107 YoIe S£T Awpor, viskujupy 2347 ) s1gauaq pue uotsuad 19400 03

A[paSae QuawuIoA0Sg Y3 WOy spuny [eUOnIppe UOI[[Iq 7 CINY PAUIeIqo JYA e
uonisodwo) preog jo afuey) pue Jurpung

(ST0T A2 TT 47207 ung aqT,)
SpuOq dIWe[S] BISAL[E]A Jepueq JO YIOM UOI[IW §'(0ZGIAY IYSnoq HIT e
(32[01g JAWT) ershe[ey Jepueq

plos Jou sem pue] oy, ((STOT AN 61 tueywisivjvpy)  puiw jo a3ead srqnd

o3 2AI8 01 plosar A[21eIpawI 2q pinom W [ woly paseydand 11 puef oy,

1e) padunouue uosiadiareyd sir “redy oriqnd [[onb o, (107 AN 0T 720 fvjvpy)

G107 Tudy 01 Arenue( woiy aZeraae AJqauow UOTIU LAY 213 01 paredwod

‘uorrur OFINY 03 doxp 01 gT(7 AeJy 10j H.I/T ut pasisodop junowre oferoae

U3 pasned smau SIYT, “(ST0T Ao § ruwaty 0415y7) 3sd 7' F /I I JUDWUIIAOS

o3 woy 31 parmboe pey yoym ‘z107 U QT Aq pred soud peuiSuo

oy sowm ¢ “(jsd 006 SN VO §Z ST 10 1930 oy pue “(jsd 098 TINY)
UoI[[IW FGTIATY 10J duo ‘oFueydxy yezey uny, 1e s1o[d puej om1 paseyoind 1T e
(393f0ag GQINT) 2Sueysxy Yezey uny,
(9T0T AM( % 24P 24I.) AHHLT, 03 UOI[IW 8ZTFS() JO danuerens
21e10d10D ® 9101M A[PaSofe H /T *ss0 980y parayns ‘GHH.T, ‘Arerpisqns s, [ 1T
(THHL) Sutouiduy AaeoH HI,

(9107 Areniqag 9T «w1§ a¢,) uoriq ¢ TINY Jo 2o1d aseydind

© I “PIISI] SBAL IT 9DUIS SIBIA INOJ I9AO UOI[[IW 9" ZJATY JO WOdUL UL PIPJIIL
A[uo sareys s, [L1/ ‘SOINIUIA [eqO[D) BP[I] Ul IOP[OYIY LIS ISISIL[-PIIYI I SY o
SIMIUWIA TeqO[D VA'THA

(910T Areniqa 11 722 Kvjwy)

A[orRTpoTIuT SSUTALS J19U1 MEIPYIIM 01 2I9M A1) JT s10InqLIUod e Aed 01 Aouowr

ySnous aaey Jou pinom ifepy Sunqey, nsar e sy “Mlef] Sunqey, 01 19139] eIeSoN

yuegq e uo paseq (UOIIQ 6T SIAY 1Y 03 Pa1dadxo sem G1(Z JO pUd 1e IdYIp
QAIISIT S F{/T) 2ALNESIU I UT 2IIM SIAIISII [edueuy s, (1] pauwrep uonisoddO e
SIAXISIY dADeSIN

(avm)
(ueyuepeqradi(q)
URRIRSIOJ

Suepp uenduamyy



/uotsn[i-guisnoy-jdo-a3 /us /Aur wod 19ypo1oyrmma / /:sdny,

AT
UIPPLI-[EPUEIS UT AJIABIY PIISIAUT

anfea
U3y e 3e s19sse GV [ IySnog

JANWT
01 PaYUI] )T B 01 UBO[ B JABD)

uonsmboe 19sse [ersIaronu0))

SIINIUIA [eQO[D) TP DD P
S UT STUDWISIAUT UT ASUOW IS0

SVIN “O'TD Supfew-ssof
woJj spuoq 21erodiod Jysnog

SWLIY Pa122uuod-[[om Sur8snns
JO INO[IRq © 03 90P $ISSO']

(STOT A2 61 4238 741)
ST0OT Y2TBN JO ST SILIRIpIsqns sit pue N T U VO[] § TINY P3SoAUl JVMY o
danWT
(ST0T AeW 1T 2rzqisiwjupy) 1509
SIT URTJ) 2IOW SIWN ()¢ e FURYIXF Yezey ung, ur pue jo 2321d e 3ySnoq Jym e
(393f0ag GQNT) 2Sueysxy Yezey uny,
(STOT YT ST 120 Mujupy)
1T0T Ul VA WO [BUONRUINUT O)YS 03 Ueo[ UoI[[iq FIAY ¢ pasoidde qifeN e
U] JO 03 paiidjsuen) Arerpisqns N o
‘PUY "UPS [euonEUIIUT YS
(9107 1M1dy
Q1 41§ 2] ) SSUILLIRD GT()Z SI AWM 77 Sea UONLINN 9] JO anfea parmboy e
uonsmboy ‘pyq "upg UONLINN g4
(e107 Arenue(
11 Swpor, viskugupy 2247 ) saIeys SUIP[OH 2INIUdA [eqO[D) BP[d Jo dseydind 1oyl
woxy uoIfIu ¢/ZJARY Jo ssof 1aded paurquiod e parayns YA Pue Add ‘STOC UL o
SIIMIULA TEqO[D VA'THA
(T10T 2un( 91 Lwpoy, vistwjupy 7241 ) MO[Eq
© PaI1opIsuod ‘10 ur SYW Surwograd-1ood woay spuoq ymyns 1ysSnoq JYAm> e
(T00T Arenue( g suzywistuyupy) UG HMEN YSNOI fuuey
urpnle], £q pauMmo sareys YA JO YII0M UOI[Iq §' TIAY 2YSnoq JVA ‘T00T UL e
SOUIITY eISAeTeA
(721 F007 uepoy) 28un(d 2oud dreys e 1035e ‘vorIu ()T SIAY JO ssof 1aded e101
© paImdul SO aog Auedwod oy ur oyels 4z /T € Ureiqo ol uol[iq 88 TIATY JO
OdI s.woD10p FINII JO %9/ Suidinqg pue eireqeue( P dn Surureal 4q wopiop
HWLI put SULIIUIBUL JWILT, S Pees WIeH N0 PI[req JJH PUt JVA ‘T00T UT o
Surourduy suny,

SYAVULIY

$9154340.47107 I]QUION

OI'TY 0N

(ponunuod)


https://www.therocket.com.my/en/the-epf-housing-illusion/

N

10.
11.
12.

13.

NOTES 87

NOTES

. Although the Malay Reservation Act of 1913 and the Land Enforcement

Act of 1917 were enforced to protect Malay peasant land from being taken
over by non-Malays, the implementation of this legislation led to the ghet-
toization of Malay peasants in these “reserves” (Hing 1983).

. RIDA had been registering heavy financial losses due to bad planning, the

poor capacity of its staft to implement the objectives of this agency and
political interference. Its name was changed to MARA to give RIDA “a
new face, a new set-up and a new life” (Gale 1981: 44-56).

. UDA was corporatized as UDA Holdings Sdn Bhd in 1996 and listed in

1999. Khazanah acquired 50% of UDA Holdings’ equity in 2004 from
MoF Inc. and took it private in 2007. In 2009, Khazanah returned UDA
Holdings to MoF Inc.

. These features of MoF Inc. were highlighted in 2011 during a legal suit by

former Pos Malaysia Bhd chairman Adam Kadir against the Minister of
Finance and the government (see The Star 30 April 2011).

. MoF Inc. acquired a 23.6% stake in KUB from Danaharta. The single larg-

est sharcholder in KUB then was Hassan Harun, its executive chairman,
who owned 28% of its equity (Business Times (S) 28 March 2005). Wong
(2011: 416—418) disclosed that KUB was mired in “poor management”
and debt following the 1997 crisis, but it was saved by its huge 30% stake
in Sime Bank. This bank, also mired in debt, was saved following a takeover
and it was renamed RHB Bank. KUB’s stake in RHB Bank fell to about
15% when the bank’s equity was sold to improve the cooperative’s ailing
financial standing (Wong 2011: 416). See Chap. 3 for a history of RHB
Bank.

. This scheme was, however, only for civil servants serving in the Federated

Malay States, then constituting just four of the 11 states in the Malayan
peninsula.

. The scheme was revised through the Pensions Act 1980.
. The trust fund that was created to assist, but not administer, public pen-

sion that was situated under the Accountant General.

. Since the life expectancy of Malaysians was increasing and the govern-

ment’s pension commitments were expected to grow, the retirement age of
civil servants was increased in 2001 from 55 to 56, before increasing fur-
ther to 58 in 2008. In 2012, the retirement age was increased to 60 (Tolos
et al. 2014; Pensions Act; Minimum Retirement Age Act).

KWAP Annual Report 2013.

KWAP Annual Report 2013.

About half of KWAP’s investments are in fixed income, roughly a quarter
in domestic equities, while around 6% are in international equities and
assets (The Star 28 May 2016).

Prior to this, there was a pension-like scheme for workers in only certain
sectors of the economy, such as mining and plantations (Mohamed 1995).



88

14.
15.

16.

17.

18.

19.

20.
21.

22.

HISTORY OF GLICS

EPF Annual Report 2013.

EPF tied up with Taliworks Bhd to acquire stakes in the Cheras-Kajang
Highway and the New North Klang Straits Bypass, as well as a waste man-
agement company, SWM Environment Holdings which has a 21-year con-
cession to provide solid waste collection services and public cleansing
management in three states, Negeri Sembilan, Malacca and Johor.

EPF’s first venture with the Goodman Group, a Sydney-based commercial
property company, was in 2012. EPF created this joint-venture to partici-
pate in the development of industrial properties in Australia run by
Goodman. In 2013, EPF, along with Goodman, made a foray into the
German market. Meanwhile, Goodman was hoping that its ties with EPF
would allow it to secure access to projects in the Klang valley, where Kuala
Lumpur is situated, and in the rapidly developing Iskandar region in Johor
(The Australion 17 February 2015).

In 2015, an amendment to the act required all officers to contribute to
LTAT as well (LTAT Annual Report 2015).

Pharmaniaga, initially an investment holding company, became a health-
based enterprise after acquiring several pharmaceutical firms in 1998. Its prin-
cipal activities are manufacturing generic pharmaceuticals, supplying medical
products and services and equipping hospitals. Since 1998, Pharmaniaga has
enjoyed government concessions such as a 15-year contract to supply medical
drugs to government hospitals and clinics. In 2009, the government awarded
Pharmaniaga a similar ten-year contract. Boustead acquired Pharmaniaga
from UEM Group in 2010 ( Pharmaniaga Annual Report 2016).

LTAT owns three specific corporations that serve the needs of its members.
Perbadanan Perwira Niaga Malaysia (Pernama), established in 1983, oper-
ates a network of retail stores in army camps nationwide. Some of Pernama’s
products have a duty-free price. Perbadanan Perwira Harta Malaysia
(PPHM), established in 1984, acts on behalf of LTAT in the acquisition,
possession, rental, development and sale of property. Perbadanan Hal
Ehwal Bekas Angkatan Tentera (Perhebat), established in 1994, offers
retired and retiring armed personnel training and retraining programmes,
to prepare them for a second career. This information was obtained from
LTAT’s 2013 Annual Report.

LTH Annual Report 2013.

LTH’s investments abroad include TH Trust Australia, LTH Property
Holdings Ltd., TH Alam Holdings Inc. and LTH Property Investment Inc.
Syed Anwar, in Nor Mohamed (2016: 56-61), recounts these events when
he was incorporated into LTH by the government to revamp the fund.
Syed Anwar himself states that the establishment of this panel was a
“fundamental doctrine that I hope is still very much in effect today”
(quoted in Nor Mohamed 2016: 60).
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While EPF and KWAP are under the jurisdiction of the Minister of Finance,
LTAT and LTH report to the Minister of Defence and Islamic Affairs
respectively. However, LTAT and LTH require approval from the Minister
of Finance for specific investment decisions. The ownership and control
patterns of these institutions through the Ministry of Finance are dealt
with in depth in the next two chapters.

The source of this information was PUNB’s website. See also Nor Mohamed
(2016: 179-184), where Mohd Nasir Ahmad, who was appointed the
CEO of PUNB in 2001, provides an account of its activities.

Partly for this reason, Pernas encountered a serious crisis in 1995 and had
to be bailed out by PNB.

From January 1991, the price of these units was left to the market. ASN
shareholders had to bear the risks of transacting their shares at market prices,
although there was little possibility of much depreciation in the unit price
since ASNB and PNB had interests in Malaysia’s most lucrative corporate
stock. However, since ASNB’s assets primarily comprised quoted compa-
nies, the fate of the local bourse as a whole affected the value of ASN units.
Permodalan Nasional Berbad Corporate Profile, 2012.

This figure included shares owned by Bumiputera individuals as trust-
based government agencies were then responsible for acquiring corporate
assets on behalf of this community, as stipulated under the NED.

Among Mahathir’s authored books, apart from The Malay Dilemma that
was once banned by the government, are Guidelines for Small-scale
Bumiputera Businessmen. On becoming Prime Minister, the businessman
in him promised to end waste and inefficiency in government. His first
slogan was “Clean, Efficient, Trustworthy”.

Kumpulan FIMA, a food processing enterprise, was incorporated in 1972
and substantially owned by MoF Inc. Mahathir, then a senator, was
appointed a director of this GLC and its subsidiaries Malaysian Can
Company and Ayam FIMA. Mahathir remained a director of Kumpulan
FIMA until his appointment as Prime Minister (Gomez 1990: 32-33).

In 1991, the government introduced a privatization master plan.
Jesudason (1989), Gomez (1990, 1994, 1999), Gomez and Jomo (1997),
Searle (1999), Sloane (1999) and Wain (2009) review the rise of well-
connected companies during Mahathir’s long tenure.

Chapter 3 provides a historical review of ownership of the financial sector.
For a discussion on the role of the government, through GLCs, to fill in what
was seen as entrepreneurial gaps in the economy, see Shirley and Nellis (1991).
In the production of the national car, the government deliberately bypassed
domestic Chinese expertise in car assembly and sales. In HICOM’s tie-up
with Mitsubishi to produce these cars, the Japanese held a controlling
interest. Mitsubishi channelled outdated technology into the Malaysian car
project (Leutert and Sudhoft 1999).
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Gomez (1999) provides a comprehensive assessment of the NEP’s impact
on Chinese businesses. His case studies of Chinese enterprises reveal the
different methods used by their owners to develop their firms during the
NEP’s implementation.

In 1998, Mahathir authorized the release of a list of the recipients of priva-
tized concessions. See: http://wwl.utusan.com.my/utusan/info.asp?y=1
998&dt=0621&sec=Umno&pg=um_02.htm. Some of these businessmen
are in this list. For a case study of companies owned by Francis Yeoh,
Vincent Tan, Ting Pek Khiing and Ananda Krishan, see Gomez and Jomo
(1997) and Gomez (1999).

See Gomez (1999: 114-115) for an account of the controversy surround-
ing the privatization of Sports Toto.

Magnum Corp, then owned by the Lim family, had been incorporated in
1966 as Empat Nombor Ekor Bhd. As Table 2.2 indicates, by 1971 it had
emerged as a large enterprise.

Mabhathir was responsible for reconstituting another GLIC during his
tenure—KWAPD in 1991, two years before Khazanah was established.

To be precise, MoF Inc. owns all but one share in Khazanah. The remain-
ing share is owned by the Federal Lands Commissioner.

The South-South Cooperation programme was an attempt by Mahathir to
encourage developing economies in Asia, Africa and Latin America to work
together far more closely to reduce their dependence on industrialized
countries of the West for investments and trade to ensure economic growth
(Ahmad Faiz 2005).

This project to manufacture and distribute car-related products in Beijing
comprised Japan’s Mitsubishi Corp as well as three Chinese state-owned
enterprises, the China North Industrial Group, China Aerospace Corp and
Aviation Industries of China (The Straits Times 10 June 1994).

Mohamad Sheriff, an economist by training, had been in public service for
31 years (Business Times (S) 21 June 1994).

A comparison of the top companies in 1997, in Table 2.3, and in 2001, in
Table 2.4, provides a clear indication of the fall of businessmen who had
emerged rapidly as corporate captains during the 1990s.

By 2012, Proton was under the control of Khazanah which sold its stake in
the car-maker to the well-connected Syed Mokhtar Al-Bukhary (The Star
12 January 2012).

Sime Bank was originally known as United Malayan Banking Corporation
(UMBC), an enterprise created by Chang Ming Thien in 1960. See
Chap. 3 for a brief history of this bank.

This issue of the decline of Chinese enterprises is dealt with in Chap. 4 of
this volume.

For a review of the early history of Chinese-owned banks, as well as Public
Bank, see Gomez (1999: 75-83).


http://ww1.utusan.com.my/utusan/info.asp?y=1998&dt=0621&sec=Umno&pg=um_02.htm.
http://ww1.utusan.com.my/utusan/info.asp?y=1998&dt=0621&sec=Umno&pg=um_02.htm.
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For a case study of T. Ananda Krishnan’s corporate ventures, see Gomez
and Jomo (1997: 159-165).

When Anwar’s allies accused Mahathir of corruption, collusion and nepo-
tism, Mahathir released a list of privatized projects awarded by the govern-
ment. UMNO members in this list included Anwar’s relatives and close
allies. Interestingly, too, GLICs were recipients of privatized rents,
including MoF Inc., PNB, LTAT, EPF and LTH. This list of the beneficia-
ries of privatized projects is available at: http://wwl.utusan.com.my/
utusan/info.asp?y=1998&dt=0621&sec=Umno&pg=um_02.htm

Anwar would argue that Realmild was a company acting in trust for
UMNO and thus ultimately controlled by Mahathir (see Business Times (S)
30 November 1998). Anwar has consistently maintained this view when
queried about his links with Realmild and MRCB.

For details about the management buyout of NSTP and the emergence of
the MRCB group, see Gomez and Jomo (1997: 68-69).

Further details about this transfer of control of MRCB and NSTP to the
GLIC:s are provided in Chap. 3.

For the reasons behind Daim’s removal as Finance Minister, sec Gomez
(2001): in the Far Eastern Economic Review article entitled “Why Mahathir
Axed Daim”.

Both Abdullah’s father and paternal grandfather, Ahmad and Abdullah
Fahim, had held the office of mufti of Penang (Wong 2016).

The government defines a small company as one with a sales turnover of
between RM250,000 and RM10 million or between five and 50 full-time
employees. A medium-scale company is one with a sales turnover of
RM10-RM25 million or between 51 and 150 full-time employees. The
2005 census of the corporate sector revealed that SMEs constituted about
99.2% of all business establishments. SMEs then employed 5.6 million
workers and contributed about 32% of real GDP.

SME Bank was the outcome of the merger of two financial-based develop-
ment institutions, Bank Pembangunan and Bank Industri & Teknologi. See
Chap. 3 for a discussion on SME Bank.

The government had established SMIDEC in 1996 to encourage
Bumiputera involvement in the industrial sector.

See Chap. 4 for an in-depth discussion on the GLC reforms introduced by
Nor Mohamed Yakcop.

Khazanah, whose mandate involved nurturing and guiding the GLCs, was
deeply involved in preparing the GLC Transformation Programme and
introducing changes in the management of these enterprises (Kbazanah
Annual Report 2013).

BinaFikir was credited with the successful restructuring of Malaysia Airlines
after it introduced and implemented in 2002 what it called the Widespread
Asset Unbundling (WAU) scheme (Wong 2011: 432-434).


http://ww1.utusan.com.my/utusan/info.asp?y=1998&dt=0621&sec=Umno&pg=um_02.htm
http://ww1.utusan.com.my/utusan/info.asp?y=1998&dt=0621&sec=Umno&pg=um_02.htm
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The G20 now comprises 17 GLCs, an outcome of mergers among the
plantations based enterprises. As of June 2015, the G20 were Affin
Holdings, BIMB Holdings, Boustead, CIMB, MAS, Malayan Banking,
MBSB, MRCB, Sime Darby, Telekom Malaysia, Tenaga Nasional, UEM,
CCM, Malaysia Airports, TH Plantations, UMW and Axiata.

See Chap. 3 for a history of these quoted firms.

See the GLC Transformation Programme Graduation Report for details
about these foreign investments by the GLICs and GLCs.

Amanah Raya was formerly the Department of Public Trustee and Official
Administrator. It went through a corporatization exercise in 1995. It is
now a wholly owned government company, with shares held by MoF Inc.
More details about this company is provided in Chap. 3.

Some notable CEO appointments during the first two years after this pro-
gramme was introduced were Sabri Ahmad (Golden Hope), Abdul Wahab
Maskan (Guthrie), Ahmad Zubir Murshid (Sime Darby), Wahid Omar
(Telekom), Che Khalib Noh (Tenaga), Ahmad Pardas Senin (UEM), Idris
Jala (MAS), Syed Zainal Abidin (Proton) and Nazir Razak (CIMB). See
Chap. 4 for details about the appointment of these professionals as mem-
bers of the management teams of the GLICs and GLCs.

There were, however, serious allegations of cronyism and patronage involv-
ing his family members. Abdullah’s son, Kamaluddin, had an interest in
Scomi Group, a public-listed global service provider in the oil and gas
industry that had been privy to government rents. His son-in-law, Khairy
Jamaluddin, at a young age, became a sharcholder of a quoted investment
firm, ECM Libra, with equity holdings amounting to millions of ringgit.
Abdullah’s brother, Ibrahim, owned a food-based enterprise that had
secured a lucrative contract from Malaysia Airlines. For a discussion about
these controversies from Abdullah’s perspective, see Wong (2016).

See the Tenth Malaysia Plan (Chart 2.2): 38.

Idris had served Shell for 21 years before being identified by the government
in 2005 to serve as the CEO of the ailing national airline, MAS. Within
two years, he turned this loss-making enterprise into a profitable venture. In
2009, Idris was appointed as a senator and given ministerial status when he was
asked to lead Pemandu. Under Idris’ leadership, Pemandu was, within half a
decade, listed in 2014 as one of the top 20 government innovation teams in
the world (The Star 2 July 2014). Idris himself was listed by Bloomberg as one
of the top 50 policy-makers in the world (see The Star9 September 2014 ). For
an insightful assessment of Pemandu activities, see Barber (2016).

Perkasa was one Malay group that was particularly vocal that the govern-
ment reconsider its intent to cease the policy of affirmative action. Mahathir
was the patron of Perkasa, an organization led by a politician who had once
been a UMNO member.

Hassan Marican’s departure from Petronas was linked to his reluctance to
appoint Najib’s political aide, Omar Mustapha, as a member of the oil
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corporation’s board of directors. Petronas, though a statutory body under
the Petroleum Development Act (PDA), was also incorporated as a com-
pany in 1974, giving this GLC a dual identity. Petronas’ other unique
feature as a GLC is that it falls directly under the control of the Prime
Minister, although the company is owned by MoF Inc., which is under the
jurisdiction of the Minister of Finance. See Lopez (2012) for a detailed
account of Petronas’ history and the controversy involving Hassan
Marican’s departure from this company.

These mega-million ringgit scandals involved the Port Klang Free Zone
(PKFZ) and National Feedlot Corporation (NFC), enterprises in which
the government had a majority stake. The NFC scandal centred around the
husband of UMNO’s women’s wing chief” Shahrizat Jalil. His company
had allegedly received a RM250 million contract from the Ministry of
Agriculture to breed cattle even though it did not have any experience in
this industry. See Vighneswaran and Gomez (2014) for an account of this
scandal. The PKFZ controversy involved the award of a contract, without
an open tender, to a well-connected company to design, construct and
finance a trade zone in Port Klang, in the state of Selangor. The RM2.5 bil-
lion PKFZ scandal involved senior leadership of UMNQO?’s leading partner
in the BN, the Malaysian Chinese Association (MCA), and Sarawakian
businessman-turned-politician Tiong King Sing. Lee and Lee (2012) pro-
vide an in-depth analysis of the PKFZ scandal.

George Kent Bhd, a firm owned by Najib’s ally Tan Kay Hock, was awarded
the RM1 billion Ampang Line LRT extension project (Focus 18 May
2013). Syed Mokhtar Al-Bukhary had received privatized projects such as
Penang Port and Proton Holdings. Syed Mokhtar has interests in numer-
ous other sectors including gas distribution, rice and sugar trade, power
production, water treatment, banking and education. Najib’s closest ally,
Jho Low, is associated with the controversial IMDB, a GLC under the
Prime Minister’s direct control (Focus 4 May 2013).

For an in-depth assessment of affirmative action through the NED, see
Gomez and Saravanamuttu (2013).

For details on these joint-ventures, see Gomez et al. 2016b.

See Chap. 1 for further details about the Bandar Malaysia project.

Lim was ranked by Forbes in 2015 as Malaysia’s 27th richest person with
assets worth US$650 million (Forbes Asin 24 February 2016). He has an
interest in four public-listed companies: Iskandar Waterfront City, Ekovest,
Knusford and PLS Plantations. Ekovest’s shareholders include Haris Onn
Hussein, the brother of the Minister of Defence, Hishammuddin Hussein.
The son of the Sultan of Johor, Tunku Ismail Sultan Ibrahim, is the chair-
man of Knusford whose Managing Director is Ahmad Zaki Zahid, once
closely associated with Prime Minister Abdullah.

See Mahathir’s speech entitled “The New Malay Dilemma”, delivered at
the Harvard Club of Malaysia dinner on 27 July 2002.



CHAPTER 3

GLICs and Corporate Ownership

GLICs As BusiNess GROUPS

Business groups, where much of the country’s equity-based wealth has been
concentrated, have long been a part of corporate Malaysia.! In the colo-
nial and immediate post-colonial periods, foreign firms, particularly those
owned by the UK, which dominated the economy, adopted this ownership
mechanism. Malaysia’s largest Chinese-owned enterprises have similarly
held corporate equity through well-interlocked companies within business
groups (Gomez 1999).2 A feature of business groups is their extremely
diversified pattern of growth, a common corporate strategy since the colo-
nial period. Chinese immigrants ventured into any field of business that
held the prospect of high returns. Businesspeople from other ethnic groups
and the GLCs replicated this pattern of enterprise development well into
the 2010s, as business groups and their pyramid-like ownership structure
can function as a major control device of the firms they own.?

The complex ownership network map of the GLICs is outlined in
Fig. 3.1. This map illustrates the corporate ownership links of the GLICs,
highlighting their sharcholdings of the 35 GLCs among Bursa Malaysia’s
top 100 firms.* MoF Inc., at the apex of this corporate structure, is the key
enterprise in control of the firms linked to the government. MoF Inc. has
majority ownership of the government’s leading company-based GLICs,
Khazanah and PNB, as well as Petronas, an important corporate player
given its dominant presence in the oil and gas sector, and Amanah Raya
Bhd, a major trustee company.

© Institute for Democracy and Economic Aftairs (IDEAS) 2018 95
E.T. Gomez et al., Minister of Finance Incorporated,
DOI 10.1007,/978-981-10-4897-5_3
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Khazanah has a number of interesting features. Firstly, it has majority
ownership of GLCs situated in the utilities, services, banking and property
development sectors. Secondly, Khazanah has ownership of all the utilities,
Tenaga, Axiata and Telekom, and both transportation companies, MAS
and MAHB. Thirdly, Khazanah owns the largest number of companies in
which MoF Inc. has a golden share, and four are from these two sectors.

