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Preface

Studies of Malaysia's political economy have been undertaken several
times before, from different perspectives (see for example, Tan 1982;
Khor 1983; Jomo 1988). But these studies have not given much
consideration to the impact of party politics on the tormulation and
implementation of policy, or on economic development. In view of
ress in the

the constantly changing nexus between politics and bu
Malaysian context - despite claims to the contrary by government leaders
~ over the past quarter-century, a more political perspective of the
econamy is particularly useful. It allows for an analysis of the character
of the state which helps to explain key economic policies and the manner
in which they have been implemented. This is pertinent since a sig-
nificant otitcome of some key Malaysian economic policies has been the
accumulation and concentration of wealth through political patronage.
In addition, such a perspective facilitates dialectical insights across the
academic disciplinary boundaries between politics

Given the strong association hetween politics and policy development
and implementation, the concept of rent and the related concept of
an economy.

and econom

s

rentseeking provide useful wols for study of the Malay
s from the mainstream 1o

The use of these concepts here, however, deps
offer another perspective of their implications for development and
related economic issues. Resource rents from mineral and other primary
the allocation

commodities have contributed much to cconomic growth
of rents, in various forms, o promote ‘social” objectiv
scuring legitimacy and support for the government; rents

s has been

important in

ted by the government to encourage industrialisation
e rents

have also been cre
and 10 bolster investments. But the dis
has weakened potential accumulation. Rents have also been allocated
inefficiently as a result of political patronage, Yet while those who are

sipation of some resourc

x



PREFAC xi
politicall Il connected ry 10 capture rents for themselves, they also
have an interest in maximising their rents and may therefore seek to
raise efficiency and productivity. While not disputing that the existence
of rents often leads 1o rent-secking, which may have adverse reper-
cussions for the economy and for politics, this book also argues that
governments can achieve many political and economic goals through the
deliberate creation, allocation and deployment of rents. By minimising
the abuse of such rent creation and distribution, for instance by keeping
processes transparent and acc ble, adverse consy nees can be
reduced and positive consequences maximised.

After briefly mwewmg the major developments that have shaped the
formation of the Malaysian cconomy and the factors that have permitted
the emergence of executive dominance, this volume concentrates on
how this has shaped policy implementation, particularly the New
Economic Policy and privatisation. The manner in which these policies
have served the politically well connected ‘new rich’ is consequently a
focus of this study. It is argued that such abuse of executive power will
not be effectively checked by the rapidly growing middie class's concern
with increasing political patronage alone. This has significant implica-
tions for politics and private sector efforts to establish a more level play-
entment of less-favoured business interests, as

ing ficld, reflecting the re
dealt with in the concluding chapters,

This study is organised and presented for easy reading and reference.
The sometimes esoteric jargon of the new political ¢conomy is kept
to a minimum, while the chapters are presented for readers who are
interested in relevant details of the Malaysian experience.We have there-
fore nsed case studies in most chapters in moving from the general 1o the
specific. To facilitate reading, for those less interested in such details,
these case studies appear at the end of the relevant chapters

Covering only half a century, this study does not claim 1o be com-
prehensive. Instead it focuses on some of the most politicised aspects of
the Malaysian economy in the course of offering a historical review of the
major recent developments. Inevitably it highlights the background to
and implementation of government cconomic policies, as well as their
implications and consequences for Malays society. Many related areas,
for example the issue of poverty eradication, are better covered by other
studies and are not dealt with in depth here. Rather than rake over
ground covered by others in the hope of offering new insights, we have
chosen to concentrate on areas largely neglected by other studies of
Malaysia’s political ecoriomy.
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Note on Currency

an ringgit (RM: ringgit Malaysia) is based on a bundle of
international currencies, mainly the US dollar. Before the 1970s, it was
pegged at RM 3: USS1. Since the beginning of flexible exchange rates in
the early 19705, it has moved in the range of RM 2.4-2.7 to the US dollar.
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Defining the Parameters

Development, Authoritarianism and Patronage

Asa major exporter of tin, rubber, palm oil, pepper. tropical timber and
petroleum, and with a rapidly developing manufaciuring sector,
Malaysia has an open economy which is widely scen as being one of the
most successiul in the world. Access 10 considerable resource rents
has undoubtedly facilitated economic growth and diversification. (An
€conomic rent is ‘a return 1o a resource owner in excess of the owner’s
opportunity cost” [Tollison 1987 144]).Yet worrying problems hay

emerged, tainting Malaysia’s commendable cconomic progress. For
example, although the reforms instituted by the New Economic Policy
(NEP) reduced poverty substantially and led to the growth of ethnic
Malay middle and business classes, there has been growing concern oyer
the influcnce of political patronage on the business scctor, the increas-
ingly inequitable distribution of wealth, and the apparent increase in
corruption and other abuses of power, Controversy over these issues has
grown with the implementation of the privatisation policy since the mid-
s

1980s, which has enhanced private control of key economic activit
and further concentrated ownership and control of corporate equity in
the hands of a multi-cthnic, politically influential minority.

Many of Malagsia's problems are believed to stem from the multi-
ethnic nature of its population, largely a legacy of British colonialism
from the late eighteenth century o 1957, when independence was
granted to British Malaya, now known as Peninsular Malaysia. Of
Malaysia’s 20 million people in 1996, indigenous Bumiputera, or ‘sons
of the soil’, accounted for 61 per cent, while Chinese constituted about
30 per cent and Indians 8 per cent; the remaining 1 per cent was made
up of other minor ethnic groups. Most political parties are ethnically
based, encouraging ethnic political mabilisation and consciousness,

1




2 MALAYSIA'S POLITICAL ECONOMY

thus exacerbating the ethnic problem. This
the ruling Barisan Nasional (Natio
mu[u =party coalition. Compri

s only partly mitigated by
Front) being a multi-ethnic,

ing over a dozen parties, the Barisan
onal is dominated by the United Malays' National Organisation
(UMNO), while two other senior members of the coalition are also
ethnically based parties — the Malaysian Chinese Association (MCA) and
the Malaysian Indian Congress (MIC).

In spite of fairly regular multi-party elections and some other features
requiring accountability of the regime, the Malaysian state has been
authoritarian since the colonial period, though analysts have charac-
terised the political system as semi- authoritarian (Crouch 1992, 1993a),
semizdemaocratic (Case 1993), or quasi-<democratic (Zakaria 1989).
Although these qualified descriptions suggest that some democratic
spects and forms remain, most of the minimal conditions necessary

for the practice of democracy in the Schumpeterian sense, particularly
fair clections, adequate opportunities for independent  political
opinion-making and political organisation, and minimal protection
for the individual from arbiwary state power, hardly exist in Malaysi
(Schumpeter 1943: 269). Further, as Crouch (1992) points out, even
the minimal ¢

liberties and democratic procedures that exist
are only allowed as long as the position of the ruling elite is not
iously threatened, let alone undermined; he observes that such rights
ve been “quickly modified or abolished when elite interests were
threatened’. This has been true of amendments o the Federal Con-
stitution and other legislation, as well as to the rules and regulations
governing UMNO, which has increasingly enjoyed and deployed the
powers and privileges of longterm incumbency since 1955 in a
seemingly one-party state,

Some features of authoritarianism have been pronounced since
Mahathir Mohamad became prime minister in 1981, and particularly
during the late 1980s, when his own position was under threat. Since the
1980s, a pattern of incremental executive encroachment on the other
branches of government has transpired. This has involved diminution

while the
executive’s encroachment on the independence of the judici
badly undermined public confidenc
administer justice (see Lee 1995), The worst abuse of the Tnternal
Security Act, which allows for indefinite detention without trial, during
the Mahathir era probably oceurred in 1987 (CARPA 1989). Draconian
amendments to the Official Secrets Act have further reduced tran
parency, inevitably eroding public accountability in the proce
ship of the docile press by politicians and politically influential
businessmen and stringent government regulation have combined to

ol the powers of the (nine constitutional) monarchie

n the judicial system’s capa




DEFINING THE PARAMETERS 3
similar effect. The government-controlled media have been used by the
Barisan Nasional to promote and legitimise itself as well as to discredit
political opposition and dissent more generally. All this

been

accompanied by an intolerant official autitude towards opposition,
dissent and independent criticism by largely ignoring and even
discrediting public interest groups, non-government organisations and
trade unions, which have been gradually emasculated through repres-
sion, legislation, regulation and manipulation. The absence of con-
stitutional and other legislative constraints on the powers of the
‘government of the day” holding a majority in parliament has probably
accelerated these trends. Much of this has been legitimised by reference
to the threat of ethnic conflict and the necessity of making such political
sacrifices in the interest of political stabilit

cthnic harmony, eco-

nomic redistribution. economic growth and accelerated modernisation,
especially industrialis

It has been further justified on the grounds that the government has
periodically renewed its mandate from the people through general
elections since 1955, Federal and state elections have generally been
held within constitutionally stipulated intervals, though municipal
elections were discontinued from the mid-1960s, when it became
obvious that the ruling coalition would continue to lose most urban
councils to opposition parties backed by ethnic Chinese, Over the yea

the Barisan Nasional government has introduced numerous resurictions

which have undermined the capac
serious threat to the ruling coalition. Gerrymandering and other “un-
fair’ electoral practices are considered almost routine facts of life by
an increasingly cynical populace unaccustomed to expect otherwise
(see Mauzy 1979, 19 Ismail 1979; Crouch et al. 1980; Chandra
1982; Sankaran and Hamdan 1988: Khong 1991; Crouch 1993b; Gomez
1996a). Such limitations on political participation have foster
political culture with rather modest expectations of democracy, civie
rights and public accountabilit

Invoking different valu
generally, Prime Minister Mahathir has dismissed the assumption that
the Malaysian political system should aspire to and evolve in the
direction of a Western model of liberal demoeracy, often publicly
deriding the procedural messiness and inertia of democratic institutions
and practices. Instead he claims that Malaysia’s political system should
be based on a different, Asian conception of democracy which has yet to
be fully elucidated. In so far as his arguments seem 1o parallel those of
Singaporean ‘strongman’ Lee Kuan Yew, it has been suggested that its
basic tenets have been elaborated by Lucien Pye (1985): in particular,
Pye has argued that since *Asian political culture’ emphasises loyalty to

y of the opposition parties to pose

d a

ticular and Asians more




1 MALAYSIA'S POLITICAL ECONOMY

the collectivity over individual freedom and needs, shuns advers
relations and favours order over conflict, the Western understanding

and practice of liberal democracy is inappropriate in the Asian context,

Such arguments ignore the historical fact of suppression of political
vights over time in the post-colonial era. This process has also gradually

socialised Malaysians to accept and even appreciate authoritarian rule,

norms and institutions.
I'he Mahathir regime has successtully achieved the greater central-
ccutive arm of government, particularly in the

isation of power in the

hands of the top leadership, through repeated amendments to the
Federal Constinttion, The exercise of power by the executive has not
only helped to channel state-created rents to well-connected business-
men, but has sometimes also required them to deploy some of these
rents in particular ways. Thus executive dominance has had significant
consequences lor the implementation ol key economic policies,
particularly the NEP = involving active state intervention to reduce inter-
pecially Malay-Chinese, economic disparities — and privatisa-
tion, which was started to roll hack the state and trim the supposedly
overblown and inefficient public sector. Despite the seemingly
s, both have

cthnic,

1s

contradictory means and objectives of these two policie
invalved political patronage in determining access 1o and allocation
of rents.

The adverse consequences of such resource allocation cannot be
denied and are often expected o impair economic development.
Malaysia's impressive economic growth in spite of this, especially in the
last decade. might seem paradoxical. The paradox, however, appears to
be rooted in analytical presuppositions, most importantly tat s
created rents will necessarily be dissipated by the resultant rent-see
acnvity,

The government's deregulation initiatives since the mid-1980s en-
hanced its efforts to attract investments, at first mainly from abroad and
especially from East Asia. Renewed foreign investments and cconomic
well as cularal liberalisation in turn stimulated domestic private
mvestments. By the mid-1990s the privatisation ol infrastructur
development had grown to include a new major international airport,
highway: L major telecommunications
projects including launching a new satellite, a huge dam, and increased
energy supply. The resurgence of exportoriented manufacturing,
structural development, has

, new and improved port facilities

coupled with heavy spending on infr
enabled the economy 1o register average annual growth of over 8 per
cent since 1988, Meanwhile the middle class has grown and full
employment has been attained, resulting in real wages rising, social
mobility increasing, and business opportunities expanding,
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ks
patronage involving abuses of power and conflicts of interest, has also

cutive dominance, which has contribuied 10 greater political
enhanced the efficacy of the developmentalist role of the state = hence
the basic contradiction of the divigiste Malaysian state. Authoritarianism,
and more specifically executive dominance, has enhanced the govern-
ment’s developmentalist capacity on the one hand as well as political
patronage and other abuses of power on the other.

Yet with rapid economic growth since 1987, intra-ethnic income
differences have become pronounced. Meanwhile some social conse-

quences of rapid Westernisation have forced the government to try o

check some of their most pronounced social consequences. Many rural
Malays appear disgruntled than they have benefited litde from the
government's recent development emphase:
economic environment created by the government is not only enlturally
alien but also hostile to Malay interests (Gomez 1996a).

Moreover, since the state has slowly become a vital instrument for
accumulation in Malaysia, through its abilit
ment policies, regulate markets and otherwise distribute rents (for
and contracts), this has meant
that access to rents is increasingly contingent on political acc
influence. This has contributed to growing political factionalism,
especially among senior UMNO leaders. Such factionalism has raised
Seriots concerns over its economic implications in view of the elose links
between politics and business. Thus the formu
mentation of policies that shape the allocation of rents, and the
economic and political consequences that emerge from them, are the
main concerns of this bool

Some even feel that the

i

to formulate and imple-

example, through privatisation, licence

and

ation and imple-

Rents, Rent-Seeking and Rent Distribution

While UMNO's hegemony in the Barisan Nasional and related political
patronage have encouraged rent-seeking behaviour and certain abuses
discretion in the allocation of rents, executive
tate may actually have served to limit political acce
sociated with g government intervention in Malaysia,
powers have enabled the political clite,
archy, to abuse their

of administrativ
dominance of the
and rentseeking a
Discretionary execittiv
particularly leading members of the UMNO hier
powers to capture government-created rents for themselves. Public
knowledge as well as criticism and the factionalism such patronage has
caused among UMNO members have served to check such abuses, but
they have also made them more covert. These developments, together
with other factors leading 1o the privatisation policy, have led to new
forms and modes of rent favouring who are
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6 MALAYSI

politicians and other politically well-connected businessmen, who hay
all grown in number and influence, especially since the mid-1980s (see
Gomez 1994).

Political patronage thus perpetuates rentseeking activities by th
seeking to induce government decision-makers to allocate various state
rents in their own favour in return for economic and political support.
In many cases the rents secured through influential politicians have to
be shared with others to get the job done (through joint ventures,
ve-sales, ete.), Needless to say, the basis for the award of such business
opportunities invariably compromises the quality of the goods or
services involved, though it should also be pointed out that the rentier
s a strong interest in efficiency since this will maximise the available
rents and profits.

Directly unproductive profi
cludes rent-seeking behaviour as
making profit (that is, income) by undertaking activities which are
directly unproductive’ (Bhagwati 1982). Public choice theorists assert
that DUP activities — for example direct political activity, lobbying, and
bribes — inerease in markets where competition is artificially limited by
government. The contention is that with government intervention in
the economy. the competitive market forces which eliminate rents are
undermined and rendered irrelevant. In these circumstances DUP
activities are encouraged as companies expend resources to obtain
it is argued, such resources would
instead be used for productive activities. 1Uis often presumed that the
existence and hence pursuit of rents in such circumstances tends to
undermine economic development (Shapiro 1990: 127). It has also

seeking (DUP) behaviour, which in-
a subset, has been defined as "ways of

rents; in competitive circumstances,

been argued that public concern about the adverse effects of certain
types of rentseeking has reduced some of the more politically un-
acceptable adverse consequences of such distortions which could
precipitate destabilising political backlashes (Brawley 1993).
Elaborating on the adverse consequences for growth and develop-
ment, Rowley (1985: 133) asserts that rentseeking generates ‘social
waste rather than social surpliis, not infrequently as a consequence of
government-imposed entry barriers and market regulation’. He argues
that such interventions occur ‘in response to effective political rent-
cance for

seeking by special interest groups, who recognise their signifi
market rent- secking’. He also claims that once conceded, rent-creating
interventions may not be casily withdrawn even by a determined govern-
sistance by the rentiers concerned.

ment, not least because of e

Rentseeking theorists also argue that when wealth can be redist
buted through political intervention, interest groups and individuals
s and pursue § o secure

will be inclined to organise ther
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interventions to benefit themselves, or, more defensively, to minimise
anticipated losses tha ise from such state policies, legislation, and
iatives (McChesney 1988: 179). While the state often see
by depicting itsell’ as a neutral arbiter standing above society, certain
political groups, individuals or institutions usually have much more
influence on or even hegemony over the state than others, particularly

ini

legitimacy

when state access is acknowledged to be uneven (Brawley 1993),

But uneven influence on or control over the state may also imply
unequal access to opportunities for capturing rents. This has various
possible consequences including limits 1o rentseeking behaviour
because this behaviour is seer
it is likely that those seeking a rent v
expenses and efforts according to what they see

as not necessarily successful. In this
limit their (unproductive)
the value of the rent

cay

and the likelihood of securing it.

In view of UMNO hegemony and executive dominance in Malaysia,
rent-seeking is in most cases unlikely to be very competitiv
the often clandes

. because of
sible

ine, illegal, covert, exclusive or otherwise inacce
ways ol capturing rent. In other words there is no reason to presume
total dissipation of rents through perfectly competitive rent-seeking
after state intervention has allegedly undermined perfect competition.
“This has most ('L»rminl‘» limited rent-seeking, thus
and hence the dissipation of rent. Businessmen who are more compe-
tent but not wellconnected often find it worthwhile and not too costly
1o work with and through the better-connected to secure rents. This

keeping down its costs

suggests that the existence of rents in isell does not necessarily result
in enough rentsecking behaviour to eliminate the rent created, for
example if the distribution or allocation of the rentis known before-
hand or believed to have been predetermined such that new cfforts
cannot expect to secure access 1o the rents.

Although the usual rentseeking argument regards all resources
expended in rent-secking as dissipated, and hence wasteful, rent-seeking
may only involve transfers of wealth (for example, bribery), which does
nof constitute waste in the same sense, that is

social cost in the

economic sense. Hence the real waste in rentsecking involves the
transaction costs incurred in securing and transferring rent claims (for
example property rights), not the actual wealth transters themselves.
Failure to distinguish between these two elements of rent-seeking costs
has tended to exaggerate perception and estimation of the social waste
atributable to rentseeking (see Chang 1994: Chapters | and 2).
Morcover, the rentseeking welfare losses may well be more than offset
by the dynamic gains of productivity growth which the rent facilitates,
for example by serving as an incentive (o induce particular investments,
ng opportunities for learning by doing, as in the case of the
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protection of an infant industry, or by encouraging firms to invest in
arch and development. So while rentsecking activities may be

cily unproductive’, they may well constitute transaction costs which
indirectly facilitate productivity gains (Chang 1994).

Thus while there may have been considerable sceking, capture and
wransfer of rents, the rents may not have been completely dissipated by
unproductive activities, but may also have contributed to capital accum-

ulation, besides inducing des

rable productive investments. Neverthe-
less, as this book will also show in some detail, these rents could have
1 better deployed to accelerate growth and 1o generate productivity
gains. More careful analysis of rents in Malaysia can go a long way to
reconciling the apparent paradoxes (1o neodliberals) of state inter-
vention and rapid economic growth on the one hand as well as
authoritarianism and political competition (wrongly identified witl
democrucy) on the other,

The following chapter beging by summarising the impact of By

be

h
colonialism on Malaya, particularly how it contributed to the creation of
a multi-cthnic society and an economy based on tin-mining and rubber
production dominated by British interests and how it inhibited the
development of an indigenous business class. The discussion of
cconomic development is intel ed with a review of the political
developments that led to the “consociationalist” domination of the post-
colonial government by a multi-cthnic elite coalition and how this

affected economic development after Independence in 1957 uniil the
watershed developments of May 1969. A *consociationalist’ government
is one which secks consensus between different groups in a political
system by bringing leaders of different parties into the governmental
process (Lijphart 1977).

Chapter 3 deals with the implementation of the New Economic Policy,

introduced in response to the crisis culminating in the events of May
1969. Particular emphasis is given to changing ownership paterns,
specifically by wracing how restructuring led to virtal monopolisation
Some attention is
as government leaders mnmuu d

of certain economic sectors by state-owned agencies
also given o industr
to seek diversification of the economy. Chapter 4 surveys Mala
privatisation experience, especially the manner in which state assets
have been transferred to politically influential businessmen at heavily
discounted prices, ostensibly to address several problems while con-
tinuing to promote Bumiputera businessmen.

These two key policies are emphasised because although the NEP
involved greater state intervention in the economy, while privatisation
entailed efforts w reduce the state’s role, yer these apparently con-
ve both been significant means for accumulation

lisation efforts

tradictory policies
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by rentiers which have compromised other, more developmentalist,
state interventions, for example industrial policy. A major emphasis in
this book will therefore be on the consequences ol different Kinds of
state intervention, partly in relation 1o policy goals but also in view of
incompatibilities in- policy. Malaysia's development experience will
therefore be judged notonly on the basis of the targeted achicvement of
growth, diversification and redistribution goals.

Chapter b focuses on how political patronage through the NEP and
privatisation has created a new business class while also exace vI..um},
factionalism i UMNO, electoral irregula
This
leaders have generated greater political patronagy
the mutual dependence of the burgeoning new bu

and “money politics’

discussion traces how the political ambitions of” senjor UMNO
+ thus consolidating
ness class and the

political elite. The deployment of most rents 1o ereate this new breed of
businessmen and to bolster their rapid vise has contributed 1o capital
accumulation in general and strengthened certain politcal interests,
but has not directly contributed much to export-oriented industrial-
isation, technological upgrading and other structural changes desired
by developmentalist states. Thus the M illustrates the
dilemma ol a developmentalist state trn betwe:
s industr

aysian experienc

n competing — though
I progress versus

not completely incompatible — prioritie
interethnic parity,

Chapter 6 assesses Malaysia’s political economy after 1990, reviewing
the major economic policies introduced after the end of the NEP's first
Outline Perspective Plan period (1971-90), while Chapter 7 focuses on
the impact on the country’s future of rent-sceking, patronage and
factionalism in UMNO, With continued abuses in rent allocation,
mainly arising [rom the government’s commitment o promoting
Bumiputera wealth, the book concludes with a discussion of why the

tions for

manner of rent distribution may have significant implic
the future of authori
in Malaysia.

rianism, political patronage. and development




The Colonial Legacy

Early Political Development

When Mala

ya gained independence in 1957, apart from a formally
Westminster style of government it inherited an economy largely shaped
by British colonial business interests, built around the export of tin and
rubber. Malayi was long the major world producer of hoth these com-
maodities, causing the country to develop rapidly during the firse hall of
this century to become Britain's single most profitable colony, and
contributing more foreign exchange in the critical immediate postwar
tish colonialism contributed to the

years than the rest of the empire. B
ethnically heterogencous population by allowing, even encouraging,
Chinese and Javanese immigration, and organising Indian immigrants
cctors, resulting in

to work in the na

cent public and plantation
close identification between race and cconomic function, Many of the
country’s existing economic and political institutions and problems
are rooted in the colonial experience, including the reforms in the

19505 to win hearts and minds from the communistled anti-colonial
insurgency.

For example, although the ruling coalition has always been multi-
i on, the character and constitution of most Ma
re ethnically based and heavily influenced by the multi-
ethnic feature of its population and its colonial legacy. The formation of
the tripartite Alliance in the early 1950s comprising the Malay-based
UMNO, the Chinese-based MCA and the Indian-based MIC was linked
directly 1o the British colonial government's development of the Malayan

ri aysian

political parties

il in compo:

economy. Despite the formation of a plural society in Malaya with the
mass migration of Chinese and Indians into the country, there was
very little integration and only limited interaction among the ethnic
That the majority of Chinese were mainly involved in the

conmunitic

10
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sed tin mines, the Indians cloistered in self-contained semi-rural
ing as and largely remaining peasants
in rural arcas meant that the communitie argely kept apart and
separated by the fact of ec onomic specialisation. There v 150 no felt
need for integration among the immigrant populations since the general
perception of many of the Chinese and Indians was that their stay in
Malaya was only temporary, Since they were to retrn “home! to C
or India alter ace mnuhhng enough savings, they naturally conceived of
Malaya as a transition land rather than as their new homeland.

In 1946, after the British returned 1o reclaim conwol over Malaya
following the surrender of the Japanese in World War 11, they proposed
a unitary Malayan Union scheme which involved placing under one
government all the nine Malay states and the Straits Settlements of
Penang and Malacca; Singapore, the other remaining Straits Settlement,
was 10 be left out of the Union. The Malays, however. were vehemently
opposed to the idea of the Union, renouncing it as a British ploy 1o
abolish the Malay Sultanate. They also objected to the Unjon’s goal
of providing citizenship with equal political rights 1 all Malayans,
irrespective of race, as long as they professed loyalty 1o and regarded
Malaya as their home (Funston 1980).

In May 1946 a myriad Malay clubs, associations and political
organisations converged to form UMNO, with the primary purpose of
opposing the Union. Led by Malay aristocrats and helped by its
galvanising of the indigenous Malay political structure — from the Malay
rulers down to the village headmen — UMNO managed to marshal
‘widespread Malay opposition to the Union (Chandra 1979; Funston
1980). UMNO's key role in contesting the Malayan Union made the
‘party the leading political force in M
areas. Even now, in the 1990s, despite a membership totalling almost 2.4
million, making the mass-based UMNO the Targest local political party,
its bastion of support still remains the rural Malays.
- Although the British had collaborated with the predominantly
Chinese-based Malayan Communist Party during the war — the party had
Bained a reputation among Malayans for its role in opposing the
ese — they were fearful of the growing impact of the party and the
influence of other ‘left-leaning’ organisations on the Chinese. As tension
ounted between the British and the Communist Party — the party was

ally banned - and the Emergency was declared over the entire
try in 1948, the need for an alternative Chinese party that was
tive yet pliant to British interests became imperative. This need
ed British hesitation 1o negotiate independence with a single,
munally based party such as UMNO. To initiate the formation of
an alternative Chinese party, the British turned to leading Chinese

urban-b:
plantations, and most Malays s
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businessmen who, like them, would have vast interests in the cconomy to
protect after independence was gained. When the Malavan Chinese
Association was established in February 1949, the main preoccupation

of its leadership — which comprised leaders of the anti-communist
Guomindang and some ol the wealthiest Chinese businessmen in the
COUNITY = was (o ensur

that their cconomic interests would be protected
through political involvement (Heng 198
bourgeois natare of the MCA leadership and its subs

:57), However, in view ol the
srvient role (o
UMNO in the ruling coalition, the party has alwavs had much difficuly
in galvanising and sustaining the support of the working-class and
micdle-cluss Chinese.