MoF Inc. has just one share in PNB, which functions as a golden share.
PNB is the majority shareholder of the greatest number of GLCs, held
primarily through ASNB and this unit trust agency’s various shareholding
schemes. PNB owns a majority interest in the largest enterprises, in terms
of market capitalization, in core sectors—the financial sector (Malayan
Banking), plantations (Sime Darby) and property development and con-
struction (Gamuda). In the oil and gas sector, it has a majority interest in
the UMW group.® Importantly, too, PNB’s interests in companies in the
property development and construction sector are through the takeover
of these enterprises, such as SP Setia.b

EPF, LTAT, LTH and KWAP, the savings-based GLICs, have a con-
trolling stake in fewer companies than Khazanah and PNB. EPF has a
majority interest in two financial institutions, RHB Capital and MBSB,
as well as Media Prima which controls major print, television and radio
media outlets.” LTAT owns two quoted GLCs, one in the plantations sec-
tor, the well-diversified Boustead, which has an interest in Affin Holdings,
the majority stakeholder of Affin Bank. LTH owns one company in the
finance sector, BIMB, which in turn owns Bank Islam. KWAP does not
have a controlling stake in any of the 35 GLCs, although it has a direct
interest in all but seven of these companies. In only 11 of these GLCs does
KWAP hold more than 5% of the equity.

Figure 3.1 further reveals that the GLICs use obscure private companies
to hold substantial shareholdings of important GLCs, such as the media
giant Media Prima, through Amanah Raya’s wholly owned Gabungan
Kesturi Sdn Bhd. Other unlisted companies have an interest in GLCs.
For example, Khazanah’s wholly owned UEM Group and Pulau Memutik
Ventures Sdn Bhd have shares in UEM Sunrise and IHH Healthcare
respectively. MoF Inc.’s wholly owned Petronas has ownership of KLCC
Holdings Sdn Bhd, a substantial shareholder of KLCCP Holdings. Felda
Global Ventures Holdings’ (FGV) wholly owned Felda Global Ventures
Sugar Sdn Bhd has shares in MSM Malaysia Holdings.® There are private
companies, owned by individuals, which have an interest in quoted GLCs,
for example, Generasi Setia (M) Sdn Bhd.?
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Among these privately held companies is Amanah Raya, established
in 1921 as the Department of Public Trustee and Official Administrator
to provide trust, legacy management and will services. Its name change
occurred after it was corporatized. Amanah Raya is 99.99% owned by MoF
Inc., while the remaining equity is owned by the Federal Commissioner
of Lands. The Chairman of Amanah Raya is Sabbaruddin Chik, a former
UMNO leader who has served as a federal minister.!® Amanah Raya has
eight subsidiaries which focus on three areas: capital markets, property
management and trust management (Business Times (S) 1 February 2000).

Investment holding companies owned by state governments in the
Malaysian federation figure as substantial shareholders of leading pub-
licly listed GLCs. For example, the State Financial Secretary of Sarawak,
Johor Corp and Kerajaan Negeri Pahang are shareholders of Bintulu Port
Holdings, KPJ Healthcare and FGV respectively. Two state-level GLICs
have ownership of companies in the top 100: Johor Corp and the State
Financial Secretary of Sarawak. Johor Corp owns a plantations enterprise,
Kulim, and the healthcare services-based KP] Healthcare. Johor Corp’s
ownership of Kulim was a result of a takeover, while KPJ Healthcare
was incorporated and developed by this state-level holding company.
The Sarawak state government owns a services-based company, Bintulu
Port Holdings, which has three major subsidiaries. It also owns shares in
Petronas Dagangan, MAHB and MISC. Other state-level governments
have an equity interest in these 35 companies, though not substantially.
Penang state has shares in Petronas Dagangan and MAHB; Sabah in IJM
Plantations, MAS, FGV and MAHB; Pahang in FGV, MAHB and MISC;
and Kedah in Petronas Dagangan.

Interestingly, as in the case of the property development and con-
struction firms, many GLCs listed in Fig. 3.1 were established by private
individuals. Among Malaysia’s largest financial institutions owned by the
GLICs, most of them were not incorporated by the government, except
for CIMB—though even this statement has to be qualified.!! CIMB’s
roots can be traced to a Sarawak-based family-owned bank, the Bian
Chiang Bank, renamed Bank of Commerce when it was acquired in 1979
by UMNO?’s holding company, Fleet Holdings Sdn Bhd (Gomez 1990:
54-55). This bank was later merged with Bank Bumiputra, leading to
the emergence of the CIMB Group. The shipping-based MISC, though
founded by the government in 1968, was developed by Robert Kuok,
Malaysia’s wealthiest entrepreneur (Gomez 1999: 40). When MAS and
Bank Bumiputra were incorporated by the government, Kuok served as
a director of these firms. Other publicly listed GLCs established by the
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government were the utilities companies and those in the oil and gas sec-
tor. KLCCP Holdings was developed by the government. FGV was estab-
lished by FELDA, a government statutory body, and KPJ Healthcare was
established by the Johor state government.

OwNERsHIP OF GLCs 1N Key EcoNnoMIC SECTORS

The economic sectors in which the seven GLICs collectively have a large
stake are banking, utilities, plantations, property development and con-
struction, and media. The corporate structures of publicly listed GLCs
indicate that different direct and indirect ownership methods have been
adopted by these GLICs. The corporate structures of the leading compa-
nies in each of these sectors focus only on drawing attention to the direct
and indirect ownership patterns of the GLICs and the quoted GLCs that
fall under their domain. These figures do not provide an in-depth view
on the corporate ownership patterns of the publicly listed GLCs, many of
which themselves function as major business groups.!?

Acquisitions in the Property Development and Construction Sector

Figures 3.2, 3.3, 3.4, 3.5, 3.6 and 3.7 outline the corporate structures of
the leading GLCs in in the property development and construction sector,
UEM Sunrise, Gamuda, SP Setia, the highly diversified IJM group and
the Petronas-linked KLCCP Holdings—all ultimately under the domain
of MoF Inc. While the corporate structures of the IJM group and KLCCP
Holdings are particularly complex in nature, those of UEM Sunrise,
Gamuda and SP Setia are not. IJM, Sunrise, Gamuda and SP Setia were
once Chinese-owned firms.

UEM Sunrise was the outcome of a merger in 2010 between two
major enterprises, UEM (of the UEM Group) and Sunrise, owned by
prominent businessman Tong Kooi Ong.!® Following this merger, UEM
Sunrise emerged as one of Malaysia’s leading property developers with
expertise in the area of township development as well as high-rise resi-
dential and commercial development projects. Tong, Danny Tan Chee
Sing and Allan Tam, the key players in Sunrise, are no longer listed as
directors of UEM Sunrise. UEM Group, a highly diversified enterprise,
has majority ownership of another quoted company, UEM Edgenta, for-
merly known as the Faber Group, and deeply involved in the hotel sector.
UEM and Faber Group were owned by UMNO during the 1980s and
1990s (Gomez 1990).
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Four GLICs have a direct and indirect interest in UEM Sunrise, although
Khazanah clearly has a majority interest in the company through UEM
Group (see Fig. 3.2). Khazanah wholly owns UEM Group, which in turn
has a massive 66.1% interest in UEM Sunrise. Two other GLICs, Tabung
Haji and EPF, have a combined 7.28% interest in UEM Sunrise.

Gamuda, established in 1967 by Koon Yew Yin and his partners, was
listed on the main board in 1992."* Gamuda was a subsidiary of Mudajaya,
a company acquired by publicly listed IGB Bhd to form IJM. Gamuda was
sold to Lin Yun Ling in 1975 (Free Malaysia Today 2 October 2015). By
2013, Gamuda was seen as the largest construction and engineering enter-
prise in Malaysia, with a market capitalization of RM11 billion. Gamuda
was responsible for the construction of three major expressways, the Shah
Alam Expressway, the SPRINT highway and the Lebuhraya Damansara
Puchong highway. Lin fell off Gamuda’s list of substantial shareholders in
2008. His equity interest in Gamuda in 2013 stood at 2.97%.'°

As in the case of UEM Sunrise, Gamuda is directly owned by three
GLICs and indirectly by MoF Inc. (see Fig. 3.3). These three GLICs, PNB
(11.7% through ASNB), EPF (5.64%) and KWAP (3.99%), collectively
own about 21.3% of Gamuda’s equity. There are no GLIC directors on
Gamuda’s board of directors. One director-cum-shareholder is Eleena Azlan
Shah, a member of the Perak royal house.!® Lin was on the board, as Group
Managing Director, in 2013. Gamuda has a 45% interest in Lingkaran Trans
Kota Holdings Bhd (LITRAK), a highway concessionaire publicly listed on
the main board and ranked 102 by market capitalization.
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Fig. 3.3 Ownership pattern of Gamuda group, 2013

The GLICs have not always sustained a substantial shareholding of
Gamuda’s equity. When quoted on the bourse in 1992, Eleena was
appointed to Gamuda’s board. Eleena emerged as Gamuda’s largest share-
holder in 1999 and remained so until 2004. In 2005, EPF acquired a larger
stake in the company. In 2008, PNB emerged as a substantial shareholder
in Gamuda, through ASNB, when Lin fell off the list.

SP Setia, developed by Liew Kee Sin and Voon Tin Yow in 1974, acquired
a sound reputation through well-managed domestic property development
projects (IThe Edge 8 April 2013). In 1990, Liew and Voon, both then in
their early 30s and colleagues at a property development company, ventured
into business by acquiring Syarikat Kemajuan Jerai Sdn Bhd, which owned
225 acres of land in Ampang, close to the city of Kuala Lumpur. In the
mid-1990s, when Syarikat Kemajuan Jerai was acquired by SP Setia through
a share swap basis, Liew and Voon became shareholders and directors of SP
Setia (Kinibiz 23 September 2014).

SP Setia went on to undertake projects in Vietnam, Singapore, Australia,
China and London. In 2011, PNB emerged as SP Setia’s largest shareholder
with a stakeholding of just under 33%. PNB then increased its sharehold-
ing, triggering a mandatory general offer that led eventually to SP Setia’s
takeover. However, within a year, EcoWorld Development Bhd appeared
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in the property development sector with former top executives of SP Setia
and Liew’s son on its board of directors (Kinibiz 23 September 2014).
Liew remained on the board following the PNB takeover, as President/
CEQO, with only a 2.76% interest in SP Setia. Liew sold his entire equity in
the company to PNB in 2014, relinquishing his ties with SP Setia to join
EcoWorld Development (The Star 22 March 2014).

PNB, along with its wholly owned ASNB, collectively has a mas-
sive 66.4% interest in SP Setia (see Fig. 3.4). Four other GLICs, KWAP
(6.58%), LTAT (0.28%), Tabung Haji (3.41%) and EPF (5.89%) have
equity interest in the company. Khazanah is the only GLIC that does not
have an interest in the SP Setia Group.

The IJM conglomerate was founded by Tan Chin Nam—also the founder
and owner of IGB—who attained a standing as one of Malaysia’s leading
property developers by the 1990s. IJM has an extremely complex interlock-
ing stock ownership pattern as this group has an interest in three publicly
listed companies, IJM Corp, IJM Land and IJM Plantations (sec Figs. 3.5
and 3.6). Yap Lim Sen initiated the idea of developing a strong construc-
tion arm in IGB by merging IGB Construction with two firms, Jurutama
Sdn Bhd and Mudajaya Sdn Bhd.'” Solidstate Sdn Bhd was the result of the
acquisition of Mudajaya and Jurutama by IGB, acquired via a share swap
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Fig. 3.4 Ownership pattern of SP Setia group, 2013
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in 1983.1% In 1984, it underwent a name change, to IJM Engineering and
Construction Sdn Bhd, and then to IJM Corporation Bhd in 1989.

IJM Corp has grown to be bigger than IGB, with the former’s market
capitalization more than double that of the latter in 2013. IJM Corp’s
operations run across Malaysia, China, Vietnam, Australia, Singapore and
London, with 240 companies under it. Though once under Chinese own-
ership, five GLICs—MoF Inc., PNB, EPF, LTH and KWAP—have col-
lectively secured a majority interest in companies in the IJM Corp group.
IJM Corp is one of two companies in which MoF Inc. has a direct stake,
although it owns just a minor interest of 0.61%. IJM Corp is a substantial
shareholder of IJM Land and IJM Plantations, with a 63.6% and 55.1%
stake respectively. There are no interlocking of sharcholdings and director-
ships between IJM Corp and IGB. This could be attributed to the shift in
ownership of IJM Corp.
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The Sabah state government has a 4.62% stake in IJM Plantations
through a private firm, Desa Plus Sdn Bhd. In 1985, IJM Plantations
entered a project to develop estates in Sabah. Since then, its land bank in
Sabah has increased, expanding to Indonesia. The company regards itself
as a “boutique” oil palm agribusiness in Sabah. IJM Plantations was listed
on the Bursa’s main board in July 2003.

IJM Land was established in 1989 and was formerly known as RB
Land Holdings Bhd. This company is the result of a merger between IJM
Properties and RB Land. Besides being one of the largest property devel-
opers in Malaysia, with projects in different parts of the country, it ven-
tured into property development in China.'” Although EPF and PNB are
among the largest equity shareholders of companies in the IJM group,
there are no GLIC directors on the board of directors of IJM Corp or its
subsidiaries. One of the key players in the IJM group, before the takeover
of these companies by GLICs, was Krishnan Tan Boon Seng; he remains
on the IJM Corp’s board of directors and still has an equity interest in the
company.

In the IJM Corp Group, the use of the pyramid structure is particu-
larly pronounced (see Fig. 3.6). This structure shows the companies under
the control of IJM Corp that are listed on the Bursa, though below the
top 100. Scomi Group is an associate of IJM Corp, ranked 249, and is a
substantial shareholder of two other listed GLCs that are ranked 115 and
500 respectively. IJM Corp has shares in Kumpulan Europlus Bhd,?° ranked
219, which in turn has a stake in Trinity Corporation Bhd,?! ranked 360.
These companies are involved in various sectors. Scomi Energy Services

IJM CORP
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KUMPULAN EUR;)PLUS SCbMI GROUP
30%04 §_5:6'2. ..'7"2:3_;?
TRINIﬁ CORP SCOMI ENERGY ;ERVICES SCOMIIENGINEERING

Fig. 3.6 IJM Corp—business group and pyramid structure
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Bhd is a service provider in the oil and gas, and coal industries, while
Scomi Engineering Bhd provides services in public transport solutions.

This review of the involvement of major GLCs in property develop-
ment and construction highlights one crucial issue: the growing presence
of the government in this sector. In spite of Najib’s call for the divestment
of GLCs through privatization soon after he became Prime Minister in
2009, during his administration the GLICs have been particularly focused
on infrastructure development, seen in the takeover of Sunrise. Other
Chinese-owned construction companies such as Gamuda and SP Setia
have come under PNB.

Four GLICs have an interest in KLCCP Holdings, which in turn owns
Suria KLCC, the owner of the mammoth Petronas Twin Towers in the heart
of Kuala Lumpur (see Fig. 3.7). MoF Inc. has a majority interest in KLCCP
Holdings through wholly owned Petronas, which has a direct and indirect
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Fig. 3.7 Ownership pattern of KLCCP holdings group, 2013
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share in this listed firm through KLCC Holdings Sdn Bhd, totalling 75.5%.
Despite MoF Inc.’s dominant shareholding of KLCCP, three other GLICs
have a stake in the company, albeit a nominal interest each. PNB appears as
the second largest GLIC shareholder, through ASNB, with a total 7.81%
interest. However, none of the directors is a GLIC director as well. One
director stands out on the KLCCP board, Augustus Ralph Marshall, a close
business associate of the extremely well-connected T. Ananda Krishnan.??

The Petronas Twin Towers was part of the development of the Multi-
media Super Corridor, a zone for information and multimedia technol-
ogy that stretched from the Kuala Lumpur International Airport to Kuala
Lumpur City Center. Then Prime Minister Mahathir Mohamad would
later claim that the twin towers symbolized the “advancement and zest
of a nation”.?® The idea of the Kuala Lumpur City Center and the towers
reputedly originated from Ananda Krishnan, who was closely associated
with Mahathir (BBC News 30 October 2003).

Capture of Financial Institutions

A brief history of the banking sector is instructive to understand the
implications of the significant equity ownership shifts that have occurred
among financial institutions in Malaysia. Besides the predominantly UK
banks, almost all banks incorporated in Malaya before Independence were
owned by the Chinese. Most Chinese banks were established about half a
century after UK banks had started operating. The first Malay bank, the
Malay National Banking Corporation, was incorporated in Kuala Lumpur
in 1947 but ceased operations in 1952 (Lim 1967: 233). Of the 26 banks
in Malaya in 1959, only six were locally incorporated.

Malayan Banking, currently Malaysia’s largest bank in terms of
assets, was established on 31 May 1960 by Khoo Teck Puat and pub-
licly listed on 17 January 1962.%* Malayan Banking expanded so rapidly
that within five years it had 109 branches, both domestically and abroad
(Gill 1985: 19). In 1966, however, a massive run on the bank wiped out
40% of its deposit base in just ten days (Yoshihara 1988: 204-205).%° In
1967, Bank Negara, the central bank, stepped in to restructure Malayan
Banking, bringing it under its direct control later that year. Majority own-
ership of Malayan Banking was later transferred to PNB, which still owns
almost 55% of the bank’s equity.

Bank Bumiputra (now part of the CIMB Group, Malaysia’s third-
largest bank) was incorporated in 1966 to serve as the flagship of Malay
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capital. Although Bank Bumiputra’s incorporation was viewed as an
attempt to break Chinese and foreign domination of the banking sector
(Snodgrass: 1980: 53), among the bank’s original directors who played
a key role in its development was the Malaysian magnate, Robert Kuok.
Another central figure in Bank Bumiputra’s management was Kuok’s
close ally Khoo Kay Peng, who went on to build MUI Bank (which
evolved into Hong Leong Bank after its takeover by Quek Leng Chan’s
Hong Leong group) (Gomez 1999: 34-35). By the early 1980s, Bank
Bumiputra was under the control of PNB, which divested its stake in the
bank to Petronas in 1984 following a major scandal, the BMF aftair.?
Following the 1997 currency crisis, Bank Bumiputra was again mired in
controversy as it was deeply burdened with hefty non-performing losses,
held primarily by well-connected businessmen. In 1998, Bank Bumiputra
declared a massive loss and required a capital injection of RM750 million
to stay afloat. The government also bought over the bank’s non-per-
forming loans (Gomez 2002: 102-103). Bank Bumiputra was eventually
merged with Bank of Commerce and became part of the CIMB group,
which then emerged as the country’s second-largest bank with RM65 bil-
lion in assets. At that point, the merged enterprise’s biggest shareholders
were MoF Inc. and Khazanah (Business Times (S) 9 February 1999).
United Malayan Banking Corporation (UMBC), now RHB Bank,
Malaysia’s third-largest bank was established by Chang Ming Thien in
1959. Following a run on the bank in 1976, he lost 30% of its equity to
government-owned Pernas. In 1981, Chang relinquished his remaining
majority stake in UMBC to Multi-Purpose Holdings Bhd (MPHB),
then the holding company of the Malaysian Chinese Association (MCA),
UMNO?s leading partner in the Barisan Nasional (BN) coalition. In 1984,
MPHB exchanged its interest in UMBC for a majority interest in the
Malaysian French Bank, owned by Daim Zainuddin, then the soon to be
appointed Minister of Finance. In 1986, Daim sold his stake in UMBC to
Pernas, allegedly at an inflated price, an incident that came to be known as
the “UMBC scandal” (Gomez 1990: 41-42). Pernas channelled owner-
ship of UMBC to Datuk Keramat Holdings Bhd, a publicly listed com-
pany ultimately controlled by Mohamed Noor Yusof, who had served
as Mahathir’s political secretary. UMBC was subsequently enmeshed in
numerous allegations of corruption and was sold in 1995 to a GLC, Sime
Darby, and renamed Sime Bank (Gomez and Jomo 1997: 59).27 After the
1997 crisis, when it was revealed that Sime Bank was laden with huge non-
performing loans, it was taken over by Rashid Hussain, a well-connected



108 3 GLICS AND CORPORATE OWNERSHIP

businessman who renamed it RHB Bank. Following a falling-out between
Rashid and Mahathir, ownership of the bank was shifted to family mem-
bers of the then Chief Minister of Sarawak, Taib Mahmud, who later
divested this equity to EPF who now is the bank’s majority shareholder.
This brief history of RHB Bank reflects the way ownership of a major bank
was passed between government bodies and well-connected businessmen,
usually at the expense of the former to benefit the latter, before coming
under the control of a financially well-endowed GLIC.

United Asian Bank Bhd (UAB), controlled by banks in India, came per-
ilously close to receivership in 1986, and Bank Negara stepped in, inject-
ing almost RM363 million to revive it. Bank Negara later made known its
intention to divest its 74% stake in UAB for cash if an acceptable bid was
made (Malaysian Business 1 October 1990). In September 1990, UAB
and the UMNO-linked Bank of Commerce (BCB), then the ninth-largest
bank, announced their merger through a share swap. Renong Bhd, then
under UMNO control through Halim Saad, a businessman closely asso-
ciated with party treasurer Daim, had a 64% stake in BCB through two
subsidiaries.”® The UAB-BCB merger made the new concern—the name
Bank of Commerce was retained—the fifth-largest bank in the country.
Bank of Commerce would subsequently evolve into CIMB, following its
merger with Bank Bumiputra, by then an enterprise persistently bailed out
by the government.

In 1999, eight of the top ten local banks, once primarily dominated
by Chinese and foreign interests, were brought under the control of
Bumiputera and government companies. The two exceptions were publicly
listed Public Bank, then the fourth-largest bank, and Southern Bank, the
tenth largest, both under Chinese control. This consolidation exercise
occurred when the government announced its desire to merge Malaysia’s 58
financial institutions into six anchor banks. The government’s justification
for this consolidation exercise was that far too many financial institutions
were serving a population of around 24 million. Under this consolidation
plan, banks owned by prominent Malays who were not closely associated
with then Minister of Finance Daim did not receive anchor bank status
even though their owners had much banking expertise and had developed
their enterprises with relatively little government assistance. In this exer-
cise, the most dynamic banks were brought under direct or indirect control
of the government and influential politicians, in particular Daim.?® Of the
six anchor bank groups, the Daim-linked Multi-Purpose Bank grouping
had the largest number of financial institutions,*® which would have given
the enlarged enterprise a significant national presence.? What is significant
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about this consolidation is the loss of Chinese-owned banks, many of
which were catering to SMEs.

The proposed consolidation exercise upset the Chinese, as the merger
of their most enterprising banks diminished their presence in this sector.
With a general election then impending, and since Mahathir was aware
that UMNO needed non-Malay, especially Chinese, support to secure a
strong presence in parliament, the number of anchor banks was increased
from six to ten and included several better-run and thriving institutions
(see Table 3.1). This decision reportedly sparked a rift between Mahathir
and Daim.??

Table 3.1 Consolidation in 1999—anchor banks and partners

Anchor bank Merger partners New owner

Malayan Banking Mayban Finance, Aseambankers Malaysia, Malaysian
PhileoAllied Bank, Pacific Bank, Sime Finance = government
Bank, Kewangan Bersatu

Bumiputra- Bumiputra-Commerce Finance, Commerce Malaysian

Commerce International Merchant Bankers government

RHB Bank RHB Sakura Merchant Bankers, Delta Finance, Rashid Hussain
Interfinance

Public Bank Public Finance, Hock Hua Bank, Advance Teh Hong Piow

Arab-Malaysian Bank

Finance, Sime Merchant Bankers
Wah Tat Bank, Hock Hua Bank, Inter Finance,
Advance Finance, Sime Merchant Bank

Azman Hashim

Hong Leong Bank  Hong Leong Finance, Wah Tat Bank, Credit ~ Quek Leng Chan
Corporation Malaysia

Perwira Affin Bank  Affin Finance, Perwira Affin Merchant Malaysian
Bankers, BSN Commercial Bank, BSN government

Multi-Purpose Bank

Finance, BSN Merchant Bank

International Bank Malaysia, Sabah Bank, MBf
Finance, Bolton Finance, Sabah Finance,
Bumiputra Merchant Bankers, Amanah
Merchant Bank

Daim’s allies

Southern Bank® Ban Hin Lee Bank, Cempaka Finance, United  Tan Teong Hean
Merchant Finance, Perdana Finance, Perdana
Merchant Bankers

EON Bank EON Finance, Oriental Bank, City Finance, Malaysian
Malaysian International Merchant Bankers, government

Perkasa Finance

Source: Gomez (2005: 234-235)
*Southern Bank was taken over by CIMB in 2006
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This forced consolidation exercise indicated that the Prime Minister
could radically change ownership and control patterns in key sectors of the
economy and that other arms of the government and public institutions
had become subservient to the executive. It also revealed the impact that
concentration of political power can have on property rights. Majority
ownership of a company meant nothing when a strong state was deter-
mined to push through corporate restructuring.

By 2013, there were only nine banks and the GLICs were key play-
ers in terms of ownership of these financial institutions (see Table 3.2).
Malayan Banking remains under the control of PNB. Khazanah owns the
third largest bank, CIMB, while LTAT owns Affin Bank. Other banks con-
trolled by GLICs include RHB Bank and Bank Islam. Table 3.2 further
illustrates the rise of foreign ownership of privately owned banks, with the
well-connected Azman Hashim sharing control of AmBank with Australia-
based ANZ, while Alliance Bank, once under the control of Daim, is now
owned by the Singapore’s leading GLIC, Temasek.

Figures 3.8, 3.9, 3.10, 3.11 and 3.12 outline the ownership patterns
of Malaysia’s leading banks through the GLICs. Figure 3.8 indicates that
MOoF Inc. has ultimate ownership of Malayan Banking through PNB, along
with three other GLICs.?* While PNB has significant ownership of this bank
with 48% equity, three other GLICs—EPF, KWAP, and LTAT—collectively

Table 3.2 Ownership structure of key commercial banks, 2013

Name Major shareholder Status GLIC Percentage
ownership ownership

Affin Bank LTAT GLC LTAT 35.18

Alliance Bank Temasek Privately EPF 13.97
owned

AmBank (M) ANZ/Azman Hashim Privately EPF 11.81
owned

CIMB Bank Khazanah GLC Khazanah 28.31

Hong Leong Bank Quek family Privately EPF 1.68
owned

Malayan Banking PNB GLC PNB 48.02

Public Bank Teh Hong Piow Privately EPF 13.2
owned

RHB Bank EPF GLC EPF 41.34

Bank Islam LTH GLC LTH 54.69

Source: Gomez et al. (2015: 117)
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hold another 17% stake. In CIMB, MoF Inc. again has an interest through
Khazanah and PNB (through ASNB), which collectively own about 35%
of this financial institution’s equity (see Fig. 3.9). EPF holds another 17%
interest, while KWAP and LTAT each hold a small stake. Figure 3.10 indi-
cates the highly convoluted ownership pattern of Affin Holdings, which
owns Affin Bank. Three GLICs have direct and indirect interests in Affin
Holdings, but it is ultimately controlled by LTAT, which is under the juris-
diction of the Minister of Defence as well as Lodin Wok Kamaruddin, a close
associate of Prime Minister Najib. Figure 3.11 indicates that RHB Bank is
controlled by five GLICs, though majority ownership lies with EPFE.

BIMB was established in 1983, the outcome of a concerted effort by
LTH, Pertubuhan Kebajikan Islam Malaysia (PERKIM?3*) and the National
Steering Committee for Islamic Bank to create an institution to serve the
financial needs of Malaysia’s Muslim population. BIMB later extended its
services to non-Muslims. It was the first shariah-based banking institution
in Malaysia and in Southeast Asia. BIMB went on to create a network
of 145 branches across the country, a feat that contributed to according
Malaysia recognition as a global leading player in Islamic banking. BIMB
was responsible for pioneering Malaysia’s attempt to present itself as “one

of the world’s major Islamic financial hubs”.3®
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Figure 3.12 shows the ownership structure for BIMB Holdings. Five
GLICs have direct and indirect ownership. LTH is the largest shareholder
with ownership of almost 55% of the shares. MoF Inc. has indirect own-
ership through PNB, which has a total of 10.16% of the bank’s equity,
directly and through ASNB. EPF has a substantial 9.19% interest, but
KWAP has nominal 2.84% stake.
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Malaysian Building Society Bhd (MBSB) was established in 1950 and
publicly listed in 1963. Deemed an “exempt finance company” in 1972
by the Ministry of Finance, this status enabled it to “undertake a financing
business in the absence of a banking licence”.3¢ MBSB was initially involved
in property financing, but emerged as a financial provider for a wide range
of products and services.*” MBSB is not subjected to the Banking and
Financial Institutions Act 1989 or Bank Negara’s responsible lending guide-
lines. However, MBSB is answerable to the Ministry of Finance (The Edge
22 November 2012). The ownership structure of MBSB, as shown in
Fig. 3.13, is simple. Three GLICs are involved in MBSB, although EPF is a
substantial shareholder with a 64.73% stake. The total government interest
in MBSB is 68.33%.

Ownership of Development Financial Institutions (DFlLs)

Development Financial Institutions (DFIs) are a small but important
segment of the financial sector. DFIs are policy-based financial institutions
that have roles that are linked to the government’s development objectives.
DEFIs complement the activities of commercial banks but they target strategic
sectors such as agriculture, infrastructure, export-oriented industries, capital-
intensive and high-technology companies and SMEs. In 2005, the total assets
and loans of DFIs accounted for only 5% of the entire financial system.*
When the Development Financial Institutions Act was enacted in 2002,
the six institutions bound by this legislation were Bank Pembangunan
& Infrastruktur Malaysia, Bank Industri & Teknologi Malaysia, Malaysia
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Export Credit Insurance (MECIB), Export-Import Bank of Malaysia (EXIM
Bank), Bank Kerjasama Rakyat Malaysia and Bank Simpanan Nasional
(BSN). Following a rationalization exercise between Bank Pembangunan
& Infrastruktur and Bank Industri & Teknologi in 2005, SME Bank was
established as a wholly owned subsidiary of Bank Pembangunan Malaysia.*
EXIM Bank and MECIB merged that same year.*® The Association of
Development Financial Institutions of Malaysia (ADFIM) now has 19 mem-
bers.*! This study focuses only on the six prescribed DFIs (see Table 3.3).

Malaysian Industrial Development Finance (MIDF), incorporated in
1960, was the country’s first DFI. Its purpose was to promote the devel-
opment of the domestic manufacturing industry through the provision of
medium- and long-term loans, primarily to acquire fixed assets, in order
to diversify the economy which was then over-reliant on natural resources
such as rubber and tin. In 2006, MIDF expressed its ambition to become
a leading financial services provider in three areas: investment banking,
asset management and development finance. To achieve that goal, in 2003
MIDF merged with Amanah Capital Partners, acquired Utama Merchant
Bank and established its investment bank, MIDF Investment. MIDF now
has many subsidiaries in specialized activities.*?

Other major DFIs have a clear sectoral slant. Agrobank focuses on the
agricultural sector, Bank Pembangunan promotes Bumiputera participa-
tion in commerce and industry, Bank Industri assists the development of
the industrial and manufacturing sectors and EXIM Bank supports inter-
national trade and export-oriented industries. Bank Simpanan Nasional
provides microfinancing, while Bank Rakyat helps develop cooperatives
and SME Bank aims to nurture SMEs. Since established SMEs can secure
financial aid from commercial banks, DFIs were incorporated to help small
fledgling enterprises. Before SME Bank was created, DFIs that played this
role were Bank Pembangunan and Credit Guarantee Corporation (CGC).*3

Table 3.4 and Fig. 3.14 indicate that there is a centralized structure
governing the major DFIs. Five of the six major DFIs are owned directly or
indirectly by MoF Inc. The only exception is Bank Rakyat, which falls under
the Ministry in charge of cooperatives, as required by the Bank Kerjasama
Rakyat Malaysia Berhad Act 1978, and Bank Simpanan Nasional, which is
a statutory body under the control of the Ministry of Finance.

Following the 1997 currency crisis, there were calls for the develop-
ment of a sturdier financial system. One recommendation in Bank Negara’s
Financial Sector Masterplan (2001) was the formulation of a comprehen-
sive regulatory and supervisory framework to facilitate the development
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Table 3.3 List of DFIs

Development Financial Institutions prescribed under DFIA 2002
Agrobank

Bank Pembangunan

Bank Rakyat

Bank Simpanan Nasional

Export-Import Bank

SME Bank

Development Financial Institutions not prescribed under DFIA 2002
Borneo Development Corporation (Sabah)?
Borneo Development Corporation (Sarawak)®
Credit Guarantee Corporation

Malaysian Industrial Development Finance
Sabah Credit Corporation

Sabah Development Bank

Lembaga Tabung Haji®

Entreprencur Development Organizations
Amanah Ikhtiar Malaysia

Johor Corporation

Majlis Amanah Rakyat

Malaysian Technology Development Corp
Perbadanan Nasional Bhd

Perbadanan Usahawan Nasional Bhd
TEKUN Nasional

Source: Association of Development Financial Institutions of Malaysia

“Both Borneo Development Corporations do not appear in Bank Negara’s list of non-prescribed DFIs
"Lembaga Tabung Haji is not a member of ADFIM, but is listed as a non-prescribed DFI by Bank Negara

of DFIs. Thus, in 2002, the Development Financial Institutions Act was
passed. The Act binds the six prescribed DFIs to perform their mandated
socioeconomic functions.** Furthermore, the DFIs were required to submit
regular statements of corporate intent, planned activities, implementation
strategies and performance targets. A minimum capital requirement was
introduced to ensure the financial soundness of DFIs.*®

The 1997 crisis revealed that the DFIs were well run. While government-
owned commercial banks were adversely affected by the crisis, the DFIs
survived unscathed. During the crisis, the DFIs and the GLICs showed that
sound governance was evident among government-owned institutions.
The GLICs, in fact, had to bailout numerous ailing enterprises, including
private banks. Another indication of the DFIs’ professional management
was that there was little evidence of any abuse of them since their estab-
lishment. The only major scandal involving a DFI occurred in 1975 when
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Table 3.4 Role and year of establishment of major DFIs

DFI Year Owner Sector focus
Malaysian Industrial 1960 PNB Local manufacturing
Development Finance®

Agrobank 1969 MoF Inc.® Agriculture

Bank Pembangunan 1973 MoF Inc. Infrastructure,

Maritime, Technology,
Oil and Gas
Ministry of Domestic  Cooperatives
Trade, Cooperatives

and Consumerism¢

Bank Rakyat 1954 (1978)¢

Bank Simpanan 1974 Ministry of Finance Small savers

Nasional

EXIM Bank 1995 MoF Inc. Export-oriented
industries

SME Bank 2005 Bank Pembangunan ~ SMEs

*MIDF is not prescribed under the Development Financial Institutions Act 2002

PAgrobank acts according to policies promulgated by the Ministry of Agriculture but is owned by MoF Inc.
‘Bank Rakyat has existed since 1954 under different names, as Bank Agong and later Bank Kerjasama.
After the enactment of the Bank Kerjasama Rakyat Malaysia Berhad Act in 1978, this bank obtained per-
mission to offer loans to non-members and companies. Prior to that, Bank Rakyat was a cooperative bank.
This Act placed Bank Rakyat under the purview of the ministry in charge of cooperative development. See:
http://www.kpdnkk.gov.my/index.php/en/mdtcc/agency,/bank-kerjasama-rakyat-malaysia

9Except for a brief period after the 2009 cabinet restructuring when Bank Rakyat was placed under the
authority of the Ministry of Finance, it has always been owned by the ministry in charge of cooperatives
such as the Ministry of Land and Cooperative Development and Ministry of Entrepreneurs and
Cooperative Development. See: http://www.bankrakyat.com.my/legasi

then UMNO Chief Minister of Selangor, Harun Idris, misappropriated
funds from Bank Rakyat. Harun was found guilty of corruption and sent
to gaol (The Star 15 June 2016).

Ownership of the leading banks serves as a key mechanism to control
how the corporate sector functions and how companies develop. While
equity ownership of the banking sector was once widely spread, with
banks under the control of a number of private businesses, both domestic
and foreign, ownership of this sector has now undergone considerable
change, with the one key actor, the government, having a huge interest in
commercial and development-based financial institutions.

Following the consolidation of the banks, which drastically reduced
the number of these institutions, it became easier for the government to
control the financial sector. Crucially, too, Malaysia’s GLC-based banks,
Malayan Banking, CIMB, RHB Bank, BIMB, Affin Bank and MBSB,


http://www.kpdnkk.gov.my/index.php/en/mdtcc/agency/bank-kerjasama-rakyat-malaysia
http://www.bankrakyat.com.my/legasi
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Fig. 3.14 Ownership and control of Development Financial Institutions (DFIs)

collectively own a huge number of subsidiaries. In fact, Malayan Banking,
the country’s leading financial institution, has the largest number of com-
panies under its control when compared with other listed GLCs, including
the giant conglomerate, Sime Darby (see Appendix 4.1). This means that
ownership of these banks also allows the government to exert control over
the subsidiaries and associate companies of these financial institutions.
This is not necessarily a bad thing for the economy, perhaps best seen
in the case of the well-managed DFIs. However, history also shows that
government ownership of the banking sector has led to a number of major

corporate scandals.
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Controlling the Media Sector

Another major issue in the context of Malaysia and a review of enterprises
owned by the government is ownership of the media. The GLICs’ owner-
ship of the media sector is primarily through publicly listed Media Prima
(see Fig. 3.15). The Media Prima group controls major newspapers and
TV networks such as the New Straits Times, Berita Harian, TV3, NTV7,
8TV and TV9. Some of these media companies were once directly owned
by UMNO, specifically the New Straits Times Press (NSTP) and Sistem
Televisyen Malaysia (STM), which operates TV3. These media companies
are now under the direct and indirect ownership of three GLICs, all ulti-
mately under the control of MoF Inc. (see Fig. 3.15). Other mainstream
media still owned by political parties are Utusan Malaysia, which is directly
owned by UMNO, and The Star which is owned by the MCA.

In the early 1970s, ownership of the NSTP group was secured by
UMNO?’s holding company, Fleet Group Sdn Bhd, controlled by the par-
ty’s then treasurer, Tengku Razaleigh Hamzah. When Daim was appointed
UMNO?’s treasurer in the 1980s, he took control of the media sector.*¢
In the early 1990s, the allies of Anwar, then the Deputy President of
UMNO, obtained control of NSTP through a private firm, Realmild Sdn
Bhd, whose owners were four senior NSTP executives, Abdul Kadir Jasin,
Khalid Ahmad, Mohd Noor Mutalib and Ahmad Nazri Abdullah. Realmild
then also had control of TV3, Malaysia’s first private television station,
incorporated in 1983. These media-related companies were by then under
the control of another quoted company, Malaysian Resources Corporation
Bhd (MRCB), controlled by Realmild. In 1998, after Mahathir expelled
Anwar from UMNO, the four NSTP executives lost control of Realmild
and MRCB and their influence over the major media outlets, the New
Straits Times, Berita Harian, the Malay Mail and TV3.

Realmild was taken over by Abdul Rahman Maidin, a businessman linked
to Daim, who was recalled as Minister of Finance to replace Anwar. Mahathir
needed control over the media to stifle dissent from within UMNO, given
Anwar’s considerable grassroots support. In 2001, when Daim resigned
as minister without revealing his reasons for leaving government, Rahman
Maidin lost control of Realmild and MRCB. Abdullah Ahmad, closely
linked to Mahathir, was appointed editor-in-chief of the New Straits Times.

In 2000, the MRCB-NSTP-TV3 group was reputedly mired in debts
amounting to RM4 billion (Wong 2011: 382). Mahathir, on the feedback
of his economic advisor, Nor Mohamed Yakcop, agreed to the appointment
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of two of the latter’s protégés, Shahril Ridza Ridzuan and Abdul Rahman
Ahmad as directors of MRCB. Their assignment was to turn-around the
MRCB group. The activities of the group were divided into two compo-
nents. MRCB was responsible for its construction and property development
activities, particularly its role in developing KL Sentral, a huge infrastructure
project in Kuala Lumpur (Wong 2011: 391-395). Profitune Bhd, wholly
owned by MRCB, was renamed Media Prima and took over MRCB’s equity
interests in NSTP and TV3.

The Chairman of MRCB when it was being restructured was Syed
Anwar Jamalullail, younger brother of the Raja of the state of Perlis.
According to Syed Anwar, Nor Mohamed had asked him to take over the
chairmanship of MRCB and help Shahril and Rahman revamp MRCB as
well as NSTP and TV3.#” Under Syed Anwar’s control, the huge debts of
Realmild, the largest shareholder of MRCB, were substantially trimmed
while the ailing NSTP and TV3 were successfully turned around. The
transfer of MRCB’s equity from Abdul Rahman Maidin to Syed Anwar
was apparently ordered by Mahathir (see Malay Mail 29 October 2013).

In August 2003, when Media Prima was demerged from the MRCB, the
latter lost effective equity interest in the former. In 2004, Amanah Raya,
through its wholly owned and obscure two-Ringgit company, Gabungan
Kesturi Sdn Bhd, became the largest shareholder of Media Prima. By then,
Syed Anwar was no longer on the board of directors.*® Abdul Mutalib
Mohamed Razak replaced Syed Anwar as Chairman in 2004. In 2006,
EPF became the largest shareholder of Media Prima. Gabungan Kesturi
was its second largest shareholder. By 2013, most media companies had
come under the control of Media Prima, in turn controlled by Gabungan
Kesturi, and ultimately under the control of MoF Inc. EPF is Media
Prima’s most substantial shareholder, with a 16.78% interest.

By 2013, the directors of Gabungan Kesturi were Shahril, who is on the
boards of EPF and Media Prima, and Abdul Rahman, who was formerly
on the boards of Media Prima and NSTP. Shahril and Abdul Rahman had
served as directors of MRCB, in August 2001, as Executive Director and
Chief Executive Officer respectively.

Major Owners of the Plantations Sector

The plantations-based GLCs, Sime Darby, FGV, Boustead, Kulim and
IJM Plantations, are enterprises with huge land banks (see Table 3.5).
Figures 3.16, 3.17 and 3.18 illustrate the extensive ownership the GLICs
over the plantations sector through these companies.
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Table 3.5 Largest plantations-based companies in Malaysia by hectares owned, 2013

Company Land banks (ha)
Sime Darby 858,879
IOI Corp 217,918
Kuala Lumpur Kepong (KLK) 250,000
Felda Global Ventures (FGV) 446,656
Genting Plantations (formerly known as Asiatic Development) 228,300
United Plantations 59,484
Kulim 91,644
Boustead 82,900
IJM Plantations 80,958

Notes: The GLCs are in bold. United Plantations is foreign-owned, while the others are family firms

Sources: Company annual reports and http://www.sustainablepalmoil.org/

A block shareholding ownership trend, seen in other quoted GLCs,
is evident among the plantations-based companies. MoF Inc. owns
PNB, which, along with four other GLICs, has ownership of one of the
world’s largest plantation companies, Sime Darby, which had massive land
assets of 858,879 ha in 2013, an outcome of its merger with two major
plantations-based GLCs, Guthrie Corp and Golden Hope, and a market
capitalization approaching RM60 billion.*° All but one GLIC, Khazanah,
had an interest in Sime Darby (see Fig. 3.16). These GLICs collectively
had a 70% stake in Sime Darby.

Sime Darby, founded in 1910 and a global player in agribusiness,
operates in 26 countries through more than 500 subsidiaries. Though
the largest plantations business group in Malaysia in terms of market
capitalization, Sime Darby also has a major interest in four other sectors:
motors, property development, industrial, energy and utilities.

As Fig. 3.16 indicates, one Sime Darby subsidiary is Eastern & Oriental
Bhd (E&QO),* a quoted property development and construction company.
Sime Darby bought 30% of E&O in August 2011. This 30% equity was
then collectively owned by Terry Tham Ka Hon, the once well-connected
Wan Azmi Wan Hamzah and GK Goh Holdings Ltd., a Singaporean
company.®> However, Tham retained a 5% stake in E&O. In July 2013,
Sime Darby had 32% of E&O’s equity. Yet, in 2014, Tham began increas-
ing his interest in E&O by acquiring shares in this company from Sime
Darby. In 2016, following another disposal of E&O equity by Sime Darby
to Tham, he secured a 21% stake in the company. Sime Darby’s equity
interest in E&O was reduced to 12.2% (The Star 7 June 2016).


http://www.sustainablepalmoil.org/
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Fig. 3.16 Ownership pattern of Sime Darby group, 2013

Boustead, founded by Edward Boustead in 1828 in Singapore, began
trading rubber in 1911. Boustead has since been subjected to a series of
acquisitions and consolidations. Publicly listed in 1961, it became a wholly
owned Malaysian enterprise in 1976. By the mid-2010s, Boustead had
95 subsidiaries involved in six sectors: plantations, property, banking and
finance, pharmaceuticals, trading and heavy industries.

The corporate structure of Boustead Holdings is shown in Fig. 3.10,
as part of Affin Holdings. It indicates that this GLC has a vastly different
ownership pattern, with far fewer GLICs as sharcholders. However,
Boustead’s flow of ownership control is straightforward and similar to that
of Sime Darby. One GLIC, LTAT, has a huge 58.7% interest in Boustead,
clearly the key player in terms of decision-making within this group. While
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KWAP owns 7.2% of Boustead, EPF has a mere 0.25%, the only other
GLICs with an interest in this plantations-cum-financial group.

While Boustead is not as huge as Sime Darby in terms of market
capitalization, through its ownership ties with LTAT it is associated with
Affin Holdings, a key player in the financial sector, making it an equally
important corporate enterprise. Pharmaniaga, a leading pharmaceutical
company, ranked 164™ in terms of market capitalization, is a subsidiary
of Boustead, which has a 56.44% stake in this enterprise. Pharmaniaga’s
other substantial shareholders include LTAT, with 12.36% shares.

FGV’s corporate structure in Fig. 3.18 is extremely complex, comp-
ared to that of Sime Darby and Boustead, involving interlocking stock
ownership ties with other publicly listed GLCs. FGV’s shareholdings are
widely dispersed among most GLICs, except MoF Inc. and Khazanah.
FGV’s ownership and control pattern is unique among plantation compa-
nies as each of the others has only one GLIC as a major shareholder. FGV
is also the only plantation enterprise that has one golden share, held by
MoF Inc. The five GLIC shareholders collectively have a 30.78% interest
in FGV. Unlike most other GLCs, two state governments have an inter-
est in FGV. The Sabah state government has about 5% of FGV’s equity,
through two holding companies and the Chief Minister State of Sabah,
while the Pahang state government has a direct 5% interest in the company.
Apart from these owners, FELDA and Felda Asset Holdings Company are
major shareholders of FGV, with a 21.22% and 18.66% equity interest
respectively. FELDA is situated under the Prime Minister’s Department.

FELDA’s endeavour to develop rural areas by relocating the poor to
landholdings where rubber and palm oil were to be produced was extremely
successful. From 1994, FELDA stopped receiving government funding as
it had developed the ability to generate its own income. FELDA subse-
quently established a number of corporate entities to complete the value
chain for its core activities. These ventures included Permodalan FELDA,
a cooperative, FELDA Investment Corporation and FGV.

FGV initially operated as the commercial arm of FELDA. In June
2012, after FGV was listed on the Bursa’s main board, it emerged as the
world’s largest crude palm oil producer and the second largest Malaysian
palm oil refiner. FGV also owns a majority 51% interest in publicly listed
MSM Malaysia Holdings Bhd, whose primary business is the production,
marketing and sale of refined sugar products. Before its takeover by FGV,
MSM was in the stable of companies associated with Robert Kuok. Apart
from FGV’s indirect majority interest in MSM, five GLICs—LTAT, EPF,
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KWAP, PNB and LTH—collectively hold another 21.6% interest in this
prominent sugar production enterprise. Koperasi Permodalan Felda owns
20% of MSM’s equity.

There are reasons for FGV’s complex ownership pattern. It is linked
to the transition made by the group, with its move towards becoming
a more corporate-based enterprise that was intent on developing many
businesses. The listing of FGV, and the effort to attain maximum value
from the company, was a marked shift as previously it was an enterprise
with a socially driven agenda. FGV’s deep roots in its socially driven past
makes it unique, as the government still has an obligation to ensure the
well-being of the settlers. FELDA’s link to politics has further complicated
the structure of this enterprise. The settlers constitute a huge segment
of the electorate in 54 parliamentary constituencies. In 2013, 48 of
these 54 constituencies were won by the ruling BN coalition (The Edge
6 February 2017).

Since the FELDA project served as a model for other countries intent
on redistributing land to the poor to productively cultivate cash crops,
the government wanted to push the brand abroad, a mechanism to allow
FGV to emerge as a global agribusiness.®® With the capital available to
FGV after its listing, the company’s growth was to create a sentiment
of pride among the settlers. In addition, FGV’s listing proved finan-
cially lucrative for them, at least in the short run. Settlers would each get
RM15,000 and they would collectively own 37% of FGV’s equity. These
monetary and equity benefits accruing to the 1.2 million settlers nationally
had political significance leading up to the 2013 General Election.

Some members of the cooperative objected to the manner of the list-
ing of FGV, even obtaining an interim court injunction on this matter. To
proceed with FGV’s listing, FELDA created a wholly owned company,
Felda Asset Holdings Company (FAHC), prior to the IPO. Since FAHC’s
incorporation required two founding shareholders, Isa Samad and Omar
Salim, a director in FGV, were listed, though they did not own the com-
pany. This was a special purpose vehicle (SPV) to pursue FGV’s listing. Isa
was formerly Chief Minister of the state of Negeri Sembilan and had long
served as a senior UMNO leader. Omar Salim is a long-time civil servant
in the Prime Minister’s Office and is now head of the Felda Regulatory
Unit, reporting directly to the Prime Minister (Kinibiz 10 March 2015).
Isa went on to be Chairman of FELDA >

The IPO was very successful, raising US$3.1 billion. This was the
second-largest listing in the world, after Facebook Inc., and Asia’s largest
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listing that year. FGV used the proceeds from the IPO for acquisitions,
many of which were not productive. After the FGV listing, FELDA
created Felda Investment Corporation (FIC), which has been marred
by several scandals, such as the sturgeon-rearing scandal (Malay Mail
24 January 2017). The Malaysian Anti-Corruption Commission (MACC)
subsequently detained five high-level FELDA officials for corruption
amounting to approximately RM44.3 million (The Edge 6 February
2017). FELDA later diversified into other sectors, such as nutraceuticals,
with the setting up of Felda Wellness Corporation. This company was also
involved in a scandal that led to the loss of substantial funds (Malay Mail
24 January 2017).

Kulim Malaysia was incorporated as Kulim Rubber Plantations Ltd.
in 1933 in the UK. In 1947, the company started to operate a rubber
plantation in the state of Johor. The Johor State Economic Development
Corporation, now known as Johor Corp, became a sharcholder in 1976.
While Johor Corp has a 54.88% direct stake in Kulim, Waqaf An-Nur
Corporation has an additional 5%.>®> With only 20 subsidiaries, Kulim’s
core ventures are in the plantations, oil and gas and agro-food sectors.

Figure 3.18 delineates Kulim’s corporate structure. Four GLICs
collectively own only 13.3% of shares in Kulim. These shareholdings do
not represent a high level of control over the company’s decision-making
process. Interestingly enough, Kulim has greater land assets than Boustead.
Kulim had 91,644 ha, just less than 10% of the land assets owned by

JOHOR STATE GOVERNMENT
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WAQAF ANNUR CORPORATION
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Fig. 3.18 Ownership pattern of Kulim (Malaysia), 2013
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Sime Darby. Boustead’s land assets were only 82,900 ha, indicating that
its major corporate interests are in other sectors of the economy.

Dominant Presence in the Utilities

Figures 3.19, 3.20 and 3.21 illustrate the corporate structures of Tenaga
Nasional, the power distribution giant, Axiata, and its related company,
Telekom Malaysia. All these major utilities were partially privatized
following their listing on the Malaysian bourse. MoF Inc. sits at the top of
the hierarchy of all three utility-based GLCs. These three figures further
indicate that MoF Inc. has ultimate ownership of these GLCs, though
through different GLICs.

Tenaga was established by the government in 1990, an outcome of the
corporatized National Electricity Board (NEB). In the late 1980s, NEB
was privatized, ostensibly because its operations were based on its access
to huge amounts of loans and it needed a major revamp to face growing
demand for power as the economy rapidly industrialized. NEB was priva-
tized by Mahathir, despite internal opposition. Tenaga is now the largest
electricity utility in Malaysia, with assets amounting to RM110 billion.>®
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Fig. 3.19 Ownership pattern of Tenaga Nasional, 2013
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Fig. 3.20 Ownership pattern of Axiata group, 2013
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130 3 GLICS AND CORPORATE OWNERSHIP

Telekom was established in 1946 as the Telecommunications Depart-
ment of Malaya. Corporatized as Syarikat Telekom (M) Bhd in 1987, it was
listed on the bourse in 1990.57 Axiata was established as Telekom Malaysia
International in 1992, a division within Telekom that was in charge of
international investments and its domestic mobile operator, Celcom.*® In
2008, Axiata was demerged from Telekom because of'its diverse businesses,
one in fixed lines and the other in mobile operations. Axiata was then listed
on the bourse.”

The corporate structures of Tenaga and the Axiata-Telekom group indi-
cate very similar ownership patterns. MoF Inc. has indirect ownership of all
three companies through its direct ownership of Khazanah and PNB, both
ultimately under its control. Khazanah and PNB collectively have a 44%
interest in Tenaga, a 53% stake in Axiata and 49.5% of Telekom’s equity.

The block shareholding pattern adopted by the GLICs is evident in the
corporate structures of these three GLCs. In Tenaga, apart from Khazanah
and PNB, the other major shareholder is EPF with a 12.22% interest.
KWAP and Petronas are the other government-linked shareholders.
MoF Inc.’s total indirect equity interest in Tenaga is a massive 57.61%.
Five GLICs have an equity interest in the Axiata Group, totalling 67.9%
of this GLC’s entire shareholding. Similarly, in Telekom, five GLICs own
64.81% of this GLC’s equity. These figures further indicate that control of
the GLCs is directly through MoF Inc., as well as through other GLICs.

Yet, important differences prevail in these three figures, highlighting
the diverse ways through which MoF Inc. controls these companies. MoF
Inc. has further control over Tenaga and Telekom through the use of a
golden share; this is not the case with Axiata, probably because it is the
result of a demerger exercise.

Petronas and the Oil and Gas Sector

Petronas, established in 1974, and wholly owned by MoF Inc., is the largest
shareholder of Petronas Chemicals, Petronas Dagangan and Petronas Gas,
which were listed in the top 20 in terms of market capitalization in 2013
(see Fig. 3.22). Together, these three firms have 40 companies under them,
more than half as subsidiaries. The three companies account for almost 8% of
the bourse’s total market capitalization, with approximately RM135 billion.
EPF, KWAP and PNB, through ASNB, have a stake in these companies
as well. The interests of these GLICs in these three companies are greatest
in Petronas Gas (26%), followed by Petronas Chemicals Group (20.8%)
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and Petronas Dagangan (15.02%). However, Petronas is the largest equity
shareholder of Petronas Dagangan, also the only one in the group that is
owned by three state governments, Kedah, Penang and Sarawak.