I'he Malavan Indian Congress was formed in Angust 1946 after Indians
were encouraged by visiting Indian Prime Minister Jawaharlal Nehvu to
remain in Malava (Stenson 1980). Originally led by left-leaning, middle-
class, non-communal members, the MIC displaved a preponderance of
mul
multi-racial par
became the thivd pariner in the Alliance, a coalition which UMNO and
the MCA had first formed in an ad foc manner two yes earlier 1o
contest municipal clecions. The MIC's entry into the Alliance was

racial political organisations. But when it became apparent I|h|l

d liule electoral support, the MI

precipitated by fears over its political survival since the party represented
a small fraction of the community (Indians constitute approximately
8 per cent of the population) which v
(Stenson 1980; Arasaratnam 1980),
When the Alliance was officially formed in 1954, it was not only 10
meet one of the colonial government’s conditions that independence

11 dispersed in the electorate

would only be granted 1o a multi-ethnic leadership, but also becanse of
the apparent electoral appeal of a multivacial coalition of parties as
opposed to that of  single multiracial party. The coalition formula was
expedient for a number ol other reasons as well, UMNO, whose
members then mainly comprised peasants and teachers, was heavily
dependent on the wealthy MCA for financial support, while the MCA,
with its limited support even among the Chinese, needed UMNO 10
secure victory for its candidates during elections. The MCA needed
UMNO 1o win se: 1l\hr( ause although Malays comprised only 49 per cent
of the population in

. they made up more than 80 per cent of the
clectorate (Ness 1967: r1>—7|. By participating in the coalition, the three
parties were able to retain their communal identities and bases while
achieving elitist, multi-cthnic co-operation.

Early Economic Development

Integrated into the world economy, the colonial Malayan economy grew
around the international wade in tin and rubber, which was controlled
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by the British and to a lesser extent the
By 1938 Ewropeans dominated the | 8¢
British involvement in the tinemining industry jny
the expense of the Chinese (Table 2.2), The I
extremely Tuerative, generating enormous  divig
especially in the early vears: in 1910, for exa
dividends ranging between 225 and 375 per
declared during that decade averaged around 295
467). By 1938 almost 93 per cent of British cap
plantations and mines (Junid 1980: 18).

ly 19408 heavy B 1 investment in.
tin mines had resulted in a specialised economy,
production of food and ¢ goods, Mal
on imports (Parmer 1969: 288). In the 19501;‘
European companies had control of 65 1o 75 per

Table 2.0 British Malaya: Ethnic Ownership of Estates, 1998

Ethuic group 5,000 acres— 1,000—4,999 100499
and over acres acres
Europeans 47 467 245
Chinese 1 47 91
Indians = 5 348
Others 5 13 63

Source: Khoo 1980: 202

Table 2.2 British Malaya: Percentage of Tin Produced by European and
Chinese Mines, 1910-38

Year Eutropean Chinese
1910 22 i
1915 28 72
1920 36 64
1922 38 62
1924 45

1926 44

1928 49

1930 63

1932 66

1934 66

1936 67

1938 67

Source: Khoo 1980: 198; Yeoh 1987: 47
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and 60 10 70 per cent of the import wade, while Chinese lirms owned
aromd 10 per cent of the import agencies: Indian ownership of
companics involved in trade amonted o around 2 per cent, while Makay
ownership was virtually non-existent. European companies also con-
trolled 60 per centof tin output, while the remaining 40 per cent was in
Chinese hands. About 83 per cent of plantation acreage was Europein-
owned, while the Chinese share amonnted 1014 per cent (Puthucheary
1960: xiv=vi; Yeoh 1987: 24). Far [rom contributing to capital formation
in Malaya, the net outtlow of profits between 1 and 1961 amounted 1o
RME44 million, or 60 per cent of gross domestic capital farmation;
between 1961 and 1970 the outllow of profits had increased to RM1Y
billion, while foreign investment during this period amounted 1o only
RMI billion (Far Eastern Economic Review 1374/ 77).

Malaya's economic development priorities after Independence were
largely inlluenced by the considerations hehind the formation ol the
Alliance among UMNO, the MCA and the MIC, and the understanding
ched with the British 1o achieve independence, The MCA

its leaders 1
Teaders feltlitle threat to their economic interests in @ privite enterprise
system which they helped to proteet by participating in the Alliance.
While the British were assnred ol no nationalisation of their vast
investments i thicir former colony, UMNO leaders may have lavoured a
Targe foreign stake in the economy to limit the expansion of Chinese
capital (Golay et al. 1969: 546-7). Generally the Alliance government
subseribed (o the view that British investments in Malavi were erucial o

ensire cconomic development,

The 1955 recommendations of the World Bank for the post-colonial
development of the Malayan cconomy also espoused limited government
intervention in the economy and promotion of development led by the
private sector, with government provision of betrer infrastructure and
favourable fiscal and monetary policies 10 generate investment, hoth
foreign and local. Most such proposals lor the countiy's funre
development coincided with the intevests of the Alliwnce leadership and

the British.

Some emphasis was given to rural development, espec
UMNO deriyed the bulk of its political support from rural are
most of the voters, primarily Malays, were situated (Snodgrass 1980; 167).
The goverpment also had to contend with the problems of Malay poverty
and limited involvement in the modern capitalist economy. The Malays

ly sinee

as, where

privileges in public service employment, land
reservation, and the award of scholarships, education grants, licences
and permits. Though the magnitade of Malay poverty justified increased
state involvement to elevate their economic position, by Independence

were thus grianted specia

the number of public enterprises established for the promotion of Malay



FHE COLONIAL LEGACY 15

welfare was still limited o awo: the Rural and Industrial Develop-
ment Authority (RIDA) and the Federal Land Development Authority
(FELDA).

RIDA. established in 1950 to help enhance Malay participation in
business, was probably the first institutionalised effort to develop Malay
entreprencurs by providing them with access to eredit facilities and
training. In 1954 RIDA wiis converted into a public corporation
and given enlirged responsibilities and funds, though its cffors in
promoting Malay capitalism were notvery successtul, Golay et al. (1969:
366) noted that ‘in terms of enterprises initiated, credit granted and
repayment experience’, RIDA's accomplishments were *modest’, while
‘the capital fund, which served as a revolving credic fund, 1ended to
become innmobilized i illiquid loans’,

Established in 1956, FELDA has been a major development scheme
responsible for opening up, developing and distributing land o landless
peasants for the cultivation of cash crops, mainly rubber and oil palm, By
the early 1970s; around 250,000 hectares of land had been opened up in
almost 150 FELDA schemes (Pollak 1980: 269). The raie of settlement in
FELDA schemes, howe

busine:

L was far less than the number of families desir-
ing such | ample, only wround 20,700
familics had been vesetiled under the scheme (Kasper 1974: 55-6).

Among the schemes introduced 1o heélp develop Malay capitalism were
‘special privileges', such as allowing Malay quotas 1o be imposed in the
award of business licences, government employment and educational
access. The government also had ‘assistance’ schemes. which provided
facilities in the form of credit, training and business premises, and an
‘acquisition” strategy 10 expand Malay ownership of the corporate
economy (Gomez [990: 4-5). These strategies 1o create a Malay middle
class and 1o facilitate Malay capital accumulation had limited success.
Malay acquisition of shares in corporations remained insignificant, even
after the government sponsored the creation ol an investment company
in 1961, Syarikat Permodalan Kebangsaan (SPK) Bhd (Golay et al. 1969:
382). Only a few of the shares in public limited companies reserved for
Malays were acquired, mainly because of insufficient funds. Although the
Malays were generously awarded government permits, licences and bank
loans 1o facilitate their entry into business, few competent Malay
entreprencurs emerged (Horii 1991: 290-1).

1d; between 1956 and 1970, for e

Post-Ind d. E (oD,

AL the time of Independence in 1957, Malaysia enjoyed one of the
highest standards of living in Asia (Rao 1980). In that year the primary
sector (agriculture, forestry and mining) accounted for 45 per cent of
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GDP, the secondary sector (manufacturing and construction) for 11 pex
cent, and the tertiary sector (services) for 44 per cent. Mainly because of
the export earnings from tin and rubber, the average annual GDP
growth rate in Peninsular Malaysia during 1957-70 was 6.4 per cent
(Khor 1983: 2). By the late 1960s, however. there had been litle
structural change in the economy. After sharp fluctuations in the prices
of primary commodities during the 1960, and in anticipation of the
inevitable exhaustion of tin deposits and the longrun decline of natural
rubber prices because of ady in synthetic rubber technology,
diversification of the cconomy appeared imperative. Ol palm and then

encouraged, with many incentives from the early
and

cocoa production wer
1070s: Malaysia went on 1o become the world’s largest producer
exporter of palm oil (Kasper 1974: 11 Anuwar 1992).

Besides preserving the open, exportoriented econony after Indepen-
tuting indusirialisati
s tariff pro-

dence, Malaysia also encouraged import-subs
(IST) by offering infrastructure and credit fa cilities as well
Lection to the mainly foreign manufacturing companies seeking o

seeure or increase their market. British investors, particularly anxious
to preserve if not expand their market shares from the colonial period,
took good advantage of such opportunitics. Public development
expenditire for infrastructure, particularly in transport, power and
communications, inereased. In fact under the First and Second Malava
Plans (1955-65) and the First Malaysia Plan (1966-70)., almost half of
total public development expenditure was invested in developing such
infrastructure (Schatzl 1988: 35). The most important incentive, how-
ever, was the tarilf protection offered by the government to investors in
import-substituting manufacturing.

T 1958 the Pioncer Indusiries Ordinance was introduced, offering tax
velief allowances on profits for “pioneer firms’ — mainly new import-
substituting manufacturing firms = with the length of relief dependent
on the size of the company's investments. With such lucrative oppor-
tunities, foreign capital invesiment in the country grew (see Junid 1980).
While the pioncer industries legislation offering tax incentives reflected
guments ahout the protection of infant industries and was legislated 1o
be temporary (though in practice it could be extended by varions
means), tariff protection tended 1o be more lasting in nawre, The
incentives tended 1o favour large, capitalintensive, usually foreign
companies, besides reducing government tax revenue. Meanwhile the

development of domestic industry remained limited, mainly by the
s and perhaps by Malay

continued commitment to cconomic openn
concern that ethnie Chinese would be the primary beneficiaries of
protected domestic industrialisation. Thus the extent of domestic ¢ pital
participation in ISI initiatives in the 19605 was rather small, mainly
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involving ethnic Chinese in fairly simple food, plastic and wood-based
industries. With limited incentives and support from the government,
the manufacturing and technological base developed by Malaysians then
continued 1o remain small and often dependent on foreign technology
(Khor 198%: 25). But as far as local communities were concerned, the
government was also aware that

import-substittion was not politically disruptive but on the contrary tended
to swengthen the democratic status quo because it provided henefits to
significant political groups without imposing deprivation on others .. 1t also
helped the government to consolidate elite support through the distribution
of patranage to Chinese business people and their Malay associates through
the granting of “pioneer’ status, various licences and taniff protection,
(Crouch 1994 20)

Despite the promotion of large, capital-intensive indusiries, most
foreign companies participating in 181 merely established subsidiaries
for assembling, finishing and packaging goods produced with imported
materials for profitable sale within the protected domestic market. The
motor-car assembly industry, for example, replaced imports of com-
pletely built-up uni knocked-down packs to
be assembled locally. Furthermore, since the materials and technologies
were generally imported from parent companics abroad, they were
poorly linked 1o the rest of the national cconomy and usually more
suited to foreign conditions.
industries rose, the industries tended to generate relatively litde employ-

with imports of completely

Though wage rates in these capital-intensive

ment, thus not helping very much to reduce unemployment. Also, the
size of the local market was limited by the level and distribution of
income (Jomo 1990: 12),

By the mid-1960s the problems of ISI had become quite apparent. In
1965 the Federal Industrial Development Authority, FIDA = now known
as MIDA, the Malaysian Industrial Development Authority — was setup to
encourage industrial investment. By this time too, many transnational

corporations were beginning to relocate their more labour-intensive
production processes abroad 1o reduce production costs, often in East
Asia. Forcign experts and international consultants were also cn-
couraging the Malaysian government to switch 1o export-oriented
industrialisation (EOI), which it did from the late 1960s

As in the rest of East Asia, therefore, with the exhaustion of 151, the
government began to promote EOI, although no significant attempt
was made to reduce or remove the incentives provided during its
active promotion of ISL In 1968, the more employment and export-
oriented Investment Incentives Act was introduced, which provided tax
holid Among the

s o approved firms for a maximum of eight year
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other incentives under the Act were company income Lax exemptions (o
encourage employment, exemption from import duty for capital equip-
ment and raw materials for export-oriented production, investment tax

credits, other exportincentives and aceelerated depreciation allowances;
a new wrifl policy on imported consumer goods was also adopted to
continue 1o proweet the domestic market for importsubstituting
industries (Khor 1983:48).

Under the Free Trade Zone Act of 1971, new industrial estates or
expori-pracessing zones known as free-rade zones were established 1o
enconrage investments, particularly by companies manufacturing for
toms regulations for free-

export. The Act provided exemptions from ¢t
trade zone companies importing and exporting equipment, inputs and
outputs for exportoriented industries; later, licensed manufacturing
warehouses were introduced o allow greater (lexibility in the location of
. Within a decade, firms in these free-

such exportoriented industrie:

trade zones came 1o dominate Malaysian manufactured exports, over-

taking the resource-hased industries processing raw materials for export.
With the new policy direction, the government would rely even more

on foreign capital 1o promote industrialisation, especially since it was

w

accumula

ary that growth would otherwise probably contribute more o the
tion of wealth by cthnic Chinese (Bowie 1991). Unlike IS
domestic capitalists had even fewer opportunities to benefit from EOL
Forcign firms in the free-rade zones mainly used imported equipment
and materials for production and were not under pressure from the
government (o set up joint ventures with domestic firms unless they
produced for the domestic market. Thus foreign firms continued to
dominate these industries, especially with their control over technology
and marketing (Jomo and Edwards 1993: 6-7).

Despite some industrialisation and the uncertaintics posed by oyer-
dependence on tin and rubber production for the economy, primary
commodities remained the open economy’s mainstays at the end of the

Table 2.3 Peninsular Malaysia: Major Exports, 1951-69 (percentages)

Ttem 1951-55 1956601 196163 1966-69
Rubber [ 63 44
Tin 17 25
Iron ore 1 1 4
Timber 1 2 h
Palm oil 2 2 1
Other 1 12 18

Source: Lim 1973; 122
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1960s (Table 2.3). From 1951 to 1969, in spite of declining rubber export
carnings due to falling prices. among otlier actors, rubber and tin sl
accounted for almost 80 per cent of Malaya's gross exportearnings (Lim
1973: 122). David Lim (197
from the export sector” were negligible, with development concentrated

51y has also noted that "the spread effects

in urban, rubber plantation and tin-mining arcas, largely ignoring other
rural arcas.

Thus despite fairly steady and relatively high economic growth and low
inflation for over a decade after Independence, income inequalities
increased and poverty remained widespread. Intercthnic income dif-

ferences were reduced slightly, while inta-ethnic differences grew,
especially among Malays (Table 2.4). Between 1957 and 1970, according
to one estimate, the lowest 20 per cent of houscholds registered an
average fall in real income of around 30 per cent. Among the pre-
dominantly Malay rural households, the decline (40 per cent) was
sharper compared to the mainly Chinese urban households (15 per
cent) (Pang 1983: 317).

Despite the government's efforts to promote Bumiputera capitalism,

Malay ownership ol assets in the corporate sector had not increased
appreciably. By 1970 Bumiputera ownership of shares inall major sectors
of the economy was still insignificant (Table 2.5). Although Chinese
ownership of the cconomy amounted o 22.0 per cent, foreign control
was almost three times more, at 60.7 per cent, Even with the inclusion
of shares owned by government agencies in trust on their hehalf,
Bumiputera ownership stood at a meagre 2.4 per cent.

Malays remained disproportionately poor and were largely o be found
outside the modern, urban and corporate sectors, with very few entre-
preneurs or corporate managers among them: they continued to be
concentrated in low-productivity peasant agriculiure and the public

Table 2.4 Peninsular Mal
1957, 1970 (pe

Etlnic Income Shares by Income Cohort,
ntages)

Malays Chinese Indians

Income
Colort =057 070 i 1957 1970 iy 1957 1970 (Dif)
(5.7 195 282 (87
(<0.1) 10,0 114 (1.4)
(0.2) 142 146 (0.4)
(-27) 366 315 (-5.1)
(12) 1997 143 (-5.4)

Top5% 181 246 (65) 196 253
Next 5% 95 116  (21) 119
Next10% 149 163 (14) 153
Nextd0% 380 348 (-3.2) 36.2
Botom 40% 195 127 (-6.8) 181

Soutce: Tan 1982: 120
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Table 25 Peninsular Malaysia: Ownership of Share Capital of Limiwd
Companies by Ethnicity and Industry, 1970 (percentages)

Seetor Malay Chinese Indian Foreygn
Agriculiure,

Forestry isheries 0.9 924 0.1
Mining & Quarrying 0.7 0.4
Manufactining 25 0.7
Construction 29 08

Transport & Communications

Commere 0.7
Banking & Insurance 0.6
Others 23
19 1.0 0.7

Source:  Low 1985; 26
Now: The shares owned by the ethnic groups in cach sector do not include
the shares held by government agencies and nominee companics.

s an overall increase

sector (Table 2.6). Between 1957 and 1970 there
in income inequality among all Peninsular Malaysians, and also among
all major ethnic groups (Low 1985; 25).

Instead of fostering social stability, cconomic development seemed
unmuu;, social inequalities and [rustrating growing Malay
sin the various ethnic communities argued that the
cthnically based ruling political parties professing 1o represent ethnic
interests were too accommodating of others in the / nt
their interests effectively. This exacerbated popular discontent with the

1o be

lliance (o repr

Table 2.6 Peninsulir Maliysia: Ethnic Composition of Employment by
Industry, 1970 (percentiges)

Industry Marliy Chinese Indian
Agriculture, Forestry & Fishing 8 10
Mining 5
Manufaciuing 5
Constructon H
Utilities 33
Transport & Communications 17
Commerce 11
Services 14

Sotree; Snadgrass 1980: 96
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ruling Alliance coalition. resulting in its worst clectoral performance
ever in the 1969 general elections.

Consociational Politics: From Alliance to Barisan Nasional

In the elections of 10 May 1969, the Alliance gained the support of only
about hall the Malay electorate and a third of the non-Malay vote. The
Alliance, however, managed ta retain control of the federal government
for several reasons, including the divided nature of the opposition, the
rural and other hiases of the gerrymandered electoral constituency
system, and the inability of the opposition in Peninsular Malaysia to forge
meaningful links with possible allies in Sabah and Sarawak, despite the
discontent in East Malaysia then. The states of Kelantan and Penang
nevertheless fell 1o the opposition, while the Alliance barely secured
majorities in the Selangor, Perak and Terengganu legislatures,

in the economy had probably contributed to

Several developments
the events of May 1969, Despite steady growth, diversification and Jow
inflation, unemployment had been growing and ethnic tensions grew as
inequalities were increasingly perceived in cthnic terms and attributed

to the "ethnic other’ = the ubiquitous urban Chinese businessman or the
y be

Iy, while the government’s accommodative policy towards

Malay-dominated government, as the case

Ironic
Chinese and foreign
ing Malay middle class with its rising expectations. there was growing
concern among the Chinese over increasing government intervention,
they teltwould
redice the economic opportunities open 1o them. With rising Malay
economic expectations by the kite 1960s, and mounting [rustration over
the modest changes in ownership and control of the cconomy since
1957, the UMNO leadership came under severe criti
within its own ranks, for the government’s

apital was increasingly unacceptable o the expand-

the form of regulation, and new public enterprises, whic

m, even from

ssentially non-interventionist

or laissez fuire policy. A number of government-owned enterprises were
established to enhance Malay capital accumulation, from the mid-1960s,
among the most important of which were a Malay bank, Bank Bumiputra
(M) Bhd, and Perbadanan Nasional Bhd (Pernas). RIDA was recon-
stituted as Majlis Amanah Rakyat (MARA) in the same spirit, while a
Bumiputera Stock Exchange was introduced in 1969 10 promote Bumi-
putera participation in business. Meanwhile there was growing Chinese
dissatisfaction with the MCA as the party was blamed for not checking the
growing government role. These dissatisfactions with the government's
policies were reflected in the electoral rejection of the Alliance,
especially in Peninsular Malaysia, with the MCA sustaining the greatest
g its declining popularity among the Chinese electorate.

losses, reflec
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Such developments also contributed 1o the outbreak of ethnic clashes
on 13 May 1969, vesulting in the proclamation of a state of emergency,
which led 10 the suspension of parliament, and a “palace coup’ by
UMNO's Young Turks against Prime Minister Tunka Abdul Rahinan’s
more conservative ruling clique and style, The incident of 13 May
exposed the valnerability of the supposed multiracial unity that was
believed to prevail in Malaysiae Tunku's deputy, Abdul Razak Hussein.
rnment leader and significantly

suceeeded him as party and gov
changed the form and style of government.

Razak embarked on a round of discussions with all major political
partics o regroup the Alliance into an enlarged coalition, the Barisan
Nasional, which was registered as a party in_June 1974, Most opposi-
tion parties, including the main Malay opposition party, Parti Islam
SeMalaysia (PAS, or Malaysian Ishunic Party), the Gerakan Rak
Malaysia (Gerakan, or Malaysian People’s Movement) and the People’s
Progressive Party (PPP), were coopted into the Barisan Nasional. Their

at

leaders were convineed by Razak's argument that warring polit
partics needed 10 stop “politicking” and instead transcend their ideo-
logical differences to come together 1o forge a nation that had been torn
asuncler by racial strif

Moreover, UMNO's ostensible accommodationist attempt, through
the system of consociationalism provided by the Barisan Nasional, meant

that the huge Chinese support enjoyed by the Gerakan and the PPP had
eroded into the MCA's influence
which was very influential in the ¢
Malay electoral support. UMNO'S refusal to allow PAS 10 increase the

Meanwhile the incorporation of PAS

st coast ol the peninsula, enhanced

number of seats it contested in the subsequent general election of 1974
further sirengthened UMNO's hegemony in the coalition. PAS eventu-
ally returned to the opposition in 1977, emerging later as a serious threat
1o UMNOs electoral base in rural Malay areas.

In the post-1969 period, the liegemonic position of the new, mare
Malay-oriented leadership in the Barisan Nusional was enhanced
through amendments to the Constitution. It was, for pro-

hibited, even in parliament; 1o question “cthnically sensitive’ issue
which included any reference to Malay special rights, non-Malay cit
the status of the national language, Islam, and the constitutional
ms pertaining to the Sultans. Thus this attempt at power-sharing
isan Nasional, as Mauzy (1993 110-11) noted, was in effect
ferms’. I subsequent year
lone, but

ship

provi

within the Ba
faccommodation on - essentially M
UMNO leaders would openly assert that the party conld rule
preferred 1o “share’ power in the interests of national unity. Ironically
the government insisted that it was precisely this system of con-
sociationalism, or powersharing, within the Barisan Nasional which
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enabled them o manage and resolve
10 ethnic co-existence. N
ment, however, wis j
interesis of the largest ethnic community (Chee 1991).

This contributed 1o the ereation of a pronounced Malay perception of
policies by the party leadership. This was represented in the ideology of
Bumipuiteraisim’ (Rrown 1994), reflected especially in the posi-1969 NLW
Economic Policy. UMNO's enhanced domi; of the Barisan Nasi
provided Razak with greater leverage to implement the NEP: this en-
tailed partial abandonment of the previous faissez faire style of economic
management in favour of greater state intervention. Besides the eradi-
cation of poverty, the policy mandated extensive state intervention for
ethnic affirmative action, including the accelerated expansion of the
Malay middle class, capital accumulation on behalf of the Malay com-
munity and the ereation of Malay ¢

thnic problems, thus contribiting
i 1 arvange-
nted the




The New Economic Policy

NEP Objectives and the Development of Political Patronage

The primary objective of the New Economic Policy, announced in 1970,
was to achieve national unity by “eradicating poverty’, irrespeetive of
race, and by ‘restructuring society’ to achieve inter-ethnic economic
parity between the predominantly Malay Bumiputeras and the pre-
dominantly Chinese non-Bumiputeras. This second prong basically
involved affirmative action for the Malays o reduce inter-ethnic
ceonomic differences, especially with the Chinese community. In the
carly 1970s, an Outline Prospective Plan (OPP) for the period 1971-90
announced for implementing the NEP, Essentially redistributive in
EP on the

W

intent, the government expected to achieve the goals of the

basi
T'he attention given 1o eradicating poverty ensured minimal pu litical
opposition as well as legitimacy and broad support for the NEP. From

of sustained economic growth.

the outset, however, the keenest interest in implementing the NEP was
clearly on restructuring wealth, particularly on creating a Malay business
community and achieving 30 per cent Bumiputer

corporate sector by 1990, To meet the NEP object

ownership of the

s the govern-
ment increased state intervention and public sector expenditure and
sought 1o ensure continued cconomic growth bused on export-oriented

industrialisation.

In so far as the NEP seemed 10 respond to the problems of pov-
crty, unemployment and inter-ethnic economic imbalances that had
emerged before May 1969, it was received favourably and widely seen as
a sincere attempt to wanscend problems created by colonialism and
perpetiated by laisses fuire policies atter Independence. The emphasis
on wealth-restructuring, however, and actual implementation of the

24
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NEP soon became grounds for cr ms. Some observers - like Adam
and Cavendish (1994) and Yoshil (1988) — have suggested that
}mplemunl;uion ol the NEP hindered economic growth:

While real GDI growth had been impressive (during the two decades of the
NEP) and the standard of living of the Bumiputeras as a whole had improved
dramatically, the overall perforniance of the economy had not been out-
standing by regional standards. 1thas been widely argued that growth w
hampered by the NEP. When it was introduced, Malaysia ranked thivd only to
Japan and Singapore among East Asian nations in terms of GDP per capita;
by 1990, it had fallen behind South Korea, Taiwan and Hong Kong as well,
Had growth not been constrained by the NEP, it is argued, the economic
performance and welfave of the Bumiputera would have been even more
greatly enhanced, (Adam and Cavendish 1994: 15)

Among the problems which Adam and Cavendish suggest have
hindered faster growth has been the emergence of what they term
teronyism’, or the distribution of rentier opportunities to companies
controlled by polit
coalition and politic

ns, retired burcaucrats, parties in the ruling
ally well-connected businessmen, which inwrn
‘raised concerns about the transparency of government policymaking
and implementation’ (Adam and Cavendish 1994: 15), For Yoshi .
crony capitalists were rentseeking privatessector businessmen who
benefit enormously from close relations” with government leaders by
obtaining ‘not only protection from foreign competition, but also

i licences, poly rights, and government subsidies
(usually in terms of low-interest loans from government financial ins
tions)’, resulting in ‘all sorts of irregulari in the economy (Yoshihara
1988: 3-4, 71). There is much justification for such criticism since
patronage networks, especially in UMNO, grew under the NEP; it is
through the NEP that rents have been created, captured and disbursed,
ostensibly as part of the government's policy of ‘restructuring’ to
attain greater inter-cthnic wealth parity and to develop Bumiputera
entrepreneurs.