Petronas Chemicals, an integrated chemicals producer, is involved
in the manufacturing and export of a wide range of chemical products
to over 30 countries.®® Petronas Dagangan, incorporated in 1982 as
the marketing arm of Petronas, delivers products and services in four
businesses: retail, commercial, liquidified petroleum gas and lubricants.
Petronas Dagangan has become Malaysia’s largest petroleum retail net-
work with over 100 stations across the country.®® Pectronas Gas was
incorporated in 1983, initially a wholly owned subsidiary of Petronas.®*

The UMW group commenced operations as an automotive repair shop,
established by Chia Yee Soh in 1917 as United Motor Works. UMW?’s
ascendancy in the corporate sector began when it secured the distributor-
ship of Toyota motor vehicles in Malaysia, through its subsidiary, UMW
Toyota Motor Sdn Bhd. This franchising was secured by Chia Yee Soh’s
son, Eric Chia, the primary person who transformed this company into a
multi-million dollar business group. However, Chia lost control of UMW
when the company was badly affected by a serious recession. UMW was
taken over by PNB in the mid-1980s (Gomez 1999: 138). UMW is now a
well-diversified group, involved in automotive, equipment, manufacturing
and engineering, and oil and gas.

Six of seven GLICs are involved in the UMW Group, with the excep-
tion of Khazanah (see Fig. 3.23). PNB is the major shareholder in UMW
Holdings, with a 54.51% stake. The total volume of UMW Holdings’
equity held by all the GLICs is 71.12%. UMW Holdings is a substantial
55.15% sharcholder of UMW Oil & Gas Corp Bhd, which provides drill-
ing and oilfield services for the oil and gas industry in Malaysia as well as
other Southeast Asian countries.®® Five GLICs have a stake in the company,
with PNB having the most at 9.3%, followed by EPF and KWAP. LTAT
and LTH each own less than 1% of the company’s equity. The UMW
Oil & Gas Corp equity held directly by the GLICs total 21.39%, which is
significantly lower, by almost 50%, than that in UMW Holdings.

The GLGCs in the oil and gas sector clearly function as major business
groups. Interestingly, in spite of the importance of this sector, the golden
share approach is not used here, probably because of the significant equity
ownership that the GLICs have over these companies.
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Fig. 3.23 Ownership pattern of UMW Holdings group

GLICs in Healthcarve and Services

Table 3.6 provides a profile of the GLCs in the top 100 in the healthcare
and services sectors. While numerous GLCs in this study have come under
government control through takeovers or mergers, one such enterprise in
the healthcare sector is IHH Healthcare. However, another major enter-
prise in this sector is Kumpulan Perubatan Johor (KPJ), one of the larg-
est private healthcare chains in Malaysia, under the majority ownership
of Johor Corp, a statutory body and a state-owned investment company
that was established in 1968 (see Table 3.6). Johor Corp ventured into
healthcare in 1979 when it established the Johor Specialist Hospital (Chan
2010). KPJ Healthcare is one of very few publicly listed GLCs established
by a state government.

IHH—originally Integrated Healthcare Holdings—is an investment
holding company. Khazanah is the largest sharcholder of IHH, through
ownership of a private company, Pulau Memutik Ventures Sdn Bhd. IHH
Healthcare is the result of a merger between Singapore’s Parkway and
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Malaysia’s Pantai. Following this merger, IHH emerged as Asia’s largest
private hospital and healthcare service provider, with a number of major
hospitals under its ownership. IHH reportedly also became the second-
largest healthcare provider in the world following this merger (Forbes Asin
14 February 2017). The company has a presence in a number of coun-
tries in Asia and the Middle East. Concurrently publicly listed in 2012 in
Malaysia and Singapore, its major assets in these two countries are the
Pantai and Parkway medical enterprises respectively. Other major hospitals
under the IHH Healthcare group are Gleneagles and Mount Elizabeth
(Financial Times 3 July 2012). IHH also owns the International Medical
University Malaysia (IMU).%* Khazanah liquidated some of its equity
holdings in IHH in June 2016, part of its exercise to reduce its interests in
quoted companies in response to a government directive to boost liquidity
on the Bursa (The Star 2 June 2016).

MAS, known as Malaysian Airline System until 2015, was established
in 1973. It was the outcome of the closure of Malayan-Singapore Airlines
whose roots can be traced back to the 1940s. In 2015, it underwent
a rebranding exercise and is now known as Malaysia Airlines Bhd and
it is wholly owned by Khazanah.®® The volume of MAS equity held by
government-related agencies, both at federal and state levels, amounts to
71.91%. MoF Inc. has a golden share in this airline as well as Malaysian
Airports Holdings Bhd (MAHB), established in 1992 and listed on the
main board in 1999. The volume of MAHB equity held by the GLICs
totalled 72.21%, with Khazanah having the largest stake (40.22%).

MISC, founded in 1968 as a joint-venture between the government
and private entrepreneurs, was listed in 1987. One pioneering member
of MISC was Robert Kuok, who had been the Chairman of Malayan-
Singapore Airlines in the 1960s. Kuok would also serve as a director of
Bank Bumiputra when it was founded, as well as Pernas, the trust agency
established in 1969 (Gomez 1999: 40—41). When Kuok was invited by
the government to establish MISC, he saw the potential in the project
and invested his own funds. Since he knew nothing about the industry,
Kuok invited Frank Tsao, a Hong Kong ship-owner, to help him with
the venture. Tsao then invested in the MISC project too, while other
investors included LTH. Kuok and Tsao eventually divested their inter-
ests in MISC (Gomez 1990: 45-47). In 1997, Petronas acquired almost
30% of MISC’s equity and in 1998,% following the Asian currency cri-
sis, MISC acquired Konsortium Perkapalan Bhd’s assets, owned by
Mirzan Mahathir,*” a controversial deal that was scen as a bailout (Wal/
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Street Journal 1 May 1998). MISC has an interest in two other quoted
enterprises, Malaysia Marine & Heavy Engineering Holdings (MMHE)
and Bintulu Port Holdings. MoF Inc. has a golden share in MISC and
Bintulu Port Holdings as well as its subsidiary, Bintulu Port Sdn Bhd.
The key player in this group is Petronas, which owns MISC and in turn
MMHE. The Sarawak state government owns Bintulu Port Holdings.

In January 2004, the Kuala Lumpur Stock Exchange (KLSE) was
demutualized to become the exchange holding company known as Kuala
Lumpur Stock Exchange Bhd (KLSE Bhd) and the stock exchange busi-
ness of KLSE was transferred to a new wholly owned subsidiary known
as Malaysia Securities Exchange Bhd (MSEB). Later that year, MSEB
became known as Bursa Malaysia Bhd and it was listed in 2005. Bursa
Malaysia is one of the very few publicly listed companies in which MoF
Inc. has a direct interest.®®

CONCLUSION

There are significant variations in the ownership patterns of the GLCs
by the GLICs. Three types of ownership pattern are in evidence (see
Table 3.7). In ownership pattern 1, GLCs are owned directly by the
GLICs. Twenty-three GLCs have this form of ownership: all three util-
ities; all five banks and MBSB; the media-based Media Prima; half the
number of property development and construction GLCs, Gamuda, SP
Setia and IJM Corp; three of those in services, MAS, MAHB and Bursa;
two plantations-based GLCs, Boustead and Sime Darby; and the O&G-
based UMW Holdings. However, within this ownership pattern, there are
variations such as equity ownership of a GLC by two or more GLICs. In
addition, some GLCs are subsidiaries of other GLCs. For example, IJM
Land and IJM Plantations are subsidiaries of IJM Corp; UMW Oil & Gas
is owned by UMW Holdings, as MMHE is by MISC. The use of this own-
ership pattern is particularly the case in the media sector, where the gov-
ernment uses one GLC, Media Prima, as a holding company to control
a vast number of enterprises in print, television and radio broadcasting.
Ownership pattern 2 is GLIC ownership of a GLC through wholly
owned private companies, as seen in eight cases. Of these eight GLCs, five
of them are owned by MoF Inc. through Petronas, these being Petronas
Chemicals, Petronas Gas, Petronas Dagangan, MISC and KLCCP
Holdings.®® Khazanah’s ownership of IHH Healthcare is through the
wholly owned Pulau Memutik Ventures, while its ownership of UEM
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Sunrise is through the wholly owned UEM Group. Among companies
with this pattern of ownership, there is the added feature of a private
company being used by a GLC to own another quoted company. For
example, FGV’s ownership of MSM is through its wholly owned Felda
Global Ventures Sugar.

Finally, ownership pattern 3 is GLC ownership by government entities
that are not one of the seven GLICs. Three government entities function as
the largest shareholder of four of the 35 GLCs. They are Johor Corp, the
State Financial Secretary of Sarawak and FELDA. The first two are state-
level holding companies, while FELDA is a federal-level statutory body.
Johor Corp has ownership of the plantations-based Kulim (M) and the
healthcare GLC, KP]J. The State Financial Secretary of Sarawak has owner-
ship of Bintulu Port Holdings, while FELDA has ownership of FGV.

These corporate holding features, as well as other important owner-
ship traits of these 35 GLCs, when reviewed from the perspective of their
involvement in different economic sectors, are listed in Table 3.7. In
property development and construction, the GLICs were not responsible
for the incorporation and development of any of these companies, apart
from KLCCP Holdings. These firms were taken over by the GLICs. In
the financial sector, after the banking consolidation in 1999, a number of
the remaining ten banks came under direct GLIC ownership and that of
well-connected companies. By 2013, five of the nine domestic banks were
under GLIC ownership. In the plantations sector, many of these GLCs
were once foreign owned, then nationalized as part of the government’s
Malaysianization initiative. The GLCs in the utilities sector are monopo-
lies. In the oil and gas sector, the government has significant involvement
through MoF Inc.’s privately owned Petronas.

These findings indicate that though a majority of the 35 GLCs were
not created and developed by the government, a large number of them are
now owned directly by the GLICs, or indirectly via private limited vehi-
cles. Direct ownership by GLICs allows them to realize the outcomes of
their investments. It also allows them to be directly involved in decision-
making as majority shareholders. Importantly too, through the GLICs,
with possible the exception of LTAT-linked firms, MoF Inc. has de facto
oversight and interest in these quoted GLCs.

This GLIC-GLC ownership structure, with MoF Inc. at the apex, points
to the strategy that it employs to control these enterprises. In most cases,
MOoF Inc. has indirect ownership or control of GLCs through GLICs,
and to a lesser degree through the use of golden shares, though this is
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used largely in the utilities and services sectors. The nature of the control
mechanisms available to the government through its equity interests in
this GLIC-GLC network is the subject under review in the next chapter.

6.

7.

8.

10.

11.

12.

13.

NoOTES

. See, for example, the studies by Puthucheary (1960), Lim (1981), Sich-

Lee (1982), Tan (1982), Mehmet (1986), Jesudason (1989), Searle
(1999), Sloane (1999) and Gomez (1999, 2006).

. Chinese enterprises functioning as business groups include Malaysia’s

leading quoted firms, the Genting, Hong Leong, Berjaya, Kuala Lumpur-
Kepong, Lion and MUI groups. In Gomez’s (1999) assessment of the rise
of these enterprises as business groups, he traces why they chose to hold
their corporate equity in this manner.

. Chapter 4 provides an in-depth discussion of the control mechanisms

employed by GLICs, including that of business groups, holding companies
and pyramids.

. See Table 2.7 for a detailed breakdown of the GLICs’ ownership patterns

of these 35 GLCs.

. The highly diversiied UMW group is primarily known for its involvement

in the automotive sector, though it is also involved in the oil and gas indus-
try as well as in manufacturing.

A detailed account of the government’s takeover of these companies is
provided below.

EPF is also the largest shareholder of MRCB. See below for an in-depth
discussion of Media Prima.

Wholly owned private companies used by the Sabah state government are
Desa Plus Sdn Bhd, to hold its equity in IJM Corp, while Ekuiti Yakinjaya
Sdn Bhd and Sawit Kinabalu Sdn Bhd have an interest in FGV, and Warisan
Harta Sabah Sdn Bhd in MAS. These private companies do not appear in
Fig. 3.1 as they are not substantial shareholders of the GLCs.

. Eleena Azlan Shah owns Generasi Setia, which has a 5.11% stake in

Gamuda. More information is provided below about Eleena Azlan Shah.
Sabbaruddin Chik is the current Chairman of Amanah Raya, appointed in
2016. In 2013, the Chairman was Dusuki Ahmad.

BIMB Holdings and MBSB are two financial institutions established by
the government. A profile of both institutions is provided below.

The next stage to be undertaken in this series of studies of the corporate
empire of the government will focus on the quoted and unlisted compa-
nies controlled by these publicly listed GLCs.

Tong Kooi Ong earned a reputation as a dynamic entrepreneur in the early
1990s when he rapidly built the PhileoAllied Bank as a major financial
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24.
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26.
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institution. He was reputedly closely associated with then Minister of
Finance and Deputy Prime Minister Anwar Ibrahim. Tong lost control of
this bank following a bank consolidation exercise in 1999. His loss of his
interest in the bank was apparently due to his ties with Anwar, who was
ousted from government in 1998 (Gomez 2001). Tong subsequently
emerged as a prominent corporate figure in the property development sec-
tor, through Sunrise, which came under the control of the UEM group.
Tong owns a business-based weekly newspaper, The Edge.

Gamuda: http://archive.gamuda.com.my/timeline.html.

Gamuda’s annual reports, 2007-2013.

Eleena Azlan Shah is the sister of the Sultan of the state of Perak.

Yap Lim Sen is one of the IJM founders from IGB and the latter’s former
chairman.

“The Founding Fathers, 30 years on”, IJM Corporation: http://www.ijjm.
com/web/download/ijmStory_3.pdf. and “Corporate History”, IJM
Corporation: http://www.ijm.com/web/aboutUs/corpHistory.aspx.
Source: http://www.sovaholdings.com/index.php/english /About-Us/
About-IJM-Land-Berhad.

Kumpulan Europlus is now known as WCE Holdings Bhd. WCE stands
for West Coast Expressway. The company was responsible for constructing
and maintaining this expressway from Banting in the state of Selangor to
Taiping in Perak.

Trinity Corp is now known as Talam Transform Bhd. The company was
debt-ridden, having been badly affected by the 1997 currency crisis. Many
of'its debts were due to joint-ventures it went into with government-linked
institutions in Selangor such as Permodalan Negeri Selangor, Kumpulan
Darul Ehsan and Yayasan Pendidikan Selangor.

Ananda emerged in the 1990s as the second richest person in Malaysia,
with ownership of two major enterprises, the satellite television operator,
Astro, and the telecommunications-based Maxis, products of the privatiza-
tion policy. For an in-depth analysis of Ananda’s rise in the corporate
sector, see Gomez and Jomo (1997: 159-65).

See http://www.petronastwintowers.com.my,/about#petronas_TwinTowers.
Khoo, a prominent tycoon, was the son of a wealthy Singaporean landowner.
The run started after rumours abounded that Khoo was channelling bank
funds to his own companies.

Bumiputra Malaysia Finance (BMF) was Bank Bumiputra’s Hong Kong-
based subsidiary. Petronas had to bailout Bank Bumiputra in 1984 follow-
ing this scandal, when it pumped RM2 billion into the ailing institution.
Petronas then paid PNB RMI1 billion and took over the BMEF-related
loans. For details about this scandal, which implicated a number of senior
UMNO leaders, see Lim (1986).


http://archive.gamuda.com.my/timeline.html
http://www.ijm.com/web/download/ijmStory_3.pdf
http://www.ijm.com/web/download/ijmStory_3.pdf
http://www.ijm.com/web/aboutUs/corpHistory.aspx
http://www.sovaholdings.com/index.php/english/About-Us/About-IJM-Land-Berhad
http://www.sovaholdings.com/index.php/english/About-Us/About-IJM-Land-Berhad
http://www.petronastwintowers.com.my/about#petronas_TwinTowers
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During this period, another enterprise that had a huge stake in Sime Bank
was KUB Bhd, a cooperative-based company that was owned by UMNO
members. When KUB encountered financial difficulties, it was taken over
by MoF Inc.

Maika Holdings, a holding company controlled by the Malaysian Indian
Congress (MIC), a member of the ruling BN coalition, then reportedly
held an 8% stake in UAB.

When this consolidation exercise was proposed, Multi-Purpose Bank, a
relatively small financial enterprise in terms of assets and number of
branches, was given anchor bank status. One major shareholder of the
bank in the 1980s, then known as the Malaysian French Bank, was Daim.
He later entered into a deal with the MPHB group, then controlled by the
MCA, a BN member, involving the exchange of his huge interest in the
Malaysian French Bank for a controlling stake in UMBC. The Malaysian
French Bank was renamed Multi-Purpose Bank, while the MPHB group
eventually fell under the control of T.K. Lim. Although Lim was then
associated with Daim, he later forged close ties with Anwar. Not long after
Anwar was removed from office in 1998, Lim lost control of the MPHB
group to businessmen reputedly associated with Daim (Gomez and Jomo
1997).

Multi-Purpose Bank was given anchor status, although other institutions
to be merged with it included the much larger RHB Bank and the
International Bank Malaysia (IBM). Daim had acquired a stake in IBM
before he was asked to rejoin the cabinet in 1998 to help Mahathir deal
with the currency crisis.

Another major bank in the Multi-Purpose Bank group was PhileoAllied
Bank, then controlled by Tong Kooi Ong, who was closely associated with
Anwar. Tong only got involved in the banking sector in 1994, but he
quickly developed the PhileoAllied Bank into a dynamic, technologically
innovative organization.

For details about the political controversy that erupted following this bank
consolidation exercise, see Gomez’s (2001) article entitled “Why Mahathir
Axed Daim” in the Far Eastern Economic Review.

Khazanah also has a small stake in Malayan Banking through its interest in
ValueCap Sdn Bhd.

PERKIM, or the Muslim Welfare Organization Malaysia, is a religious and
social welfare body. It was founded in 1960 by Malaysia’s first Prime
Minister, Tunku Abdul Rahman.

Corporate Profile, Bank Islam: http://www.bankislam.com.my/home/
corporate-info /about-us/corporate-profile /.

Company Profile, MBSB: http: //www.mbsb.com.my/about_profile.html.
MBSB 2013 Annual Report.


http://www.bankislam.com.my/home/corporate-info/about-us/corporate-profile/
http://www.bankislam.com.my/home/corporate-info/about-us/corporate-profile/
http://www.bankislam.com.my/home/corporate-info/about-us/corporate-profile/
http://www.mbsb.com.my/about_profile.html
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NOTES 147

In 2005, 50% of total assets and 78% of total loans in the financial
system were from commercial banks. See: http://www.bis.org/review/
r050923e¢.pdf.

For SME Bank’s history, see: http: //www.smebank.com.my/history/.
See: http://www.matrade.gov.my,/cms_matrade /content.jsp?id=com.tms.
cms.article.Article_6¢865731-7f000010-290£290f-db521d8a.

Not all DFIs are members of ADFIM. For instance, LTH is considered a
non-prescribed DFI by Bank Negara but it is not a member of ADFIM. See:
http://adfim.com.my/dfi-data/; http://www.bnm.gov.my/index.php?c
h=li&cat=dfi&type=DFI&fund=0&cu=0.

Its subsidiaries include MIDF Amanah Investment Bank, MIDF Asset
Management and MIDF Amanah Capital. See: http://www.midf.com.my,/
index.php/about-us-corporate-information /about-us- groups-corporate-
structure.

CGC, incorporated in 1972, helps young SMEs gain access to credit
facilities by providing them credit guarantees. Bank Pembangunan provides
financial and advisory services to nurture and develop new entrepreneurs.
See: http://www.smebank.com.my/history/.

In 2002, the six prescribed DFIs were Bank Pembangunan, Bank Industri,
Bank Simpanan Nasional, Bank Rakyat, EXIM Bank and MECIB. By
2013, they were Bank Pembangunan, Agrobank, Bank Simpanan Nasional,
Bank Rakyat, EXIM Bank and SME Bank.

“Development Financial Institution”, Bank Negara Malaysia: http://
www.bnm.gov.my/index.php:ch=en_policy&pg=en_policy_dfi.

See Gomez (1990) for an in-depth discussion of ownership and control of
the media companies through Fleet Group in the 1970s and 1980s.

For Syed Anwar’s account of his tenure at MRCB, see Nor Mohamed
(2016: 56-61).

Medin Prima Annual Report 2004.

For an in-depth account of Nor Mohamed Yakcop’s role as Economic
Advisor and his attempt to reform ailing GLCs with the help of young
professionals groomed by him, such as Shahril and Abdul Rahman, see
Chap. 4.

Bloomberg Terminal Public-Listed Companies by Market Capitalization
for 2013.

It is ranked 107 by market capitalization in Bloomberg’s list of quoted firms.
Wan Azmi had been groomed by former Finance Minister Daim in the
1980s and emerged in the 1990s as a major figure in the corporate sector
(Gomez 1990). Wan Azmi’s reputation as a corporate captain diminished
following the 1997 currency crisis.

Louis Dreyfus, a leading multinational firm in agribusiness, was targeted as
a strategic cornerstone investor. However, Dreyfus did not invest in FGV
at the time of the IPO (see Financial Times 21 June 2012).


http://www.bis.org/review/r050923e.pdf
http://www.bis.org/review/r050923e.pdf
http://www.smebank.com.my/history/
http://www.matrade.gov.my/cms_matrade/content.jsp?id=com.tms.cms.article.Article_6c865731-7f000010-290f290f-db521d8a
http://www.matrade.gov.my/cms_matrade/content.jsp?id=com.tms.cms.article.Article_6c865731-7f000010-290f290f-db521d8a
http://adfim.com.my/dfi-data/
http://www.bnm.gov.my/index.php?ch=li&cat=dfi&type=DFI&fund=0&cu=0
http://www.bnm.gov.my/index.php?ch=li&cat=dfi&type=DFI&fund=0&cu=0
http://www.midf.com.my/index.php/about-us-corporate-information/about-us-groups-corporate-structure
http://www.midf.com.my/index.php/about-us-corporate-information/about-us-groups-corporate-structure
http://www.midf.com.my/index.php/about-us-corporate-information/about-us-groups-corporate-structure
http://www.midf.com.my/index.php/about-us-corporate-information/about-us-groups-corporate-structure
http://www.smebank.com.my/history/
http://www.bnm.gov.my/index.php?ch=en_policy&pg=en_policy_dfi
http://www.bnm.gov.my/index.php?ch=en_policy&pg=en_policy_dfi
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In 2017, Shahrir Abdul Samad replaced Isa Samad as Chairman of FELDA.
However, Isa remained as Chairman of FGV. Shahrir is also from UMNO
and serves as the Member of Parliament for Johor Baru.

Wagaf An-Nur Corporation, a company limited by guarantee, manages the
assets and shares of companies owned by Johor Corp that are endowed for
wagqaf. Source: Johor Corp website.

“Corporate Profile”, Tenaga Nasional: https://www.tnb.com.my/about-
tnb/corporate-profile/.

Telekom 2013 Annual Report.

“Group Profile”; Axiata: https: / /www.axiata.com /corporate /group-profile /.
“TKR 2012: Telekom Malaysia Demerger”, Khazanah, 1 July 2013:
http://www.khazanah.com.my/About-Khazanah /Our-Case-Studies /
Khazanah-360,/TKR2012-Telekom-Malaysia-Demerger.

Petronas Chemicals Annual Report 2013.

See: http: //www.mymesra.com.my/About_Us-@-Overview.aspx.

See: https://www.petronasgas.com /aboutus /Pages /default.aspx.

UMW Oil & Gas Corp Annual Report 2013.

IHH Annual Report 2015.

MAS lost its public listing on 31 December 2014. Since the company has
undergone numerous name changes, it is referred to here as Malaysian
Airline System Bhd, MAS.

See: http://www.misc.com.my/About_MISC-@-Our_Milestones.aspx.
Mirzan is the son of former Prime Minister Mahathir. This further increased
Petronas’ stake in MISC.

In 2015, MoF Inc. divested its entire stake in Bursa to KWAP, giving this
GLIC its first majority interest in a top 100 publicly listed enterprise.

It is crucial for the government that MoF Inc. has direct ownership of
Petronas because the national oil corporation declares huge dividends
annually. Importantly, too, the GLCs mentioned here are but a few of
Petronas’ major subsidiaries.


https://www.tnb.com.my/about-tnb/corporate-profile/
https://www.tnb.com.my/about-tnb/corporate-profile/
https://www.axiata.com/corporate/group-profile/
http://www.khazanah.com.my/About-Khazanah/Our-Case-Studies/Khazanah-360/TKR2012-Telekom-Malaysia-Demerger
http://www.khazanah.com.my/About-Khazanah/Our-Case-Studies/Khazanah-360/TKR2012-Telekom-Malaysia-Demerger
http://www.mymesra.com.my/About_Us-@-Overview.aspx
https://www.petronasgas.com/aboutus/Pages/default.aspx
http://www.misc.com.my/About_MISC-@-Our_Milestones.aspx

CHAPTER 4

GLIC Control

THE CONTROL MECHANISMS

A variety of control mechanisms serve as crucial tools through which
GLIGCs can structure, coordinate and shape the functioning of the GLCs,
and in the process the corporate sector. Importantly, too, the government
does not need equity ownership to control an enterprise if it decides to
impose a golden share. Having a golden share confers on the government
enormous influence over an enterprise. Control of the banking and media
sectors, as noted in Chap. 3, are also core control mechanisms. There are
other mechanisms available to the government to control the GLICs, and
through them the GLCs: legislation, business groups, public policies and
directorships.

The law serves as a major control mechanism, as legislation regulating
the functioning of the GLICs assigns the Minister of Finance enormous
control over these institutions and, by extension, the GLCs. The laws
overseeing the functioning of the GLICs ensure that they function well,
with oversight authority in the hands of the Minister of Finance as well
as other relevant ministers in the case of LTH and LTAT, who ultimately
have to report to the cabinet and the Prime Minister. These laws only
have the capacity to limit the effects of self-interested transactions of the
controlling sharecholders to some degree. This situation does not neces-
sarily apply to the Companies Act and the listing regulations of the Bursa
Malaysia that oversee the functioning of the GLCs.!

© Institute for Democracy and Economic Aftairs (IDEAS) 2018 149
E.T. Gomez et al., Minister of Finance Incorporated,
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Public policies undoubtedly matter and function as a key control mech-
anism, as they justify the intervention of GLICs and GLCs in the corpo-
rate sector, primarily through affirmative action-based plans such as the
New Economic Policy (NEP), the Bumiputera Commercial & Industrial
Community (BCIC) and, most recently, the Bumiputera Economic
Empowerment (BEE) policy. These policies, along with privatization,
industrialization and vendor development programmes, have functioned
as instruments to create Bumiputera corporate captains. Although gov-
ernment enterprises were privatized, a number of them were renational-
ized following the currency crisis in 1997 and now function as prominent
GLC-based business groups.

Business groups are an institutional form of control employed by
GLICs to manoeuvre the functioning of publicly listed and unquoted
GLCs that have an extensive presence in the economy. These business
groups multi-task; while active in the corporate sector, they also imple-
ment social and political dictates of government leaders. The sharehold-
ing structure of GLC-based business groups in the top 100 indicate that
a minimum of three GLICs have an equity stake in the leading GLCs at
any one time. However, in most GLCs, one GLIC has a majority interest,
evident in companies controlled by Khazanah, PNB, LTAT and LTH.