The growth of the public sector and regulation, which increased
power in the hands of ruling politicians and the bureaucracy, was crucial
for the development of patronage networks. This political-burcaucratic
power, coupled with UMNO's growing hegemony over the state, was
exploited by some party leaders who found it politically expedient to use
‘the expanded state machinery and the party's access to economic
resources to patronise groups and individuals in return for sup-
port within the party. The mushrooming of patronage networks in
UMNO was facilitated by the encourag; of a ‘subsidy mentality'
‘among Malays, who viewed the state as a protector of their interests
(Chandra 1979; Mehmet 1988). Since such political patronage led to
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the emergence of a group of politically influential “new rich’, including
many M
most prominent of this ‘new rich” who emerged with much government

ays, intra-cthnic inequality grew (see Chapter 5). Among the

patronage is former Finance Minister Daim Zainuddin, currently the
government's economic adviser and probably the most influential
capitalist in Malaysia, with significant control over the corporate sector
through his numerous husiness protégés (see Case Study 1, p. 53).

As the Barisan Nasional was returned to power in subsequent national
elections and as UMNO's hegemony inereased, the control of these
‘mew rich” over the national economy grew. NEP implementation was
seen to be contributing greatly o the consolidation of the “new rich’,
s of prominent paliticians,
wns had given them ac

some of whom were reputed o be prox
Since their close ries with inlluenial politic
government rents 1o develop their corporate holdings, these husiness-
1o fund their political patrons. Such
scilitated by the very limited dis
requirements under Malavsia's election regulations on sources ol
funding for political parties (scc Gomez 1996b).

Since the principal beneficiaries of government policies were politi-
ment in politics increa
he viewed by Bumiputeras as a quick means o ohtain profitable business
in view of UMNO’s control over the
and determination of policies. Inevitably this use
of political patronage 10 establish power bases reaching down 1o the
grassroots level led o rancorous infighting and bickering that has
deeply divided UMNO and most other Barisan Nasional component
parties. In wing for power, cach party faction = with its own sources of
funding and business proxies — often operated quite independently.

Apart from heightening factionalism, the development of patron-
age networks and emergence of Malay businessmen led 1o a gradual

€5 10

men were expected, inturn,

closiire

funding, normally covert, was

cally linked businessmen, involy

ingly came to

opportunities, and other rent

allocation of resource:

change in the composition of UMNO's grassroots leadership, Domin-
ated mainly by rural wachers since the party’s lormation in 1946, by the
1980s businessmen had begun to gain control over party branches and

divi

jons. In 1981, just a decade after the implementation of the NE
although teachers still made up 41 per centof the delegates to UMNO's
I Assembly, this dropped to 32 per cent in 1984, and
declined further to 19 per cent in 1987, Meanwhile businessimen con-
stitnted 25 per cent of the delegates in 1987, while elected repre
tatives made up 19 per cent (Hasan 1990: 308). By 1995 almost 20 per

annual Gener

en-

cent of UMNO's 165 division chairmen were millionaive businessmen-
cumepoliticians (Wawancara December 1995). The rise in UMNO of
such rentier elements and e inereasing use of money 1o secure
hy contributed 10 the development ol

positions in the party hic
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smoney politics’ (see Gomez 1990, 1991a, 1994, 1996h), blurring the
distinction between corporate and political power. This pattern of
clientelisim involved much unproductive deployment o cconomic
resources, growing political corvuption and cronyism, and the inereased
use of money in party, state, and federal clections (see Gomer 1996h),
Despite the debilitating impact of political patronage onintra-party
politics and the corporate sector, government leaders maintained that
such patronage and the preferential award of government contracts and
other governmentallocated rents to select individuals was necessary 1o
create Malay businessmen.

But the insulation of such politically linked busine —and public
enterprises — from market competition and their apparenty nnlimited
access 1o finance undermined the possibly disciplining experience of
business management. Mareover the speed with which this new breed
of politically influential, often Bumiputera, businessmen moved in the
corporate world probably undermined their “learning by doing’ as
Timited success soon led 1o gre:
spiral of politically accelerated ascent.

There have also been many eritici is on “wealth-
restructuring” has meant that the other NEP objective of eradicating
poverty has been compromised, with the substantial decline in poverty
mainly due 1o factors besides government efforts, rather than the NEP
itsell (Jomo 1989).

ater opportunity in an often dizzving

ns that this emphi

The Reduction of Poverty
The government has viewed poverty in absolute terms (in relation to a
poverty line), rather than in relative terms, for example inequality.
erty, income inequality could grow even as the

such a conception of po
poverty rate declined il the economy registered high growth (Jomo
1994: 4=5). In fact, unlike the period 1957 10 1970, when the lower
income groups expericnced declining real incomes as inequalitics grew,
itappears that during the 19705 the average real income of the bottom
40 per cent increased while overall inequalities continued o grow
(Jomo 1994: 4=5).

The OPP projected a reduction in the official poverty rate in
Peninsular Malaysia from 49 per cent in 1970 10 16 per cent in 1990,
with the poverty line apparently then defined ar RM33 per capita per
month in 1970 (Anand 1982). By 1989, even before the close of the NEP
period, the official poverty rate for Peninsular Malaysia was down 1o
15 per cent, while a rate of 17 per cent was registered for the whole
country. In fact, when considered per capita rather than by household,
the official poverty rate in Peninsular Mala had been reduced to
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1.3 per cent by 1987. Official poverty rates for Sabah and Sarawak in
1987 rer
were, howev
meaning that the official poverty rate for Malaysia as a whole was
probably higher than 50 per cent in 1970,

While there is little doubt that poverty in Malaysia,
official poverty line, has been significantly reduced since 1970, because

ained much higher, at 35.3 and 24.7 per centrespectively. They

probably also much higher in 1970 1o hegin with,

s measured by the

of tremendous economic growth and wickle-down from the massive
increase in public expenditure under the NEP's auspices, there is still
some scepticism over the official figures. 1t appears, for example. that
the official poverty line was reduced by about 8 per cent from RM33 per
capita per month in 1970 1 the equivalent of RM30 in 1987 in 1970
terms, that i
in the official Consumer Price Index,

Criticism of NEP public expenditure has focused atention on the
elficacy of government expenditure for eradicating poverty. By its own

after discounting for inflation, as measured by the

admission, the Malaysian government claims that only 40 per cent of the
RM30 billion spent on poverty eradication under the NEP until 1988
actually reached the target groups, with the balance covering adminis-
wation and infrastructure costs. Itis probably unlikely that much of this
RMI2 billion actually reached the poor since the main beneficiaries of
many government poverty eradication programs were not actnally poor.

For instance, when the government withdrew the diesel price subsidy
in 1983, it admitted that only T per cent of the diesel was bought by
fishermen, the ostensible beneficiaries of the subsidy. The Targer bout-
shermen

owners benefited more from the diesel subsidy since poor [

either used small petrol engines or no engines at all, or else worked for
boat and g . As for rice farmers, the guaraniced mini-
mum price scheme provided greater benefits o those able o market
more rice. which invariably meant big farmers rather than poor ones.
are distributed on the basis
of the extent of land owned, again benefiting the well-to<lo much more
than the poor.
Unformmately, a
determine precisely the extent to which government expenditure on
licating poverty actually benefited the poor. There is now, therefore,

Ar OWNe|

Similarly. input subsidies. such as fertiliser:

ailable official information does not allow us to

er

widespread recognition of the need for targeting it poverty cradication

measures are to be more effective and costefficient. ICis also widely

recagmised that government expenditare for poverty eradication s

been increasingly politicised over the years, encouraging political

nepotism and patronage in the process, especially at the grass-roots
Itis unclear how these problems will be overcome without under-
al system and the dominant interests which have been

level.
mining the polit
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rs. So it seems unlikely thar indamental

consolidated over the y
reforms will be fortheoming,

Tt should also be recognised that much of the reduction in poverty has
been due to economic growth and increased productivity, vather than
more equitable redistribution of capital or lind. Without such redis-
tributive measures, poverty reduction measures are mainly based on
growth and productivity since the basically inequitable pattern of asset
distribution has not been affected by government policies, In fact the
present pattern of asset distribution, especially of agriculiural land,

comtinues to exacerbate inefficient and sub-optimal use of peasant land,

which stunds in the way ol greater productivity gains and a more
efficientand dynamic agricultural sector, Itappears unlikely that the re-
forms needed to bring abow desirable change in this sector will be
n the political regime and
concomitant changes in the distribution of economic resources,

introduced without fundamental change

Restructuring and the Growth of State Capitalism

Although the NEP restructuring involves redistribution of corporate
stock owne

hip, employment and education (with the Latter two often
considered together), it is this restructuring that has generated most
interest, despite the small nwmber of corporate owners among the
population (Lim 1981; Tan 1982 Gale 1985: Yeoh 1987: Mehmet 1988;
somez 1990, 1991a, 1994). Such concern with ownership is significant
for it reflects the increasing influence of elite minorities in defending
b control of economic wealth under

their own interest in ownership @
the guise of advancing ethnic or communal interests.

With the government emphasising wealth-restructring under the
NEP. the number of government-owned enterprises participating in
Jes involving all sectors of the cconomy increased considerably
s can be classified into three
major categories. First, departmental enterprises, mainly those respon-

activ

during the 1970s. These public enterpri

sible for providing public services, such as water supply. telecommuni-
cations, civil aviation and refuse collection. Second, statutory bodies
established by Taw at federaland state levels, for example, the Malaysian
Industrial Development Authority, the Tourist Development Corpor-
ation (TDC). the Urban Development Authority (UDA), Petroliam
asional Bhd (Petonas). the Muda Agricultural Development Auth-
ority (MADA), the Malaysian  Rubber Development Corporation
(MARDEC), and the various state economic development corporations
(SEDCs). In the third category are government-owned private or public
limited companies established under the Companies Act (1967

). whose
equity holdings are cither fully or partially held by the government;
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amiong the more prominent public enterprises are the Heavy Indusiries
Corporation of Malaysia (HICOM). property developer Pere I|I|).| Bhd,
and Food Industries of M i (FIMA). Many public enterprises i
latter two categories were developed to accelerate Bumiputera partici-
pation in commerce and industry.

Among these public enterprises are the Bumiputera rust agencies,
ostensibly accamulating wealth on behalf of the entive community, since
they were respoansible for advancing the Bumiputer
equity by purchasing and holding shares on behall of the communiny.

share of corparate

Table 3.1 Malaysia: Year of Establishiment of Major Public Enterprises and
Trust Agencies

Pubdic Enterprise Year
Federal Land Developuient Authorin (FELDA)

Selangor SEDC i
Penang SEDC 1965
Terenggann SEDC 1965
Bank Bumiputra (M) Bhd 1965
Johor SEDC 1966
Federal Lund Consafidation and Rehabilintion Authority (FELCRA) 1966

Majlis Amanah Rakyat (MARA, Council of Trast for Indigenos Peaple) 1966
South Kelantan Development Authoriny (KESEDAR) ]'lm
Relantan SEDC
Kedah SEDC
Melaka SEDC
eri Sembilan SEDC
Perak SEDC
Bank Pertanian Malaysia (Agricultural Bank of Malavsit)
Palang nvestment & Indusirial Company Lid
Perbadanan Nasional Bhd (Pernas, National Corporation)
Paci dan Beras Negara
ational Padi and Rice Authority)
Palang Agricultural Developrient Authority (PADA)
Pahang Tenggara Development Authorine (DARA)
Urban Development Authority (UDA
Selangor Agriculiunal Development Authority (SEADA)
Johor Tenggara Development Authority (KEJORA)
Perlis SEDC
Paliang Tracing Company (PTC)
Johor Port Authority (JPA)
Farmers” Organisation Authority (FOA)
Terengganu Tengah Regional Development Authovity (KETENGAH)
Food Industries of Malaysia (FIMA)
Permodalan Nasional Blid (I'NB, National Equity Corporation)
Heavy Indusiries Corporation of Malaysia Bhd (HICOA) 1980

Source; lorii 1991 Tables 3 and 4
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1

Tanan Nasional Bhd or National Corporation (Pernas), Permoda-
sional Bhd or National Equity Corporation (PNB). and its wholly
owned subsidiaries, Amanah Saham Nasional or the National Unit Trusg
scheme (ASN) and Amanah Saham Bumiputera or the Bumiputera
Unit Trust scheme (ASB) (Toh 1989; 245),

While there were only 28 public enterprises in 1957 = of these,
only two, the Rubber Industry Smallholders Development Aathority
(RISDA) and FELDA, had redistributive obje = by 1969 54 more
had been established, including SEDCs in almost all states (Ismail 1991
598). While the primary empha in the pre-
NEP period was on rural and infrastructural development, enterpri
established after 1969 participated much more in ‘modern sector’
activities such as linance, commerce and industry, previously the
exclusive domain ol private enterprise (Table 3.1). During the next two
decades the total number of enterprises owned by tederal and state
authorities grew considerably. wialling 1149 by 1992 (Table 3.2).

This, inevitably, resulted insoaring public development expenditure
during the carly 1970s. Under the First Malaysia Plan, 1966-1970, for
example, the allocation was RMA.6 billion, which more than doubled to
RM10.3 billion under the Second Malaysia Plan, 1971-1975. With the
Third Malaysia Plan, 1976-1980, the allocation for public development
expenditure wipled to RM31.1 billion: although a similar rise in
expenditure was projected under the Fourth Malaysia Plan, 1981-1985,
the actual increase was only around RMS billion. Under the Fifth
Malaysia Pan, 1986-1990, however, although RM74 billion was allocated
for public development, the figure was later revised downwards to
RM57.5 billion ( Jomo 1990: 111).

s of most public enterpri

Table 3.2 Malay Numiber of Public Enterprises, 196002

Industry 1960 1965 1970 J975 1980 1985 1992
Agriculture 4 5 103§ 83 127 146
Building & Construction 2 L) 9 a3 65 121 121
Extractive Industries 0 | h 6 25 30 32
Finance 3 9 17 a0 K] 116 137
Manufacturing 501 40 132 212 289 315
Services 3 6 13 76 148 258 321
Transport 513 1797 45 65 68
Others 0 0 0 0 0 G 9
Total 22 54 109 362 656 1,010 1,149

Source: Rugayah 1993
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Since the government lelt that the Bumiputeras” lack of propensity to

save was 4 najor impediment towards achieving the NEP objectives,
public enterprises were supposed to mobilise resources and accumulate
capital on behalf of the Bumiputera community.
legislative and regulatory power and financial resources, these enter-
prises could gain control of strategic segments of the economy. In the

ed by government

process, new economic projects and businesses could also be created,
which could be later divested to Bumiputeras, Apart from these roles,
the government also presumed that public enterprises would provide

human resource development and wansfer technology to Bumiputeras.

Public enterprises could also develop joint ventures with foreign and
other private corporations (Low 1985; 63-5).

The funds allocated under the five Malaysia plans for the devel-

opment of equity ownership led to a swilt increase in Bumiputera
ownership ol the corporate sector. Bowie (1988) noted that “there
was a 50 per cent growth rate in Malay equity participation under the

Second Malaysia Plan Gunonnting 10 8 per cent of total shaves in 1975)",
But this was not the only means of remedying the disproportionate
distribution ol wealth. Under the NEP there
dual pricing in the alloc Bumiputera individuals or
uti allotted shares at par value, or charged only nominal
premiums, Such methods of share and hence rent allocation con-
wributed o the growth of two of the government’s most successful

as also discriminatory

tion of share

agencies: Pernas and PNB. With much government funding, both

these agencies quickly became among the country’s leading owners of

corporate stock,

Perbadanan Nasional Bhd (Pernas)

Incorporated in 1969 with a paidanp capital of MG million. Pernas is

controlled by the Ministry of
holding company. Functioning primarily as a holding company, Pernas
began acquiring some of the country’s major publicly listed com-

inance Incorporated, the Treasiury's

panices, particularly those under foreign control. Pernas also conuolled
resource-hased industries, export mannfacturing husinesses, strategic
trading and some high-echnology investments (Low 1985: 107). Among
its more noted acquisitions was its 1975 purchase of London Tin (now
the Malays
mining concern; the next year Pernas gained control of Sime Darby

Mining Corporation Bhd), the country’s leading tin-

Bhd, the plantation-based conglomerate. By the end of the 19705, within
just one decade, Pernas also had controlling interests in other major
companies such as Goodyear (M) Bhd, Island & Peninsular Bhd,
Highlands & Lowlands Bhd and Kontena Nasional Bhd. With contro)
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of such Tucrative assets, Pernas continued 1o chalk up profits which
peaked at RM179 million in 1981 (Malaysian Business 1/5/91).

Pernas’ growth, however, was affected by the government’s next major
investment holding company, PNB, cstablished in 1978;
compelled to transfer thirteen of its more lucrative major
s, including Sime Darby and the M: a Mining Corpor-
ation, to PNB at cost. This caused Pernas to register losses for a number
of vears, a situation exacerbated by the economic recession of the mid-
19805 and some questionable deals such as the purchase in 1986 of
a 40 per cent stake in Malaysia's third largest bank, the United Malayan
Banking Corporation Bhd (UMBC), from then Finance Minister Daim
Zainuddin for almost RM350 million with off-=shore loans it could ill
afford (sce Asian Wall Street Jowrnal 31/5/88), Daim had acquired a
jority stake in UMBC in 1984, just before he was appointed Finance
minister, In 1986 he sold his UMBC equity to Pernas, ostensibly to
comply with Prime Minister Mahathir's directive that all cabinet mem-
bers divest their corporate holdings (Gomez 1990: 41-2). Pernas
has also sold some of its more profitable concerns under questionable
conditions: it sold 40 per cent of its 100 per cent equity in Per-
badanan Nasional Shipping Line Sdn Bhd to a company ultimately
owned by Technology Resources Industries Bhd, a listed entity con-
trolled by Tajudin Ramli, a Daim protégé (Malaysian Business 1/5/91).

Pernas has since been revitalised, in part because it has benefited
when non-Bumiputera companies have had 1o restructure’, as required
by the NEP, to allow for at least 30 per cent Bumiputera ownership, One
example was when Pernas was designated by the government 10 acquire
a 30 per cent stake in the then Singapore-controlled pag
publishing company Nanyang Press Bhd, when the latter's ownership
was restructured in the mid-1980s; Pernas eventually divested its stake in
Nanyang Press for handsome retirns. The company was subsequently
publicly quoted in April 1989,

By the end of N‘JO Prnm still had, among its assets, four major
publicly listed companies - Steel Bhd, Tradewinds (M) Bhd,
United Malayan Flour Mills Bhd, and Pernas International Hotels and
Properties Bhd (PIHP) — and had expressed its intention eventually
to seck listing on the Kuala Lumpur Stock Exchange (KLSE) (The Star
28/8/90). Although Pernas had an interest in more than 70 companies
involved in a diverse range of activities, such as plantations, manu-
facturing, hotel and property development, its major investment was its
85.7 per cent stake in UMBC, which constituted about 74 per cent of its
total assets in the carly 1990s ( The Star 14/9/88; Business Times 2/8/91).
Despite this, Pernas desperately sought to divest its stake in UMBC; the
burden of the massive loans taken to acquire the bank and the poor

bon alfter,
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returns on this investiment had meant that Pernas had never considered
the bank a lucrative asset. Pernas eventually sold UMBC in 1992, without
open tender, and in circumstances which gave rise to questions of
s by the executive, This

political patronage and abuse of state enterpris
undermined the credibility of the Mahathir administration, particularly
when UMBC was sold just three years later, in Jate 1995, after allegations
of mismanagement and suspect transactions by the bank’s new owners,
for a handsome profit (see Case Study 2, p. 56). The current owner of
UMBC is, ironically, Sime Darby, the publicly listed, but government-
controlled, plantation-based conglomerate which Pernas had acquired
in 1976 before being forced by the government to divest to PNB in 1978,

Permodalan Nasional Bhd (PNB)

Despite the accelerated transfer of corporate assets o Bumiputeras and
repeated appeals to Malays (o seize business opportunities created for

them by the government, the ‘individual Bumiputera' share of 1otal
Bumiputera equity dropped sharply from 60 per cent in 1970 to 34 per
cent in 1980 (Hing 1984: 312). This transpired during a period when
the annual growth rate of
23.5 per cent per annum, while Bumiputera trust agencies registered an

39 per cent per annum growth between 1971 and 1980 (Means

ndividual Bumiputera equity increased by

average
1991: 69-70). Concerned that divestments by Bumiputeras were going
primarily 1o ethnic Chinese, the government introduced the ‘owner-
ship-in-trust” concept by establishing the unit trust scheme (ASN), man-
aged by PNB. PNB was placed under the jurisdiction of the Yayasan
Pelaburan Bumiputera (YBB). or Bumipute
established by the government in 1978 and headed by the Prime Minis-

a Investment Foundation,

ter. [n March that year YBB incorporated PNB to act as its investment
house and fund manager by purchasing shares in companies to be held
in trust by PNB itself or through its wholly owned subsidiary ASN, for
370). This allowed the
government to accommodate Bumiputera demands for gr
wal ownership and to expand Bumiputera ownership of equity capital
while also ensuring that these assets remained with Bumiputeras,

Incorporated in May 1979 and Jaunched in April 1981, ASN was set
up 1o help ensure wider dispersion of share ownership, By 1989, for
example, PNB had wansterred to ASN sizeable stakes in a number
of listed entities, including the Malaysia Mining Corporation, KFC
Holdings Bhd, Cement Manulacturers Sarawak Bhd, Malaysian Tobaceo
Company Bhd, Rothmans ol Pall Mall Bhd, Petaling Garden Bhd and
sian Plantations Bhd (7The Star 22/4/89). Since PNB could only

individual Bumiputera investors (Zainal 199

ater individ-
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divest to ASN. the government effectively ensured thae the acquired
equity remained under its control.

To facilitare PNB acquisitions, the government provided large grants
and interest-free loans through YBB. Of the RM3.7 billion loan 10 PNB
outstanding in 1983, for example, only RMO.5 billion hore interest
(Limlingan 1986: 209). In addition w such funding and investments by
Bumiputeras in ASN, PNB's rapid growth was also artributable to the
transfer of shares at cost by Pernas, the SEDCs, and various other
statutory bodies (The Star 7/9/88). Like Pernas, PNB was also a major
beneficiary when non-Bumiputera companies were restructured under
the NEP.

On | January 1990 the Bumiputera Unit Trust Scheme (ASB) was
launched ta take over the role of ASN: As required under the terms and
conditions of the trust scheme, the price of the ASN units was left to the
market from January 1991, Heneeforth ASN shareholders had 1o be
the risks of transacting their shaves i marker prices, although there was
littde possibility of much depreciation in the unit price since ASN and
PNB had interests in some of Malaysia’s most lucrative corporite stock,
s primarily comprised quoted companies, the
fate of the local hourse as a whole alfected the value of ASN units. Since
trading of ASN units commenced on 2 Jannary 1992, it has been
conducted through PNB (Malaysian Business 1/1/90). Since the ASN
was legally commitied to transact its shaves in the open market at market
prices after 1990, the ASB w L up alongside it for those investors
wha preterred the old ASN arrangements-of a fixed price with annual
returns, Thus, like the old ASN, the price of cach ASB unit was fixed at
one ringgit, and investors could continue 1o expect generous returns
with minimuom rvisks (Malaysian Busmess 171/90). Al ASN anit-holders
had (heir investments automatically tansferred (o ASB unless they
specifically indicated othe . By 199 54 million Bumiputeras had
invested almost RMI3.46 billion in ASB, while there were still approxi-
mately 1.34 million ASN unitholders who had invested almost RM1.01
billion in the scheme (Investors Digest: July 199 e Straits Times
25/7/94). As in the ol AS SB's comprise those
transferved 1o it by PNB. ASN only holds stakes in listed companies while
the ASB portfolio includes stakes in both quoted and unguoted
companies. Figure 3.1 indicates the current shareholding structure
involving the YBB, PNB, ASN, and ASB.

By the end of 1990 ASN had almost 2:4 million investors (44 per cent
of an estimated 5.4 million eligible investors!) who had invested around
RM6.2 billion in the scheme, with which ASN had developed an
impressive investment portfolio of 67 listed companies (New Straits
Times 17/2/91). ASN thus represented an effective means of mobilising
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Figure 3.1 Shurcholding Structure Involving YBE, PNB, ASN and ASB

asan Pelaburan Bumiptera ]

I Permodalan Nasional Bhd |

Amanah Saham Nasional Amanah Saham Bumipute

Bumiputera savings and providing liquidity for equity acquisition by
PNB. To limit excessive accumulation through the trust scheme, the
purchase limit for each individual investar was 50,000 one-ringgit units
lor ASN and 100,000 for ASB. ASN's growth was so rapid that by 1993,
only twelve years after its incorporation, it had become the largest unit
trust in the country (Table 3.3).

Since their inception, the ASN and ASB have consistently been
declaring high veturns, well above the prevailing savings and fixed-
deposit interest rates. Table 3.4 shows the dividends and bonuses

Table 3.3 Comparison of ASN and Other Unit Trusts in 1993

Unit Trust Number of Size of Junds
Junds (million wnits)

Amanah Saham Nastonal 4 1600

Ki |l|\||vp|xr Mutnal Fund Bhd 3 600

i Bhd 14 360
Pelaburan |nhur Bhd b 305
Asia Unit Trusts Bhd 6 500
BBMB Pacific Trust Management Bhd 2 160
Arab-Malaysia Unit Trust Bhd 2 150
BHLB Pacific Trust Management I 100
DOM-RHE Unit Trust Management Blid 1 100
MB Unit Trust Management Bhd 1 100
Mayban Managemeit Bhd | 50

4

!

MILC Unit Trusts Bhd 16
Anranah Sabam Pahang Bhd 1

Source:  Malaysian Business 16/1/94
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Table 3.4 Dividends and Bonuses Declaved by ASN
(1981=94) and by ASB (1990-494)

Your Dividends & Bonses Value
(pretcentages) (R million)

Amanah Saham Nasional (ASN)

1981 20.0

1982 18,0

1983 18.0

1984 12 252.2
1980 17.2

1986 140

1987 13.0

1988 8.2

1989 145

1990 12

1991 6.25 (dividend only)

1992 825 (dividend only)

1993 12 (dividend only) 200.0

1994 110 (dividend only) 1820

Amanah Saham Bumiputera (ASB)

1990 720
1991 1.040.0
1992 1.361.2
1993 1,708.9
1994 21467

st December 19905 The Sun 25/11/94%
fmes 1/1/795

Sowrces:  Investors Dig
New Straits

declared by ASN between 1981 and 1994 and by ASB between 1990 and
1994, In view of the lucrative returns to investments offered hy ASN,
however, it was estimated that about 35 per cent of investments in the
scheme in 1989 were made with bank loans ( 7he Star 22/4/89).

PNB's initial portfolio was mainly from the transter of some of Pernas’
most important investments between 1982 and 1985 for a nominal
RM350 million, though the market value of these investments was then
over a billion ringgit (Malaysian Business 1/: aater, other govern-
ment entities — such as MARA, UDA, and its former wholly owned
subsidiary, Peremba, and some SEDCs — were also compelled to transter
some important assets to PNB. This enabled PNB to develop strategic
stakes in major sectors of the economy, such as the financial sector,
through its acquisition of important institutions like Malayan Banking,
Komplek Kewangan (M) Bhd, and subsidiaries of Bank
(M) Bhd (Low 1985: 227; The Star7/9/88).
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This also helped PNB 1o become the country’s largest institutional
mvye
September 1981 PNB gained prominence with its famous *

stor and an important plaver on the Jocal stock exchange. In
1o

awn i

acquire a 3041 per cent stake in the then British-controlled Gathrie
Corporation, Malaysia’s largest plantation company. The speed of PNB's
expansion was stunning: of the share ownership of the top 145 com-
panies listed on the bourse in 1983, just five years alier incorporation,
PNB was already the country’s single Lugest shareholdey, with ASN the
third Targest (Mehmet 1988: 111-17),

By the ¢nd of 1990 PNB held shaves in 162 companies, 107 ol which
were publicly listed (New Staits Times 11/6/91). Together with ASN,
PNB's assets in 1990 included 55 per cent of Malayan Banking Bhd.
Malaysia’s largest banking group, 93 per cent of Kumpulan Guihrie,
5 per cent of Golden Hope Plantations Bhd (fovmerly Harrisons
Malaysian Plantations), 28 per cent of Sime Darby, 55 per cent ol Island
& Peninsular, and 50.5 per cent of the Malaysia Mining Corporation.
Other major publicly listed plantation companies in which PNB had an
interest during this period included Consolidated Plantations Bhvd, Batu
Kawan Bhd, Kuala Lumpur-Kepong Bhd and Austral Enterprises Bhd
(The Star 18/7/89; Cheong 1990a; 174), By 31 December 1993 PNB had
26 per cent of the financial sector, 26 per cent of the hotel industry,
57 per cent ol the manulacturing sector, 5 per cent of the plantation

sector, 6 pe

centof the property sector, and 6 per cent of the tinmining
sector (New Straits Tones 8/6/94). Just as Pernas had an interest in a
major hank, UMBC, which the public enterprise eventually had 1o
divest, PNB also had a major stake in Bank Bumipuira, then Malaysia's
Targest banking group, but eventually divested ity sta
late 1984, after the enormous losses the bank incurred in the infamons
BMF scandil. BMF (Bumipuira M.
based subsidiary of the government-owned Bank Bumiputea, which ran

ke to Petronas in

a Finanee) was a Hong Kong-

up these losses allegedly because its funds had been mismanaged for
speculative purposes, The scandal implicated senior members of
Mahathir’s administration, and Bank Bumiputra eventually had 1o be
bailed out by Petronas, the government-owned petroleum corporation.
Petronas took control of Bank Bumipura in 1984, when it pumped in
more than RM2 billion to prop up the bank. Petronas paid PNB RMI1
billion and 100k over BME-related loans at awrite-down value of RM1.25
billion (New Straits Fimes 10/ 10/89).

The government needed Petronas to absorb Bank Bumipuira's losses

rather than adversely atlect the politically sensitive PNB's performance.
habilitation of Bunk Bumiputra after the BME scandal had cost
billion by 1987 Almost all of BMI'S bad loans had to be written
2/87), In 1990 Petronas had o inject another RM982.4

Ol (Asiaweek
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million into Bank Bumiputra when the bank registered a record loss
of RML.OG billion at the end of December 1989 (The Star 4/ 10/89). 1f
ASN returns had heen badly affected, adverse political repercussions for
UMNO could have been expected.

By the end of 1991 A! investments in 67 publicly quoted com-
panies amounied to RM2,428.7% million. while ASB's total investments
were valued at RMY,791.83 million, comprising 53 listed entitics
unquoted campanies (The Star 18/8/92). By the end ol 1992 llu- value
of corporate stock owned by PNB - including those owned by ASN and
ASB — aunounted 1o RM22.654 hillion, making it the sccond largest
owner of stock listed on the local hourse. By this time the largest owner
of such stock was the Treasury’s holding company. the Ministry of
Finance Incorporated, which owned RM62.196 billion worth of listed
equity. Listed as the eighth largest owner of quoted stock was another
government enterprise, HICOM Holdings Bhd, lisied on the Kuala
Lumpur Stock Exchange in early 1994 HICOM Holdings then owned
RM3.204 billion worth of listed equity (Malaysian Business 1/12/93).

Such implementation of the NEP through government-owned
enterpri
resources in the hands of the state,
agencies like Pernis and PNB reflected only a fra
actual state control ol the national economy, particularly in ke
like plantation agriculture, finance and mining. The Gerakan, a mem-
ber of the ruling Barisan Nasional coalition, estimated that between
1983 and 1984, Bumiputera — including Bumiputera trust agencies —
ownership of companies involved in plantation agriculture was 45 per
cent, while the figure for tinsmining exceeded 50 per cent (Toh 1989).
Even the strategically important banking sector, long dominated by
foreigners and Chinese before the 19705, saw remarkable changes
by the early 1980s (sce Case Study 3, p. 60). This inevitably led 1o

and

initially resulted in greater concentration of economic

ven the extensive ownership by
ction of the extent of

growing discontent among the non-Bumiputeras — and much concern
among (hose in the business community — over implementation of the
NEP.

Policy Impl ion and N i —

Even though the NEP'S stated objective was the eradication ol poverty
irrespective of race, the weak official commitment to addressing the
problems of poor Chinese in new villages and the predominantly Indian
workers in the plantation sector has drawn criticism even from wi
the ruling Barisan Nasional coalition. By the late 1980s the Malaysian
Indian Congress had even gone so far as to proposc that a new positive
discrimination policy be established specifically for Indians since the
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1 condition had deteriorated rapidly under the NEP (Gomerz 1994:
277). The proportion of non-Bumiputera employment in the public
sector declined dramatically imder the NEP, while no efforts were made

{0 restructure peasant agriculwre 1o reduce overwhelming Malay
dominance in the sector. Complaints weve rife about the NEP's pro-
Malay bias, even among non-Malay Bumiputeras; the Orang Asli — the
aboriginal communities of which there are a least nincteen distinet
tribal groups in Peninsular Mala - and some indigenous com-
munities in Sabah and Sarawak claimed that they had been overlooked
5P

Furthermore, although the government had declared that no par-

by the government's poverty eradication initiatives under the N

ticular group would experience any loss or feel any sense of deprivation

with the implementation of the NEP, many non-Malays felt otherwise,
Such fears were exacerbated when public enterprises — especially
Bumipitera trust agencies — hegan 1o dominate key economic sectors
heightening non-Bumiputera and foreign business concerns about th
ians tried

own diminished prospects. Chinese businessmen and polit
unsuccessfully to steer the attention of public enterprises to business
areas controlled by foreigners ( Jesudason 1989: 128-32). Meanwhile
forcign businessmen were concerned with the public enterprises” rapid
takeover of major foreign companies, particularly those in the plan-
tation and mining sectors. Although there was some hesitancy in taking
- companies in view of the political implications,
me under state if not private Malay control;

over ethnic Chine:

SOmE IMportant concerns
among them were two major Chinese-controlled hanks, Mala
ing (in 1966) and the UMBC (in 1976), taken over after runs on the
banks. In these circumstances Chinese businessmen feared increasing
uncertainty, encouraging many to prefer short-term investments offer-
ing quick returns (see Jesudason 1989: 163—1: Yoshihara 1988; 90-1;
1993). Many non-Bumiputera businessmen began actively 1o court
influential Malay politicians and senior bureancrats to gain state access
through them

As noted earlier, the Chinese were also aware that the government’s
promotion of export-oriented industrialisation in the late 19605 — after
coming against the limits of impori-substituting industrialisation —was
leading 1o even greater reliance on foreign capital to promote indus-
wrialisation (Jomo and Edwards 1993: 11; Fong 1989: 202-3), With
s to technology, international markets, and capital, domes-
tic capitalists, especially the Chinese, participated less in EOL compared
10 181, allowing foreign firms expanded control over industries ( Jomo
and Edwards 1993: 6-7; Crouch 1994: 21).
With the rents provided to promote manufacturing, especially
M, the average annual growth rate of manufacturing output exceeded

an

limited acces
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Table 3.5 Maluysia: Gross Domestic Product by Sector, 1960-495
(percentages)

160" 1970 1980 1990 1993
Agricultnre 10 31 23 19 16
Mining [ 6 10 10 8
Manufacturing 3 13 20 27 30
Others 45 50 17 £ 6
Total 100 100 100 100 100
Note: " Peninsular Malaysia only

Sowrce: Alavi 1987: 14 Ministry of Finance 1989: xii, siil

10 per cent between 1970 and 1980, before declining to wn average of
4.9 per cent during 1981-85, and then recovering to double-digit vates
after 1986, By the end of the 1980s manufacturing had become a major
net foreign exchange carner, 1
dependence on primary exports (see Table
from 1970 10 1989, manulacturing’s share ol M.
from only 13 per cent 1o 26 per cent, before inct
1993 ( Jomo and Edwards 1993: 25-8).

Given the easier profitability of protected industrial production for
the domestic market and the inereasing involvement of the state in the
economy, investors beeame more interested i gaining access to
government-created rents by lobbying influential Malay politicians and
bureaucrats: a common method was 1o offer them heavily discounted
stock options and directorships on the boards of companies. Such
enhanced political clout provided better access to profitable busine:
opportunities in the state-protected national economy not subject to
international competition. Under these cireumstances, the expenditre
of resources by Chin and foreign investors 1o capture such
government-created rents became increasingly widespread.

The development of rentsecking activities may therefore partly be
attributed to the implementation of regulatory legislation o realise N
objectives. In 1974 and 1975 the government enacted the Petroleum
Development Act and the Industrial Coordination Act respectively, both
of which were condemned by loreign and Chinese business interests.
Foreign oil companies were upset with the Petroleum Development Act,
which would put the country’s petroleum industry under the control of
the nauoxm] oil agency, l‘euonas The Industrial Coordination Act,

If 1 to 1 the government's industrialis-
s and 1o ensure the or derly development and growth of
industries, alarmed non-Bumiputera investors, particularly the Chinese,

ducing Malaysia's previously heavy

a5

7). Within two decade:
GDP doubled
ing to 30 per cent in
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who perceived it as an atempt 1o advance Malay interests in the
country’s manufacturing sector at the expense of the investors and
entreprencurs. The Act's ruling that inexempted companies ensure at
least 30 per cent Bumiputer:

participation in their ventures drew the
L, instituted in

most protests. Meanwhile the Investment Incentiv
1968, was also used by the government to get foreign companics to

adhere 1o NEP guidelines on Bumiputera equity participation and
employment
Act mounted, even the MCA objected to the haste with which it was
bulldozed through parliament (see Asiaweck 15/9/78). Although this
Act was amended, first in 1977, and on several subsequent occasions,
ssions cach time, many Chinese investors remain
adamant that it should be repealed.

As Chinese protests against the Industrial Coordination

with a few more cone

Besides such legislation, in 1968 the government set up a regulatory
body, the Capital Issues Committee (CIC), to regulate the growth of the

capital market. By the 1970s the CIC had obtained much more clout to
9

advance the ‘indigenisation” of corporate stock in line with the NE
CICapproval, for example, was required before companies could obtain

public listing and before quoted companies could change their equity
88). In 1992 the CIC v
replaced by the Securities Commission, which possesses éven more wide-
ranging power: avv-hindedly
for NEP purposes. The Foreign Investment Committee (FIC) was estab-

structure or their operations (Low 1987 '

. but these have not been deployed so h

lished 10 oversee foreign investments, particularly to ensure conformity
to NEP guidelines. Non-Bumiputeras have also complained that other
policy instruments - licensing, allocation of concessions for loguing and
mining, land alienation, protective tarifts and import controls — have
constrained and hindered their business prospects (Low 1985: 83),
After implementation of the ndust Coordination Act, Bumiputera
icipation in governmentapproved manufacturing projects grew

par
hetween 10975 and 1985, even after such investments declined in the
carly 1980s, with equity participation always above 40 per cent, sur-
passing hall on two occasions (Table 3.6). The declining Bumiputera
share of such investments sinee 1986 is atributable 1o the more liberal
investment policies following the mid-1980s recession. The liberalisation
initiatives, including some deregulation, introduced by the government
to address the rec
investment from the late 1980s.

ssion, attracted much foreign and then domestic

Among the deregulation measures used by the government to attract
foreign investments was the relaxation of restrictions on foreign equity
in manufaciuring. Between 1984 and 1985 the 30 per cent ceiling on
sharcholdings by forcigners was raised significanty, especially for
s. For example, the government permitted up

exportoriented industri
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Table 3.6 Malaysia: Equity Participation of Lllum

voups in Approved
Manufacturing Projects, 19734 5)

Year Buniputirn Public Now-Bumiputera Loreign
Enterprises

275,
244

1975 418 -

1986 376 =
1987 29.4 -
1988 121 L6
1989 0.8 2.8
1990 16,1 3.5

Source:  Yasuda 1991: 3101

to 80 per cent foreign sharcholding for companies producing 80 per
cent or more for export, while companies producing between 51 and
80 per cent for export were allowed to have foreign shareholdings up
10 their actual export shares; where the percentage of production for
export was between 20 and 51 per cent, up 1o 51 per cent of the firm's
stock could be owned by Toreigners. The 30 per cent ceiling then only
applied to companies exporting less than 20 per cent of its products
(Yasuda 1991: 346).

Recognising that legislation such as the Industrial Coordination
Act and regulatory bodies like the CIC and the FIC were meant to
pressure the private sector o comply with the NEP employment and
ownership objectives, many Chinese investors tried to conceal the extent
of their investments by setting up diverse and widespread cross-holding
networks. Some, especially those wha owned listed vehicles, had litle
choice but to restructure, contributing to a sp’uc u( rights issues in
the late 1970s. A number of promi Chinese b such as
Robert Kuok, Lim Goh Tong, Tan Chin Nam and Khoo Kay Peng by-
passed the state by diversifying their operations overseas (Tan 1993: 88).
Small, predominantly manufacturing enterprises were most affected by
the government’s new constraints.
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As Chinese dissatisfaction with the NEP mounted, there was a
corresponding reluctance to invest in the economy. The Industrial
Coordination Act vesulted in

significant drop in domestic private
umably encowraged capital flight. According 1o a
Morgan Guaranty estimate, total capital flight during 1976 10 1985
amounted to US$12 billion (Khoo 19494: 165).

This situation was compounded by the MCA's declining influence
within the ruling Barisan Nasional coalition, Having fared very badly in
the 1969 general elections and lost influence within the expanded

investment and pre:

Barisan Nasional as the coalition incorporated a number of oppos
wrties with Chinese support, the MCA's standing in the eyes of the
1inese business community diminished. As greater power gravitated 1o
the UMNO-dominated state with the implementation of the NEP, the
MCA's influence within the exceeutive also diminished. MCA leaders
were no longer appointed 1o head the powerful Finance and Trade &
Industry ministries in the 1970s; of almost two dozen cabinet ministers,
barely 1o dozen were non-Bumipuger: Realising the limited
capacity and ability of the MCA o protect and advance their interests
with the government, Chinese businessmen — particularly the “old’
Chinese capitalists, but also newly emerging, politically influential
Chinese husinessmen like Loy Hean Heong, Alex Lee and Khoo Kay
Peng — began recruiting Malay politicians or politically influential
Malays as company directors; some businessmen even began funding
UMNO or certain Malay leaders.

Since the MCA was @
Chin

tion

ware of its increasing alicnation from the

se community and perturbed by its own growing irrelevance to
leading Chinese capitalists, the party songht 1o stem its eroding in-
Muence. Aware that small- and medinmesscale Chinese businesses were
most adversely affected by the NEP and that they hardly had any links
with the Malay political elite, the party hegan to mobilise sy

Al Chinese
capital. This attempt, popularly known as the corporatisation move-
ment, was championed by politically ambitious Chinese businessmen
like Tan Koon Swan and Kee Yong Wee, who cultivated their ethnic
constituency into a political business movement in response to the NEP
(see Gale 1983; Yeoh 1989 Gomez 1991a, 1994), Despite the MCA's
involvement in (he Barisan Nasional, the group’s main premise was it

Chinese capitalism had 1o be reorganised to functon effectively in the
increasingly politicised economy. Among the weaknesses cited by the
MCA Jeaders as having a debilitating effect on the development of

Chinese capital was the individualistic nature of much Chinese business
activity. For them, ‘sell-help” had 1o be undertaken at the community
level by pooling linancial resources and investing strategically in the

P (Gale 1985; Yeoh 1989;

politicised business environment of the N
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Gomez 1991a, 1994). As small Chinese businesses began to feel that
their economic interests and prospects for business development
were progre threatened by the NEP and legislation such as the
Industrial Coordination Act, they became increasingly receptive 1o the
call to pool their resources for the purposes of modernisation and
consolidation.

The MCA's main vehicle to pool Chinese resources was Multi-Purpose
Holdings Bhd (MPHB). incorporated in 1975 and controlled by the
MGA-backed co-operative Koperatif Serbaguna (M) Bhd (KSM). MPHB,
however, was only one of approximately 50 investment holding com-
panies and co-operatives incorporated during the corporatisation
movement; like MPHE, most of these businesses were also controlled by
MCA lr.«lﬂc (see Gomez 1994: 175-239).
time a Malaysian political party had ventured
into business in a major way, ostensibly to protect the economic interests
of the community it claimed to represent. The MCA had started to
operate a wellare lottery in 1949 (just months after it was established),
which greatly contributed to the strengthening of the party and its
coffers (Heng 1988: 104), The lottery was a means of raising funds for
the welfare of Chinese squatters who lad been forcibly relocated in new
villages during the Emergency (1948-60) to isolate the rural communist
insurgency. The RMI million-prize lottery, which was only open to
members, rapidly increased the MCA's membership. However, after
complaints by other parties that the lottery gave the MCA an unfair
financial advantage, it was discontinued by the British authorities in
1953 (Khong 1984: 174). In 1968 the MCA had established KSM when
UMNO members were calling for incre;
led to the incorporation of several public enterpri
€£conomic interest:

Before the MCA, UMNO had atempted o go into business in 1946,
merely months after its formation, by establishing companies involved
in banking, transportation and trading, purportedly 1o benefit the
Malays. Because of the party's lack of busir acumen and expertise,
however, these ventures failed to develop (Funston 1980: 85-7).

The MIC helped establish the National Land Finance Cooperative
Society (NLFCS) in 1960. This co-operative was meant 1o pool the
resources of Indian plantation workers 10 acquire estates sold by foreign
owners who were fearful that their estates would be nationalised afier
Independence. These estates had been acquired by local business-
men fairly cheaply, Imgmcnu-d. .md then sold, usually for huge profit
in the process, 1 ion workers increased sub-
stantially, The MIC cl.umcd l[ldl lhe NLFCS would be able not only
to resolve the unemployment problem but also to enable Indian

sedl state intervention, which
s 1o advance Malay
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54). This
ng-class
it source of support

plantation workers to hecome landowners (Gomer 1

helped substantially 1o raise support for the MIC
P

Indians; they remain the party’s most impor

rom wor

During the 19705 at least three other coopel
MIC leaders, were also established. None of them, however, emerged as
major business enterprises (sce Gomez 1949
Although the MCA's involvement in business did not make a major
impact immediately, things began 1o change in the 1970s after the
implementation of the NEP, as MPHB began to use its large financial
base and aceess 1o bank loans to acquire a number of publicly listed
companies. With these acquisitions under MPHB, by 1982 — within
just seven years — the company had become the second largest company
on the local stock exchange, with interests in many sectors of the
cconomy, including gaming, wholesaling, manufacturing, shipping,
property development and finance (Gale 1985; Yeoh 1989; Gomez 1994:
198-223). Although MPHB was at first a phenomenal success, after
management of the company's funds by its divectors, including Tan
Koon Swan, who became the MCA president, the company caune very
close to bankruptey. MPHB was eventually taken over by Kamunting
Bhd, controlled by T. K. Lim and his family, who had close ties with
Daim’s family (Gomez 1994: 211-19).
Observing the apparent success of the MPHB and the
MICrelated co-operatives to make significant inroads into the corporate
sector, Maika Holdings Bhd was launched by the party in the early 19805
as a vehicle for the expansion of Indian corporate wealth, After much
publicity, Indians, particularly those from the lower middle and working
. poured their savings into Maika Holdings, an unlisted public
company: taking a cue from Malays who had borrowed 1o buy ASN units,
many Indians borrowed to invest in the company. With its large capital
base, Maika Holdings managed o obtain stakes in companies involved
in banking, insurance, manufaciuring and the electronic media. After
the privatisation policy was introduced, Maika Holdings also benefited,
;,..m.u,, interests in the government-controlled and publicly listed
Airlines Bhd (MAS), Malaysian International Shipping Cor-
|)m ation Bhd, Edaran Otomobil Nasional Bhd (EON). and Syarikat
Telekom (M) Bhd (STM), when their equity was sold to the public.
Unlike the MCA, which had never enjoyed such opportunities, the
MIC's Maika Holdings had some limited access to government patron-
age. Despite cautious involvements in the corporate sector, Maika
Holdings has been mainly a loss-making concern, except when it sold its
assets. 1estll functions primarily as aholding company, and has yet to
fulfil its much outed objective of being the vanguard of Indian capital
accumulation (see Gomez 1994: 240-86).

lure of the

classe




THE NEW ECONOMIC POLICY 47

The involvement of non-Bumiputera political parties in business can
therefore be attributed to the need to be seen to be responding to the
NEP and UMNO efforts ar capital accumulation ostensibly on behalf
ol the Malays. Reference to the NEP and such pro-Malay efforts was
therefore invoked to mobilise and secure ethnic support for the Barisan
Nasional parties among the Chin nd Indian communit

Maika Holdings, for example, managed to raise more than RM100
million at a time when the Malaysian economy was in recession. The
company even managed Lo attract funds from the Indian middle cla
who had long been wary of the MIC's caste and communal politi
the cas
working- and middle-class Chinese, many of whom had previously re-
frained from supporting what they perceived to be a bourgeois party.

Despite the decline of domestic private investment after the Industrial
Coordination Act, and capital flight in response to uncertainties over
the future of Chinese capital in Malaysia, the proportion of non-
Bumiputera stock ownership in 1980 rose 1o 40.1 per cent, from 30.4 p
cent in 1971, In spite of the absolute and relative inc n Chinese
capital, Chinese access o state power was generally more circumscribed
compared to the 19605, hence necessitating new business strategies.

Thus Chinese businessmen have increasingly co-opted influential
UMNO politicians and Malay ex-civil servants as directors of their
companies. Among the prominent former government emplo o
emerge as directors of Chinese-controlled publicly listed companies in
1994 were the former inspector-general of police, Haniff Omar, and the
former attorney-general, Abu Talib Othman. Haniff is currently a
director of the major gaming entities Genting Bhd and Resorts World
Bhd, controlled by Lim Goh Tong, while Abu Talib is a dircctor of Tan
Chin Nam’s construction and property development concern Tan &
Tan Bhd, and chairman of Malaysian Frenel Bank Bhd, controlled by
T. K. Lim’s Multi-Purpose Holdings Bhd (New Straits Times 5/9/94).
Prominent UMNO leaders also have close ties with Chinese companies;
Tengku Adnan Tengku Mansor, an UMNO Supreme Council member
and former treasurer of UMNO Youth, is a director and shareholder of
Berjaya Singer Bhd, controlled by Vincent Tan Chee Yioun, while Mohd
Tamrin Abdul Ghafar, the son of ex-Deputy Prime Minister Ghafar
Baba and a former member of parliament himsell, is also a director of
Malayan United Industries (MUI) Bhd, umtmlled by Khoo Kay Peng
(Cheong 1993: 38-40, 180-2).

By the 1990s even medium-scale Chinese companies were beginning.
to incorporate influential Bumiputeras as direciors. Haniff Omar,
for instance, is also chairman of the publicly listed General Corpor-
ation Bhd, controlled by Low Keng Huat. Ghafar Baba was appointed

In
of the MCA'S MPHB, most of its funds were obtained from
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chairman of Union Paper Bhd, a Chinesecontrolled toilet-paper
manufacturer listed on the second board of the KLSE. Other former
senior UMNO ministers like Hamzah Abu Samah and Mohamed Khir
Johari are directors of Malayan Flour Mills Bhid and MUI respectively
(Cheong 1993: 167-80). Tengku Adnan is also a director of a number
of other smaller Chinese companies, among them EMC Logistics Bhd,
Minho Bhd, Topgroup Holdings Bhd, and Unza Holdings Bhd (New
Straits Times 1/6/94; The Star 1/5/94)

Mutually Inerative ties between Chinese businesses and the Malay
political elite appear to have been forged by subtle means. Some
Chinese businessmen have, for instance, been known to finance am-
bitious politicians as a means of gaining access to government patron-
age. In fact, as UMNO experienced increasing factionalisation in the
mid-1980s and again in the 1990s, the support of some Chinese
businessmen became crucial for some factions to vaise funds for their
political campaigns. The Hong Leong Group, lor example, controlled
attained a mutually profitable quid

by Quek Leng Chan, appears to
pro quo relationship with senior political leaders (see Case Study 4,
p. G6).