Directorships are a vital control mechanism. Directors with a common
bond can create informal communication channels between companies
that allow them to formulate agreements in their mutual interest
(Mariolis 1975). When directors of different companies share a com-
mon bond to a person or institution at the apex of a pyramid, this per-
son or institution could secure decisions that undermine the interests of
minority shareholders. These control mechanisms merit review in terms
of how they are employed by the GLICs.

LEGISLATION AND (GOVERNANCE STRUCTURE

Figure 4.1 indicates that the GLICs are under direct executive and legisla-
tive control, with enormous influence centred in the office of the Minister
of Finance. This minister has direct control of MoF Inc., the government’s
primary holding company, given its control over Khazanah and PNB, both
incorporated as companies and Malaysia’s leading investment holding
enterprises. MoF Inc. directly controls Khazanah and PNB through equity
ownership. Although not part of the executive, the Yayasan Pelaburan
Bumiputera (YPB, or Bumiputera Investment Foundation) has a board
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Fig. 4.1 Ownership and control structure of GLICs

of trustees which comprise the Prime Minister, Deputy Prime Minister,
Minister of Finance II, Minister of International Trade and Industry and
the Chairman of PNB. LTH and LTAT, both statutory bodies, are nota-
ble as, respectively, they also have the Minister in the Prime Minister’s
Department in charge of Islamic Affairs and the Minister of Defence in
the controlling seat.? EPF and KWAD, also statutory bodies that function
as pension/savings-based institutions, are controlled by the Minister of
Finance.

The provisions in law for LTH and LTAT are unique, with each having
two ministers in control, along with the Minister of Finance. In these two
GLICs, the Minister of Finance has control over key matters, such as invest-
ment decisions, borrowing approval and profit declaration. A summary of
the legislative power of the ministers is provided in Table 4.1, along with
the laws overseeing the GLICs that function as statutory bodies.

Three issues can be noted from Table 4.1. First, there is room for por-
tability and ambiguity in the definition of “Minister” in legislation per-
taining to EPF, LTH and LTAT. The EPF Act defines the term “Minister”
as the minister in charge of matters relating to this GLIC. The Tabung
Haji Act defines “Minister” as the one responsible for pilgrimage issues.
The Tabung Angkatan Tentera Act does not define the term. While one
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can assume that the Minister of Finance oversees EPF, the Minister in
charge of Islamic Affairs in the Prime Minister’s Department manages pil-
grimage matters and the Minister of Defence controls LTAT, these roles
can be shifted to other ministers. For example, if the government decides
to put pilgrimage issues under the authority of the Minister of Foreign
Affairs, then power over LTH will be transterred to him from the Minister
in charge of Islamic Affairs. Since the Tabung Angkatan Tentera Act does
not define “minister”, there is no guarantee that the Minister of Defence
has permanent control over LTAT.

Second, all acts give the respective ministers wide powers. The EPF,
LTAT and LTH legislation empower the relevant ministers to issue direc-
tions to the board. Besides that, the minister can obtain any information
from the board at any time. Powers held by the minister include providing
approval to incorporate and acquire companies, purchase shares and secu-
rities, borrow money, provide financing and dictate investment decisions.

Third, through these laws, the Minister of Finance has some involve-
ment in GLICs under the authority of other ministers. LTH, though under
the Minister in charge of Islamic Affairs, needs approval from the Minister
of Finance before providing financing or borrowing money. LTAT, under
the Minister of Defence, requires the Minister of Finance’s approval before
it can declare its annual profit, borrow money and undertake investments.
In fact, the Statutory Bodies (Power to Borrow) Act does not allow a
statutory body to borrow money without the prior approval of that body’s
minister and the Minister of Finance.

Another aspect of these laws as a control mechanism is that concerning
the appointment of directors of GLICs. Through these laws, the Minister
of Finance, with the Minister of Defence and the Minister for Islamic
Affairs, has the authority to appoint people of their choice as members
of the board of directors of these GLICs. Table 4.2 provides a list of leg-
islation assigning powers to the relevant minister to appoint directors of
GLICs.

Table 4.2 indicates that these laws assign the respective ministers
almost total control over the appointment of board members. The respec-
tive ministers for these GLICs appoint the chairmen of their boards. All
boards have representatives from other government institutions such as
Bank Negara and the Ministry of Finance. However, the power to appoint
these bureaucrats also lies with the minister in question.

Accountability mechanisms are laid out in these laws. For statutory-
based GLICs, accountability is required as stated in the Statutory Bodies
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(Accounts and Annual Reports) Act 1980. Under this Act, all statutory
bodies

shall keep or shall cause to be kept proper accounts and other records in
respect of its operations in accordance with generally accepted account-
ing principles and shall cause to be prepared a statement of its accounts in
respect of each financial year and shall, within six months after the end of
that financial year or such extension thereof as may be granted under section 9,
submit the same to the Auditor General for audit.

The Auditor General can audit these statutory bodies according to the
Audit Act 1957. Every statutory body must submit its audited accounts to
the relevant minister. The minister is then required to table these audited
statements in parliament. The Statutory Bodies (Accounts and Annual
Reports) Act empowers the minister to “make rules for the purpose of
carrying out or giving effect to any provisions of this Act”. Another law,
laid down in the Statutory Bodies (Discipline and Surcharge) Act, spells
out punishable crimes by statutory body directors and officers and the
creation of disciplinary committees to judge the offenders. However, this
Act also empowers the Prime Minister to exempt any statutory body from
the provisions of this legislation. As of 20006, three GLICs—EPF, LTAT
and LTH—were exempted from this Act.?

The minister is also responsible for the appointment of the members of
investment panels, a core institution within the governance structure of the
GLIC. The laws overseeing the EPF, LTAT and KWAP have provisions
for the creation of an investment panel and the appointment of its mem-
bers. Khazanah does not have an investment panel of the sort that exists at
LTH, LTAT, KWAP and EPF. However, Khazanah has a team of invest-
ment directors within its larger Senior Leadership Team.* PNB, similar to
Khazanah, does not have an investment panel. Instead, PNB has investment
committees under its subsidiary, the unit trust manager, Amanah Saham
Nasional Bhd (ASNB).5 Only the LTH legislation does not mention the
need to appoint an investment panel. However, LTH established its invest-
ment panel in 2001.¢ The investment panel is a vital advisory institution,
independent of the directors of these GLICs, as it is responsible for propos-
ing the areas of investment. Table 4.3 provides a list—and brief profile—of
the members of these investment panels in each of the seven GLICs.

The appointment of members of these investment panels is the pre-
rogative of the minister. Tables 4.3 and 4.4 indicate that these investment
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Table 4.4 Breakdown of representation of GLIC investment panels, 2013

GLIC Corporate professionals Bureaucrats Ex-bureaucrats
Khazanah 10 0 0
PNB 5 0 3
EPF 5 1 1
LTH 5 1 0
KWAP 5 2 0
LTAT 2 2 1
Total 32 6 5

Source: 2013 GLIC annual reports

panels are occupied by people with significant experience in the corporate
sector, suggesting professional oversight of the investments by the GLICs.
About one-third of these panel members are sitting and former bureau-
crats (see Table 4.4).

Many of the managing directors (MDs) of the GLICs are on their respec-
tive investment panels. They include Azman Mokhtar (Khazanah), Hamad
Kama Piah (PNB), Shahril Ridza (EPF) and Wan Kamaruzaman (KWAP).
Some of the chairmen, for example Ahmad Sarji (PNB), Samsudin Osman
(EPF) and Irwan Serigar (KWAP), are also on investment panels. Only a
small number of the other GLIC directors are on their investment pan-
els, such as Wan Abdul Aziz (PNB), Zulkifeli Zin and Fauziah Yaacob
(LTAT). Two people, Azlan Hashim and Zauyah Desa, appear on more
than one investment panel. Azlan, a Khazanah director, is present on those
of EPF and KWAP. Zauyah Desa, an alternate director of EPF and Deputy
Secretary-General of Ministry of Finance, is a member of the EPF and KWAP
investment panels. Most MDs of GLICs are on their respective investment
panels. The MD can report the findings of the investment panels directly
to the board of directors. Even if the board of directors has the final say on
investments, the investment panels will have played an important first step
in determining the risks of potential investments. The importance of invest-
ment panels is seen in the presence of GLIC chairmen on some investment
panels, although several GLICs do not conform to this pattern. The chair-
men and MDs of LTH and LTAT are not on their investment panels. The
absence of Khazanah’s Chairman, Prime Minister Najib Razak, from the
investment panel is obviously due to his governmental duties.”
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These investment panels are dominated by experienced corporate pro-
fessionals and include prominent figures such as Nazir Razak and Abdul
Farid Alias (see Table 4.4).8 No UMNO member is present on these
panels. While experienced professionals from the financial sector consti-
tute a large segment of LTH’s investment panel, the absence of both the
chairman and the MD raises doubts about the importance of this advisory
committee to the management. LTH has been involved in several scandals
regarding its investments.’

HorpiNng COMPANIES AND BUSINESS GROUPS

The GLICs function primarily as investment holding companies, with a
business group control structure that serves as an important mechanism
for one institution to control a large number of enterprises. Figures 4.2,
4.3,4.4,4.5,4.6,4.7 and 4.8 outline the corporate holdings structures
of the seven GLICs in 2013. These figures indicate that a number of
quoted GLCs come under the umbrella of each GLIC. These quoted
GLCs, in turn, function as business groups, involving the use of a hold-
ing company—and, in some cases, cross-holdings—reflecting that this is
an extremely important corporate control mechanism. Collectively, the
GLICs have common shareholdings of a range of publicly listed firms,
although in numerous cases one of them has majority ownership. Block
shareholding of listed enterprises, including through obscure private firms,
is common among the GLICs. Block shareholdings help shield the collec-
tive majority ownership that GLICs have over major quoted companies.

It is clear that MoF Inc. functions largely as a holding company. Its
primary modes of corporate control are through majority equity owner-
ship and golden shares (see Fig. 4.2). A unique feature of MoF Inc. is
its ownership of two other major GLICs, Khazanah and PNB, both of
them companies (the other GLICs are statutory bodies). MoF Inc.’s own-
ership of Khazanah and PNB is through majority shareholding and one
share respectively.!® MoF Inc. also has direct majority ownership of two
unlisted holding companies, AmanahRaya, the leading trustee company,
and Petronas, the huge national oil corporation.

MOoF Inc. does not have a direct majority shareholding in any of the
GLCs among the top 100, but it does have minority interest in two GLCs,
that is, Bursa (16%) and IJM Corp (0.16%).1 MoF Inc.’s direct interest in
other GLCs among the top 100 is through golden shares, a feature unique
to this GLIC. This allows MoF Inc. to have control over a large number
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of companies without any significant equity holdings. The golden share is
used in strategic sectors, such as airports, seaports, telecommunications,
utilities, healthcare and agriculture. Ownership of private companies is
only through the golden share mechanism.

Two interesting points can be noted in Fig. 4.2. First, that an associate
company of MoF Inc. is KUB, a listed GLC formerly owned by UMNO
and bailed out after the 1997 currency crisis. Second, MoF Inc. has an
interest in two foreign-owned enterprises, Asian Potash and IRCO, both
agriculture-based companies. Asian Potash, based in Thailand, manufac-
tures potash fertilizers, while IRCO is jointly owned with partners from
Thailand and Indonesia to promote the rubber industry. MoF Inc. owned
9.6% and 22% of Asean Potash and IRCO respectively.

Figure 4.3 indicates that PNB uses the model of investing in a large
number of publicly listed companies, although, unlike MoF Inc., it
prefers largely to remain a non-majority shareholder. PNB’s sharehold-
ings in quoted companies are primarily through ASNB. PNB has an
associate interest in SP Setia but the volume of shares it owns here is
high, at 48.76%. ASNB owns another 15% of SP Setia’s equity. PNB,
along with ASNB, also has a majority interest in two other companies
in the top 100, Sime Darby (51.66%) and Malayan Banking (48.02%).
PNB and ASNB collectively own a minority interest in a number of
GLCs among the top 100.

PNB, through ASNB, has an interest in a number of publicly listed
companies. ASNB has a direct interest in UMW Holdings (49%), Telekom
(19%), UMW Oil (8%), Gamuda (12%), IJM Corporation (15%), Tenaga
(12%), Axiata (14%), MISC (8%) and Malaysia Airports (15%). PNB,
through ASNB, has associate shareholdings in three privately owned
quoted companies, MMC Corp, Digi and Capitaland. As for foreign-owned
publicly listed companies, ASNB is an associate shareholder in Dutch Lady
and Fraser & Neave Holdings, both in the food and beverages business.
PNB, through ASNB, owns a minority interest in four privately owned pub-
licly listed companies, Sapura Kencana, Bumi Armada, Maxis and Sunway
REIT; all are top 100 companies. ASNB’s equity interests in enterprises
that are publicly listed are far more extensive than what is shown in Fig. 4.3,
which captures its ties with only those GLCs in the top 100.

Khazanah, as a sovereign wealth fund, does not discriminate about
where it can achieve value and invests both as a majority and minority
shareholder, though usually preferring to own more than 10% of any com-
pany in which it invests; it is also active in joint-ventures (see Fig. 4.4).
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For GLCs among the top 100, Khazanah owns only eight, having a sub-
stantial interest in UEM Sunrise, Malaysia Airlines, CIMB Group, IHH
Healthcare, Malaysia Airports, Axiata, Tenaga Nasional and Telekom.!?
Khazanah also has an interest in privately owned publicly listed companies
such as Astro, Parkson, TIME dotCom, Westports and Bank Muamalat,
through associate and minority level shareholding.

Khazanah has a huge equity interests in a number of unlisted but impor-
tant GLCs, such as Penerbangan Malaysia, Sunway Iskandar, Pinewood
Iskandar, Silterra and M Plus.'® These majority sharcholdings suggest that
Khazanah has active managerial control of these enterprises. A number of
these companies are focused on innovation, technology and life sciences,
all fairly new sectors in the economy. Khazanah has the lowest number
of minority level shareholdings among all GLICs. Out of 11 minority
companies, six are foreign owned and four are privately owned.

A unique feature about Khazanah is its serious engagement with for-
eign companies, through joint-ventures with prominent firms such as
Temasek Holdings, Capital Holdings, Dubai Group, Camco International
and Kuok Group. Khazanah is the only GLIC that has a high global pres-
ence, due to its role as a sovereign wealth fund.

Figure 4.5 substantiates the point that EPF has an extensive presence in
the corporate sector. EPF has an interest in the greatest number of GLCs
among the top 100, that is 35 companies, although most are through a
minority sharcholding ranging from 0.25% to 17%. Most of EPF’s equity
holdings in these firms are below 10%. It has a majority interest in only
four quoted firms: RHB Capital, MRCB, MBSB and Malakoft. However,
Malakoft is not listed in the year 2013, but it was relisted in 2015. EPF’s
shareholding pattern of a small interest in a large number of companies
may allow it to influence the market.

EPF has an interest in the largest number of privately owned com-
panies, through a minority stake, compared to other GLICs. EPF has a
minority interest in four foreign-owned publicly listed companies, with
less than 10% in two of them (Dutch Lady and Fraser & Neave). EPF also
has an investment in Lafarge, a prominent company in the construction
industry, and in British American Tobacco, which has one of the highest
stock prices among quoted firms.

KWAP’s corporate structure is very similar to that of EPF, with an inter-
est in a large number of the top 100 (see Fig. 4.6). However, KWAP has
no majority interest in a quoted company. It has a minority interest in 28
GLCs among the top 100, ranging from 0.14% to 8%. Since KWAP is a
much smaller fund compared to EPF, it owns stakes in far fewer companies.
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KWAP has a minority interest in eight privately owned and two foreign-
owned companies, Nestlé and Digi Dotcom, the latter among the top ten
firms on the Bursa, based on the market capitalization. KWAP has only five
wholly owned subsidiaries that focus on their core business. ValueCap Sdn
Bhd is the only company in which KWAP has an associate shareholding.

LTAT has majority control of two prominent GLCs, Affin Holdings
and Boustead Holdings (see Fig. 4.7). LTAT also has a majority interest
in Pharmaniaga through Boustead Holdings, the only quoted firm in the
LTAT stable that is not a top 100 enterprise. Almost all other companies in
the LTAT group in which it has a majority interest are private limited firms
that are involved in a diverse range of sectors, such as plantations, commu-
nications and biotechnology. Among publicly listed companies, 12 GLCs
in the top 100 are companies in which LTAT has a minority interest, rang-
ing from 0.12% to 1.2%, a very small figure compared to the other GLICs’
ownership of minority shareholdings in leading GLCs. LTAT owns the
equity of six privately owned companies at the associate level. LTAT has no
equity interest in foreign companies other than its direct interest in Chery
Holdings, a subsidiary of the China-based auto manufacturer.

LTAT’s main subsidiaries concurrently own an interest in other firms,
indicating an interlocking stock ownership pattern, an uncommon trend
among the GLICs. The interesting feature of this group is that LTAT
owns Boustead and Affin, while Boustead in turn owns Affin. A similar
ownership pattern is evident between PNB and IJM Corporation, IJM
Plantations, and IJM Land, although LTAT is actively involved in the
management of the Boustead-Affin group. This type of control facilitates
the movement of resources within its network of firms.

LTH operates in the same way as LTAT in that they both function like a
diversified business group (see Fig. 4.8). Both GLICs own and control a large
number of private companies that are involved in a wide range of sectors
including plantations, infrastructure development and engineering.
In Fig. 4.8, LTH’s corporate structure indicates its control of a banking
enterprise, BIMB Holdings, with a 55% stake. LTH has a majority interest
in three other publicly listed companies that are not in the top 100, TH
Plantations Bhd, TH Heavy Engineering Bhd and Theta Edge Bhd, involved
in plantations, offshore heavy engineering and as an ICT solutions and
service provider respectively. LTH, like EPF and KWAP, has an interest in
a number of blue-chip GLCs. It also has an interest in foreign firms that
are involved in property development and investment holdings. The other
GLCs in the top 100 in which LTH has a shareholding are merely minor-
ity interests, with equity holdings ranging from 0.05% to 10%.
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Among the notable private companies in which LTH has a stake are
Bata (20%), a leading household name in the shoe manufacturing indus-
try, and Express Rail Link (40%), a concession company related to the
Kuala Lumpur International Airport express and transit railway services,
owned by YTL Corporation Bhd. LTH owns Pelikan International (31%),
an established German stationery brand, and Nihon Canpack (40%), a
firm that undertakes can-filling beverage services for Nestlé Malaysia.

All seven GLICs share one core control trait: all these business
groups have a pyramid ownership structure pattern, a point reinforced
in Appendix 4.1. However, the extent of their pyramiding differs signifi-
cantly, depending on the GLCs they control. GLCs that function as banks
have a large number of subsidiaries, seen in particular in companies such
as Malayan Banking and CIMB, though also prevalent in the plantations-
based Sime Darby.

These seven figures provide further evidence of the extensive involve-
ment of the GLICs in the economy. A breakdown of these corporate hold-
ings, dealing with the subsidiaries and associate companies of these GLICs,
is provided in Appendix 4.1. This appendix indicates that these seven
GLIGs, through just those 35 publicly listed GLCs in Bursa Malaysia’s
top 100, are ultimately linked with about 68,300 companies!

Through a network topology, Fig. 4.9 provides further evidence of the
extent of the GLICs” ownership of publicly listed and unquoted GLCs
in 2013. This network topology builds on the figures above as well as
Fig. 3.1 in the preceding chapter on ownership issues, although it only
focuses on companies in which the GLICs have a majority 20% stake and
more. Network topology is the arrangement of nodes and links of a busi-
ness group. Nodes represent the stakeholders, in other words, subsidiar-
ies, shareholders, associate companies and individuals. Links represent the
ownership shareholdings by the stakeholders.

Figure 4.9 indicates far more explicitly that the collective interactions
between these seven GLICs and their GLCs are extremely far-reaching and
complex. These complex GLIC-GLC interactions were mapped out using
a network analysis tool.'* This map shows 3,621 companies, highlighted
in red, yellow and green nodes, that have 4,262 interactions, indicated
through the lines linking these companies. The total market capital value
of this network is RM720 billion. The total market capital value for all
publicly listed companies on Bursa Malaysia for 2013 was RM1.7 trillion,
with the 35 GLCs accounting for 42% of this value. A detailed analysis of
Fig. 4.9 is provided in Box 4.1.


http://dx.doi.org/3.1
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Fig. 4.9 Network topology of the seven GLICs and GLCs in the top 100, 2013
(20% stake or more)
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Box 4.1 Understanding the Network Topology of the Seven GLICs
(J.M. Roda, Norfaryanti Kamaruddin and E.T. Gomez)

Computational progress in recent years now allows for the applica-
tion of network metrics to measure control within vast shareholding
networks of modern intricate ownership structures (Battiston 2004).
Among these metrics, some provide a means to identify the ultimate
controlling shareholders within a network of companies. Others allow
for a measurement of the power and influence of a sharcholding
entity over the whole corporate structure to which it is connected.'®
Analysts routinely use company databases such as those provided by
Bursa Malaysia, Bloomberg, Thomson Reuters and Bureau Van Dijk
when obtaining information to analyse shareholding patterns. These
databases may differ slightly in coverage and scope, but they are all
fairly similar when used to analyse the major corporate structures of a
country or business sector.

Glattfelder (2010) first used these databases to identify the nexus of
companies controlling the world financial network. Vitali, Glattfelder
and Battiston (2011) found, through computation, that a small group
of 147 transnational corporations controlled 40% of the world’s finan-
cial network. In Malaysia, similar network metrics and methods were
employed for the first time by Roda, Norfaryanti and Tobias (2015)
to analyse the ownership and control structure of major Southeast
Asian agribusiness companies.

The method of Roda et al. (2015) is applied here to analyse Malaysia’s
corporate sector, with specific focus on the GLICs and the publicly listed
GLCs they own and control. This method is sensitive to the selection
threshold of shareholding links: when selecting companies linked by at
least 10% ownership (and above), the results are critically biased. This is
because of the existence of feedback loops of control through interlaced
cross-shareholdings. These cross-shareholding structures allow compa-
nies to legally increase their control while displaying low percentages of
direct ownership. However, by selecting all companies of a given data-
base or the firms linked by at least 1% ownership, this would give the
same rankings for the top five controlling entities in Malaysia.

Control is measured through a specific algorithm called “beta-
centrality” or “Bonacich’s power” which measures the power of an
enterprise within a network of firms. The initial applications were
developed to assess social networks (Bonacich 1987). This algorithm

(continued)



HOLDING COMPANIES AND BUSINESS GROUPS 179

Box 4.1 (continued)

stems from well-known centrality measures developed by Freeman
(1977). These measures were derived from the fundamentals of
graph theory (Sabidussi 1966). Bonacich’s power algorithm, used as
a measure of power, has been employed in numerous studies about
social networks, social situations, computer networks and informa-
tion networks and its reliability has been largely acknowledged (Yan
and Ding 2009; Friedl and Heidemann 2010; Rodan 2011).

Figure 4.9 presents the companies of Malaysia’s corporate sector as
nodes, whose size and colour are proportional to their individual power
over the network. For example, a large red node has more power over
the network than a medium-sized yellow node, while a small green
node has the least power over the network. The thickness of the links
are proportional to the ownership shares (from 0.00001% to 100%),
while the colour of the links are proportional to their “intensity”: if one
link acts as the only bridge between two large groups, it becomes red.

Bonacich’s power computation suggests that nine government
bodies control 23.6% of the influence in Malaysia’s corporate sec-
tor. The most powerful institution is MoF Inc., with 4.9% of the
power over the Malaysian corporate sector, followed by PNB (4.2%),
KWAP (3.4%), EPF (3.1%) and ASNB (2.7%). The other four gov-
ernment-linked bodies are LTH (1.6%), LTAT (1.5%), SOCSO
(1.2%) and Khazanah (1%). Interestingly, JP Morgan Chase Bank
National Association USA (2.7%) and AIA Bhd (2.5%) figure highly
in this computation, indicating the growing ownership of domestic
equity by foreign enterprises (see the full listing below).

According to this listing, a core of 26 corporations controls 54% of the
power over the Malaysian corporate sector. This core is represented by
red to light orange nodes at the centre of Fig. 4.9, the 26th corporation
being Khazanah (1%). Among the corporations in this core, nine are
GLICs and government-linked agencies, such as SOCSO, that control
23.6% of the power. Fourteen other corporations are foreign and control
25.3% of the power. Among these, the overwhelming influence of JP
Morgan appears through different instances, that is, JP Morgan located
in the United States, United Arab Emirates, Norway, Luxembourg,
Netherlands and Saudi Arabia. In total, JP Morgan controls 11% of the
power over the Malaysian corporate sector. The influence of Singapore-
based public and private institutions is also extremely high.

(continued)



180 4 GLIC CONTROL

Box 4.1 (continued)

Rank  Corporation/institution

QN Ul N~

—
— O O 0

12
13
14
15
16
17
18
19

20
21
22
23

24
25

26

MoF Inc.

PNB

KWAP

EPF

ASNB

JP Morgan Chase Bank National Association
USA

ATA Bhd

Eastspring Investments Bhd

Government of Singapore

Vanguard Emerging Markets Stock Index Fund
JP Morgan Chase Bank National Association
UAE

Saudi Arabian Monetary Agency

Public Islamic Dividend Fund

The Bank of New York Mellon Acct

LTH

Public Islamic Select Enterprises Fund
LTAT

Public Ittikal Fund

JP Morgan Chase Bank National Association
Norges BK Lend

JP Morgan Bank Luxembourg SA

Great Eastern Life Assurance (M) Bhd
Pertubuhan Keselamatan Sosial (SOCSO)

JP Morgan Chase Bank National Association
Netherlands

State Street Bank and Trust Co West CLT
JP Morgan Chase Bank National Association
Saudi Arabia

Khazanah

Influence over corporate

Maloysio

By entity Cumulative
4.90% 4.90%
4.20% 9.10%
3.40% 12.60%
3.10% 15.60%
2.70% 18.30%
2.70% 20.90%
2.50% 23.40%
2.40% 25.80%
2.20% 28.00%
2.20% 30.20%
2.20% 32.40%
2.10% 34.50%
2.00% 36.50%
1.80% 38.30%
1.60% 39.90%
1.50% 41.40%
1.50% 42.90%
1.50% 44.50%
1.40% 45.80%
1.30% 47.20%
1.30% 48.50%
1.20% 49.60%
1.10% 50.80%
1.10% 51.90%
1.00% 52.90%
1.00% 53.90%

Note: Power was measured employing Bonacich’s power algorithm
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The range of interactions in Fig. 4.9 highlights the extent of GLIC
ownership of GLCs and their subsidiaries and associate companies. The
lines that connect them represent their interactions or control through
shareholdings. Appendix 4.1 lists, in numbers, the total volume of com-
panies associated with the 35 publicly listed GLCs controlled by the seven
GLICs, going down ten levels. As already mentioned, about 68,300
quoted and unquoted companies are linked with these GLCs. Figure 4.9
and Appendix 4.1 reveal that this GLIC-GLC system comprises a vast
number of companies interconnected through equity ownership.

The decision-making control lines are linked strongly to the seven
GLICs. They are at the top of the pyramidal structure, which spearheads
the direction of the GLCs under their control. Most of these massive
and complex interlocking relationships occur at the core of the network,
which is there most heavy and condensed. The centre of this network
system is similar to what Glattfelder (2010) refers to as the strongly
connected component (SCC). In this study, the SCC refers to strong
relationships between the GLCs and GLICs, derived from their share-
holding ties. Decision-making control is situated in the SCC. The flow of
control is not one way; it is intertwined within the GLICs and GLCs in
the SCC. However, concentration of control in the SCC varies between
the GLICs and GLCs. The variations in control concentration are due
to the objectives and functions of the GLIC. What Fig. 4.9 confirms
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is that among the GLICs, MoF Inc. has the largest volume of control
through equity shareholdings, even before including the company-based
Khazanah and PNB, which it owns. The other GLICs are, as mentioned,
statutory bodies and controlled by MoF Inc. through legislation.