Thus while small- and mediumssized Chinese companies probably
still adhere to the notion of Chinese unity and the mobilisation of com-
munity resources tor mutual economic benefit, the orientation of the
individual corporate leaders is one which appears 1o be moving away
from the Chinese commumity in a quest for Malay patronage and. more
ancing itself from its

recently, overseas business opportunities. By dist
communal roots, this group may be inclined to identify itself more
closely with the interests and needs of Bumiputera capitalists and the
requirenents of a Bumiputera-dominated state, To the extent that these
leading corporate figures are distant from the Chinese political leader-
ship. it is difficult for the MCA to exercise influence at the political
centre, thus enhancing UMNO hegemany

One of the implications of this is that Chinese busines Appear
to have decided that networking with other Chinese bus sand with
and political institutions of the community has little

the socio-economi
to offer them in terms of cither financing, social status or political
influence. Rather, leading Chinese business groups appear to have

chosen a two-pronged strategy: working closely with Bumiputera poli-
I patrons to achieve business success in Malaysia, while at the same
time building relations with non-Malaysian — preferably other so-called
‘Overseas Chinese’ — capital that can serve as a potential source of
wealth should conditions in Malaysia deteriorate (Heng 1992). Yet even
while Malay political patronage is crucial for successful business activi-
ties, the Chinese businessman is always on an uncertain (ooting, for his
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patrons can easily be swept aside by shifting political tides. For example,
some Chinese businessmen who were closely linked with: Razalcigh
Hamzah, the influential former Finance Minister and a front-runner for
the premiership who evenally formed a new opposition Malay party.
found themselyes alienated from both Malay and Chinese businessmen.

Bumiputeras and the NEP

Since the 1980
favour larger business interests rather than smaller companies. Larger,
politically well-connected enterprises have enjoyed better access 1o
government-created rents as business size and political influence have
interacted as part of the new Malay idiom of power in contemporary
Malaysia. In addition, commercial banks have also been more inclined
to provide credit 1o large establishments.

These and other problems have res
businesses to accumulate capital, in trn limiting their voice and
political influence and hence access t government patronage. Lack of
technological capacity and skilled labour, market limitations and com-
petition have also kept their trnover and profits low, thus inhibiting
their ability to accumulate further. There have been, for instance,
frequent conflicts between small Malay contractors and public enter-
prises like Pernas, the SEDCs, and the UDA. The government, however,
has been able to control them to some extent by appearing to be
responsive 1o their complaints and demands. In fact since a significant
number of public enterprises had emerged within a short time, mainly
in the 1970, there was alsa some competition among them.

In addition, small Malay enterprises have to compete with companies
owned or controlled by politicians which are generally assured of
favourable government treatment, particularly in the award of licences
and contracts, and in terms of access 1o finance and information. Th
has enabled their enterprises 10 do well in areas of business in which
political patronage is crucial, such as veal property, construction,
transport, supplies, logging, mining and finance. As Table 3.7 shows, by
the late 1980s politically linked Bumiputera businessmen figured
prominently as corporate leaders and sharcholders of major publicly
listed companies. Not surprisingly, UMNO members involved in busi-
ness complained that ‘clected representatives should not use their
position to do business 1o the extent that they affect opportunities for
other Bumiputeras' (The Star 31/10/88).

A 1992 study of corporate stock ownership by directors of publicly
listed companies disclosed that only two Bumiputeras were among
the top ten owners of such equity in the country, with the rest being

. government policies to assist Malays have tended 10

tricted the capacity of small




H0 MALAYSIA'S POLITICAL ECONOMY

Table 3.7 Distribution of Bumiputera Directors by
Occupation, Rank Status, and Political Affiliation

Percentage
Occupation
Businesstien 27
Professionals 16
Paliticians 20
Civil servants 22
Army/Police 5
Rovalty B
Rank Status
With titles hh
Without titles 45
Political Affiliation
With 90
Without 10

Souwrce;  Low 1985: Tables 4.13 and 4,14

Chinese. However, the two listed Bumiputeras — Halim Saad, at number
two, and his wife Noraini Zolkifli at number ten = collectively owned
almost RM2.4 billion worth of corporate stock, almost RM380 million
more than the value of the equity held by the director with the largest
shareholdings, Quek Leng Chan of the Hong Leong Group, Halim
Saad, a close associate of former Finanee Minister Daim Zainuddin, had
publicly acknowledged in 1987 that he held corporate equity in trust for
UMNO, though party leaders have subsequently denied that UMNO still
has corporate assets. Halim had significant interests in five publicly
listed entities = Renong Bhd, the Faber Group Bhd, Kinta Kellas ple,
TVS, and the New Straits Times Press Bhd (NSTP) - while his wile
owned shares in Renong: all of these companies are closely linked 1o
UMNO and had been, until the carly 1990s, directly owned by the party.
Also figuring prominently in the study, at thirteenth spot, was Halim's
former right-hand man, Anuar Othman, who had also publicly an-
nounced that he was acting as UMNO's business proxy; Anuar owned
RM453.27 million worth of corporate stock in Renong and United
Engineers (M) Bhd (UEM), another major UMNO-related listed com-
pany (see Malaysian Business 16/4/92). By early 1994 Anuar Othman
had relinquished his interests in Renong and UEM, reportedly after a
greement with Halim Saad. Itis uncertain, however, to whom Anuar
divested his intevests in the two companies, though it is probable that
Halim 1ok control of the equity.
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There appears to be a common thread in the mode ol development of
new Bumiputera capitalists like Halim Saad. A number of them have
thrived with great assi
proxies for political patron
many of those in the latter category remain crony capitalists. This has
given them gredter access to rent opportanities distributed by the
government, sich as pri tion opportunities and contracts, for the
expansion of their businesses. Most new iputera capitalists hav
inevitably been criticised tor being ventiers, rather than genuine entre-
preneurs — although, as Schumpeter has recognised, entrepreneurs
have also captured rents — (see Yoshihara 1988; Clad 1989; Mehmet
1990: Gomez 1994). Tn Mal - methods of accumulating wealth
are rarely characterised b\ long-term productive inve
poris, is, facing international competition, Instead, short-term
rentier activities in the state-regulated natonal economy have been the
norm for such accumulation.

Moreover, most renti
patronage have abused or wasted all the rents made available to them by
the government. IFwell deployed or used, such rents can be the basis
for entreprenenrial activity and further accumulation, even without
government assistance. though this has tended to be exceptional in the
Malaysian experience. The example of Shamsuddin Kadir of Sapura
Holdings Scn Bl suggesis such productive use of rents (see €
Study b, p.

Shamsuddin Kadir, who has become a leading figure in the telecom-
munications industry by deploying well the captured rents (o develop
Sapura Holdings is not, however, representative of how most other well-
connected Bumiputera businessmen have accumulated wealth in the
COrpor: cetor. Some would even argue that he represents the excep-
tion that proves the rule. Rather, the rampant abuse of political
patronage has encouraged much unproductive Inmnv s activity. Such
Tentier interes cular field of bus but instead
seek to capture available rentier opportunities virtually regardless of
previous experience or expertise unless the likelihood ol capture
of such rents is remote. Hence the conglomerate style of growth has
such Malaysian compani
uch conglomerates have been developed via publicly
listed vehicles. Financial requirements have been reduced by market
manoewvres such as reverse takeovers, equity swaps and share
property swaps, while the necessary funds have ofien been provided by
government-controlled banks (see Gomez 1990; 199 L; 1994),

Such patronage has also characterised UMNO's involvement in busi-
ness. UMNO, through its holding company, Fleet Holdings Sdn Bhd

ance from the gov

nment and by acting as

though professing to be independent,

ments for

«

who have had access 1o government

seldom stay in a par

become the mode of expansion for man
most instances,
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(and its wholly owned subsidiary, the Fleet Group), began acquiring
considerable equity from around 1972, Its initial target was 10 gain
control of the main newspaper company, NSTP, then controlled by
Singaporeans and British. It was also hoped that Fleet Holdings would
generate enongh funds to reduce UMNO's financial dependence on the
MCA and on Chinese businessmen (Gomez 1990: 52). After Mahathir
became the president of the party in 1981 and appointed Daim
Zainuddin chairman of Fleet Holdings, the company became a major
corporate player (see Gomez, 1990, 1991a, 1994). With state inter-
alth a key premise of the NEP, state access
became an increasingly important means of such accumulation.

vention (o enhance Malay w

Individual Malay businessmen strengthened their ties with UMNO

leaders 1o gain hetter access
UMNO's ownership of the corpors
many individual ambitions were frustrated by direct UMNO involve-

10 business opportunities, However, as

¢ sector inereased substantially,

ment in the corporate sector besides having to contend with other
asingly rarely, with public enter-
s for government contracts, licences and other such business

politically linked companies and, incre
pr
opportunitics,

Thus the emergence of the new Malay middle and business classes
through political patronage led o increased friction over access to

rents. UMNO was torn between its own financial needs, the ambitions
nd its obligations as
ceumulate, Acce

hecame increasingly searce as compe-

of those ostensibly acting on behalf of the party,
‘protector’ to and ‘patron’ of Malays desiring to 2
lucrative business opportunitic:

tition among Malays grew.

In 1991, through a complicated series of share swaps, takeovers and
mergers, Fleet Holdings became the holding company of publicly listed
Renong Bhd, which had emerged as one of Malaysia's largest con-
glomerates with a total group capitalisation ol between RM6G and RM7
hillion (see Gomez 1994), Th
holdings involving 4 number of private and publicly listed companies,
the previously ailing Renong had, by mid-1991, obtained significs
interests in the media, construction and financial sectors, led by a
coterie of young Bumiputera executives, which included Halim Saad
and Anuar Othman, who had been groomed by Daim from the carly
1980s (Gomez 1991a: 8-11). The rapid conglomerati
Renong Group and its dominant if not near monopoly pos

ugh an intriguing nework of cross

ion of the
ition in

some important ¢conomic activities is clearly atrributable to executive
patronage. It is quite possible that actual accountability (o the UMNO
leadership in these affairs is a fiction,

It has been specalated that to conceal the actual extent of the empire
that he had built up, both for UMNO and for himself, Daim had placed
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these holdings under the control of trusted third parties (see Cas
Studies 1, p. 53 and 8,9, pp. 138-52). Itis still unclear, however, 1o what
extent the companies Daim's proxies control are held for him, UMNO,
or some other interests, These links between politic
become increasingly apparent, but also complex, especially with intens
fying factionalism and power siruggles within UMNO (see Chapter 5).

Thus the NEP's 30 per cent Malay wealth ownership target (often
invoked as an cethnic cudgel 1o advance particular Malay business
s), has enabled influential Malay politicians and businessmen
with close links 1o UMNO leaders to amass wealth for themselves. NEP
privileges — claimed in the name ol the mass of ordinary Bumiputeras —
have mainly been appropriated by the beter connected in the
Bumiputera community.

Such concentration of wealth among select Bumiputera individual
evident in corporate ownership figures. Bumiputera ownership of
corporate equity steadily increased from 1.5 per cent in 1969 until the
rly 1980s; by 1980 this figure had increased to 12,5 per cent, before
ing to 18.7 per cent in 1983 and then almost levelling of( to 20.3 per
gnificant change in share ownership among
Bumiputeras has occurred since 1980 with the private individual’s share
of the Bumiputera stake increasing phenomenally from 39 per cent in
1983 to 68 per cent in 1990, This change is a reflection of the new

phasis on private Bumiputera wealth accumul
leadership instead of the previons mode of accumulating tr
on hehalfl of the community.

The centralisation of political power among top UMNO leaders
and the related rise of authoritarianism in the 1980s have contributed
to the concentration of wealth among politically well-connected
- In such a sitwation, continued factionalism within UMNO
s questions about how conflicts among these factions alfect the
corporate sector. This state of affairs also conuadicts the free-market
rhetoric prog led by Mahathir and impedes the development of
more dynamic, entrepreneurial and progressive form of capitalism in
Mal

intere

©
e
cent in 1990, Howeves

a

under Mahathir's
agencies

i,

Case Study I: Daim Zainuddin

Daim Zainuddin, born in 1 in Kedah, worked as a teacher before
studying law in England in the late 19505, He began his career as a
lawyer with a private firm in Kelantan, then worked as a government
prosecutor and magistrate, before turning to the private sector. His first
commercial activity, the production of table salt and plastics, which he
ventured into in the late 1960s, was a failure. It was only in 1973, when
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he acquired a lucrative picce of Tand on the outskirts of Kuala Lumpur,
apparently obtained because of his close association with certain UMNO
leaders, that his business fortunes improved appreciably. According 1o
Astaweek (27/7/82), it was Daim’s close association with the then Mentri
Besar (Chiel Minister) of Selangor, Harun Idris, that enabled him o
acquire the land,

Daim also became a close associate of Mahathir — though hoth of
them reputedly hail from the same urban quarter of Alor w, the
ble gap berween their ages meant that they did not get 1o
who as Deputy Prime Minister

conside
know each other until much later in life
appointed him lirst chairman of Peremba in 1979; Peremba was
then owned by the government’s Urban Development Authority,
Afier becoming UMNO president and prime minister in 1981, in 1982
Mahathir appointed Daim chairman of UMNO's investment arm, Fleet
Holdings Sdn Bhd, which operated through its wholly owned subsidiary
the Fleet Group Sdn Bhd, Daim's appointment was also atributed 1o
Mahathir's apparent desire 1o promote the growth of Fleet Holdings
through more active management, which could then serve as an
example of how a Bumiputera company could progress (see Asian Wall
Street Journal 9/8/82). Acting in this riple capacity as private business-
man, government appointee and party trustee, Daim was involved in a

myriad business activities involving companies he controlled in his dif-
ferent capacities (Gomez 1990 3).

T April 1983 Daim secured control of publicly listed Raleigh Bhd
(now renamed the Berjaya Group) through a part-cash, part-share swap
deal: he exchanged his total equity in his family property development
concern, Taman Bukit Maluri Sdn Bhd, for a 33.27 per cent stake in the
listed company and RM30 million cash. Later, in May 1983, through Seri
Iras Sdn Bhid, a company owned and controlled by him and his close
mincreased their stake in the Berjay

associate Tajudin Ramli, T
Group by another 33 per cent. One month later, in June 1983, the
publicly listed Faber Group Bhd. a company controlled by UMNO's
Fleet Group, acquired part of the large land bank owned by Taman
Bukit Maluri, whicl was by then wholly owned by (the Berjaya Group.
Ihis enabled the Berjaya Group to recover a substantial portion ol the
payment made to purchase Taman Bukit Maluri from Daim, At the time
ol these transactions, apart from his personal stake in the Berjaya Group
and his control of Faber through t Group, Daim also owned equity
in Faber: Daim’s stake in Faber was Luer sold to the Fleet Group (Gomer
1990: 38-40).

In 1982, in another major corporate transaction, the government-
owned Peremba had a 33 per cent stake in the publicly listed Sime UEP
Bhd, which was developing Subang Jaya, @ major 646-hectare residential




THE NEW ECONOMIC POLICY b5

and conunercial development area. In December 1982 Baktimu Sdn
Bhd, owned by Daim, bought a 33 per cent stake in Sime UEP from
Bandar Raya Developments Bhd, the property development arm of the
then MCA-controlled Multi-Purpose Holdings Bhd, for RM75 million
cash. Part ol the loan for the acquisition, amounting to RM40 million,
obtained from the Singapore branch of the Union Bank of
rland; the loan was approved by the Union Bank only after the
government-owned Bank Bumiputra issued a guarantee on Baktimu's
behalf as security for the credit (Asian Wall Street Journal 24/8/84). Since
Daim now had, through Baktimu and Peremba, almost 66 per cent
control of Sime UEP, assets owned by UEP were sold 1o Faber in May
1984 in a shares-lorassets swap; UEP obtained an 11 per cent stake in
Faber by seiling its entire equity in the Subang Merlin Hotel to Faber for
an allegedly overvalued price of RM56.25 million (see New Straits Times
23/4/87).

In June 1984 Daza Sdn Bhd (later renamed Tekal), another Daim-
owned company, acquired [or RM74.81 million a 20 per cent stake in
the publicly listed NSTP from Times Publishing Bhd of Singapore; at
that time the UMNO-owned Fleet Group had a substantial stake in
NSTP. Around the same time, rights and bonus
for which Daza had to get further loans. Daza eventually incurred a
huge debt of RM70.65 million from its acquisition of the shares and the
rights issue, Despite this, Fleet Trading & Manufacturing Sdn Bhd, a
wholly owned subsidiary of UMNO's Fleet Group, acquired Daza for
RMI million in August 1984, Now with almost 76 per cent of equity in
NSTP, the Fleet Group attempted 1o sell a 25 per cent stake in the listed
company 1o Faber for a massive RM141.9 million. The deal, however,
was later aborted as Faber - badly affected by cconomic recession, poor
performance and large, unserviced loans — could not honour the
payment (Gomez 1990: 84-8).

In most of Daim’s major deals, a number of his close associates have
figured prominently, namely Halim Saad, Mohd Razali Mohd Rahman,
Wan Azmi Wan Hamzah and Tajudin Ramli, Apart from the fact thacall
these men had worked with Daim in Peremba, Halim Saad was also
linked with Daza. Mohd Razal; iations with Daza, Taman
Bukit Maluri, and Baktimu, Tajudin Ramli was connected to Seri Iras,
Taman Bukit Maluri, the Fleet Group and Fleet Trading & Manufa
turing, while Wan Azmi had worked with Daza, the Fleet Group, NSTP
and Sime UEP. Wan Azmi was also respor le for negotiating the
NSTP acquisition from the Singapore-based Times Publishing (Gomez
1990: 43-5; sce also Case Studies 8 and 9, pp. 138-52),

Despite having no previous ministerial experience, but probably
because of his limited grassroots support and apparent lack of political

sues were announced,

also had as:
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ambition, Daim was appointed Finance Minister and UMNO treasurer
by Mahathir in 1984. In the light of an increasingly fractious UMNO,
following the two contests for the deputy presidency hetween party
alwarts Musa Hitam and Razaleigh Hamzah, it scemed important for
Mithathir that the powerful Finance Ministry be entrusted to someone
‘reliable’ and personally loyal; although Mahathir had openly supported

Musa for the deputy presidency, it later became clear that the UMNO
president did not fully trust his deputy. Although Daim later resigned as
in 1991, he remains UMNO trea and was
appointed govermment economic adviser, He is also considered an
influential power-hroker, mainly because he enjoys Mahathir's trust and
remains his closest political confidant,

When appointed 1o the Treasury in 1984, the value of Daim's stock
listed on the local bourse was estimated at US$151 million, while his
total net assets were estimated at around US$259 million (Lent 1991:
41). Following a cabinet dircctive in 1986, Daim reportedly divested his
sion, interests in

Finance Minist

vast business interests, which mcluded, by his own admi;
important companies such as United Malayan Banking Corporation,
Sime Darby, Technology Resources Industries (TRI), Sistem Televisyen
Malaysia (TV3), Cold Storage, Guthrie Ropel, Malayan Banking, Tasik
Cement, Oriental Holdings, Bolton Properties, ldris Hydraulic, Malayan
Flour, Industrial Oxygen, SPK and Syarikat Permodalan & Perusahaan
Perak Bhd (SPPPB). Though not all these companies were publicly
listed, they were involved in virtally all the key sectors of the economy
such as banking, broadcasting, plantations, manufacturing, retailing,

property development and construction (Gomez 1990: 43). According
to one 1992 estimate, the total value of corporate assets owned by Daim
was approximately RM1 billion. This included assets he owned in
Australia, Britain, Mauritius and the United States ( The Star 19/5/92).
Although Daim claims that he does notactively participate in corporate

activities, he is widely regarded as the most powerful figure in the
Malaysian corporate scene.

Case Study 2: The UMBC Saga

The United Malayan Banking Corporation Bhd (UMBC), Malaysia's
third fargest bank in terms of assets, was once controlled by Chang Ming
Thien, who sold, in June 1981, a signilicant stake in the bank to Multi-
Purpose Holdings Bhd, a publicly listed company then controlled by
UMNO's leading partner in the Barisan Nasional, the MCA. Earlier,
when UMBC directors were suspected of diverting bank funds to
themselves in | Bank Negara had intervened to restructure the
s was then brought in as a

ownership and management of UMBC. Pert
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30 per cent sharcholder ( Jesudason 1989: 93, 107). When Multi-Purpose
Holdings acquired its 41 per cent stake in UMBC in 1981, Pernas
increased its share to the same level, giving them both joint and equal
control of the bank. This, however, led to policy and management
disagreements, and when it was disclosed that Petronas had also acquired
a 9 per cent stake in UMBC, Multi-Purpose Holdings realised that its
attempt to contral the bank was futile. The MCA holding company’s
interests in UMBC were subsequently divested in 1984 to companies
controlled by Daim Zainuddin, soon to be Finance minister, for RM125
million cash and a 51 per cent controlling stake in the Malaysian French
Bank, then a relatively minor bank. In late 1986 Daim divested his stake
in UMBC to Pernas for a profit (see Asian Wall Street Journal 31/5/88).
Finding the holding costs of its interests in UMBC 100 high to absorb,
Pernas was open about its desire to liquidate its interests in the bank.

A highly profitable merger with the Development & Commercial
(D&C) Bank was proposed in early 1991, but eventually fell through
when the terms set by Pernas for the takeover could not be met. Later,
although it was reported that PNB was interested in acquiring UMBC,
the takeover did not materialise.

Among the other companies apparently also interested in UMBC
were UMN() lmkvd :nuur: like Idris Hydraulic (M) Bhd, and some
comy c d by iputeras with close ties to top UMNO
leaders, such as Land & General Bhd (run by Wan Azmi Wan Hamzah,
who also has an indirect stake in the D&C Bank), Advance Synergy Bhd
(controlled by Ahmad Sebi Abu Bakar, a close associate of both Daim
and Deputy Prime Minister Anwar Ibrahim), and Setron (M) Bhd (in
which Kamaruddin Jaafar, probably Anwar’s closest confidant, has an
interest) (Malaysian Business 1/2/92).

In spite of the interests of some major companies in UMBC, in July
1992, a minor, ailing British-controlled publicly listed company, Datuk
Keramat Holdings Bhd, involved in tin-smelting and without previous
banking experience, acquired the bank. Majority control of Datuk
Keramat Holdings was with a Bumiputera company, Meridien Best Sdn
Bhd. In the multifaceted transaction, Bakii Kilat Sdn Bhd, a wholly
owned subsidiary of Meridien Best, initially acquired a 20 per cent stake
in UMBC. Bakti Kilat was then sold to Datuk Keramat Holdings via a
share-swap which gave Meridien Best 30.3 per cent control of Datuk
Keramat Holdings. Later Pernas also acquired a 20 per cent stake in
Datuk Keramat Holdings, which gave it an indirect stake in UMBC. The
reasons for this decision by Pernas have never been revealed by either
the government or Pernas officials (see Figure 3.2). Meridien Best,
interestingly, is owned by Mohamed Noor Yusof, popularly known as
Mohamed Noor Azam, a former political secretary of Prime Minister
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Mahathir, and currently also chairman of the listed UMNO-linked
company TV3; he is reputedly also closely associated with Deputy Prime
Minister Anwar (see The Star 20/7/92, 22/7/92). Mohamed Noor
Yusof's acceptability to Anwar was implied when he retained the
chairmanship of TV3 after the management buy-out of the company in
carly 1993 by supporters of the Deputy Prime Minister (sce Case Study
4, p. 66).

By 1994 Bakii Kilat had been renamed UMBC Holdings Sdn Bhd, and
Datuk Keramat Holdings' stake in UMBC, through this holding com-
pany, amounted to 60.33 per cent, which had been acquired for a 1o1al
sum of RM600 million; in order to comply with the Banking and

ancial Institutions Act 1989, however, Datuk Keramat Holdings was
given five years by Bank Negara — after the central bank had unsuccess-
fully opposed the sule of UMBC to Datuk Keramat Holdings - to reduce
its interest in the bank to 20 per cent; under the Act, a corporate share-
holder of a bank can own no more than 20 per cent of its cquity,
while an individual sharcholder's interest is limited 10 5 per cent (The
Star 20/9/93; New Straits Times 15/7/94). By carly 1994 other major

Figure 3.2 Ownership Structure of UMBC After the Takeover by Datuk
Keramat Holdings

aor Yusol
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Source:  The Stay 24/7 /92
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shareholders of Datuk Keramat Holdings were Meridian Best, with
328 per cent of equity, and Pernas with 7.7 per cent, while UMNO's
cooperative, Koperasi Usaha Bersatu Bhd (KUB) 1 obtained a 10 per
cent stake in the company (The Star 20/9/93). By this time KUB, which
has heen an important beneficiary and tool of political patronage, had
come under the control of Anwar’s close associates.

The questionable sale of UMBC 1o Mohamed Noor Yusof and
UMNO's eventual indivect stake in the bank is one of many cases
of processes by which the interests of the political clite have been
served by government decisions. ostensibly to redistribute wealth and
create Malay entreprencurs. In view of the limited business experi-
ence and entrepreneurial potential of those gaining this rent and the
limited transparency in the sale of UMBC, it was probably inevitable
that the bank’s operations would become subject o allegations of
corruption.

After the UMBC takeover by Datuk Keramat Holdings, although the
bank registered a pre-tax profit of RM190.7 million at the end of 1993,
it was involved in several banking irregularities, including the disburse-
ment of questionable loans; it was alleged that loans to some prominent
business 1 had been apy 1 without following the proper pro-
cedures, and the bank had also violated banking regulations by channel-
ling loans to related parties to e¢nable Datuk Keramat Holdings to
acquire the publicly listed George Town Holdings Bhd, a pharma-
ceutical and consumer products retailer (Malaysian Business 1/8/94).
The chairman of George Town Holdings was Tunku Abdullah of the
Melewar Group, a close friend of Prime Minister Mahathir, while
another director of the company was Shuaib Lazim, a former senator
from Kedah and a close associate of both Mahathir and Daim (KLSE 19
(1) 1993: 381-3).

The controversies involving UMBC heightened when it was further
alleged that the bank was being run by an official who had not been
approved by the central bank. Although these allegations precipitated
an investigation by Bank Negara into UMB tivities, no charges were
ever filed by the avthorities (see Malaysian Business 1/8/94; Malaysian
Industry July 1995).

In July 1995, apparently after covert pre e from the government,
Datuk Keramat Holdings proposed to divest its entire stake in UMBC ta
Sime Darby Bhd, the conglomerate controlled by the government
through PNB (New Straits Times 13/7/95). It was expected that UMBC
would be sold for between RM1 billion and RM1.4 billion, which would
give Datuk Keramat Holdings a profit of between RM400 million and
RM800 million for its brief - less than two years — investment in the bank
(Malaysian Industry July 1995).
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Case Study 3: Capturing the Banking Sector

Besides the predominanty British foreign hanks, almost all local
banks incorporated in Malaya before Independence were owned by
Chinese. Most Chinese banks were established almost half a century
after British banks had started operating. The first Malay bank, the
Malay National Banking Corporation, was only incorporated in Kuala
Lumpur in 1947, almost 50 years after the first Chinese bank was
d operations in 1952 (Lim Chong- Yah 1969 3).

59, only six were locally incorporated,

established, but ce
Of the 26 banks in Malaya in 19!
By 1990, however, there were 39 commercial banks, of which s
were locally domiciled (Malaysian
Business 16/4/91). In 1970 Malay share ownership in banking and
insurance came to only 3.3 per cent, while the Chinese held 24.3 per
cent, Indians 0.6 per cent, and foreigners a dominant 52.9 per cent (sce
Table 2.5, p. 20). By 1986, however, ownership or management control
of banking services by Bumiputeras and government agencies had
increased 1o between 60 and 70 per cent (Hing 1987: 411).

Malayan Banking Bhd, currently Malaysia's largest bank in terms of

een

were foreign-incorporated and 22

assets = the relative sizes of banks v
sharcholder funds or deposits = was first established and controlled by
a4 prominent Chinese tycoon, Khoo Teck Puat. The son ol a wealthy
Singaporean landowner, Khoo joined the Oversea-Chinese Banking
Corporation (OCBC) as a clerk in | and worked himsell up o the
position of deputy general manager while simultancously building up a
sizeable stake in the bank. Since he could not geta place on the OCBG
board a
holder, Khoo left the bank to establish Malayan Banking (Far Eastern
aw4/12/86).

Incorporated on 31 May 1960 and publicly listed on 17 January 1962,
Malayan Banking expanded so rapidly that within five years it had 109
branches, both locally and abroad (Gill 1985: 19). In 196
after rumours that Khoo was channelling bank funds o his own
companies, there was run on Malagan Banking, which wiped
out 40 per cent of its deposit base in just ten days (Yoshihara 1988:
204-5; Far Eastern Economic Review 4/12/86). In 1967 Bank Negara
stepped in 1o restructure Malayan Banking, bringing it under direct
control later that year. Majority ownership of Malayan Banking was later
almost 55 per

ry when compared in terms of assets,

r differences with Tan Chin Tuan, the bank’'s main share-

LEconomic Rex

however,

transferred to the government=controlled PNB, which h
centof the bank's equity, although it is a publicly listed company.

By 1992 Malayan Banking had a total of 287 branches, and had also
acquired around 99 per cent of the once Chinese-controlled Kwong Yik
Bank Bhd, the country’s eighth Largest bark. Malayan Banking has three
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financial subsidi an Finance, Mayban Finance (Singapore)
and Kwong Yik Finance, as well as a 70 per cent interest in Ascam
Bankers, 4 merchant bank. Malayan Banking has majority conmrol of
two instrance companies: a 70 per cent stake in Mayban Assurance and
51 per cent equity in Universal Life and Generval Insurance (Malaysian
Business 1/4/90).

Bank Bumiputra Bhd, once seen as the flagship of Malay capital, was
Malavsia’s largest bank until the mid-1980s, when it was displaced by
Malavan Banking. Although Bank Bumipuira has remained under
government control since its inception in 1966, its equity has been
shifted aronnd among several government agencies, By 1985 Bank
Bumiputra had 95 branches, both locally and abroad. In 1991 the
bank was acquired from Petronas for RM L5 billion by the Minisiury
of Finance Incorporated.

United Malayan Banking Corporation Bhd, the country’s third largest
bank. was established by a Chinese, but eventually fell under govern-
ment controlin 1976 alter arun on the bank pro
of mismanagement. After passing through the hands of a few state-
owned and politically well-connected companies, by 1995, the govern-

ipitated by allegations

mentcontrolled Sime Darby Bhd agreed 1o acquire Datuk Km:mml
Holdings" entive stake in UMBC (see Malaysean Business 1/7/95).
1991 UMBC had 82 by |mh( s locally and nine branches abroad \moll;,
its non-hanking subsidi < were UMBC Finance, UMBC Leasing.
UMBC Nominees, UMBC Securities and a merchant bank, Asia Bank
International Merchant Bankers (7he Star 20/7/91).

The D&C Bank, the country's fifth largest bank, established in
1965 by Henry H. S, Lee, a founding member of the MCA and the
country’s first Finance minister. Lee requested, and was given, a licence
to establish the bank soon afteér he vetired from government office. By
the carly 1980s control of the D&C Bank was equally balanced between
the Lee family and Syed Kechik, who had made a fortune in Sabah as
the right-hand man of the stae’s Chief Minister until 1976, Mustapha
Harun. By 1984 the government-contolled PNB also had 10 per cent ol
the D&C Bank's equity. That same year Lee's son Alex, currently a
Gerakan vice-president, a lormer deputy minister and close to Daim, was
forced to gn as a director of the bank by Bank Negara, the cenpral
bank, after allegations of financial misappropriation. The Lee family
transferred their 33 per cent stake in the D&C Bank to Roxy Bhd, a
publicly listed company they had then just acquired. Alex Lee’s personal
interest in Roxy was financed by massive loans, some from Singapors
banks. Lee later had problems servicing these loans and apparently had
to depend on his influential political contacis, including Mahathir and
Daim, to avoid legal action.
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Badly alfected by the 1985-86 recession, which exacerbated its
debt problem, Roxy sold 20 per cent of the D&C Bank's equity 1 a
Singaporean company, United Indusirial Corporation, which later sold
this stake to the publicly listed stock-broking concern Rashid Hussain
Bhd, conwolled by the fastrising and politically connécted Rashid
Hussain (Gomez 1991a). Roxy itsell was later acquired by a Daim
protége, Tajudin Ramli, and renamed Technology Resources Industiries
(TRI). Among the D&C Bank’s other major shareholders is Japan-based
Mitsui Bank (with a 9 per cent stake), which also owns 20 per cent ol
the D&C Mitsui Merchant Bank Bhd, in which the D&C Bank also has
an interest. The D&C Bank has 36 branches nationwide and owns a
finance wing, D&C Finance, which has twelve local branches (New Straits
Times 1/3/91)

In September 1990 Malaysia's sixth largest bank. the United Asian
Bank Bhd (UAB), and the Bank of Commerce Bhd (BCB). the ninth
largest bank, announced their merger through a shareswapping
exercise, Renong Bhd, reputedly under UMNO control through busi-
nessmen closely associated with UMNO wreasurer Daim Zainuddin, had
a b4 per cent stake in BGB through two subsidiaries, Maika Holdings
Bhd., i holding company controlled by the MIC, then reportedly held
an 8 per cent stake in UAB.

UAB, once controlled by banks in India and associated with the
Indian community in Malaysia, had passed into majority Malay owner-
ship during the 1970s and come perilously close to receivership in 1956,
when Bank Negara stepped in, injecting almost RM363 million o revive
it. Bank Negara later made known its intention o divest its 74 per cent
stake in UAB for cash if an acceptable bid was made (Malaysian Business
1/10790). The UAB-BCB merger made the new concern — the name
Bank of Commerce Bhd was retained — the fifth fargest bank in the
country, After the merger, Renong, through its subsidiaries, was
believed o hold a controlling 33 per cent stake in BCB (Malaysian
Business 1/10/90), Maika Holdings' stake shrank 1o 2.7 per cent after
the merger, but in June 1991 itacquired another 1117 million shi
BCB (New 5/

Thus. within just two decades, eight of the top ten local banks, once
primarily dominated by Chinese and foreign inierests, were brought
The wo

esin

rails Tomes

under the control of Bumiputera and government compani
exceptions were the publicly listed Public Bank Bhd, the fourth largest
bank, and the Southern Bank Bhd, the tenth largest, both of which
remain under Chinese control, The Mid-Term Review of the Fifth Malaysia
Plan, 1956-1990 (1989: 73) disclosed that Bumiputera interests in the
ctor held more than 50 per cent of the equity in

commercial banking
ten of the 22 domestic banks.
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Since the increasing control over the financial sector implies corres-
ponding access 1o lucrative bank profits largely assured by banking
regulation and eredit facilities as well as power in determining and
enforcing conditions of credit, the desire o control the banking see-
tor was consistent with NEP objectives. Moreover, by developing an
oligopolistic bank ownership structure, indirect dominance over other
sectors of the ecconomy had been achieved (Herman 14 115-21).

Table 3.8 lists locally incorporated and foreign banks in terms of size
of assets, while Table 3.9 gives a breakdown of banking operations
controlled by local and foreign banks in 1990, In 1988 the five lm;,,m
local banks accounted for 53 per cent of total bank resources, 53
cent of total bank deposits, and 50 per cent of total bank loans (The Star
27/2/91). The top four foreign banks still have substantial operations
in Malaysia, with sizable branch networks and deposit bases (Table 3.8).
According to 1989 figures, the Hongkong Bank is the fourth largest
bank in Malaysia in terms of In 1990 all sixteen foreign banks had
a total of 146 hranches natonwide and held 243 per cent of total

Table 3.8 List of Local and Forcign Banks By Size of Asscts, 1990

Number Local Bank Loreign Bank

Malayan Banking Hongkong & Shanghai Bank
Bank Buuupml.l Srandard Chartered Bank
UMB i

1
2

3

4 Puhhr Bank aChinese Banking Corp.
5 D&C Bank mmx of Tokyo

6 UAB Manhatian Bank

7 Porwita Habib Bank ung Khisw Bank

8

9

Kwong Yik Bank Bank of America
: Bank of Commerce (7\0'«& as Union Bank
10 Southern Bank Lee Wah Bank
11 MUI Bank Algemene Bank Nedertand NV
12 Malaysian French Bank Bangkok Bank
13 Hock Hua Bank Deutsche Bank A

14 Pacific Bank Bank of Nova Scotii

15 Oriental Bank Security Pacific Asian Bank
16 Bank Islam United Overseas Bank

17 Ban Hin Lee Bank

18 Bank Utama

19 Bank Buruh

20 Sabah Bank

21 Hock Hua Bank (Sabah)

22 ‘Wah Tat Bank

23 Kong Ming Bank

Sources:  Malaysian Business 16/10/91; Asian Wall Strest Journal 10/7/89
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Table 5.9 Comparison of Banking Data hewween
Local and Forcign Banks, 1990

Activity Local Banks — Foreagn Banks
Total deposits RMEBZ047m RM20.366m
Total loans RM5O.478m  RM21,285m
Loan-deposit ratio 104.5%
Sharcholder funds RM2.913m
Branch nenworks 146
Numher of employees 10,079

Source: Madaysinn Business 16/4/91

commercial bank assets and 25.6 per cent of total deposits in the
banking system (Malaysian Business 16/4/91).
In 1986 the Banking Act (1973) was amended to limir the amonnt of

equity ownership by individual companies in a bank to a maximum of

20 per cent, while a family-owned company or an individual person
could own o m
amendments, however, did notapply to those who already owned more
than the newly stipulated limits before the amendment (New Strats
Times 29/ 10/86).

In 1989 the Banking and Financial Institutions Act wits passed by
Parliament, which required all foreign banks to incorporate Malaysian
subsidiaries by September 1994, Although the local subsidi
be allowed 1o remain under total foreign control, they would not be
allowed 1o open new hranches il they did not Malaysianise their

mum of 10 per cent in a financial institution; the

wies would

sharehaldings (Far Eastern Economic Reviear 6,/1/89), Witly this Act, Bank
ive powers to supervise, regulate and investigate
all financial institutions o try to ensure domestic monetary stabiliny.

Negara also had exier

The Act also prohibited hanks from providing loans to companies in
which their directors had an interest and required senior bankers to
declare their assets (Ho 1990: 7).

Although maost banks had incorporated local subsidiaries by 1994, not
all had divested part ol their equity 1o local investors, T June 1994 the
Canadinn-hased Bank of Nova Scotia entered into negotiations with the
publicly listed Tdvis Hydvaulic Bhd for the sale of a majority interest in its

locally incorporated branchs Idris Hydraulic is controlled by Ishak
Ismail. a businessman-cum-politician with close ties 1o Finance Mir
and Deputy Prime Minister Anwar Ihrahim (New Straits Times 16/6/
Meunwhile the Singapore-controlled United Overseas Bank's branch
in Kota Kinabalu was acquired by the publicly listed Linatex Process
Rubber Bhd and merged with the ailing Cooperative Cenural Bank to
form a new financial concern, the Neweo Bank Bhd, MUL Bank was
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acquired by the Hong Leong group at the end of 1993 and was renamed
the Hong Leong Bank. while 40 per cent of Bank Burah's equity was
acquired by the governmentowned Bank Simpanan Nasional, Some

other forcign hanks have incorporated their Malaysian operations —
among them the Standard Chartered Bank (M) Bhd, the Hongkong
Bank (M) Bhd, Citibank Bhd, and the Bank of Tokyo (M) Bhid - though
they have vet to relinquish any of their equity 10 Malaysian concerns
.\lﬂ/m‘\mn Buisiness 16/7/94).
restrictions posed by the Banking and Financial Institution
have become inereasingly difficult 1o obtain: the
Tast new licence wa: 1ed in 1979, The official reason for not issuing
banking licences is the presence of oo many banks serving a small
population. The government has even voiced its intention to further
reduce the number of banks in the country and has been actively pro-
moting the consolidation of existing linancial institutions. Believing that
there are far too many small banks in the financial market, the govern-
and hopes t eventually see the dominance

ng licence:

mentis promoting merge
of five or six major banks which, it claims, would help strengthen the
banking svstem (sce Asiaweek 21/6791). Apart from these banks, by
the end of 1990 Malaysia also had twelve merchant banks and 45
finance companies, with 486 branches nationwide, believed by mia
financial analysts and banking authorities to be too many for the
country, Apparently this is another reason why Bank Negara has been
enconvaging mergers of financial entities in an attempt to develop
Malaysin's financial market. The government has also been enconragi
the larger Malaysian banks to invest in a wide range of financ
lurl\hmkmg. cquity and property trust management, and
Plan

such as
nominee services (see The Star 11/7/91) . In fact the Sixth Malays
anticipated considerable financial reform: for example,
Commission Act 1992 was promulgated to establish the S
Commission in March 1993 to oversee the development of Malaysia’s
capital market and to help develop the Kuala Lumpur Stock Exchange
into a sophisticated international market (Far Eastern Lconomic Review
25/7/91: Awang 1992: 120-1).

The importance of control of the banking scctor in Malaysia®
financial system cannot be overemphasised. According to the Sixth

Malaysia Plan, the financial sector expanded by 8.4 per cent between
1986 and 1990, Its share of the GDP increased from 8.8 per cent in 1985
to 9.7 per cent in 1990, The plan also noted that the total resources of
the financial system grew at an average of 13.7 per cent per annum
from RM169 billion at the end of 1985 to RM320 billion in 1990. The
banking industry alone accounted for about 56 per cent of the total
assets of the financial system at the end of 1990 (New Straits 1

inees.
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11/7790). More importantly. the big banks shape and influence invest-
ment and economic activity more generally.

Case Study 4: The Hong Leong Group

Though the Hong Leong Co. is owned by the Singapore-hased Kyek
family, its Malaysian operations are controlled by Quek Leng Chan.
Hong Leong's vast interests in the Malaysian corporate sector are held
through three publicly listed companies: Hong Leong Credit Bhd,
Hong Leong Industries Bhd, and Hume Industries Bhd. A fourth com-
pany, the Guoco Group, controls Hong Leong's overseas invest-
ments, particularcly in the United Kingdom, Hong Kong, China and the
Philippines. These three Malaysian listed companies have an interest
in a number of other publicly quoted companies, including OYL
Industries Bhd. Nanyang Press Bhd. Bedford Bhd., Mycom Bhd.
Malaysian Pacific Industries Bhd, Hong Leong Bank Bhd, and Zalik
Bhd. Apart from thes Hong Leong owns and controls over
200 other companies, which collectively posted snue carnings ol
RM3.3 billion in 1993 (Malaysian Business 16/7/91 and 1
Hong Leong's links with UMNO gained prominence in April 1989
when one of its listed entities, Hume Industries, made a RM1.13 billion
bid to take over the ailing Multi-Purpose Holdings, the quoted con-
glomerate originally developed by the MCA. The Hong Leong Group's
simultancous announcement that the UMNO-controlled UEM had
awarded Hume Industries a RM500 million supplies contract for the
privatised North=South Highway project led 1o speculation that there
would be a tie-up between UEM and Hume Industries. The issue of such
atie-up arose when Hong Leong did not declare its intention to take up
s entitlement in the three-for-two rights issue that Hume Industries had
proposed to facilitate its takeover of Multi-Purpose Holdings. Many in
the Chinese community were concerned that if Hong Leong Co,
relinquished its rights to a third party representing UMNO, control ol
Multi-Purpose Holdings would fall into the hands of the Malay party
(Gomez 1990: 130-1). Although Hume Industries’ bid for Mult-
Purpose Holdings was eventually called off, Hong Leong allowed an
obscure Bumiputera company, Jaguh Mutiara Sdn Bhd. to obtain a
s in Hume Induastries by acquiring the rights
sues that it had renounced (Gomez 1994: 211-16).
Jaguh Mutiara was owned by Ismail Rashid and Anwar Batcha bin
Ihram Ghaney, Ismail Rashid, a former director of UEM, is currently a
director of Time Engineering Bhd, a publicly quoted company con-
trolled by UEM. Anwar Batcha, once managing director of Time
Engineering. was an executive of Peremba Bhd, when UMNO treasurer

companie

majority 24 per cent stal
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Daim Zainuddin chairman of the company. In April 1990 Fleet
Group Sdn Bhd, UMNO's main holding company, acquired the entire
cquity of Jaguh Mutiara, thus obtaining an indirect stake in Hume
Industries (Gomez 1994: 94-9).

The Hume Industries=Fleet Group link was the first major tie-up
between companies controlled by Quek Leng Chan and those associ-
ated with UMNO. Later, in 1991, a significant portion of Hume Indus-
tries’ §4.9 per cent interest in the listed Chinese newspaper company
Nanvang Press was acquired from companies linked 0 Wan Azmi Wan
Hamzah, chairman of the Malay and National Chambers of Commerce
during 1992 10 1995, who had also worked under Daim at Perembi.
Wan Azmi had acquired his stake in Nanyang Press in June 1990
through his listed (lagship, Land & General Bhd, via a share swap worth
RMB0 million (7he Star6,/8/90). Barely cight months later, in February
1991, Land & General sold its Nanyang Press equity for RM52 million 1o
Peninsula Springs Sdn Bhd, whose major shareholder was Ismail Abdul
Rashid, also archolder of Jagubh Mutiara (New Straits Times 9/2/91).
A month later, Peninsula Springs divested its interest in Nanyang
Press to Hume Industries, @ company in which Quek and the UMNO-
controlled Fleet Group both had major intere:
91). By April 1 Hume Industries had rveduced its stake in
s 10 75 per cent, This meant that UMNO indirectly had —
via the Fleet Group, Jaguh Mutiara, and Hume Industries = a significant
stake in Malaysia's leading Chinese newspaper, Nanyang Siang Pau,
controlled by Quek.

Apart from Quek’s ties to UMNO through Nanyang Press and Hume
Industries, it was disclo 'y 1990 that another Hong Leong—
related company, its listed brokerage concern, Zalik Bhd, was collabor-
ating with a number of other companies closely connected to UMNO 1o
establish the Knala Lumpur Options and Financial Futures Exchange
(KLOFFE); this financial futures trading exchange was (o be owned by
KLOFFE Sdn Bhd, a consortium which included three listed companies
apart from Zalik: Renong Bhdl, reputedly UMNO's main
NSTP, then controlled by Renong, and the leading Malaysian securities
firm, Rashid Hussain Bhd, owned by the politically connected Rashid
Hussain.

Interestingly, Wan Azmi's Land & General had an 18 per cent stake in
Rashid Hussain. Hong Leong Credit owned 38.2 per cent of Zalik's
equity which in turn owned a 20 per cent stake in the Ban Hin Lee Bank
Bhd. The bank, incorporated in September 1935 by the Penang-based
Yeap family, went publie in 1990; it then had eighteen branches and was
ranked twelfth in terms of asset size. Another major sharcholder of Zalik
equity, with a 12.5 per cent stake, was Zahari Abdul Wahab, a director of

s (New Strarts Times

ted company,
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Fibroceil Manufacturing Sdn Bhd, which owned an interest in Time
Engineering, controlled hy UEM and Renong. Apart from Quek Leng
Chan, Mohd Sofi Abdul Ghafar, son of former Deputy Prime Minister
Ghafir Baba, also sits on ik's board of directors

It was, however. only after the management buy-out of TV3 — then
Malaysia's sole private television network —and NSTP was announced on
3 January 1993 that the link between Quek and Anwar became clearer.
It is widely believed that the buy-out of these two important media
companies from the Renong Group was in the interest of Finance
Minister Anwar Ibrihim, who was then preparing to bid for the deputy
presidency of UMNO.

The management buy-out of a controlling 48.01 per cent stake in
NSTP and 43.22 per cent o TV3 equity was valued at a phenomenal
RMS00 million, and exccuted through Realmild Sdn Bhd, a company
owned by four senior editors and exeeutives of NSTP: its managing

divector Khalid Haji Ahmad, its Senior Group general manager Mohd
Noor Mutalib, New Straits Times Group editor Abdul Kadir Jasin, and
Berita Harian Group editor Ahmad Nazri Abdullah. Since Realmild
had a paidup capital of just over RM100,000 and hardly any asset
base, it had 10 include another publicly listed company in the cor-
porate exercise. Two days after Realmild disclosed its bid for NSTP and
TV3, the Malaysian Resources Corporation Bhid (MRCB), @ financially
beleaguered but listed property development firm, recently acquired

by the Hong Leong Group, announced that it would acquire Realmild,
thus obtaining control ol the two media companies. Part of Realmild's
reverse takeover of MROB was financed through the creation of 275
million new MRCB shares, which meant that the Hong Leong Group
had to relinguish control of MRCB. On MRCB's hoard of directors
during this reverse takeover were Wan Azmi (chairman) and Mirzan
Mahathir, son ol the Prime Minister, both of whom. along with most
of MRCB’s other directors, relinquished their positions in the com-
pany after the appointment of the four NSTP executives o the MRCB
board.

In Angust 1992, just four months before the management buy-out,
the Hong Leong Group had made a general offer for MRCB, securing ¢
52 per cent mijority stake in the company, By November 199
Hong Leong had reduced s stake in MRCB 1o a mere 10 per cent. Tt
is believed that the government-owned HICOM Holdings Bhd picked
up at least 20 per cent of Hong Leong's MRCB equity. Ownership
of HICOM Holdings was then held by the Ministry of Finance Incor-
porated, the holding company of Anwar’s Finance Ministry. These trans-
actions suggest that the Hong Leong Group played a key role in
facilitating the buy-out for the NSTP exceutives,

2, however,
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Before the management buy-ont, the lavgest to date in Mala
corporate history, market speculation had been rife that control of
P and TV would be taken from the UMNO-linked Renong (vxnup
this was reputedly controlled by D: inuddin through Halim Saad,
who had been out of favour with Anwar since early 1991 after dis-

im 7

agreements over the management and editorial control of NSTP. The
buy-out was thus attributed 1o Anwar's unhappiness with Halim, even
though the latter is a protége of Daim, who backed Anwar's bid for
UMNO's deputy presidency. Control over these media companies was
expected 1o be passed to busine: S Iy linked to Finance
Minister Anwar who apparently “.nm—d to ensure more personal, albeit
indirect, control of the two profitable and strategic media organisations
before the UMNO party election due in November 1993; NSTP not only
publishes the leading English and Malay dailies, Neaw Straits Times and
Bevita: Havian, bhut also a host of other newspapers and  magazines.

s control over these papers and over TVS and the other Malay
language daily, Ctusan Malaysia, played a crucial role in his succ
bid to wrest the UMNO deputy presidency from Ghatar Baba (see
Gomez 1994) .

To ensure the lnancial
compitny was
having any relevant experience. In August 1993 MRCB announced its
acquisition of an 80 per cent stake in Sikap Power Sdn Bhd, an obscure
company given a licence to set up a RM3.4 billion power gener
plant 1o supply electricity to the corporatised national electricity
generation and distribution company, Tenaga ional Bhd (TNB),
ata gu nteed purchase price ensuring handsome profits (The Star
3/7/93). The licensed independent power producer Sikap Power then
also acquired a per cent interest in a publicly listed plantation
. Malakoff Bhd. Later MRCB disclosed that it would be part of a
consortium — comprising the government-controlled Sime Darby Bhd
and TNB, as well as a subsidiary of the Negeri Sembilan State Economic
Development Corporation = 1o construct and operate a power plant in
Negeri Sembilan (New Straits Times 25/6/93). In mid-1994 MRCB
received a potentially profitable cellular telephone licence from the
government despite its lack of experience in the telecommunications
industry (Far Eastern Economic Review 14/7/94).

In November 1993, just after Anwar became UMNO deputy president,
the Hong Leong Group announced — after a protracted attempt since
January 1993 — its RM 1.1 billion takeover of the MUI Bank Bhd, and its
financial subsidiary, MUI Finance Bhd, from Khoo Kay Peng, who
apparently ‘was railroaded into selling the bank’ after falling out of
favour with senior UMNO leaders in the late 1980s (sce Asian Wall Street

tes clo:

sility of the once ailing MRCB, the
rded Tucrative projects and contracts despite not

ation

conc
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3): Khoo allegedly had a ‘close relationship® with
former Finance Minister Tengku Razaleigh Hamzah, who had become
leader of the opposition Parti Melaya Semangat 46 (Heng 1992; 137)
The Hong Leong Group, which has long sought but failed 1o secure a
bank licence in Singapore, not only got speedy approval from Anwar’s
Finance Ministry for the takcover but was also exempted from com-
plying with Malaysia’s hanking rules (the Banking and Financial
Institutions Act) which limit the shaveholdings of any individual cor-
porate shareholder of a bank to no more than 20 per cent (Asian Wall
Street Journal 12/11/98). Approval was given although the Hong Leong
Group had also developed a significant interest in the Ban Hin Lee
Bank, which the group subsequenty divested most of. The MUI Bank
was a much larger concern than the Ban Hin Lee Bank, which is still
controlled by the Penang-based Yeap family despite Hong Leong’s
protracted attempts 1o secure majovity ownership.