What can also be gauged from Fig. 4.9 is the decision-making con-
trol mechanism, one that flows from centre, or the core, to the outer,
middle and peripheral segments of this network. This flow indicates that
decision-making powers are centralized in the SCC. Decisions emanating
from the SCC, whether sound business resolutions or those that serve
vested political interests, have serious implications for the whole network.
Inappropriate control or governance of the GLICs and their GLCs could
thus lead to systemic risks.

The 23.6% control of government bodies over the corporate sector
carries heavy responsibilities and potential risks in terms of decision-mak-
ing. This heaviness can increase substantially the volume of time taken
to make decisions. The pyramidal structure leads to layer upon layer of
decision-making, which contributes to the length of time taken to make
decisions. This heaviness further implies less flexibility to react to internal
or external changes in the market, more so since these 23.6% of interac-
tions mean that the GLCs have a large number of stakeholders to man-
age. However, this lengthy decision-making process helps ensure proper
governance when GLICs carry out their social responsibilities. However,
since power is concentrated in the centre, specifically in MoF Inc., this
also suggests that one institution can issue decisions by which all GLICs
and GLCs have to abide.

All 35 publicly listed GLCs are interconnected to each other through
their links with the seven GLICs. Most of these listed GLCs are situated
at the core of the network, further indicating also contribution to the
economy. A few extremely large GLCs appear at the outer core, due to
their extensive networks with their huge numbers of subsidiaries and
associate companies. For instance, the highly diversified Sime Darby has
a huge group of companies under its control, a result of its merger with
two other major plantations-based enterprises in 2007. Sime Darby can
thus be seen as a “semi-GLIC”, given its size and structure, as it stands
apart from the core and the SCC. Boustead, another well-diversified
plantations enterprise, is not as huge as Sime Darby but can also be con-
sidered as a “stand-alone GLIC?”, given its circular shareholding inter-
actions with LTAT and publicly listed Affin Holdings, the owner of a
major bank. While Boustead may appear small in size, given its ties with
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LTAT and Affin Holdings, this business group is a significant player in
the Malaysian economy.

Figures 3.1, 4.9 and those above pertaining to the seven GLICs pro-
vide insights into how ownership and control patterns are structured and
decision-making power is concentrated. Ownership and control patterns
among the GLICs and GLCs are structured differently. The ownership
structure depends on the size of the GLC, its core business activities and
when it was established. Ownership and control are concentrated dif-
ferently too. Some GLICs and GLCs have significant and concentrated
control, others do not share this feature. For example, in the plantations
sector, PNB has substantial and concentrated shareholding of Sime Darby,
as does LTAT of Boustead and Johor Corp of Kulim. Although PNB’s
shareholdings are indirectly held through various enterprises such as
ASNB, the interlocking ties through its pyramidal structure could provide
this GLIC the control to inform decision-making. FGV has a different
model. MoF Inc. has a golden share in FGV which in turn has its own
pyramidal structure. FGV’s shareholding structure is different from that of
other plantations-based GLCs; its shares are widely dispersed, for reasons
detailed in Chap. 3.

DIRECTORSHIPS

In Malaysian corporate history, there are two major types of directorate
ties. First, there are ownership ties, where businesses are jointly controlled
by a common sharcholder, a trend common in the 1990s.1° Second, mul-
tiple ties, in which two companies share one person as a member of their
respective boards. The large voting rights of these common directors allow
for greater internal corporate control, leading to greater inter-company
transactions that need not necessarily be beneficial to all the shareholders
of a firm, particularly minority shareholders.

UMNO-Linked Listed Firms in 1990s

Just prior to the 1997 currency crisis, a number of well-connected
Bumiputeras had emerged as owners and directors of publicly listed com-
panies. Table 4.5 provides a list of businesspeople who had served as
directors, as well as equity owners, of quoted companies, along with infor-
mation about their backgrounds. Table 4.5 indicates that some of these
directors were said in the market to be close associates of key UMNO
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leaders, such as former Finance Minister Daim Zainuddin, or were closely
aligned to then Prime Minister Mahathir Mohamad and then Deputy
Prime Minister and Finance Minister Anwar Ibrahim. Among the most
prominent of the Bumiputera corporate captains were Rashid Hussain,
Halim Saad, Tajudin Ramli, Wan Azmi Wan Hamzah, Samsudin Abu
Hassan, Ahmad Sebi Abu Bakar, Yahya Ahmad, Amin Shah Omar Shah
and Azman Hashim. Significantly, too, a number of UMNO politicians
who were closely aligned with Anwar had emerged as corporate players of
major publicly listed companies. These politicians included Kamaruddin
Jaffar, Kamaruddin Mohamad Nor, Ishak Ismail, Abdul Mulok Damit and
Mohamed Sarit Yusoh. This list of prominent business figures includes
Mabhathir’s three sons, Mirzan, Mokhzani and Mukhriz.

UMNGO?s Presence Declines

By 2013, two major changes had occurred in the corporate sector in terms
of the presence of UMNO-linked people as owners and directors of the
top 100 publicly listed companies. A review of the list of directors of pub-
licly listed companies in 2013 indicates little evidence that UMNO mem-
bers had ownership and control of these firms. UMNO members also do
not appear prominently as directors of publicly listed GLCs. Among the
list of directors of the GLICs and GLCs of the top 100 companies, there
were only a few UMNO members (see Table 4.6).

An important fact emerges from Table 4.6: the directors of these
GLICs are from four distinct areas: UMNO, the corporate sector, the
burcaucracy and non-governmental organizations (NGOs).1” The largest

Table 4.6 Distribution of GLIC directors according to background, 2013

GLIC Corporate Bureaucrats Ex-bureaucrats NGO UMNO
professionals
Khazanah 6 0 0 0 3
PNB 2 0 4 0 0
EPF 6 5 2 5 0
LTH 2 3 1 0 4
KWAP 5 5 0 1 0
LTAT 2 6 1 0 0
Total 23 19 8 6 7

Source: 2013 GLIC annual reports
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group of directors are members of the corporate sector. The second largest
component of directors are bureaucrats, both serving and retired pub-
lic servants. The rest of the directors, constituting a small number, are
UMNO members and NGO representatives. In each of the six GLICs,
the distribution of directors from these four categories of directors varies
considerably.!8

Table 4.6 further indicates that all Khazanah directors have had experi-
ence in the corporate sector, except for Najib who serves as its chairman in
his capacity as prime minister. The other two men listed as directors with
an affiliation to UMNO are Nor Mohamed Yakcop and Ahmad Husni
Hanadzlah. Both men have a background in the corporate sector but are
listed under UMNO in Table 4.6, given their party membership. They sat
on Khazanah’s board as they held ministerial appointments in 2013 (see
Table 4.7). PNB’s board has the smallest number of directors, a mere six,
and four of them are former bureaucrats while the other two are from
the corporate sector. EPF has the largest board of directors, whose 18
members constitute a balanced mix of people from the public and private
sectors, as well as NGOs. EPF’s board of directors features the highest
number of NGO (five) and East Malaysian (six) representatives.?* KWADP’s
board of directors is similar in diversity as EPF’s, albeit smaller in size.
LTAT’s nine directors comprise primarily bureaucrats, from the Ministries
of Finance and Defence, and representatives of the armed forces, while
two members are from the corporate sector; all directors are appointed by
the minister of defence. LTH presents the most interesting list of direc-
tors as its board of ten members not only has bureaucratic and corporate
sector representation, it also has the largest number of UMNO mem-
bers, four in total. Only Khazanah and LTH have UMNO members as
directors. However, as mentioned, the UMNO members on Khazanah’s
board served there in their capacity as cabinet ministers. Table 4.7 pro-
vides a profile of the UMNO members who sat on the board of directors
of GLICs and GLCs in 2013.

Table 4.7 indicates that UMNO members served as directors of
GLICs and GLCs. However, some of these UMNO-linked directors are
no longer prominent party leaders. Abdul Ghani Othman, the UMNO
Chief Minister of the state of Johor from 1995 to 2013, was appointed
Chairman of Sime Darby after he failed to win a parliamentary seat in
the 2013 General Election. Another former UMNO leader who holds
an important corporate position is Isa Abdul Samad, who served as the
Chief Minister of the state of Negeri Sembilan. Isa Samad is the Chairman
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of FGV. Sime Darby and FGV, both GLCs, are major corporations in
the plantations sector. Abdul Ghani and Isa Samad reputedly had little
influence in UMNO by 2013.

Najib appears here only by virtue of the fact that he, as the sitting
prime minister, oversees the running of Malaysia’s sovereign wealth fund,
Khazanah. Given Khazanah’s prominent role in the economy and the
corporate sector, its UMNO-linked directors, besides Najib, were Nor
Mohamed Yakcop and Ahmad Husni Hanadzlah, both men with much
experience in the corporate sector prior to their entry into politics. Nor
Mohamed, who spent about 30 years with Bank Negara, the central bank,
subsequently served as Special Economic Advisor to the Prime Minister,
Minister of Finance II and Minister in charge of the Economic Planning
Unit in the Prime Minister’s Department (Wong 2011). Ahmad Husni
served as Minister of Finance II, Deputy Minister of Finance I and Deputy
Minister of International Trade and Industry. Ahmad Husni stood down
as a cabinet minister in 2016. He has also served as director in a number
of financial institutions and state-level GLCs.?!

While Khazanah’s UMNO-linked directors were appointed by virtue
of their government positions, but their counterparts in LTH were not
appointed for the same reason. Unlike Nor Mohamed and Ahmad Husni,
the UMNO members in LTH—Azeez Rahim, Badruddin Amiruldin,
Mohamad Aziz and Rosni Sohar—have had no experience of employment
in the corporate sector. All four are career politicians who appeared to
serve as directors of LTH because of their party affiliation.

Furthermore, UMNO members on the board of LTH have held senior
party positions.?? Azeez Rahim is a member of UMNO?’s Supreme Council.
Badruddin Amiruldin serves as the UMNO Permanent Chairman.
Mohamad Aziz is the UMNO Permanent Deputy Chairman. Rosni Sohar
is the Assistant Secretary of UMNO Wanita (the Women’s wing) and was
appointed to the UMNO Supreme Council in 2013 (mStar Online 22
November 2013).

Noor Ehsanuddin was involved with Kelab UMNO Luar Negara
(UMNO Overseas Club) during his varsity days in the United States. He
worked as an engineer in the private sector before he was appointed as
Director of Seranta FELDA in the Prime Minister’s Department in 2008.
He was also appointed in the same year to the Majlis Latihan Khidmat
Negara (National Service Training Council) (Agenda Daily 5 August
2014). Both positions gave Ehsanuddin wide outreach to rural youth
(Free Malaysin Today 6 March 2016). Abdul Manat Hashim is currently
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the State Assemblyman for Pengkalan Baharu in the state of Perak. He has
had experience in the private and public sectors. He has been a member
of the Suruhanjaya Perkhidmatan Awam Negeri Perak (Perak State Public
Service Commission) since 2009.2* LTH, who had the largest number of
UMNO members as directors, has been involved in several controversial
corporate affairs.?*

Rise of the Covporate Professionals

As for multiple directorships in GLICs and GLCs in the top 100 in 2013,
UMNO members had no presence (see Table 4.8). Most directors are
from the corporate sector, followed by serving and former bureaucrats.
The large number of corporate professionals suggests the serious govern-
ment intent for professional management of the GLCs. These corporate
professionals have extensive experience in the private sector, including in
major firms (see Table 4.9).

Table 4.9 indicates that Khazanah has the highest number of corporate
professionals as multiple directors. Md Nor Md Yusof, Azlan Hashim and
Azman Mokhtar, all well-qualified individuals, are dispersed strategically
without overlap. Md Nor is in CIMB Group and Malaysia Airlines, Azlan
is in IHH Healthcare and Azman in Axiata. Khazanah has a significant
stake in all three companies. Of the number of corporate professionals who
serve as directors at EPF and KWAP, surprisingly, only one of them has
multiple directorships. Shahril Ridza holds directorships in EPF, MBSB
and Media Prima. However, EPF has a high proportion of bureaucrats as
multiple directors (see Table 4.9).

Most multiple directorships involve people in companies under the
same parent company (intra-GLIC). This applies, in particular, to all the
MDs. For example, Azman Mokhtar of Khazanah is also on the board
of directors of Axiata. Lodin Wok Kamaruddin of LTAT is a director of
Boustead, Affin and scveral of their subsidiaries. Hamad Kama Piah of
PNB is a director of Sime Darby. Shahril Ridza of EPF sits on the boards
of Media Prima and MBSB. These MDs are presumably present in those

Table 4.8 Multiple directorships in GLICs and top 100 GLCs, 2013

Corporate professionals  Bureancrats Ex-bureauncrats UMNO

GLIC—GLC 9 5 4 0
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Table 4.9 Multiple directorships (GLIC-GLC) of corporate professionals

Name

GLIC/GLC Background

Notes

Md Nor Md
Yusof

Azlan Hashim

Azman Mokhtar

Hamad Kama
Piah

Shahril Ridza
Ridzuan

Khazanah Commerce
CIMB Group

Malaysia

Airlines

Khazanah Accounting
IHH
Healthcare

Khazanah Accounting
Axiata

PNB Financial
Sime Darby Planning

EPF Law
Media Prima
MBSB

Former Advisor to Minister of
Finance

Former Chairman of Securities
Commission

Former CEO of Bank of
Commerce

Chartered Accountant

Former CEO of Bumiputera
Merchant Bankers

Former Chairman of Bursa
Malaysia

Former MD of Amanah Capital
Malaysia

Chartered Accountant
Khazanah Managing Director
Co-founder and Former MD of
BinaFikir Sdn Bhd®

Serves in various government
bodies including Pemandu,
Malaysian Innovation Agency,
Bumiputera Agenda Action
Council

Worked for Tenaga Nasional,
Salomon Smith Barney Malaysia,
Union Bank of Switzerland
Malaysia

Chartered Accountant and
Chartered Financial Analyst
Served 30 years in PNB in unit
trust management

Certified Financial Planner
Member of ASNB Investment
Committee

Credited for restructuring
MRCB and Media Prima, as well
as the completion of KL Sentral
Worked at Trenergy (M) Bhd,
Turnaround Managers Inc. (M)
Sdn Bhd, SSR Associates Sdn
Bhd, Danaharta

(continued)
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Table 4.9 (continued)

Name GLIC/GLC Background Notes
Ismee Ismail LTH Accounting e MD of LTH
BIMB e Former CEO of ECM Libra
FGV Securities
e Former Chief Accountant of
Danaharta

e Former Group Accountant of
Shell Malaysia Trading

e Former General Manager of
Arab Malaysia Development

e Chartered Institute of
Management Accountant

Siow Kim Lun KWAP Economics e Member of Land Public
UMW Transport Commission
Holdings e Worked in Securities Commission
Lodin Wok LTAT Business e 1MDB Chairman
Kamaruddin Boustead Administration e Was in LTAT and Boustead
Affin during Najib’s two stints as
Holdings Defense Minister (1990-95;
1999-2008)

e Perbadanan Kemajuan Bukit

Fraser (General Manager)
Ghazali Ali LTAT Town Planning  © Fellow, Malaysia Institute of
Boustead Planners

e Former Deputy Director General
of Urban Development Authority

e Former MD of Syarikat
Perumahan Pegawai Kerajaan

Source: 2013 Annual reports of the GLICs and companies mentioned here

Note: Companies with an asterisk are unlisted
*BinaFikir was reputedly the firm that helped successfully restructure the ailing airlines, MAS (Wong 2011:
432-434)

subsidiaries in order to ensure their efficient management, besides ensur-
ing that their business plans are aligned with that of the parent company.
Of course, this goal can be achieved by placing other directors from the
parent company on the boards of their subsidiaries. For example, Md Nor
Md Yusof of Khazanah is on the board of directors of two companies
under this GLIC’s group, CIMB and MAS.
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Inter-GLIC directorate links exist as some directors serve on the
boards of companies owned by another GLIC or another corporation.
Ismee Ismail of LTH is a director of IMDB, a subsidiary of MoF Inc.,
and FGV. Siow Kim Lun of KWAP is on the board of UMW Holdings,
owned by PNB.

Table 4.10 indicates the rise of professional elites who were responsi-
ble for the management of these government-linked companies in 2013.
Substantiating the claim that a professional elite is running the GLICs is that
all the MDs of these enterprises are corporate figures. This professional elite
is, ultimately, responsible to the Minister of Finance. However, the chair-
men of the six GLICs are not from the corporate sector. Four of them are
serving or former bureaucrats, while the remaining two are from UMNO,
including Najib, who chairs the Khazanah board.

For EPF, LTAT and KWAP, as stipulated by their respective laws, the
minister in charge of each GLIC can appoint an MD of his choice. These
MDs then concurrently serve as ex-officio members of their respective
board of directors. For LTH, the MD must come from one of the seven
directors also appointed by the minister in charge. Through these laws,
the relevant minister has a huge influence over the GLICs, through his
selection of the MDs.

Itis noteworthy that the MDs of LTH and LTAT, Ismee Ismail and Lodin
Wok Kamaruddin respectively, served on the board of 1MDB, the scandal-
ridden GLC under the jurisdiction of the Ministry of Finance. Ismee, who
became the MD of LTH in 2006, was a board member of Terengganu
Investment Authority (TTA) in 2008, an enterprise owned by this state gov-
ernment that was renamed 1MDB in 2009 when it became a federal-owned
enterprise (The Star 12 May 2009; The Edge 14 December 2009).

Table 4.10 Managing directors and chairmen of GLICs, 2013

GLIC Managing divectors Chairmen

Khazanah Azman Mokhtar Najib Razak

PNB Hamad Kama Piah Ahmad Sarji

EPF Shahril Ridza Samsudin Osman

LTH Ismee Ismail Azeez Rahim

KWAP Wan Kamaruzaman Wan Ahmad Irwan Serigar Abdullah
LTAT Lodin Wok Kamaruddin Mohd Anwar Mohd Nor

Source: 2013 GLIC annual reports
Note: Refer to Tables 4.7, 4.9, and 4.12 for a profile of these individuals
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Lodin replaced Bakke Salleh as Chairman of IMDB in December 2009
after the latter resigned, reportedly in protest over a business deal between
the company and a foreign enterprise named PetroSaudi (Malay Mail
11 July 2015). Lodin has served on the boards of LTAT and its pri-
mary publicly listed GLC, Boustead, since 1982 and 1984 respectively.
When Najib was Defence Minister between 1990 and 1995, and again
from 1999 to 2008, Lodin was a member of the boards of directors of
both companies. Prior to that, Lodin had served as General Manager of
Perbadanan Kemajuan Bukit Fraser in the state of Pahang; during that
time, Najib was the Chief Minister of Pahang (The Star 4 March 2010).

The New Professional Elite

Nor Mohamed Yakcop, the former Minister of Finance II, had identi-
fied and groomed the members of this group of professional elites now
leading the GLICs and GLCs. The defining moment that allowed for the
rise of this professional elite was when the GLC Transformation Plan was
introduced in 2004 by Prime Minister Abdullah Ahmad Badawi (Wong
2011: 379-440).

The reform of the GLICs and GLCs had, in fact, commenced not
long after the 1997 crisis, when Prime Minister Mahathir assigned Nor
Mohamed this task. Nor Mohamed had played an important role in govern-
ment under three Prime Ministers, Mahathir, Abdullah and Najib. He
joined Bank Negara as a clerk in 1967, after completing his High School
Certificate, a pre-university course. The bank gave him a scholarship to
read economics at the University of Malaya; he returned to serve his bond
in 1972. In 1977, Bank Negara gave him another scholarship to pursue
an MBA degree at the Catholic University at Leuven in Belgium, which
he obtained in 1979. Nor Mohamed rose rapidly in the bank’s hierarchy
and by 1989 he was serving as one of its assistant governors (Wong 2011:
55-57). However, in 1994, following hefty speculative activity over the
previous two years on the foreign exchange market, Bank Negara registered
enormous losses. This episode came to be known as the “Bank Negara forex
scandal” as it involved losses amounting to about RM9.3 billion (Aliran
Monthly Vol. 26(6): 2006).%> Nor Mohamed resigned from his position at
the bank, taking partial responsibility for these losses. He then worked in
the private sector, at RHB Securities, then the Abrar financial group and
eventually Mun Loong. Nor Mohamed served as Chairman of Mun Loong,
a textile firm that had been bought over by Abrar (Wong 2011: 58).
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In 1997, following the onset of the currency crisis, Mahathir sum-
moned Nor Mohamed to explain to him the functioning of the forex mar-
ket.2® After Mahathir’s falling-out with, first, Anwar, the sitting Minister
of Finance, and then his replacement, Daim, Nor Mohamed became his
close confidant. After Daim’s departure, in an unprecedented act, Mahathir
appointed himself as Minister of Finance. Nor Mohamed, first assigned
the role of Bank Negara Advisor in 1998, was appointed his Economic
Advisor in 2000. He would give the Prime Minister daily briefings about
the state of the economy (Wong 2011: 308-381; Nor Mohamed 2016:
xvi) and, in effect, Nor Mohamed was running the Ministry of Finance.

As advisor to Prime Minister Mahathir, he played a vital role in establish-
ing the Corporate Debt Restructuring Committee (CDRC), Danaharta
and Danamodal—institutions that were responsible for restructuring non-
performing loans and rescuing debt-ridden companies.?”

Azman Yahya was appointed Chairman of CDRC,; as well as Danaharta
when it was incorporated. Azman Yahya later asked Nor Mohamed to con-
sider recruiting capable young professionals such as Shahril Ridza Ridzuan
and Abdul Rahman Ahmad who he had trained at Danaharta to turn-
around companies mired in corporate debt (Wong 2011: 395-397). Other
young executives incorporated by Nor Mohamed to serve in government
institutions were Abdul Wahid Omar, Che Khalib Mohamad Noh, Bakke
Salleh and Azman Mokhtar (see Table 4.11).2 Many of these profession-
als were groomed when they were employed by Danaharta. Regarding the
reason for these appointments, Nor Mohamed is quoted as stating: “Our
preference is for institutionalising ownership and professionalising man-
agement, with a view to providing greater controls, checks and balances
and to improve risk management” (Business Times (S) 15 January 2003).

When Abdullah became Prime Minister, he appointed Nor Mohamed
a senator and then as the Minister of Finance II. In this capacity, he was
responsible for implementing Abdullah’s GLC Transformation Programme
(2005-15), a major endeavour to revamp how the businesses owned by
the government were managed. Khazanah was appointed to implement
the GLC Transformation Programme. In the 2008 general election, Nor
Mohamad was selected to run as a candidate for a parliamentary seat in
the state of Penang. He was one of only two UMNO candidates who
won parliamentary seats in Penang in that election, with Abdullah tak-
ing the other seat. When Najib secured the premiership in 2009, Nor
Mohamed was appointed as Economic Planning Unit (EPU) Minister, a
post he held until 2013, when he was dropped as a candidate before the
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general election held that year. Nor Mohamed presently serves as Deputy
Chairman of Khazanah, but many of the professionals he brought in and
groomed now serve in senior managerial positions in GLICs and GLCs
(see Table 4.11).

The Buveaucrats

The second largest group of directors in 2013 were sitting and retired
bureaucrats. Bureaucrats, both sitting and retired civil servants, signifi-
cantly outnumbered UMNO members in the GLICs. The presence of this
group in the GLICs and GLCs was perhaps to ensure that these companies
fulfilled the country’s socioeconomic development aspirations. Senior sit-
ting bureaucrats who were also directors of key GLICs held these positions
by virtue of their government positions. Most of these bureaucrats repre-
sented the Treasury and other arms of the Ministry of Finance. Among
the chairmen of the boards of directors of the six GLICs,* only two of
them were there by virtue of the government post they held, the Minister
of Finance Najib in Khazanah and KWAP’s Irwan Serigar Abdullah, the
Secretary General of the Ministry of Finance (see Table 4.12). While the
MDs of the GLICs were all professionals with corporate sector experience,
this was not the case with any of the chairmen.

The relevant GLIC laws confer on the minister full authority to decide
on the appointment of chairmen of EPF, LTAT and LTH. KWAP’s
Chairman, unlike the other three, must always be the Secretary-General
of the Ministry of Finance. Hence, the Prime Minister, through each rel-
evant minister, could influence the appointment of the chairmen of these
four GLICs. Table 4.13 provides a list of multiple directorships of sitting
and former bureaucrats who served on the boards of directors of the six
GLICs in 2013.

Inter-GLIC links appear more commonly among bureaucrat direc-
tors of GLICs, mostly by virtue of their position. Former bureaucrats,
such as Samsudin Osman and Wan Abdul Aziz, are in various companies.
Samsudin, the Chairman of EPEF, is a director of PNB-owned Sime Darby
and LTH-owned BIMB Holdings. Wan Abdul Aziz is a director of PNB,
Malaysia Airports, Sime Darby, Bintulu Port and FGV.

Sitting bureaucrats such as Morshidi Abdul Ghani and Sukarti Wakiman
of EPF, the State Secretaries of Sarawak and Sabah, are concurrent direc-
tors of MAS. From the Treasury, Mat Noor Nawi holds multiple director-
ships, in EPF, KWAP, Telekom and Bintulu Port. Irwan Serigar Abdullah
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Table 4.12 Sitting and former bureaucrats as directors of GLICs, 2013

GLIC Director Background
EPE/KWAP  Mat Noor Nawi Deputy Secretary General of Treasury
(Policy)
EPF Zainal Rahim Seman Director General of Ministry of Human
Resources
EPF Mohamad Zabidi Zainal Director General Public Service Division
EPF Morshidi Abdul Ghani Sarawak State Secretary
EPF Sukarti Wakiman Sabah State Secretary
LTH/KWAP  Irwan Serigar Abdullah Secretary General of Treasury
LTH Othman Mahmood Senior Deputy Secretary General of the
Prime Minister’s Department
LTH Abdul Shukor Husin Chairman of Universiti Sains Islam
Malaysia
Chairman of the Fatwa Committee of the
National Council for Islamic Affairs
Malaysia (MKI)
KWAP Yeow Chin Kiong Director of Post Service Division, Public
Service Department
KWAP Idrus Harun Solicitor General
KWAP Wan Selamah Wan Sulaiman  Accountant General
LTAT Ismail Ahmad Secretary-General of Ministry of Defence
LTAT Fauziah Yaacob Deputy Secretary General of Treasury
(System and Control)
LTAT Zulkifeli Zin Chief of Armed Forces
LTAT Ahmad Hasbullah Nawawi Deputy Chief of Army
LTAT Ahmad Kamarulzaman Deputy Chief of Navy
Ahmad Badaruddin
LTAT Roslan Saad Deputy Chief of Air Force
PNB Ahmad Sarji Ex-Chief Secretary
PNB Asmat Kamaluddin Ex-Secretary General of Ministry of
International Trade and Industry (MITT)
PNB Wan Abdul Aziz Wan Ex-Secretary General of Treasury
Abdullah
PNB Bujang Mohammed Bujang ~ Ex-Sarawak State Secretary
Nor Ex-Acting Sarawak Head of State®
EPF Samsudin Osman Ex-Chief Secretary
EPF Thomas George Ex-Secretary General of Ministry of Works
LTH Hashim Meon Ex-Secretary General of Ministry of
Defence
LTAT Mohd Anwar Mohd Nor Ex-Chief of Armed Forces

Source: 2013 GLIC annual reports
*Borneo Post 13 December 2015
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also represents the Treasury in KWAP, LTH, MAS and FGV. Fauziah
Yaacob represents the Treasury in LTAT and Telekom (see Table 4.13).