The MUI Bank has since been renamed the Hong Leong Bank, while
MUTI Finance has been renamed United Merchant Finance Bhd, and
injected into a new investment holding company, the United Merehant
Group Bhd (UMG), and listed on the KLSE in August 1994; offered for
 RM2.75 per share, each UMG sl
when the shares began trading (The Star 19/8/94). A day after
2 per cent of UMG’s equity was sold by the Hong Leong

sale

re yielded a premium of

listing,
Group to another publicly listed entity, Advance Synergy Bhd, con-

wolled by Ahmad Sebi Abu Bakar, another reputedly close business
associate and contemporary of Anwar Ibrahim at the University of
a (The Star 20/8/94).

Hong Leong had not been interested in acquiring MUT Finance
from Khoo Kay Peng since the Group already had its own well-
established finance company, Hong Leong Finance Bhid; Khoo, how-

ever, was unwilling to relinquish his stake in the bank unless Hong
Leong also agreed 1o acquire the finance company (Asian Wall Street
Journal 12/11793), Advance Synergy acquired the UMG stocl ashare

vap: its B0.1 per cent stake in a merchant bank, Perdana Merchant
s Bhd, was injected into UMG in exchange for UMG shares.
UMG also acquired another 20 per cent stake in the merchant bank
from Vincent Tan's Berjaya Group. Along with this acquisition, UMG
also acquired Hong Leong Credit Bhd's 41,1 per cent stake in the Ban
Hin Lee Bank. In exchange for these acquisitions, 141.9 million new
UMG shares were issued, which almost doubled UMG's paid-up capital,
from RMI80 million to RM321.9 million; this meant that although the
Hong Leong Group remained a shareholder of UMG, Ahmad Sebi's
Advance Synergy has a controlling 39 per cent stake in the company
(The Star20/8/94: The Sun 5/9/94). Hong Leong's reduced interests in
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UMG and the Ban Hin Lee Bank = by allowing Advance
into UMG — has involved developing interlocking intes with yet
another politically influential businessman: in fact the UMG acquisition
only transpired after Advance Synergy had aborted its attempt 10
acquire a direct 32.8 per cent stake in the Ban Hin Lee Bank from the
Hong Leang Group (The Star 20/8/94). Hong Leong Bank was publicly
fisted in October 1994 ata substantial preminm. With this crucial bank
acquisition, the Hong Leong Group in Malaysia has managed o further
diversily its interests over many key industries in the country, including
the media and manufacturing (see Figure 3.3).

In response to allegations of close links between the Hong Leong
Group and Finance Minister Anwar, a senior exceutive ol the Group
claimed that these ties were ‘not political” and that there wus 'no harm
aligning ourselves 10 the government (The Straits Times [Singapore]
1/12/93). When queried on the matter, Anwar insisted that he did
not “lavour any group. As long as everything is in order and it benefits
the cconomy, business proposals will be approved' (The Straits Times
[Singapore] 1712/93: Malaysian Business 1/3/94).

This case study, however, reveals how the collaboration between
influential Malay politic and Chinese businessmen has provided
mutual benefit to both parties. The fact that MULwas only taken over by
Hong Leong after Anwar's ascendancy in November 1993 also suggests
that it may not have heen politically expedient for Anwar if the tran
actions had been concluded before the election. Allowing a Chinese,

nergy to buy

Figure 8.3 The Hong Leong Co. Group'’s Malaysian Operations Simplified
Corporaie Structure, 1993

Hong Leong Co. (M) Bhd
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Source:  The Straits Times (Singapore) 1/12/93
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vather than a Malay, 10 gain control of the previously Chinese-owned
MU also implies that the Chinese are not being completely shut out of
the highly controlled banking sector, which was an important signal
before the 1
proved 1o be an important factor in the Barisan N
in the general election which was primarily atributed

5 general election: such corporate deals subsequently
onal’s over-

whelming victor

tothe non-Bumiputera support it secured (see Gomez 1996a). The
Hong Leong case study also suggesis that Chinese business groups
who have co-operated with Malay power-hrokers have achieved greater
success than other Chinese businessmen and institutions

Case Study 5: Shamsuddin Abdul Kadir and the Sapura Group,

Shamsuddin bin Abdul Kadir, a British-trained elecirical engineer,
1 his career in 1959 with the Telecoms Department. He left the
public wility in 1971 1o join United Motor Works Bhd (UMW), then
controlled by the maverick Chinese entrepreneur Eric Chia. In January
975 Shamsuddin incorporated Sapura Holdings, using it 1o buy out
(from UMW) its payphone manufactarer, Uniphoric Warks Sdn Bhd,
renaming it Uniphone, The government became the company's main
customer, and lucrative contracts from the Telecoms Department were
mainly responsible for Uniphone's rapid development. When its ten-
year contract 1o supply and operate payphones in urban areas expired in

December 1988, Uniphone obtained a fifteen-year extension. From
1977 unuil 1989, the company was also the government's sole supplier
of telephones 1o the Telecoms Department. In 1976 Uniphone was also
awarded a RM2.5 million cable
(Malavsian Business 1/4/92, 1/

1993: 2-28)

aving contract by the
/93: Chieong 1993 296

government
305 Mansor

1 June 1984 Sapura Holdings acquired a majority stake in the
forcign-controlled Malayan Cables Bhd, then the smallestof three cable-
manufacturing and distributing companies listed on the stock ex
change; the following year Sapura Holdings sold all its equity in Uni-
phone to Malayan Cables in return for a larger stake in the company. In
1988 Malayan Cables acquired its new name, Uniphone Telecom-
munications Bhd. By 1992 Shamsuddin’s interest in his main publicly
listed concern came to M.62 per cent (KLSE 17 (1) 1991: 213-16).

Apart from Uniphone Telecommunications, Sapura Holdings also
has i majority 69.5 per cent stake in another quoted company,
Telecommunications Bhd, publicly listed in December 1990, Incorpor-
ated on 23 May 1983 as Rilla Holdings Sdn Bhd, the company initially
served as an investment holding company for Sapura Holdings. Among
Sapura Holdings injected into Sapura Telecommuni-

the companies
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cations were Uniphone Usahasama Sdn Bhd, a telephane cable network
operator, Teledata Sdn Bhd, a telephone manufacturer, and Komiel Sdn
Bhil, & paging services operator. By 1992, when Uniphone Telecom-
munications sold 40 per cent of its equity in Uniphone, the latter was
also selling phone cards and distributing Apple computers nationwide,
in addition to manufacturing and installing telecommunication equip-
ment. In return, Uniphone Telecommunications obtained a 39 per cent
stake in Sapura Telecommunications. thus allowing Sapura Holdings 1o
have cross-holdings between the two listed entides, Shamsuddin is
exceutive chairman of both Uniphone Telecommnimnic
Telecommunications (KLSE 17 (1) 1991: 396-9; Malaysian Business

2; Cheong | : 300=2). By 1993 the net worth of Shamsuddin
takes in Uniphone Telecommunic:

ations and Sapura

tions and Sapura
ations was estimated at RM215 million, while the rnmhlnnd
s RM 1.2 billion ( Malaysian Business

communi
capitalisation of both companies v
/7793, 1/8/93).

Shamsuddin acknowledges his close relationship with Prime \
Mahathir. Rameli Musa, the vice=chaivman of both Sapura and Uni-
phone, who ownsa 10 per cent stake in Shamsuddin’s holding company,
Sapura Holdings. is reportedly “a confidant’ of Deputy Prime Minister
Anwar Ibrahimg they were schoolmates at the Malay College in Kuala
Kangsar and also active together in Angkatan Belia Islim Malaysia
(ABIM, or the Malaysian Islamic Youth Movement), of which Anwar was
president for many s (see Malaysian Business 1/7/93,1/8/93),

Shamsuddin has also served as a director of Permodalan Bersatu Bhd,
once the holding company for the UMNO co-operative KUB. In July
1987 Uniphone Telecommunications acquired a 20 per cent stake in
TV3 from the Fleet Group. then UMNO's most important holding
company. In February 1989, however, not long after TV3 was listed on
the KLSE, Uniphone Telecommunications divested its entire inte
the company to the Berjava Corporation Blid. a listed company con-
trolled by Vincent Tan Chee Yioun, another businessman who has culti-
vated strong political ties (see Case Study 10, p. 152). Shamsuddin,
howeve ains a small interest in TV3 and remains a director of the
company (Gomez 1990: 74=7),

Despite these close links with UMNO leaders and companies, Sapura
Holdings has developed a strong reputation for its entreprencurial
capabilities. After first obtaining government contracts 1o supply tele-
phones, Sapura Holdings teamed up with upuml)l( international
telephone fa ers, such as German-based Siemens and Bel-
gium's Bell Telephone, to move into manufacturing. Then, alter placing
much emphasis on research and development, the company began 1o
manufacture its own telecommunication products. Since then Sapura

inister

Lin
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Holdings has launched the first Malaysian-designed welephone, the first
locally manutactured mini-PABX welephone system, and even the
world's first voice-activated, handsfree telephone. The company has
also developed its own direct paging software program, a supervisory
control and data acquisition (scada) system, phone cards, eredit card
telephones, and intelligent pay phone software (Mansor 1993: 1-28). In
1990 Sapura Holdings even established a subsidiary, Sapura Research
Sdn Bhd, specifically to develop new telecommunications equipment
(Mansor 1993: 1-28).

Sapura Holdings has also moved beyond relying on government
conracts to venture abroad; to date the company has secured inf
structure

contracts in Brunei, Viemam and Indonesia. The company has
also established joint ventures with foreign companies, like US-based
Hewlett-Packard [or marketing purposes, and with Sumitomo Electric
Indusiries Lid, the largest Japanese manufacturer of wires and cables, 1o
develop its manufacturing base, Sapura Holdings has also formed a joint
venture with Sumitomo and another Japanese concern, the Marubeni
Corporation, to undertake major cable-laying contracts in Malaysia, and
with an Indonesian company, P. T Catur Yasa, 1o p
installation contract on the
Mansor 1993: 3-4).

While Shamsuddin greatly benefited from state patronage during the
carly years of Sapura Holdings development. he has deployed the rents
v

articipate in a cable
and of Sumatra (Cheong 1993: 301—4;

ole 1o him well to develop an internationally competitive manufac-
turing capacity for technological innovation. The productive manner in
which he has used government-allocated rents makes him an important

example of how rents can be used w promote genuine industrial entre=
preneurship. Unlike most other NEP rentier beneficiaries. Shamsuddin
had had some expertise and experience in the field of telecom-
mumnications when he was first awarded the rent opportunities by the
state: it does not seem that he has relied heavily on party-political
influence 1o gain access to yet more rents (Mansor 1995: 5-6). In a sense
his own success has won him more opportunities. Such performance
criteria have become inereasingly significant in recent years and helps
explain why rentier activity has not undermined Malaysian growth.
Furthermore, Uniphone Telecommunications and Sapura Telecom-
munications have expanded without becoming involved in the often
intricate and extensive mergers and acquisitions (and asset swapping)
which have come 1o characterise the corporate wheeling and dealing of
many other newly emerging Bumiputera capitalists since the mid-1980s
Apart from its short- term interest in TV3, the growth of the Sapura
Holdings Group is primarily atributable o its focus on the telecom-
munications industry, where its expertise lic




Privatising State Assels

Promoting Privatisation

T Malay ation is used rather loosely by the gov-
ernmentand the media o reler to a broad range of measures from the:
partial divestment of ownership (of an activity or enterprise) from
the public to the private sectors, o the licensing of private competitors
inan activity previously dominated by the public sector, or to the private
management of a public sector activity. Whichever way the term is used,
privatisation generally involves new control of economic activities as well

impli lfare of consumers and employees.

ia the term privs

tions for the economic w
The political dimensions of privatisation can become more pronounced
when the welfare impact of the policy is unevenly distributed among the
population. In view of the multi-ethnic composition of the Malaysian
population, there is keenvinterest in the ethnicity ol ownership, giving
privatisation in Malaysia even greater political i i

In the 1970s and early 1980s. during implementation of the NEP,
public sector investment increased subs
figures:

antially. According 1o official

T 1981, the value of investments indertaken by the public sector agencies
amounted 10 M§2.527 billion or 27 per cent of the total public sector
investments ... In 1982, federal-government equity in government-owned
companies amonnted to M$1L28 billion, whilst loans advanced were M§7.2
billion and inyestments in lederal statutory bodies were M$13.5 billion. The
size of the government i as at S ber 15, 1987, amounted 1o
M$5.739 billion or 78 per cent of the total puid-up capital of these ag
(Malaysia 1989: 216-17)

Despite the government's extensive investments, rapid public sector
expansion under the NEP was generally deemed 1o have led to a bloated

75
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burcaneracy, inlerior services, cconomic inefficiency, high costs, low
productivity and limited innovation, There were a number of reasons
contributing 10 the poor performance of public enterprises
es in M
expected to maximise several often conflicting objectives: state-owned

ather countries, the mianagers ol public enterpri

enterprises are expected to fulfil certain social (that is, redistributive)

o
maximisation. Such mixed ohjectives tend to undermine the efficient

usually associated with the NEP, besides efficiency and profit

Moreover, there is

and profitable aperation of these public enterpris
nsually no proper system or eriterion for evaluating and giving priority
1o these ohjectives: thus even social priovities are usually vaguely
targeted and so rather arbitvarily reflected in the administraton and
implementation. Furthermore, the ostensible social goals of most public
enterprises have often meant that managers and burcaucrats have been
expected 1o tollow divectives trom politicians who use these enterprises
for personal economic or political gain (for example o augment
support, during both party and general elections) 1o the derriment
of the enterprises themselves, Another factor contiibuting - the
inefficiency of public enterprises has been the serious shortage of
competent Bumiputera managerial expertise, especially in the 1970s.
Consequently most managers (including seconded and vetived civil
servants) in these enterprises were often inesperienced and unable 1o
manage elficiently; inevitably, decisions taken were notalways in the best
interest of the enterprises, Despite the limited experience of those
running these public enterprises, very little monitoring, letione finan-
cial discipline. v
when (unds readily Nowed in before the fiscal
mid-1980s, This “solt hudger constraim’ veflected in limited super-
visiom and evaluation of management, with audits seldom undertaken,

exercised by their governiment financiers, especially
nd debt erises of the

Although there were many overlapping objectives and functions within
the numerous. public enterprises established, there was linle co-
ordination among them, Finadly. since there was limited auditing, trans-
pareney and accountability, public sector expansion tended to encotr-
age the emergence of sell-aggrandising rentier managers, rather than
disciplined, competent and enwreprencurial administrators (Kasper
1974: 87-8: Gomer 1994 14-21),
Inevitably, most public enterpris
entreprencurial ethos, which had the effect of impeding profitability.
They were heaily dependent on government funds and preferential

s in Malaysia lacked a competit

access to business opportunities, while remaining immune from finan-
es. Evidently, while bureau-
administration, they were
ise that the

cial discipline and competitive market fore

crats may have heen comperent in matters of
ive intervention exerc

neither prepared 1o tackle the mas:
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NEP actually entailed nor wained for coming up with the kinds of
commercial strategies required of them. i spite of this, and in view of
the social functions these public enterprises were suppe

the substantial funds invested in them, their managers assumed that
there was litle likelihood of liquidation even if they performed poorly
and losses mounted. These losses or low profits and wastage of
al burden and

investment resources increased the government's fis
slowed cconomic growth, In 1984, for instance, the Ministry of Publi

Enterprise could report the annaal returns of only 269 out of a wotal of
900 public enterprises; their umulated lasses came 1o RMI137.3
million (Supian 1988: 120-5; Kamal and Zainal 1989: 22-3). According
to one World Bank report, another disincentive to profit-making hy
these enterprises was the threat of takeover by trust agencies like PNB,
which had a proclivity for searching out ‘the most profitable companies
[or rakeover, which are precisely those most covered by the parent
organization. In such an environment, some crosssubsidization, or pro-

vision ol uneconomic services, then serves to minimize the threat of
transfers’ (World Bank 1989: 60-1) (see Chapter 3).

While the government was better able to absorb such costs during the
1970s when growth and ¢ high, especially after Malay:
beeante a net petroleum exporter in the mid-1970s, and as prices of
other pri products vemained reasonably buoyant, this was no
longer possible by the mid-1980s, when the economy slipped into
recession, official revenues fell, the yen appreciated, and actual
production operations ran into serious problems in the mid-1980s.
Falling oil prices between 1982 and 1986, the collapse of the tin market
in 1985, as well as the declining prices of Malaysia’s other major exports
—rubber, cocoa and palm oil (after 1984) = contributed 1o the economy
registering a minus [ per cent growth rate in 1985,

Exacerbating the recession were declining trading conditions [or
Malaysia. Besides the growing protectionism in the West, Malay:
experienced declining terms of wade, for instance as muchas by 17 per
cent between 1981 and 1982, which incre
deficit (Adam and Cavendish 1994). Capital flight inereas
investment continucd 1o decline [rom the mid-1970s, and uncmploy-
mentrose steadily when the government could no longer atford to raise
public spending after 198!

Another factor contributing to Mala s economic malais
mid-1980s was the government's heavy industrialisation strategy
promoted by Prime Minister Mahathir. In an atempt to diversify the
country's industrial sector and to compensate for declining private
investments with increased public investments, Mahathir launched his
(import-sul ) heavy industrialisation program in the face of

e
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widespread criticism and protest, even from within his own cabiner,
Understandably there was much reluctance on the part ol private
capitalists to make mas

investments in heavy industries because of
the huge capital investment required, the long gestation periods, the
lack of relevant 1 xpected heavy
reliance on government protection and subsidies; with the NEP-inspired
practice of ‘ethnic bypass’, the government also seemed reluctant to
involve Chinese Malaysians in these projects ( Jomo 1994), HICOM was
therefore set up to pursue the heavy industrialisation program by col-
laborating with foreign, mainly Japanese, companies to develop a variety
of industries, ranging from steel and cement production to the Nagship
manutacture of a national car. To finance these initiatives, the govern-
ment resorted w massive borrowings from abroad, mainly from official
Japanese sources (see Malaysia 1986, 1980).

As a result ol these invesunents in heavy industries, average annual
public sector investunent in commerce and ndustry leapt from RMO
Dillion in 1978=-80 to RMO.9 billion in 1982 and RM LS billion in 1984
(Malaysia 1986). Not unexpectedly, the companices established through
THCOM ar first turned out o be losing concerns, By 1989 even the
government's Mid-Tirm Review of the Fifth Malaysia Plan Tad 10 concede
that although

hnological expertise, and the

the piblie sectar contined 1o plav the leading role in the developnent of
heavy industries ..o geneval. the performance of heavy industry projects
sponsored by the public sector was Tar from satistaciory. A number ol these
projects sutfered heaw financial losses due 1o the sluggish domestic market
and the inabiling of the industries concerned 1o compete inintermational
markets, (Malavsia 1980 196)

Eventually the government had to bring in Japanese and Chinese
Malavsian managers to run most of these industrie

though it has to be
said that the economic boom from the late 19805 also proved crucial in
wurning around the Tinancial performance of these heavily protected
industri

From 1980, as the nation turned increasingly o foreign loans to uy
1o spend its wav out of the recession, Malaysia’s accumulated public
sectar foreign debt grew from RMA4Y billion in 1980 to RM28.5 billion
in 1987, Including loans from domestic agencies, total public sector
borrowings increased from RM26.5 billion in 1980 1o RM100.6 billion
e 1986 ( Jomo 1990: 186). In 1983 4 massive two-thirds of total govern-
ment debt expenditure on public enterprises was attributed 1o only 27
of over 1000 public enterprises (Khoo 1992: 52). By 1987 public enter-
prises accounted for more than a thivd of the public

cetor’s out-

standling debtand more than 50 per cent of total debt servicing (Jomo
1990: 156).
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Poor management and wi re not the only
lactors contributing 1o the mediocre economic performance of the
public enterprises: abuses of power also resulted in grear losses.
Malaysia’s second largest bank (in terms ol assets), the government-
owned Buank Bumiputra, for example, was involved in the infamous
RM2.5 billion BMF scandal, while Pernas was used 1o buy UMB
from Daim Zainuddin at a high price. After these affairs both enter-
prises declared phenomenal los Bank Bumiputra had 1o be kept
afloat with massive state funds from Petronas, the cash-rich national
petroleum agency.

To enconrage foreign investment to help revive the cconomy, an
ommodative Investments Promotion Act was enacted in 1986, 1t pro-
vided generous tax holidays and pioneer status for periods of five years,
renewable in some ¢ Lor up 1o ten years, for invesunents in export-
oriented manufacturing and agriculture as well as tourism, To promote
domestic private investment, the government in 1987 again amended
the Industrial Coordination Act’s stringent Bumiputera investment and
employee exemption limits for licensing of manufacturing enterprises
(Koh 1990: 233-1), The government even cither suspended or relaxed
some NEP requirements to promote investments. These policy moves
coupled with favourable external market conditions, resulted ina re-
surgence of exportoriented manufacturing, largely under the auspices
of forcign — especially East Asian — capital, which reinvigorated the
cconomy enough for it to register over 8 per cent annual growth since
1988 ( Jomo and Edwards 1993; 33-8).

Anothier new policy initiative to tackle Malaysia®
problems was privatisation, which appeared on the policy agenda as the
government came under increasing pressure from multilateral and
The shift towards
more private sector—oriented development policies by major multi-
lateral [inancial agencies, such as the World Bank, the Asian Develop-
ment Bank, and the nternational Monetary Fund, was enconraged by
onomics that followed the
nand the United
avour of private

ik financial discipline w

B

domestic cconon

bilateral institutions o institute cconomic reforms

the “counter-revolution” in development e
resurgence of conservatism. The governments of Br
States in the 1980s were particularly strongly biased in
enterprise, and advocated policies to deregulate economies, reduce

government economic intervention and curb government spending,
Swayed by this new disposition towards development led by the privite
sector, these multilateral agencies also argued against extensive govern-
ment involvement in the economy (Cook and Minogue 1990: 390;
McKenzie and Lee 19912 3; Donahue 1989: 1).

The 1983 announcement of privatisation in Malaysia was a radical
move since it involved a reversal of the state’s earlier promotion of
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public enterpri ostensibly 1o boost economic growth, redistribute
wealth and create opportunities for employment. Apparently Mahathir
had long been of the opinion that public enterprises should only serve

as i temporary vehicle for ereating a Bumiputera property-owning class
(Mahathir 1981). Ironically, :
1981, public enterprise spending iner
heavy industries — until the mid-1980s. Mahathir also sa

ter his appoinument as prime minister in
s — mainly to finance his new

2

W privatisation as
tion of

a crucial means ol sponsoring the emergence and consolid
Malay rentiers, whom he hoped would somehow transfori themselves
into an internationally competitive industrial community. So it is quite

possible that even without external prompting or the fiscal debt crisis of
the mid-1980s, privatisation may have been pursued by Mahathir as a
policy 1ol for the promotion of Bumiputera capitalism.

The Prime Minister and then Finance Minister Daim Zainuddin had
both believed that excessive growth in the public sector and state inter:
vention in the economy had resulted in declining private investments
and the country’s economic slowdown. In introducing it in 1983
Mahathir (1989: 10) said that he saw privatisation as ‘the transfer of
government services and enterprises 1o the private sector’ because, as

he was now ready 1o concede publicly, *companies and services owned

and managed by [the] government have been less successful or have
run at a loss hecause the government'’s management methods differ
greatly from those of the private sector’. Mahathir's new private sector—
oriented preseriptions meant the severe curtailment of public enter-
the

prise growth in the economy and promotion of the private scctor
new engine of growth, especially after the mid-1950s,

Thus when the officially stated objectives of privatisation were
reiterated with the announcement of the government’s Privatisation
Master Plan; released in February 1991 (nearly eight vears afier the
policy was first announced), the government, as expected, voiced its
hope that implementation of the policy would reduce the number

of public sector personnel as well as its own financial and administra-
tive burden, The plan also repeated the Prime Minister's elaim that by
promoting competition, privatisation would improve efficiency.
late private entreprenenrship and encourage investment. Privatisation
would, of course, ultimately reduce the size and presence of the public
sector in the cconomy (sce Malaysia 1991¢: 21)

Since privatisation is, in effect, denationalisation, it was also str
that the policy would be consistent with the NEP. Anticipating Bumi-
putera apprehensions that the community would not benefit from
privatisation, Mahathir was quick to state that ‘it would not negate the
objectives of the NEP. The Bumipuieras will get their share, both in
terms of equity and in employment” (quoted in Gomez 1991b). In fact,

stimu-
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as mentioned, Mahathir was already of the view that privatisation fitted
in with his redistributive plans for Bumiputeras as he believed there
s now enough people whe could acquire privatised enuties and
manage them profitably if given the chance. Milne (1986 1374-5) sug-
gests that the Prime Minister also promoted privatisation to undermine
the ‘subsidy mentality’ among Bumiputeras that the NEP had en-
couraged, hoping that with control of lucrative privatised assets, Malay
businessmen would operate their businesses independently of further
state patronage.

Given the highly politicised access to business opportunitics for
Malaysia’s corporate sector since the 1980s with UMNO's enhanced
political hegemony, the privatisation policy was bound 1o have an impact
on politics. Some claimed that since the private secior —and not public
enterprises — now the main vehicle for economic development, political
influence on the economy through public enterprises, especially for
patronage, would be checked. This argument, however, is flawed. Sub-
stantial corporate stock had been captured through political patronage
and was controlled by an elite few connected with the UMNO leader-
ship by the late 1980s (see Gomez 1990, 1994); this often also er ured
privileged and continued access 10 patronage, especially with privatis-
ation, thereby reinforcing their positions in the party and in business.
Politicians who had exploited their political influence to help busin
men expand their corporate interests and those who had cultivated
with members of the business community found that they
had an advantage over other aspiring politicians, especially during
As Craig (1988: 257) has noted, given its rather unique
ss complex’, privatisation in Malaysia is
rrangement of economic and political

we

close

elections
*political/burcaucratic/busine:
‘unlikely to be more than a re
powe

Forms of Privatisation

As in most other countries, privatisation in Malaysia has primarily
entailed divesument of stac-owned enterprises, although various other

d 1o implement the policy. Among the most

ysian International Shipping Corporation
(MISC) in 1987, Malaysia Airlines Bhd, HICOM Hul(lmgﬁ Bhd and
Petronas Dagangan Bhd in 1994, and Petronas Gas

In some cases public enterprises had first to be corpor: .nmerl before
divestment through public listing. With corporatisation the status of
these public enterprises would be changed to that of a public limited
company, with the government still retaining ownership: this has helped
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1o ascertain the public enterprise’s financial position, to inwoduce
lor

managerial reforms, and to make the company more “marketable
launch in the stock market ( Jones 1991). Syarikat Telekom )
Bhdl, for mple.was incorporated in 1987 1o take over the activities of
the Telecoms Department. while Tenaga Nasional Bhd was established
to take over the National Electricity Board. In hoth instances, the equity
ol these corporatised entities was later offered for sale 1o the public v
listing on the Kuala Lumpur Stock Exchange.