These bureaucrats, including the retired civil servants, had previously
served as senior government officials, and have excellent credentials,
with long and proven experience in running ministries (see Table 4.13).
It appears that this group has autonomy within the process of collective
decision-making on their respective boards.

CONCLUSION

Business groups are an institutional form of control employed by GLICs
to manoeuvre the functioning of publicly listed and unquoted GLCs.
Through the business group structure, the seven GLICs have direct and
indirect control over a range of companies. Joint stock ownership of
quoted GLCs by the GLICs is common and evident in all key sectors.
Interestingly, interlocking share ownership is a practice that is not com-
mon among the GLICs and the GLCs under their control. Interlocking
stock ownership is only evident among companies within large GLCs
that operate as business groups. In some cases, obscure private firms are
employed to own equity in important companies such as Media Prima,
where a number of Malaysia’s leading media firms are situated. GLICs, as
powerful corporations, need not resort to interlocking stock ownership, a
practice common among privately owned business groups.

Major transitions have occurred in terms of directorships, compared
to the 1970s, as seen in Lim’s (1980) study, and since the early 2000s
(Gomez 2002). UMNO members no longer figure prominently as direc-
tors of the GLICs and publicly listed GLCs. Multiple directorships are
common, although they are most frequent within the GLICs and the pub-
licly listed GLCs they own. It is evident, based on the performance of most
quoted GLCs, that the directors are expected to monitor the performance
of the managerial team on behalf of the shareholders, particularly minority
shareholders. Two other crucial transitions had occurred by 2013. First,
there is the rise of professional managers as a managerial elite within the
GLICs and their quoted GLCs. Second, there are now decent numbers
of ex-bureaucrats on the boards of directors of these GLICs and pub-
licly listed GLCs. Senior sitting bureaucrats who are also directors of key
GLICs hold these positions by virtue of the government positions they
occupy. These developments, particularly the decline of UMNO members
as directors and the rise of a professional elite, are beneficial to the GLICs
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and GLCs as they reduce political interference in the running of these
enterprises. The only exception to these important transitions among the
GLICs is LTH, whose board has a large number of UMNO leaders as
directors. Interestingly, LTH has been implicated in a number of scandals
(see Appendix 2.1).

The much-reduced number of UMNO members on the boards of
these GLICs and GLCs suggests, however, that the party’s president, con-
currently the Prime Minister and Minister of Finance, has enormous influ-
ence over the corporate sector, a power that was once far more dispersed
among a number of party leaders (see Table 4.5). This group of profes-
sionals, as well as sitting and former bureaucrats, has no political influence
in spite of its dominant presence in the GLICs and GLCs. These individu-
als are ultimately responsible to the Minister of Finance, suggesting that
they could be subservient to the dictates of political elites. This would be
particularly true of former bureaucrats who have served under politicians
when they were civil servants. This does not deny the obvious point that
these directors are well qualified for the positions they hold, suggesting
that they are expected to perform their fiduciary duties.

One phenomenon that has not changed is the practice of “groom and
place”. In the 1980s, as Table 4.5 indicates, Daim groomed a number of
young executives who were placed as owners and directors of key com-
panies associated with UMNO or its leaders. A different trend emerged
during the late 1990s. Nor Mohamed groomed a number of professionals
who would emerge, not as owners, but as directors and senior manage-
ment of the GLICs and GLCs. The one exception where Nor Mohamed’s
protégés do not figure as directors is in LTAT and the GLCs under it.
However, it is unlikely that when these young professionals were taken
under Nor Mohamed’s wing, it was the latter’s intention to place them in
senior managerial positions in the GLICs and GLCs.

Interestingly, those groomed by Nor Mohamed now also have effec-
tive control over the media sector. Shahril and Abdul Rahman serve as
shareholders of an obscure holding company, Gabungan Kesturi, a major
shareholder of Media Prima, the listed enterprise that has substantial con-
trol over the mainstream media. Shahril is the CEO of EPF, the other
major shareholder of Media Prima. EPF and Gabungan Kesturi are under
the ultimate control of the Minister of Finance.

Apart from these directorships and control of the media, other impor-
tant control mechanisms in place are the relevant legislation, ownership
of the financial sector and the use of business groups and a pyramiding
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structure with the Minister in Finance at its apex. Najib is well placed to
dictate the pattern of development of the corporate sector. In this pyramid
structure, one factor appears crucial in terms of control of the GLICs and
GLCs through directorships: there is a need to determine who serves as
the chairman and MD. While the chairman oversees the board of direc-
tors, the MD is responsible for the management of the enterprise. By con-
trolling these two positions, the Minister of Finance can have effective
control over the running of the GLICs and GLCs. These seven business
groups have extensive ownership of key sectors of the economy, including
banking, plantations, media, property development and construction, and
oil and gas. The implications of this method of ownership and control of
the corporate sector are serious if there are inadequate checks within gov-
ernment, the issue assessed in the next chapter.

APPENDICES

Appendix 4.1 Total number of companies owned by GLCs among the top 100
ranked by market capitalization going down ten levels

GLCs ranked by Market Total number of Maximum

market capitalization subsidiaries, associate number of

capitalization (RM million) companies and minority levels
intevests at all levels

Malayan Banking 88,089 38,068 10

Tenaga Nasional 64,224 64 4

Axiata 58,930 74 4

CIMB 58,898 23,120 10

Sime Darby 57,210 671 7

Petronas Chemicals 55,360 25 1

Petronas Gas 48,044 3 1

THH Healthcare 31,401 2 2

Petronas Dagangan 31,234 12 2

MISC 25,444 96 2

RHB Capital 20,121 2,966 10

Telekom 19,855 38 3

FGV 16,380 33 5

UMW Holdings 14,090 143 6

Malaysia Airports 11,092 25 3

Holdings

Gamuda 11,003 63 3

UEM Sunrise 10,708 134 5

KLCCP Holdings 10,561 KLCCP’s subsidiaries, associate companies

and minority interests for 2013 were not
available in Osiris

(continued)
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Appendix 4.1 (continued)

GLCs ranked by Mavket Total number of Maximum
market capitalization subsidiaries, associate number of
capitalization (RM million) companies and minority levels

interests at all levels

UMW Oil & Gas 8,670 Included in UMW Holdings

IJM Corporation 8,308 428 7
SP Setia 7,401 91 2
BIMB Holdings 6,781 73 8
Affin Holdings 6,202 Included in Boustead

Boustead 5,812 1,327 10
MMHE 5,600 Included in MISC

Malaysian Airline System 5,180 33 2
Kulim (M) 4,399 77 3
Bursa 4,383 631 10
IJM Land 3,975 Included in IJM Corp

Malaysia Building Society 3,863 15 1
KPJ Healthcare 3,810 59 3
MSM Malaysia 3,515 Included in FGV

Bintulu Port Holdings 3,450 Included in MISC

Media Prima 2,883 56 2
IJM Plantations 2,848 Included in IJM Corp

Total 719,724 68,327

Sonrce: Osiris (2013)

Appendix 4.1 lists the total number of firms associated with the 35 publicly
listed GLCs controlled by the seven GLICs, going down ten levels.
What do levels mean? Subsidiaries (50% and above), associate companies
(20—49%) and minority interests (19% down to 0.01%) of the 35 GLCs
are captured at the first level. At the second level, the subsidiaries, associ-
ate companies and minority interests of all companies in the first level are
captured. This mode of tabulation carries on for all ten levels. The Osiris
search programme provides data up to ten levels.

As Appendix 4.1 indicates, the total market capitalization of the 35
GLGCs in 2013 was approximately RM720 billion. Since the total market
capitalization of the bourse that year was RM1.702 trillion, the GLICs
had, through these 35 GLCs, 42% ownership of the total bourse. In this
GLIC-GLC network, there are a total of 68,327 companies (excluding
KLCCP Holdings’ subsidiaries and associate firms). A majority of these
firms are owned indirectly by the GLCs, under the control of the GLICs,
through subsidiaries, associate companies and minority interests.
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The presence of several levels of companies within this GLIC-GLC
network highlights the business group system that is employed, with the
presence of a pyramiding structure. This pyramiding happens at various
shareholding levels, with the GLIC at the top, down to the GLCs and their
subsidiaries and associate companies. Appendix 4.1 stresses the point that
not all GLCs have subsidiaries, associate companies and minority interests
going down ten levels, an indication also that the size of these business
groups varies significantly. For example, among business groups with ten
levels, such as Malayan Banking, this GLC owns an unlisted subsidiary,
Maybank Kim Eng Securities Pte Ltd., which itself functions as a business
group that goes down many levels. Moreover, for this same reason, the
Malayan Banking group, through huge subsidiaries such as Maybank Kim
Eng Securities, has the largest number of companies linked to it. This pyr-
amiding structure with many layers, including of business groups within
business groups, is most obvious in the IJM Corp group, which has two
listed subsidiaries, IJM Plantations and IJM Land, each major enterprises
in their own right.?® Both these quoted companies have a large number of
subsidiaries, associate companies and minority interest firms.

The various levels occupied by the subsidiaries of the GLCs indicate that
some business groups are more pyramidal than others, a trend most obvi-
ous in the financial sector. Bank-based GLCs such as Malayan Banking,
CIMB, RHB Capital and Affin Holdings have the largest number of
companics, going down to ten levels.?® However, among the top four
quoted companies, Tenaga and Axiata have a high market capitalization,
but also significantly fewer companies under them than Malayan Banking
and CIMB. This is may well be because financial institutions operate in
a decentralized way. Centralized models have “free flow of intra-group
capital and liquidity with integrated organisational and risk management”,
while decentralized models are “independently managed affiliates that are
financially and operationally self-sufficient” (Fiechter et al. 2011).

What this table indicates is the significant number of ownership and
control networks that prevail within large GLIC-based business groups.
This table also draws important attention to the business networks that
exist between the seven business groups of these GLICs. The networks
between and within these business groups all ultimately come under the
domain of the Minister of Finance, reinforcing the point about his enor-
mous influence over the corporate sector. Of particular importance is this
minister’s significant influence over the financial sector, including his con-
trol over Malaysia’s leading banking institutions.
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Appendix 4.2 Directors of GLICs, 2013

Directors of GLICs, 2013

GLIC Name Affiliation Post Background
Najib Razak UMNO Chairman Politics
Nor Mohamad Yakcop UMNO Deputy Chairman Economics
Ahmad Husni Hanadzlah UMNO Director Economics
Md Nor Md Yusof Corporate Director Commerce

Khazanah Azman Yahya Corporate Director Accounting
Azlan Hashim Corporate Director Accounting
Arshad Uda Corporate Director Accounting
Andrew Sheng Corporate Director Accounting
Azman Mokhtar Corporate Managing Director Accounting
Ahmad Sarji Ex-bureaucrat Chairman Z‘j}::;ls tration
Hamad Kama Piah Corporate CEO Financial

PNB Plannlng
Wan Abdul Aziz Wan Abdullah Ex-bureaucrat Director Economics
Asmat Kamaluddin Ex-bureaucrat Director Economics
Bujang Mohammed Ex-bureaucrat Director Literature
Ainum Mohamed Saaid Corporate Director Law
Samsudin Osman Ex-bureaucrat Chairman thl:lt:ﬁistration
Mat Noor Nawi Bureaucrat Deputy Chairman Policy Economics
Zabidi Zainal Bureaucrat Government Rep Publif: . .

Administration
Zainal Rahim Seman Bureaucrat Government Rep Pubh.c . .
Administration

Morshidi Abdul Ghani Bureaucrat Government Rep Economics
Sukarti Wakiman Bureaucrat Government Rep Sociology
Azman Shah Haron Corporate Employers” Rep r‘ ,Otd hent
Yong Poh Kon Corporate Employers’ Rep Mechanical

EPF Eng.meermg
Hasnol Ayub Corporate Employers’ Rep ﬁzfrl:il:lissstration
Abdul Karim Openg Corporate Employers’ Rep Economics
Khalid Atan NGO Employees’ Rep NGO
Lok Yim Pheng NGO Employees” Rep Management
Catherine Jikunan NGO Employees’ Rep Labour Policies
Hadiah Leen NGO Employees’ Rep ngrll?lelissstration
Thomas George Ex-bureaucrat Professional Rep il:ll;\hicnistration
Jafar Abdul Carrim Corporate Professional Rep Civil Engineering
Lee Lam Thye NGO Professional Rep Politics
Shahril Ridza Ridzuan Corporate CEO Law
Azeez Rahim UMNO Chairman Politics
Ismee Ismail Corporate Managing Director Accounting
Othman Mahmood Bureaucrat PM's Dept Rep Zlclil:nhﬁus tration
Irwan Serigar Abdullah Bureaucrat MoF Rep Economics

LTH Abdul Shukor Husin Bureaucrat Director ;Sz;zphy
Badruddin Amiruldin UMNO Director Politics
Hashim Meon Ex-bureaucrat Director i"él;jh;h (ration
Mohamad Aziz UMNO Director Politics
Ghazali Awang Corporate Director Accountant
Rosni Sohar UMNO Director Politics
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Appendix 4.2 (continued)

Irwan Serigar Abdullah Bureaucrat Chairman Economics
Muhammad Ibrahim Corporate Bank Negara Rep Accounting
Mat Noor Nawi Bureaucrat MoF Rep Policy Economics
Idrus Harun Bureaucrat Public Sector Rep Law
Yeow Chin Keong Bureaucrat Public Sector Rep History
Kwap Wan Selamah Wan Sulaiman Bureaucrat Public Sector Rep Buslr}ess .
Administration
Siow Kim Lun Corporate Private Sector Rep Economics
Azmi Abdullah Corporate Private Sector Rep Economics
Gan Wee Beng Corporate Private Sector Rep Economics
Azih Muda NGO Contributors’ Rep NGO
Wan Kamaruzaman Wan Ahmad Corporate CEO Economics
Mohd Anwar Mohd Nor Ex-bureaucrat Chairman Military
Ismail Ahmad Bureaucrat Mindef Rep ?;u smessl ent
Fauziah Yaacob Bureaucrat MoF Rep /l:tclll)n1hi<:nistration
Zulkifeli Zin Bureaucrat Chief of Armed Forces Military
LTAT Ahmad Hasbullah Nawawi Bureaucrat Deputy Chief of Army Military
Ahmad Kamaruzaman Ahmad Badruddin | Bureaucrat Deputy Chief of Navy Military
Roslan Saad Bureaucrat Deputy Chief of Air Force | Military
Lodin Wok Kamaruddin Corporate Managing Director :\s/l‘:isr::eifncnt
Ghazali Ali Corporate Director Town Planning

Source: 2013 GLIC annual reports

1.

QN U W

NoOTES

The Listing Rules (LR) of Bursa Malaysia limit what the GLICs can do.
Chapter 10 of the LR has strict stipulations about related party transac-
tions (RPTs). The LR states that persons with an interest in a transaction
cannot vote in an RPT exercise. For example, when it was proposed that
three major GLC-based financial institutions, MBSB, CIMB and RHB be
merged, this segment of the LR was the reason why EPF was prevented
from using its rights as majority shareholder to vote in favour of this con-
solidation exercise. EPF applied to Bursa for exemption from this rule but
their application was not approved and the proposed merger was scuttled.

. According to the Statutory Bodies (Accounts and Annual Reports) Act,

GLICs that function in this form must submit to the Auditor General their
annual reports, in accordance with general accounting standards.

. See the Statutory Bodies (Discipline and Surcharge) Act.
. Khazanah Nasional Berhad Annual Report 2013.

. Amanah Saham Nasional Annual Report 2013.

. Lembaga Tabung Haji Annual Report 2013.
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7.

12.

13.

14.

15.

16.

17.
18.
19.

20.
21.

22.

The MDs of LTH and LTAT, Ismee Ismail and Lodin Kamaruddin, were
board members of the controversial GLC, IMDB, whose advisory board
chairman was Prime Minister Najib.

. Nazir Razak and Abdul Farid Alias are the CEOs of CIMB Group and

Malayan Banking respectively.

. See Appendix 2.1 for a list of corporate controversies involving LTH.
10.
11.

MoF Inc.’s one share in PNB functions as a golden share.

In 2015, MoF Inc. divested its entire equity in Bursa to another GLIC,
KWAP. Following this acquisition, KWADP’s stake in Bursa rose to 19.8%
(The Star 29 July 2015).

Khazanah owns Malaysia Airline System and UEM Group as a result of
bailouts following the 1997 currency crisis.

For further information about these unlisted companies, see Chap. 2,
which deals with Khazanah’s history.

The use of network analysis here is to illustrate the extensive nature of
GLIC-GLC interactions. Although this network analysis tool has excep-
tional mathematical application, it is not the focus of this study. In this
book, we employ this tool only for visualization purposes, though some
details about this graph are provided in Box 4.1.

Strictly speaking, in this mode of analysis, the word “power” refers to the
mathematical definition of this concept, used as a measure of the influence
of one set of actors or institutions over the rest of the actors and institu-
tions within a network.

The studies by Lim (1981), Tan (1982) and Sich (1982) revealed that inter-
locking ownership and directorships were important in ownership and control
patterns of the corporate sector during the 1970s. However, by 2002, there
was considerably less interlocking stock ownership and fewer directorships
among Malaysia’s leading publicly listed companies. Interlocking stock own-
ership patterns that existed were those within one group of companies, pri-
marily among Chinese-owned firms (see Gomez 1999).

See Appendix 4.2 for details about these directors.

For a complete list of 2013 GLIC directors, see Appendix 4.2.

Details about the backgrounds of Nor Mohamed Yakcop an Ahmad Husni
are provided below.

See Appendix 4.2 for details about these directors.

Ahmad Husni worked in financial institutions (Bumiputera Merchant
Bankers, Asiavest Merchant Bankers, Chase Manhattan Bank), state-level
GLCs (Syarikat Majuperak Berhad, Perak Islamic Economic Corporation)
and Bumiputera Commerce Bank Bhd. See Sinar Project (2017).

See:  http://www.umno-online.my,/2009 /02 /24 /pemilihan-2008-senarai-
nombor-calon/


http://www.umno-online.my/2009/02/24/pemilihan-2008-senarai-nombor-calon/
http://www.umno-online.my/2009/02/24/pemilihan-2008-senarai-nombor-calon/

23.

24.
25.

26.

27.

28.

29.
30.

31.
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During the 2008 UMNO divisional elections, Beruas UMNO Vice-Chief
Azman Noh was charged in court for allegedly offering a bribe in exchange
for a vote for him as vice-chief; as well as a vote for Abdul Manaf

as division chief (7he Sun 23 January 2009).

For details about controversies involving LTH, see Appendix 2.1.

For details about this scandal, see Wain (2009: 166-172). According to
Wain (2009: 166), the volume of funds lost was much higher because
between 1992 and 1994, Bank Negara had “gambled away between
RM16 billion and RM31 billion in the biggest Malaysian scandal of all”.
Wain (2009: 167) further noted that Bank Negara was speculating so heav-
ily in the forex market in late 1989 that the “U.S. central bank, the Federal
Reserve Board, privately asked the Malaysians to cool it. The Bank of
England offered similar unsolicited advice.”

Mahathir’s version of this event was: “I tried to understand currency trad-
ing. The only person who had experience trading currencies was Tan Sri
Nor Mohamed Yakcop” (quoted in Business Times (S) 15 January 2003).
Nor Mohamed (2016: xvii) claims that he was also responsible for the cre-
ation of ValueCap Bhd, an idea he suggested to Mahathir as a means to deal
with the prime minister’s concern “that the domestic stock market was being
manipulated by foreign punters” (Wong 2011: 41-42). ValueCap had an
initial fund size of RMS5 billion and its primary goal was to add liquidity to
the stock market. On this point, one foreign press stated: “Cynics say that is
a euphemism for propping up companies like infrastructure giant Renong
Bhd and property to power combine Malaysian Resources Corp Bhd,
which — despite restructuring — have trouble attracting private investors”
(Business Times (S) 15 January 2003). Nor Mohamed (2016: xvii), however,
would later claim that ValueCap “made a profit of RM250 million for its first
year of operations in 2003 and RM8.5 billion for the period 2003 to 2014”.
For details about these appointments, including personal accounts by these
men of their ties to GLICs and GLCs, see Nor Mohamed (2016).

MOoF Inc. has no board of directors.

For the pyramid-style ownership pattern involving IJM Corp, IJM Land
and IJM Plantations, see Figs. 3.5 and 3.6.

BIMB Holdings is the only bank-based GLC that does not have links with
firms going down ten levels, though it still has eight levels. BIMB Holdings’
smaller number of companies may be because, unlike the other banks, its
expansion abroad is not as extensive.



CHAPTER 5

Conclusion: The Implications

Major FINDINGS

Who Controls Corporate Malaysia Now?

Malaysia’s political economy has quietly undergone a major transition that
has escaped public attention. Corporate power has shifted from UMNO
and well-connected businessmen to the government. Huge business
groups controlled by the government have emerged, as can be seen by
the dominance that a mere seven GLICs have over the corporate sector.
During this transition, one extraordinary outcome was the removal of
UMNO and the business associates of party leaders as owners of publicly
listed GLCs. UMNO now has direct equity ownership of only one quoted
company, the media-based Utusan Melayu, while no UMNO member fig-
ures as a major corporate player. A scant number of UMNO members are
directors of these government-owned enterprises.! These findings are par-
ticularly astonishing as UMNO remains a party riddled with money poli-
tics, patronage and rent-seeking.? The GLICs and the listed companies
under their control are now led by well-credentialed, highly competent
professionals with no involvement in the political system. These board of
directors of these companies are, however, ultimately responsible to the
Minister of Finance.

The removal of the hegemonic ruling party, UMNO—and, to a consid-
erable extent, politicians—f{rom the corporate sector has major implications.
The power nexus involving politics and business has fundamentally shifted
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at the federal level. If this political business nexus once involved numerous
powerful UMNO politicians who had enormous influence over the cor-
porate sector, economic power is now concentrated in the office of the
Minister of Finance. If UMNO members once had many sources of patron-
age, they now have only one source if they wish to obtain access to federal
government-generated economic concessions. This is profoundly problem-
atic in terms of public governance as the Minister of Finance concurrently
holds the position of Prime Minister, a situation that does not prevail in
democracies. This governance structure lays itself open to checks and bal-
ances being deeply undermined, opening space for an abuse of power that
can have serious implications on the economy and the corporate sector.
How did Malaysia get to this point?

Three major events have contributed to these transitions whereby the
Prime Minister and GLICs have emerged as economic powerhouses. The
first was the implementation of the New Economic Policy (NEP) from
1971 which allowed such enterprises to gradually acquire a major presence
in the corporate sector. The involvement of the GLICs in the corporate
sector diminished with the active promotion of privatization from the
mid-1980s. With this spate of privatizations, major enterprises fell under
the ownership and control of UMNO and well-connected businesspeople
(see Table 4.5).% The second defining event was the 1997 currency crisis
and the momentous, even debilitating, intra-elite political feuding that
ensued the following year. The GLICs’ bailout of ailing well-connected
companies and their takeover of firms associated with ousted UMNO
leaders led to their re-emergence as major actors in the corporate sector.
The third defining moment was when reform of the GLICs and GLCs was
initiated by Mahathir Mohamad in the late 1990s though actively imple-
mented by Abdullah Ahmad Badawi from 2003. Najib Razak continued
these reforms when he took office in 2009 as Prime Minister. Corporate
wealth is now heavily situated in the leading publicly listed GLCs, con-
trolled through block shareholdings by GLICs under the jurisdiction of
the Minister of Finance. The vast investment holdings of these GLICs
as well as their control over Malaysia’s financial sector bestows on the
Minister of Finance extensive economic power.

The Ministry sits at the apex of a complex business group structure
comprising its holding company, MoF Inc., as well as other GLICs,
quoted GLCs and a huge number of unquoted private firms.* MoF Inc. is
evidently a “super entity”, given its enormous influence over the corporate
sector through its substantial ownership and control of the other GLICs
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and the financial sector, comprising Malaysia’s leading commercial banks
as well as development financial institutions (DFIs). Through the govern-
ment’s ownership of these commercial banks and the DFIs, it can control
the economy indirectly by acting as a lender to private firms. This business
group structure encompasses multiple layers of publicly listed GLCs with
links to a range of unlisted companies, augmenting their control over the
economy. MoF Inc.’s vast network of business interactions constitutes
only one part of the government’s complex system of control over the
corporate sector. State governments have a similarly sizeable interest in the
corporate sector, and we provide some evidence of this here.®

The current concentration of economic power in the office of the Prime
Minister is particularly salient because when Najib took office in 2009 he
voiced his intention to transfer GLCs to the private sector, arguing that
the private sector should function as the primary engine of growth.

Indeed, unlike Prime Minister Mahathir, Najib appeared personally
uninterested in business as a government tool for economic and corporate
development when he came to power. However, he soon came to realize the
significant economic influence that the GLICs have over the corporate sector.

For this reason, the pyramiding structure employed by government to
control the GLICs suits Najib, who sits at the apex. Through this system,
the GLICs and GLCs can be subjected to considerable abuse. Malaysian
history, riddled as it is with a slew of corporate scandals and controver-
sies, shows that this pyramiding system allows the controlling shareholder
to secure numerous political and business benefits from the GLICs and
GLCs (see Appendix 2.1). Importantly too, the managerial teams of the
GLICs and GLCs do not have security of tenure in their positions since
the Minister of Finance has the prerogative to remove them at will.

Why This Corporate Control Structure?

The government’s focus on nurturing public enterprises in the 1970s, on
business groups in the 1980s and 1990s, on SMEs between 2003 and
2009 and on GLGCs since 2010 indicates differing modes of governance
and enterprise development by political leaders. Implementation of pub-
lic policies, particularly those that are patronage-based in nature, were at
times synchronized, at others syncopated, and quite often abrasive dur-
ing economic crises which precipitated struggles between political elites
over bailouts or access to more rents to fend off insolvency and corpo-
rate takeovers. On three occasions, in 1987, 1998 and 2015, after serious
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economic crises or corporate disputes, a split in UMNO contributed to
two important phenomena: the rise of powerful new opposition parties
and coalitions and the need for the UMNO president to concentrate
power in the office of the Prime Minister.

However, this complex system of ownership and control of the corporate
sector is not one that was designed or envisioned by ruling elites. In fact,
since the 1980s, all Prime Ministers—Mahathir, Abdullah and Najib—
have persistently advocated privatization of the GLCs on the assumption
that these enterprises would function far more effectively and productively
if under by private ownership (Jomo 1995; Welsh and Chin 2013). Even
when the affirmative action-based NEP was conceived in 1970, the plan
was to transfer the corporate equity acquired by the GLCs to Bumiputeras
in order to redistribute wealth more equitably among the ethnic groups.
The new structure of Malaysia’s political economy, where control of the
corporate sector has shifted from UMNO to the office of the Minister of
Finance, served as an important mechanism for Mahathir to retain and
consolidate power.

When Mahathir’s vision of creating business groups led by corporate
captains was dismantled by the 1997 currency crisis, the GLICs and GLCs
were deployed to bailout well-connected ailing, debt-ridden enterprises.
The bitter feud that ensued between Mahathir and Anwar over such bail-
outs (among other things) led to Anwar’s ouster from public office and his
close business allies losing control of their corporate assets. When a similar
feud ensued between Mahathir and Daim, Anwar’s replacement as Minister
of Finance, companies controlled by his allies and UMNO were channelled
to the GLICs and GLCs.® Having had persistent feuds with his trusted allies
who he had appointed as Minister of Finance, Prime Minister Mahathir
then took charge of the ministry. His economic advisor, Nor Mohamed
Yakcop, a bureaucrat, was primarily responsible for running the ministry.

UMNO?’s much reduced presence in business that has quietly unfolded
was not in response to criticisms from the opposition or critics of the gov-
ernment. The change was, rather, an outcome of the problems exposed
by the 1997 crisis and undertaken to ensure that the GLICs and GLCs,
now crucial actors in the corporate sector, contributed far more effec-
tively to economic growth. However, these transitions have also arisen
out of the need for the UMNO president to reduce the influence of party
warlords. Major businesses once owned by UMNO but now under the
GLICs include media companies that own the major newspapers, the New
Straits Times and Berita Harian, as well as TV3, the party’s cooperative,
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KUB, the huge construction-based UEM Group, the hotel-based Faber
Group (now UEM Adgenta) and the Bank of Commerce, now a part
of Malaysia’s third largest banking enterprise, CIMB Group. Control of
these companies ultimately fall under MoF Inc. (see Fig. 3.1). UMNO’s
involvement in the corporate sector has been reduced to its direct owner-
ship of just one publicly listed enterprise, Utusan Melayu, the publisher
of Malaysia’s leading Malay newspaper, Utusan Malnysin. UMNO has a
majority 50% stake in Utusan Melayn.”

The complex set of inter-organizational relationships created through
MoF Inc. allows the Prime Minister access to a range of resources and
actors in the corporate sector that could be deployed to serve vested
political interests. This power centralization suggests a reluctance by
the Prime Minister to create a well-endowed UMNO capitalist class,
a phenomenon that emerged when Anwar served as the Minister of
Finance and which led to a power struggle between him and Mahathir.
The government’s control over the corporate sector stems not just from
the extensive equity ownership of the seven GLICs. The federal and
state governments also have ownership and control of a vast number of
unlisted but influential companies.

A practice of “groom and place” had occurred in the 1980s when
Finance Minister Daim placed professionals he had trained as executives—
as well as owners®—of companies associated with UMNO. A similar prac-
tice of groom and place emerged in the late 1990s after well-connected
companies came under the control of the GLICs, when professionals
trained by Nor Mohamed took over the management of these enterprises.
However, the rationale behind Nor Mohamad’s and Daim’s actions dif-
fered. As Minister of Finance, Daim, also UMNO?s treasurer and a long-
standing businessman, appeared intent on securing tight control over the
corporate sector to serve his vested business interests (Gomez 1990, 1994).
The professional-managerial team groomed by Nor Mohamed was not
necessarily trained to manage Malaysia’s leading GLICs and GLCs. The
professional elite now in charge of the GLICs and GLCs have no domi-
nance over the corporate sector, in spite of the knowledge, information
and expertise they have to manage and develop the companies under their
control. While the boards of directors of these companies are accountable
to the dictates of Minister of Finance, the latter is heavily reliant on them to
manage the GLCs in a highly productive and innovative manner and
to perpetuate a capitalist system that inspires sufficient confidence to draw
domestic and foreign investment. But the government was also aware that
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having professionals serve as directors of GLICs and GLCs would inspire
investor confidence. Such groom and place practice is obvious in the case
of Khazanah, PNB and EPF, but not for KWAP, or for LTH, which is
controlled by UMNO leaders. Nor is this practice evident in LTAT, long
under the control of one man, Lodin Kamaruddin. Clearly, each GLIC is
subject to different methods of control.

Of concern, however, is that the ownership and control structure that
currently prevails is one that could be open to abuse through the practice
of an insider system, facilitated by the directorships ties now in place.
The GLIC-based business groups have control over companies through
majority equity ownership which accords them significant voting rights.
These large shareholdings by related institutions, all ultimately under the
control of the Minister of Finance, provides for an insider system of cor-
porate ownership.

CURRENT OWNERSHIP AND CONTROL PATTERN:
PosSIBLE REPERCUSSIONS

A key feature of Malaysia’s political economy under this GLIC-led framework
is that politicians in power can intervene in the economy in distinct ways
through different types of business organizations. The seven GLICs funda-
mentally differ from each other in terms of business ownership methods and
there are variations in their holding patterns. MoF Inc., the government’s
holding company, comes across as a catch-all institution, actively partici-
pating in key corporate manoeuvres and having ownership and control of
controversial companies such as IMDB, NFC and UMNO’s cooperative,
KUB. Khazanah, the sovereign wealth fund, is a policy-based institution,
playing a key role in implementing major programmes introduced by the
government, including participating in economic corridors to evenly develop
all parts of the country, venturing abroad in an attempt to promote the gov-
ernment’s business internationalization endeavour, and even taking a lead
role in the reforms of the GLICs and GLCs to create better-performing gov-
ernment enterprises. PNB is a portfolio-oriented agency, though also with
a policy agenda, particularly to redistribute wealth more equitably between
ethnic groups and helping to nurture Bumiputera-owned companies. EPF
and KWAP, both savings-cum-pension-based funds, are portfolio-based
institutions, with an equity interest in a vast number of companies, but
do not seek to control them; nor have they been involved in major corpo-
rate takeovers. LTAT is also a savings-cum-pension-based fund, though it
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functions differently from EPF and KWAP, as it is a GLIC that is actively
involved in the management and development of a major business group
with control over large businesses such as the plantations-based Boustead,
the financial institution Affin Bank, and the drugs-based Pharmaniaga. LTH,
though portfolio-based, has attempted an organic form of enterprise devel-
opment, venturing actively into the development of Islamic-based products
and services.

Some GLICs have majority control of quoted GLCs while others, spe-
cifically KWAP, do not. The EPF functions like KWAP but appears to have
to been forced to take control of RHB Capital from a firm linked with the
former Chief Minister of Sarawak, Taib Mahmud. The financial institu-
tion under its control, RHB Bank, has long been an enterprise that has
come under the control of a number of well-connected people and GLCs.
Evidently, the politics of the state has determined how important compa-
nies are shifted between institutions and the well-connected, an issue that
raises questions about checks and balances in the system, as well as the
autonomy of independent investment panels within the GLICs.

With the exception of MoF Inc., the other six GLICs have emerged as
major business groups that have majority ownership of Malaysia’s lead-
ing publicly-listed firms, a process facilitated by relevant legislation and
public policies. Through laws that relate to the functioning of the GLICs,
the Minister of Finance and MoF Inc. have enormous control over these
institutions and, by extension, the corporate sector. These laws can ensure
that the GLICs function well, with oversight authority in the hands of
the Minister of Finance as well as other ministers in the case of LTH and
LTAT. These laws do not, however, have the capacity to limit the effects
of self-interested business deals of the controlling shareholders.

Public policies have consistently been used to justify the intervention of
GLICs in the corporate sector, primarily through affirmative action-based
plans such as the NEP, the Bumiputera Commercial & Industrial Community
(BCIC) and, most recently, the Bumiputera Economic Empowerment
(BEE) policy. These policies, along with privatization, have functioned as
instruments to create Bumiputera corporate captains with a major presence
in the economy. In according the Minister of Finance enormous capacity
to selectively distribute rents these policies can undermine the performance
of the GLICs and GLCs if they are employed for the practice of politi-
cal patronage. Crucially, too, these policies can discourage private sector
investment as private firms may fear expropriation by a strong state if their
companies emerge as big businesses. For a similar reason, private companies
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may be reluctant to work with government-owned business groups in spite
of much public rhetoric about public—private partnerships.

The ownership pattern of quoted GLCs by GLICs indicates that a
block shareholding structure is in place and that one enterprise, MoF Inc.,
has enormous business influence. MoF Inc. clearly functions as a “super
entity” as it has direct and indirect control over the other six GLICs. In
most leading GLCs, three or more GLICs have an equity stake, though
one GLIC has a majority interest. This is particularly evident among com-
panies controlled by Khazanah, PNB, LTAT and LTH. The practice of
block shareholdings of publicly listed GLCs by GLICs has serious impli-
cations for minority shareholders and the economy, in the event of abuse
of the companies. Interestingly too, in spite of this block shareholding
structure there is little evidence of well-coordinated business deals involv-
ing the seven GLICs.

Directorships function as a primary avenue through which the gov-
ernment can dictate decision-making within GLICs and GLCs. A com-
parison of ownership and directorate patterns in 1996 (prior to 1997
currency crisis) and 2013 revealed a new phenomenon. While GLICs had
a rather anonymous, even grey—if competent—image prior to the turn
of the century, by 2013, the GLIC/GLC managerial teams comprised
well-connected professionals with much experience in the corporate sec-
tor. In the boards of directors of the GLICs and GLCs, the number of
former bureaucrats has also increased. These ex-civil servants, like the
professional elite, have no political influence. They appear to be more
conspicuous in the boards of the GLICs and GLCs because of UMNO’s
declining presence in the corporate sector. They also appear to func-
tion as mere figureheads. The most influential decision-makers are the
board chairmen and managing directors who, when necessary, take the
cue from the Minister of Finance, further indicating his overwhelming
influence over the corporate sector. Moreover, the Minister of Finance
is ultimately responsible for the appointment of directors to the GLIC
and GLC boards.

Since directors of different companies share a common bond with the
person or institution at the apex of a pyramid, in this case the Minister of
Finance and MoF Inc., this GLIC can secure decisions that favour it, a factor
that could undermine the interests of minority shareholders. Through this
practice, where directors of different GLCs are appointed by the Minister
of Finance, companies in this network can also overcome information
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asymmetry by securing feedback to improve their position in the market
(Mizruchi 1996). Directors with a common bond could facilitate collusion
between firms, creating an informal communication channel between
them, an inner circle, that could allow companies to make agreements in
their mutual interest (Mariolis 1975; Useem 1984).

Thereis evidence of such inner circlesamong the GLICs. One inner circle
revolves around Nor Mohamad, now the Deputy Chairman of Khazanah.
Professional managers he has groomed now lead the GLICs and GLCs.
An inner circle is also evident in the media sector. An obscure private firm,
Gabungan Kesturi, controls the leading media enterprise, Media Prima,
along with PNB. The directors and shareholders of Gabungan Kesturi are
Shahril Ridza Ridzuan and Abdul Rahman Ahmad. Shahril is the CEO
of EPF, which also owns a huge interest in Media Prima. Rahman was
appointed as CEO of PNB in 2016. The use of obscure private companies
such as Gabungan Kesturi obscures the identity of the ultimate share-
holder, the Minister of Finance, as well as the extent of the state’s control
over major media companies.

A number of LTH directors, including its chairman, are UMNO mem-
bers who are elected representatives but hold no position in government.
UMNO directors of Khazanah serve in this GLIC as they are the sit-
ting Prime Minister and Minister of Finance II respectively. LTAT is led
by Lodin Kamaruddin, a longstanding close business associate of Prime
Minister Najib. There is sufficient evidence that these GLICs could be vul-
nerable to political interference unless sufficient oversight measures and
institutional reforms are introduced to ensure they are well insulated from
such abuse.

This study’s political economy perspective indicates that the core logic
of the three main kinds of business groups—portfolio, policy-induced
and organic®—determine firm strategies of the seven GLICs. But politics
matters, influencing how these companies are run. Policies also matter as
they shape the different ways in which these seven enterprises are man-
aged. There can be a link, too, between politics and policies, especially
redistributive policies and enterprise development strategies, a factor that
determines how the GLICs function. This political economic approach
indicates that the seven GLICs have been employed differently by the
Najib administration. The focus on the politics of the state in the shaping
of the GLICs and the GLCs they own indicates that they have not all been
abused in a similar manner.
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THE COMPLEXITY OF GUARDIANSHIP

What are the implications of the GLICs’ ownership and control of corporate
Malaysia when politics features so significantly in its business operations? This
question draws attention to the issue of the complexity of guardianship. The
fundamental concern about the dominance of the GLICs over the corporate
sector rests on the question of whose interests are being guarded.!® This
question must be raised since GLIC-GLC presence in the corporate sector
has had contradictory outcomes. On one hand, GLICs and GLCs have been
implicated in numerous business scandals (see Appendix 2.1). On the other
hand, the leading publicly listed GLCs have been registering impressive turn-
overs and profits. These companies are professionally managed, which is one
reason they have remained, over the past decade, among the top publicly
listed companies, with a number of them acquiring a growing regional pres-
ence. This state of affairs suggests that these professionals pay careful heed
to market trends, ensuring they respond appropriately to ensure the GLCs
remain key players in the corporate sector. But since ultimate control of these
government enterprises lies with a strong state, they could be easily subjected
to corporate abuse, which in turn may lead to major scandals.

The concept of guardianship is thus undeniably closely associated with the
politics of UMNO and the implementation of public policies. Through the
GLICs and GLCs under his control, the Minister of Finance could use poli-
cies to serve political goals, particularly for the practice of selective patronage.
Crucially, too, the management team of the GLICs and GLCs is accountable
primarily to the holding company at the apex of the pyramid structure, MoF
Inc. This is a serious problem as the extensive practice of selective patronage
has been justified on the grounds that there is an urgent need to develop
Bumiputera enterprises and redistribute corporate wealth more equitably.
However, although the common aim of the NEP, BCIC and BEE was to
create Bumiputera entrepreneurs, these redistribution policies have not been
successful. This is evident in the meagre presence of firms owned by members
of this ethnic group in the Bursa Malaysia’s top 100 in 2013, which raises
concerns about the reasons behind the Prime Minister’s insistence on per-
sisting with this policy. The government’s own figures on corporate equity
ownership patterns between 1969 and 2008 raise doubts about the value of
affirmative action in business as a means to create Bumiputera entrepreneurs.
Interestingly, between 1969 and 1985, when GLICs were primarily responsible
for acquiring and developing corporate wealth on behalf of the Bumiputeras,
the volume of equity attributed to this community increased from a mere
1.5% to 19.1%, an increase of 17.6 percentage points (see Table 5.1). Since the
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mid-1980s, the government’s focus through policies such as the BCIC and
privatization has been on creating Bumiputera capitalists. By the govern-
ment’s own figures, the volume of equity attributable to Bumiputeras has
only increased by 2.7 percentage points between 1990 and 2008.

In fact, in response to the 2008 crisis, Najib announced the end of
the policy of affirmative action, only to change tack following criticisms
from influential Malay-based groups. Najib went on to introduce what
he referred to as “market-friendly” affirmative action in his 10th Malaysin
Plan, 2011-2015. Market-friendly affirmative action was not reviewed in
the 11th Malaysin Plan, 2016-2020, a tacit admission of the failure of
the policy. After losing the popular vote in the 2013 general elections
and when introducing the BEE a few months later, Najib disclosed that
Bumiputera equity holdings in 2011 amounted to 23.5%, an increase of
less than 2 percentage points since 2008 in spite of the government’s
strong endeavour to nurture Malay-owned SME:s.

Table 5.1 further indicates two points: first, the persistent rise of for-
eign firms, approaching a figure of 38% and reversing the trend seen
between 1970 and 1990 when the figure fell from 63.4% to its lowest
point of 25.4%. Second, there has been a perceptible fall in Chinese equity
ownership, from its peak of 45.5% in 1990 to 34.9% in 2008, a decline
of nearly 11 percentage points. This fall raises an important question:
have Chinese equity ownership figures fallen because Chinese business
owners are reluctant to invest in the economy? After all, the government
is well aware, particularly following economic crises in 1986 and 2008,
that domestic investors can be impatient with poorly functioning govern-
ment enterprises, due also to political interference in their management.
Interestingly, the government has stopped publicly disclosing such equity
ownership figures.

The fall in Chinese equity ownership draws attention to the second issue
concerning guardianship and policies, that of property rights. The strong
state has the capacity to take over privately owned firms at will. This fear
of state expropriation of private firms was exacerbated following the forced
consolidation of the banking sector in 1999 when a number of Chinese
families lost ownership and control of financial enterprises that they had
long nurtured. A similar situation has been evident in the property develop-
ment and construction sector since 2009. Najib’s government has shown
a remarkable affinity for the promotion of major infrastructure projects as
a means to drive economic growth. And, in spite of the Prime Minister’s
strong statements about letting private enterprises serve as the primary
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engine of growth as well as the need to privatize GLCs, four prominent
Chinese-owned companies in the property development and construction
sector, the IJM group, Gamuda, Sunrise and SP Setia, have fallen under
the control of GLICs. The takeover of these construction-based firms sug-
gests that important benefits accrue to the government from its control
over such enterprises. It merits mention that small companies owned by
UMNO members are active in the construction sector.'!

What is not disputed about the links between policies, guardianship
and property rights is that affirmative action in business does not appear to
have fulfilled its goals, even after the transfer of GLCs into private hands.
In fact, debates have transpired about the efficacy of affirmative action
in business, whether this involves large firms or SMEs.!> There have also
been serious flip-flops about continuing with business-based affirmative
action, in 1986 during a recession and more recently, in 2008, follow-
ing a global financial crisis. The government’s repetition of failed policies
is because there is a political agenda behind such initiatives, and if the
GLICs and GLCs are employed to implement programmes such as the
BEE, there may be serious repercussions on the economy.

CONCLUSION: IMPLICATIONS OF POWER CONCENTRATION

There is now unprecedented political and economic power concentration
in the office of the Prime Minister, through MoF Inc. and the GLICs.!?
This is contributing to extremely divisive intra-elite feuds. Prime Minister
Najib was compelled to sack his Deputy Prime Minister, Muhyiddin
Yassin, in July 2015, as well as other senior UMNO leaders because they
had raised queries about how one GLC, 1MDB, was managed.!* Former
Prime Minister Mahathir, who was primarily responsible for creating this
complex GLIC-GLC structure, has emerged as Najib’s harshest critic.
Mahathir has gone on to create, with Muhyiddin and UMNO dissidents, a
party that is willing to forge a coalition, or at least an electoral agreement,
with opposition parties to unseat Najib as the Prime Minister.

Under Najib, there has been a clear strengthening of the GLICs and
GLGCs, through takeovers and consolidation exercises, in spite of his exten-
sive rhetoric of the need for “small government”. The creation of an orga-
nizational structure comprising powerful GLICs is problematic as it is
concentrating economic power in the hands of just the Minister of Finance
and a coterie of business advisors and professional managers who can be
removed at will. The GLICs, given their breadth of ownership and control
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of the corporate sector and their easy access to funds, whether from the
government or from the savings of investors, can shape business behaviour.
These institutions have shown a proclivity to take over entrepreneur-
ial companies in spite of the government’s professed desire to support
dynamic private enterprises. These acts of consolidation can lead to serious
repercussions, including creating monopolies or oligopolies, that under-
mine economic development. In this system, it is extremely difficult for
outside investors, particularly domestic firms and minority shareholders,
to institute corrective measures if quoted GLCs are abused by the GLICs.

What is particularly noteworthy about these seven GLICs is that even
though they are all ultimately under the Minister of Finance, their corpo-
rates activities suggest that they tend to act alone, but they are open to
acting in a coordinated manner, if necessary. The GLICs are structurally
very similar, but operate differently. LTAT and LTH are run indepen-
dently of the other GLICs even though on major investment decisions
final approval is required of the Minister of Finance. Assets are shifted
regularly between GLICs, though this usually involves MoF Inc., which
has been required to transfer its assets to Khazanah as well as PNB. MoF
Inc. has also been required to hold ailing companies, including controver-
sial enterprises such as IMDB.

Under Najib’s administration, state—state relationships have been the
basis for the most important corporate deals involving major infrastructure
projects. There are growing transnational state—state business links involv-
ing GLCs and state-owned enterprises (SOEs) from China. China’s SOEs
have had a growing presence in major infrastructure projects in the states of
Johor, Melaka and Pahang, with an involvement in the I MDB-linked Bandar
Malaysia, a massive development project in the heart of the city of Kuala
Lumpur. A matter of related concern is the steady ascendancy of foreign
ownership of corporate equity since the late 2000s (see Table 5.1).

The effective functioning of this GLIC-GLC network is also prob-
lematic in a situation where the state has been characterized as one that
is semi-authoritarian or quasi-democratic, defined as a political system
where the independence of oversight institutions to ensure checks and bal-
ances have been compromised. The nature of the state, coupled with the
government’s professed intention to implement selective patronage-based
affirmative action, suggests that the possibility of major systemic risks if
the GLICs and the GLCs are abused to advance vested political interests.
For this reason, the Prime Minister should not simultaneously hold the
position of Minister of Finance.
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A related concern of such concentration of economic power in the
office of the Minister of Finance is what happens when there is a change
in leadership or when elites feud. The ownership and control system now
in place is an outcome of disputes among politicians in power during the
period when Mahathir’s premiership. Mahathir’s need to institute bail-
outs of well-connected businessmen led to the centralization of major
enterprises in the hands of the GLICs. There was a relatively arms-length
relationship between the GLICs and Abdullah who instituted a major
and long-term transformation plan to improve the functioning of such
enterprises. Under Najib, numerous controversies have emerged involv-
ing the GLICs and GLGCs, suggesting that this GLIC-GLC framework
is susceptible to abuse. Mahathir’s eventual centring of major corporate
asscts in the hands of the GLICs—not his intent, but an outcome of his
fractious administration—as well as Abdullah’s reform of the GLICs and
GLCs (when professionals were brought in to lead them) may have inad-
vertently lent itself to serve Najib’s political interests.

The key issue about the GLICs is the high level of concentration of cor-
porate ownership in their hands. This can be justifiable, but only if control
is dispersed. It is permissible it GLICs rarely intervene in the management
of the companies they have an interest in, as they function as trust and
pension funds. However, this control is centred in a state where power is
concentrated in the office of the Prime Minister via MoF Inc. This issue
is particularly problematic during intra-party political contestations as
these business groups could be susceptible to the practice of patronage to
muster support or create strong factions. These enterprises could also be
abused during electoral contests, including during general elections, for
example, by undertaking activities in particularly poor under-developed
constituencies, ostensibly while implementing corporate social responsi-
bility activities.

Since this is the political economy context in which the GLICs and
GLCs operate, institutional reforms to devolve power are imperative. This
is because the performance of the GLICs is not simply an outcome of their
business decisions but their relationship with the state. In this GLIC-GLC
framework, the dynamics of the corporate sector cannot be understood
merely by assessing the business strategies of individual government enter-
prises. The governance structure in place for the GLICs and GLCs must
be understood in order to decipher their corporate transactions.

The paradox of the GLICs is that in these ties between government
and its business groups, the relationship is not one where no value has
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been added to these enterprises.!® The reforms introduced by the GLC
Transformation Programme have evidently been of benefit to the GLCs,
with improved financial performance of the G20.!1¢ The business group
model can function well as it allows for oversight of the GLCs under the
control of the GLICs. Adequate laws are in place to ensure that the GLICs
and GLGCs are properly managed. The directors are competent, though
there are concerns primarily of those on the board of LTH. One core
issue of concern remains, however. Ultimate control of these govern-
ment enterprises is in the hands of the Minister of Finance who is also the
Prime Minister.

Political reforms are imperative and need to include the imposition of
a stringent institutional check and balance system with independent over-
sight institutions. Since the GLICs have a huge presence in the corporate
sector and the way they function is tied to government programmes, the
quality of public policies must be high and their mode of implementa-
tion must be subjected to close scrutiny, which suggests that parliamen-
tary action committees, led by members of the opposition, should have
oversight of these enterprises. In these institutional reforms, this techno-
cratic professional elite at the epicentre of the GLIC-GLC network can
remain, but they must be apolitical and autonomous so that inefficien-
cies and abuse of power can be weeded out. A clear separation between
regulatory and ownership functions is essential to overcome problems of a
government that both regulates and owns GLICs and GLCs.

NoOTES

1. While UMNO?’s direct and indirect presence in the corporate sector has
evidently declined, an important new trend that has emerged is the rise of
the opposition in the corporate sector through the appointment of sitting
Members of Parliament and State Assemblymen as directors of GLCs con-
trolled by the state governments of Selangor and Penang. Opposition par-
ties have been in control of the Selangor and Penang state governments
since 2008 and Kelantan since 1990. This issue will be dealt with in the
next study on the role of state-level GLCs in the economy.

2. In one of his final speeches to the party as UMNO President, Abdullah
Ahmad Badawi said: “materialism has seeped into the party, making a num-
ber of party members greedy and avaricious, hence creating the negative
perception that UMNO is a corrupt party” (The Sun 29 March 2009). Najib
Razak, in his maiden speech as UMNO President, voiced a similar sentiment:
“UMNO cannot be seen as a party which is only passionate about struggling
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for the interest of a small group. Instead, we want UMNO to be seen, felt
and fully trusted as a party that is inclusive and that puts the interests of the
people before personal interests. Therefore, the perception that UMNO is a
party for people to ‘cari makan’ (earn a living) must be erased and discarded”
(see: http: //www.mysinchew.com /node/33169#sthash. WWrLE]q2.dpuf).
In 2008, on the issue of money politics, Muhyiddin Yassin, then an UMNO
Vice President, is quoted as saying: “We used to be concerned at the division
or national levels. Now, it has even reached the branches. Ifit goes unchecked,
UMNO may suffer dire consequences and may disintegrate” (The Star 11
August 2008). For an academic discussion of the persistence of money poli-
tics in UMNO, as well as the issue of patronage and rent-seeking in govern-
ment, see Mutalib (2017).

. For an analysis of UMNO?’s control over the corporate sector from the

1980s to the late 1990s, see Jesudason (1989), Gomez and Jomo (1997),
Searle (1999) and Sloane (1999).

. Other major government enterprises that can be defined as GLICs and

GLCs have not been analysed here. These enterprises include statutory
bodies and companies such as SOCSO, ValueCap, Petronas and Ekuinas.

. An in-depth review of companies owned by the 13 state governments in

Malaysia will be undertaken in the next stage of this project.

. For an in-depth discussion of these events, see Gomez (2006, 2009) and

Wain (2009).

. UMNO?’s leading partner in the ruling BN coalition, the MCA, owns a

majority interest in publicly listed Star Publications, which publishes
Malaysia’s leading English newspaper, The Star.

. Major business owners such as Tajudin Ramli and Halim Saad would later

publicly state they were mere proxies, holding these assets in trust for
UMNO or acting on the instructions of Daim and Mahathir. See Mahathir
(2011) for his rebuttal of such statements.

. See Schneider (2009) for an insightful analysis of how government orga-

nize and develop business groups in emerging economies.

A related question of equal importance is “who will guard the guardians”?
(Hurwicz 2008).

Funston (2016) notes the huge presence of Class F Contractors among
UMNO members.

For a review of the failure of affirmative action in business to help nurture
Bumiputera-owned SMEs, see Gomez (2012b) and Gomez and
Saravanamuttu (2013).

For another discussion on the growing concentration of political power in
the office of the Prime Minister, see Welsh (2016).

These leaders who were removed, first from their government posts and
then from UMNO, were the party’s Vice President Shafie Apdal, the
Minister of Rural & Regional Development, and Mukhriz Mahathir, the


http://www.mysinchew.com/node/33169#sthash.WWrLEJq2.dpuf
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5 CONCLUSION: THE IMPLICATIONS

Chief Minister of the state of Kedah. Mukhriz is the son of former Prime
Minister Mahathir.

However, MoF Inc. and LTH are GLICs that require careful attention.
MOoF Inc. is where GLCs encountering problems are situated, while LTH
continues to be mired in a series of controversies, a problem attributable
also to the fact that it remains the only GLIC that is controlled by sitting
politicians.

According to the GLC Transformation Programme report, the G20’s
market capitalization increased from RM133.8 billion in May 2004 to
RM386.0 billion in July 2015, while their combined net profit grew from
RM9.9 billion to RM26.2 billion between 2004 and 2014 (Putrajaya
Committee on GLC High Performance 2015: 9-13).
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