The “contracting out’ of services previously provided by the public

alaysia

5o initiated by the government. Among the various activities

- contracted ont ave parking services and garbage

disposal, Port Kelang's container terminal services and the Telecoms
Department’s RM2.5 hillion telecommunications development projects

(Kennedy 1995).

Licences were also issued in certain sectors to allow competition
where the government had previously enjoved a monopoly. In 1983 4
licence was issued to Sistem Televisyen Malaysia Bhd 1o run a third
television channel, TV3; the other two were government-owned. In 1993
a licence for a fourth television network, Metro Vision, was issued 1o a
company controlled by the Melewar Group, while a licence wa
given ont to establish a cable television network in 1994, To promote the
fledgling Malaysian telecommunications industry, numerous licences
have been issued for cellular phones and satellite services to Tajudin
Ramli's Celcom Sdn Bhd, T. Ananda Krishnan's Binariang Sdn Bhd, and
companies controlled by Shamsuddin Kadir's Sapura Holdings Bhd and
Vincent Tan Chee Yioun's Berjava Group Bhd. Several independent
power producer (IPP) licences have also been issued 1o the government-
controlled conglomerate Sime Darby Bhd, the Malaysian Resources
Corporation Bhd (through Malakoff Bhid) which is linked 1o Deputy
Prime Minister Anwar Ihrahim, and wo politically well-connected
Chinese-controlled publicly listed companies. Lim Goh Tong's Genting
Bhid and Yeoh Tiong Lay's YTL Corporation Bhd. IPP licences are also
expected Lo be issued to companies linked 1o Ananda Krishnan and
Basir Ismail (sce Far Eastern Economic Review 1/9794). In April 1994 a
ssued o Air Asia Sdn Bhd to operate Malaysia's second
ars: its international destinations, however,
were limited 10 Jakarta, Hanoi, Hong Kong, Osaka and Bombay. Fighty-
five per cent of Air Asia’s equity was then held by HICOM, \\Inle the
remaining stake was allocated to Mofaz Air Sdn Bhd (New Strail
15/4/94).

Management buy-outs were introduced for the first time in 1990
with the privatisation of the public enterprises, Peremba Bhd and
Kumpulan Fima Bhd. Although no other privatisations have since been

alsa

licence wa

national airline for five y
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implemented through management buy-outs, it was disclosed in May
1994 that negotiations had begun for the privatisation of MARA
Holdings Sdn Bhd, o wholly owned subsidiary of the Majlis Amanah
Rakyat, the first Bumiputera trust agency formed by the government;
the company is expected to be privatised for RM200 million - the total
amount of its capitalisation = to its top management. Aninvestment
holding company, MARA Holdings, is involved in the securities and
transportation: sectors (The Star 10/5/94). In October 1993 another
MARA subsidiary, KK Industries Sdn Bhid (KKI), was privatised through
a partial management buy-out when KKI's top management obtained
15 per cent of the company’s equity (The Edge 2/1/95). In Seprember
1994 it was reported that the senior management of Pernas had
submitted

proposal 1o implement a takeover of the trust agency. Led
by Pernas’ long-standing = since 1975 — chiefl executive olficer, Tunku
Shariman Tunku Sulaiman, the management team proposes 1o acquire
20 per cent of its cquity for between RM300 and RM400 million, while
another 50 per centis 1o be taken up by another trustagency, PNB, thus
allowing the government to maintain majority ownership of Pernas (see
The Edge 26,/9/94).

During the 1980s the North Port Kelang ol road bypass, th
Kuching=Jalan Kepong fvover and the North=South Highway were
privatised through the ‘build-operate-transler (BOT) or *build-operate’
(BO) methods. In 1994 the wik state government privatised the
RM15 billion Bakun Dam project to Ekman Bhd using the huild-
operate-own’ (BOO) methad, while the main terminal building of the
RMY billion Kuala Lumpur International Airport, one of 55 packages.
was awarded 0 a mainly Japanese consortimm for RM1.74 billion.
Through these methods the government has drawn private financing
into construction projects, Table 4.1 gives a breakdown of the privatis-
ed between 1983
prominent privatised projects 1o date is given in Table 4.2,

Ihe main modes ol implementing privatisation, according to the
Privatisation Master Plan, have been through the sale of a;
lease of assets, management contracts, and BOT or BO pr
ructur
s for sale or lease is bas

tan

ation methods nd 1993, while a list of the more

15 01 equity,
e financing

of new infr:

of i Ll on net

ratios, while discounted cash flows are also (un\nlu( d, there is no evi-
dence that any of these methods have been strictly adhered o in deter-
mining the actual price (or lease rate) of pl’l\"\lhud FOVErnment assets
(Malaysia 1991¢c: 22-5). On the contrary, very substantial discounts (in
the case of sales) and premiums (in the case of privatised infrastruciure
projects) seem to have been the norm, with the proportion apparently
related to the political influence of the beneficiary.
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Table 4.1 Malaysia: Mode of Privatisation

Method Year (19—)
83 84 85 86 8§ 89 90 91 92 93 Tutal
Sale of equity 1 1 2 9 8 21
Public listing { 1 1 3 10
Leasing | 1 ]
Manugement
contract L3 5
Sale of assets
and leasing 1 1 2
Sale of assets 3 1 3 7
Management buy-out 2 2
Corporatisation
and listing 1 1 2
Build-operaic-
transter (BOT) I 1 2 2 2 ) 1§ 1t
Build-operate-
own (BOO) 1 1
Build-operate (BO) F 2
Corporatisation 4 3 8§
Total 2 o3 5 4 4 1112 16 5 72
Sowree: Fconomic Planning Unit, cited by Rugayah 194
Table 4.2 Malaysia: Major Privatised Projects, 1983-95%
Project Year
(1) Divestment
Klang Container Terminal 1986
Malaysian International Shipping Corporation Bhd (MISC) 1986
Syarikat Gula Padang Terap Sdn Bhd 1989
Cement Manufacturers Sarawak Bhd 1959
Cement Industries of Malaysia Bhd (CIMA) 1990
Eduran Otomaobil Nasional Bhd (EON) 1990
Syarikat Telekom Malaysia Bhd (STM) 1990
Holiday Villages Sendirian Bhd 1990
Pernas International Hotels and Properties Bhd (PLHP) 1990
Peremba Bhd 1990
Kumpulan FIMA Blid 1990
aga Nasional Bhd 1990
1994

vy Industries Corporation of Maliysia Bhd (HICOM)
Petronas Dagangan Bhd (PDB)
Petronas Gas Bhi
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() BO/BOT/BOO
Nowth Klang Straits Bypiass 1983
,[..l,m Kuching/ Jalan Kepong Interchange 1983
Water Supply Project 1986
1 Abuan Water Supply Project 1987
Kuala Lumpnr Interchanges 1987
North-South Highway 1988

Ipoh Supply

National Sewerage Project
Ligght Transit Rail System
Bakun Dam
SingaporeJohore Baru Link Crossway
Main Terminal Building, KL International Building

(1) Management Contract

National Park Tourist Facilitics 1986
Semenyih Dam 1987
Marketing of Airtime, Radio M, 1087

1 Marketing Activities 1987
Maintenance of Tube Wells, Labuan 1988
Kuala Lumpur Mini-bus Services 1993

Inspection of Government Vehicles
Support Services lor District and General hospitals

(IV) Management Buy-Ont
Peremba Bhd l'mn
Kumpulan Fima
KK Industries Sdn Bhd um

(V)

1983
Big Sweep Latery

Telecommunications (Time Engineering Bhd)
Independent Power Producer (Time Engincering Bhd)”
Independent Power Producer (YTL Gorp.*

Mtlln\ n (V)

es Network (cable television)
smunications (Binariang Sdn Bhd)

Ale Illu /el

Tel ications (Mal Resources Corp. Bhd)

V1) Lease
RMAF Aircralt Maintenance Depot 1985
Shah Alam Abattoir (Swine section) 1990

(VI Conporatisation

Lumut Dockyard 1991
Postal Services Department 1992
Keretapi Tanah Melayu (KTM) 1992
Johore Port Authority 1992
Bintulu Port 1992
Department of Civil Aviation (DCA) 1993

Sources:  Sixth Malaysia Plan, p. 73: Table 2.8; Abdul Aziz Abdul Rahman 1993:
103-4

Note: “IPP licences are also BOO contracts
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Justifying Privatisation

Although the government has not provided detailed figures, it has
claimed thar through privatisation it annually saves RM4.8 billion in
operating expenditure, RM17 billion in development expenditure, and
RM37.7 billion in capital expenditiure: between 1983 and 1994 i is
ved RMAOL6 billion in operating expenditure

claimed the government s
through privatisation. In addition, by 1994, the bureancracy had been
trimmed by around 92,700 personnel and the government 1 raised
almost RMIO8 billion in revenue from the sale of equity in privatised
companies (Tnvestors: Digest uly 1992 The Star 23/9/94; The Edge
2/1/95). By implementing projects through the BOT method, more
than RM&E.2 billion in capital expenditure for infrastruciural develop-
ment has been privately financed. while close 1o RM7.45 hillion of onr-
nsterred to the private sector

standing government debt has been tr

(New Straits Times 1078/ 89), Meanwhile the government's tax burden

1 relinanc-

has also been veduced as privatised companies take ove

ing, Recurrent revenues were also expected from taxation and leases
erminal (KCT).

in variety and quality of

from privatised entities like the Kelang Port Container

The government also attributed the increas
television programs to privatisation with the introduction of com-
petition: from TVE. In the telecommunications industry, new and
improved services were introduced in the market with the issue of
numerous licences. At the Kelang Port Container Terminal, the average
vessel turnaround time had been reduced from 11.7 hours to 8.9 hours
two years alter privatisation. After being privatised, the Labuan water
supply project was completed not only ahead of schedule but at reduced
cost (see New Strails Times 10/8/89).

Independent analysis of these government claims attest to the fact
that they have not been merely rhetorical. Jones and Fadil (1992¢)
noted that KCT registered an efficiency gain of 53 per cent, while MAS
and Sports Toto recorded i revenue rise of 22 per centand 11 per cent
respectively. KCT's improvements were attributed o internal manage-
ment changes which also resulted in cost efficiency gains. At M/

international ticket price competition and wise investment decisions
have been credited with improvements, Meanwhile Sports Toto gained
market share through improved marketing even before complete
divestiture ( Jones 1994: 75-84).

The Privatisation Master Plan also claimed that the policy had
stimulated economic growth by providing greater opportunities to the
private sector. Citing the case of TV3, the plan claimed that there were
multiplier effects with the introduction of the private television network
which had stimulated the domestic film and advertising industries. This
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compensated not only for the decline in public expenditure but also
encouraged private enreprencarship, Apart [rom this, the government
contended that the privatisation of TV3, MISC, MAS, STM and TNB
apparently increased business opportunities by allowing the private
sector to venture into areas previously monopolised by the government,
namely broadcasting, shipping, ai wions and power
generation, The listing of the s pm.’nm d um\p,um-s on
the KLSE also substantially iner i t. By June
1992 the public listing of thirteen privatised entities was worth RM201.1
billion, which accounted for 28 per cent ol wtal market capitalisation
(Mohd Sherift 1991: 188-9: Inwvestors Digest November 1992). The
privatised government entities listed on the KLSE include MAS, MISC,
Proton, TV3, EON, STM, TNB, KC’ sto, Tradewinds, Kedah
Cement, PIHP, Cement Industries of Malaysia (CIMA) and Cement
Manufacturer of Savawak (CMS) (Jnvestors Digest November 1992). In
1994 two other major public enterprises, HICOM Holdings and
Petronas Dagangan, were also listed on the local bourse; 94.5 million
Petronas Dagangan shares worth RM2.80 cach and 416.7 million
HICOM Holdings shares valued at RM2.10 cach were sold to private
investors, raking in more than RM1 billion for the government; by the
end of 1994 the number of privatised companies listed on the KLSE had
risen o nineteen (Malaysian Business 1/2/94, 16/2/94; The Edge
2/1/95). Through these listings, privatisation helped to make the KLSE
the largest stock market in Southeast Asia and the fourth largest in
Asia (Malaysian Business 16/8/92). The Privatisation Master Plan also
stressed that since most privatisations required at least 30 per cent
Bumiputera participation, the policy had advanced the NEP's inter-
ethnic wealth redistribution objectives. The government also main-
tained that the benefits aceruing from the implementation of privatis-
ation were crucial in enabling it to spend more on alleviating poverty,
although no evidence of this was provided.

Questioning Privatisation

The merits of privatisation expounded by the government have been
refuted on a number of grounds, It is generally agreed that effective use
of resources by the public sector, and not its size, is the measure of its
performance (Kirkpatrick 1993: 95). The performances of the public
sectors in countries such as Singapore, Taiwan and South Korea have
been cited as ¥ of efficiently ged public sectors. Fur-
thermore, privatisation does not necessarily provide a universal solution
for the inefficiencies associated with the public sector. It has also been
questioned whether private enterprises can guarantee that the public
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interest will be effectively served by private interests taking over public
sector activities, 1t is asserted by some that diverting private sector
capital from new investments to huy over public sector assets would
retard economic growth rather than stimulate it 1tis also indisputable
that if there were managerial reforms, greater public accountability and
ater efficiency could be achieved

a more wransparent public sector, gr
by curtailing publ
nee only profitable, or potentially profitable, enterprises and
activities are attractive to the private sector, it is only these that the
government has been able o privatise. While the revenue generated
, this entails

sector waste and borrowing.

from the divestment of state assets may reduce fiscal defic
only temporary reduction of a fiscal deficit since the public sector would
lose income from the more profitable privatised public enterprises and
would still be burdened with financing the unprofitable ones; hence
privatisation undermines the potential for crosssubsidisation within the
public sector.

A major obstacle to privatisation in M; ol ethnicity.
Since the sale of public enterprises to non-Bumiputeras. particularly
Chinese, would prove politically unpopular, especially among influential
politically linked Bumiputera businessmen, the range of possible buyers
isrestricted (Milne 1991), In fact when the government privatised some
major projects to non-Bumiputeras in 1992 and 1993, UMNO members
tions (see Gomez

avsictis the politic

were among the most severe critics of such privatisa
94). For instance, during UMNO's General Assembly in November
1992, members were cri that the government had privatised some
of the most Jucrative contracts 10 non-Bumiputera businessmer
among such beneficiaries mentioned were Vincent Tan Chee Yioun and
I Ananda Krishnan. These protests occurred despite the widespread
knowledge that non-Bumiputera firms have limited access to oppor-
tunities for privatisation: the possibility of their participation in privati
ly enhanced by linking up with politically influential
again pointing to the erucial ethnic Factor,

ation tends to adve

ation is
Malay:

1t has also been argued that priv
sspecially poorer consumer

ly alfect the
L 1o whose needs the

interests of the public,
public sector has been more sensitive. Privatisation gives priority to
profit maximisation at the expense of social welfare and the public

interest, except on the rare occasions when the two coincide; hence, for
example, only profitable new services are likely 1o be introduced, rather
than services needed by the people, especially the poor and those
sed

tisation may also lead to incr
costs of living and poorer services and utilities, particularly in remote
1s¢ of the “economic costing” of services such

without political influence. Pri

and rural arcas, be
telephones, water supply and clectricity, Employees of privatised
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concerns may also be Faced with the possible loss of jobs., increased work,
load or lower real wages,

The substitution of a private monopoly for a public one through
privatisation does not increase competition and hence does not
arily led 1o greater efficiency or cheaper and better-quality
. Rather, some adyerse consequences of privatisation include the
to the public in the form of reduced, inferior or more
An olten<quoted case is the unit charge lor local
STM was
incorporated: by 1994 STM was suggesting thiat it would reduce its rates
it gove
subscribers with 100 free calls which, in effes

neces:

serviced

inereased Tcosts

costly services.
telephone calls, which was increased by 30 per cent just befor

nment approval was given for it to dispense with providing
t, meant increased charges
4: 14, 6). Furthermore,

for the consumer (see Aliran Monthly 199

through privatisation, two sets of services have emerged: one for those
whao can afford privatised services and the other for those who cannot
and therefore have 10 continue to rely on public services, for example
medical services and education. This has meant that with privatisation
of public enterprises, when the priority is increasingly profit maxi-
misation, the quality ol service to the public has diminished con-
siderably.

There has also been much criticism that those buying shares of
privatised entities have made huge gains [rom the state selling off its
I has been the government's
award of contracts without competitive bidding or the sale of assets
without actively secking the hest possible offer. Apart trom the fact that
such policies avoid competition that may benefit consumers and
taxpayers, they have also exacerbated the politicisation of access to
lucrative business opportunities controlled by the government (Investors
Digest August 1989). With the transformation of public sector monop-
privatisation is supported by strong com-
petition and anti-trust legislation, a new set of allocative inefficiencies
may eventually replace existing ones ( Jesudason 1989: 188-9). In fact
gulation has sometimes proved 10 be inadequate in controlling
privately owned monopolies (see White 1988),

Reduced government ownership of certain monopolies as a result of
privatisation has not necessarily led to increased competition or sig-
nificant changes in operations, for the government still owns the
‘golden share’ that gives it veto powers over all major management
decisions. The golden share concept is a compromise mechanism
between the political concerns of the government and the commercial
goals of a privatised entity's management. The golden share ascribes
certain rights and privileges 1o a single government-held share in
privatised public enterprises. The share is held by the government,

assets too cheaply. Much more controvers

olies into private ones, unle

even T

%
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while other shares may be sold wo the private secror (The Stay 18/4/90) .
But despite the device of the golden share, there have heen few chianges
the management ol

in the nanagement of some public enterpris

IAS, for example, was left largely intact even after

privatisation in 1985 (Malaysian Business 1/5/88).
Furthermore, despite the Malaysian government’s active implemen-

its supposed

tation ol privatisation and its golden share (lduw. its ownership ol
of the economy is still extensive 0 after a decade of
divestments, the government in 1995 sill owned 77 per cent of TNB,
75 per cent of STM, 75 per cent of Petronas Dagangan — all of which
aperate as monopolies —and 49 per cent ol HICOM Holdings. Although
Bank Negara had divested its 52 per cent stake in MAS and 290 per cent
interest in MISC by 1994, 115 per cent of the airline’s equity and 23 pe
centof the shipping corporation’s stock was channelled to the govern-

ment's Pensions Trust Fund (Medaysian Business 172794, 16/2/94: New
Straty Times 1/6/94). HICOM Holdings, however, was totally divested in
late 19¢ sial deal 1o the politically well-connected Yahya
Ahmad (see Far Eastern Economic Review 2/5/96) .

In addition, through privatisation the government has iansferred
najority control of monopolies such as HICOM Holdings, MAS and
Sports Toto and companies like Peremba to busin th strong
political ties. This has helped o enlarge their control of the economy,

i@ controve:

SSIEn

particularly in the property development, heavy industry, constriction
and gaming sectors, In the process, the promotion of Bumiputera
entrepreneurship was affected as political favouritism limited access to
such privatisations. The development of Bumiputera entreprenenrship

was also hampered as contracts awarded 10 Bumiputeras were, in turn.
sub-contracted to foreigners and non-Bumiputeras (see Gomez 1§
1991, 1994). Apart from this, the minimal investments by pri

contractors concerned only with shor-term profits has long-term
implications for the natdre of cconomic growth,

Many privatisation exercises in Malagsia do not even pretend 10
achieve other alleged advantages and benehits of the policy by invoking
NEP restructuring considerations, which are supposedly 1o increase
Bumiputera ownership of wealth and business opportunities, With
tions

increased Bumipuiera competition, political influence and conne
rment decision-
makers, who have the power o shape the pri and
select its heneliciaries, there are considerable prospects of long-term
gains as well as the possibility of short-term pay-offs (Milne 1992).
Extensive political nepotism and patronage have grown with privatis-
ation in the absence of an independent, accountable monitoring body

e become increasingly decisive. In fact for wp gove
O Process

1o ensure proper implementation of the policy. The possibilities for



PRIVATISING STAT! ETS 91

massive gains have therefore been high. For example, the policy’s
commitment to achieving the NEP objectives as well as the “first-come,
firsi-served policy have provided opportunities oy pnl alleaders and
politically connected busines 1o gain 1 . In
fact, since privatisation in Malaysia in most cases has not even |n\ul» d
the formality of an open tender or auction system, many beneficiaries
of their political and personal

have been chosen solely on the basis
connections.

Privatised Patronage

Numerous cases can be cited as evidence of political patronage in the
implementation of privatisation. In 1986 RM L4 billion worth of water
supply projects involving 174 schemes was awarded without open tender
to Antah Biwater Sdn Bhd, a company in which the Negeri Sembilan
royal family had 51 per cent equity through Antah Holdings Bhd, which
had no relevant record in engineering: the remaining 49 per cent
equity, however, held by a company which possessed the expertise to
implement the project - Biwater Lud, a British water supply and treat-
ment group, with strong political connections 1o the Thatcher govern-
ment. Despite the privatised status ol the water supply project, the
government remained responsible for the operation and maintenance
of the schemes. Antah Biwater had, in fact, secured a tirnkey contract,
with a British government financing arrangement thrown in as an aid
package. It was anticipated that all of the design and engincering work
would be handled by Biwater at the expense of Malaysian engineers
and consultants who had previously handled such projects. When dis-
gruntled Malaysian civi ns claimed that Antah Biwater
was charging much more than they would have, government officials
pointed 1o the British aid package inducement, which had secured the
deal for Biwater.

In 1983, despite competition from other established companies, a
licence was issued to a newly incorporated joint venture, STMB, to
operate its private third broadcasting network, TV3. The major
shareholders of STMB included UMNO's holding company, the Fleet
Group (the leading partner with a 40 pel cent stake, which also had the
prerogative (o determine the remai holders); Maika Holdi
the MIC-c p holdmg pany which a
10 per cent stake; and Daim Zainuddin, soon to be appointed Finance
minister, whose holding companies were given 10 per cent of the
equity. The Syed Kechik Foundation, controlled by Syed Kechik, was
given a 20 per cent stake in TV3 (Gomez 1990: 72—8). As the only
private television station, TV3 proved to be very profitable. Although it




22 MALAYSIA'S POLITICAL ECONOMY

incurred a loss of RM1 million in 1984, the first year of operation, the
any has not failed 1o record handsome profits sinee. In fact,
asevere rec on, TV3 declared a pre-tax profit of RM2.16
million in 1985 (see Gomez 1994 80-3): five vears Tater, in 1990, the
company's pre-tax profits had risen almost fifteenfold to RM31.59
million (fnwvestors Digest April 1991). In view of this, since 1983, the
shareholding structure of TVS has been rapidly changing (sce Gomer
1994: 80=3). By 1994 the majority sharcholder of the company was
Malaysian Resources Corporation Bhid (MRCB), a listed company con-
trolled by businessmen closely associnted with Deputy Prime Minister
Anwar Ibrahim.

By 1994 TV3 had emerged as the largest sharcholder in the privatised
television cable network Satellite: Network $ S). with a
majority 40 per cent stake: the government, with a 35 per cent interest,
is the second largest shareholder. Another SNS sharcholder, with a
per cent stake, is Euroerest Sdn Bhd, controlled by Samsudin Abu
Hassan, a protégé of Daim (New Straits Times 16/8/94). Since the cable
access 1o five television channels, it is

network will offer subscribers
expected o generate much revenue (see Malaysian Business 15/8/94).

The highly profitable gaming entity Sports Toto was sold in 1985 1o
companies controlled by Vincent Tan Chee Yioun and Tunku Abdullah
of the Negeri Sembilan royal house. Through his holding company,
B&B Enterprise Sdn Bhd, Tan was awarded the right to acquire 70 per
cent of the luerative gaming concern. then controlled by the Ministry

of Finance Incorporated, a holding company under the jurisdiction
of Finance Minisier Daim. B&D Enterprise later sold 10 per cent of
its stake in Sports Toto 1o Tunka Abdullah’s Melewar
RM4 million. Tunku Abdullah is a longtime close associate of Prime
Minister Mahathir, while Tan has been involved in companies in which
Daim hz

In 1986, through another holding company, Nawtilus Corporation
aming
3 Sports, which commenced operations in 1988 (Asiaweek
88). Ascot Sports, the only off-course betting operator in Malaysia
ions in June 1990
nee to publish an

iroup for

had an interest,

Sdn Bhd, Vincent Tan was given a licence to operate another

entity,
99/¢

for English and Australian horse races, ceased ope
(The Star 9/6/90). In 1993 Tan was also given a lic
English language tabloid daily, The Sun.

T early 1993 Indah Water Konsortium Sdn Bhd, led by Vincent Tan's
main listed company, the Berjaya Group Bhd, was awarded, without
tender, the RM6 billion national sewage disposal project (The Star
18/5/93). Berjaya owned a 20 per cent stake in the consortium, while its
main partner was Northwest Water (M) Sdn Bhd, a subsidiary of the
major British utilities company, Northwest Water Lid. The contract
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involved the prividisation of around 143 local water anthorivies through-
out Malisii. Indiah Konsortium is to manage, operate and maintain the
urban sewerage svstems for 28 vears (Malaysian Business 16/12/93)
Protests against the award of this contract came from many quariers
including UMNO Youth members, over, as one regional magazine
ointed our, *Berjaya’s relative lack of experience in public works,
Althougl Be sinvolved in small road-building projects in i,
it has never huilt anihing the size of the maional sewerage pm[ul (Far
Eastern Economic Review 174,
In 1987 the RMS6 million Jalan Kuching—Jalan [\c])nu;, interchange
project was contracted 1o a RM2 Bumiputera company, Seri Angkasa
Sdn Bhd, which had previously never transacted any l)lhlll( 58 but was
owned by a brother of Daim, another of his busin
Abas, and T, K. Lim and his family. Seii Angkasa p|u||||nl\ subeont
the project to a Japuanese construction company (Asian Wall Streot
Journal 31/5/88). Sevi Angkasa was later acquired by publicly listed
Kamunting Bhe via a share swap which gave the company a controlling
interest in Kamunting, In 1980 T, K. Lim used Kamunting o1
publicly lisied Multi-Purpose Holdings Bhd, @ conglomerate 1i
its size in terms of paid-up capital which had been built and contralle rl
by the MCA (Gomer 1994: 21117
In September 1988 Pan Malaysian Sweeps Sdn Bhd, the holding
company of T. Ananda Krishnan, another close associate of Prime
Minister Mahathir, was awarded the privatised Big Sweep lovery licence,
originally held by the Selangor, Perak and Penang Turl Clubs, which
could sell the tickets only to their members, Pan Malaysian Sweeps
however, was given the 1 u,ln to sell tickets to the public from | February
1989 (New Straits Times 16/2/89). In another development in January
1989, Ananda Krishnan’s Pan Malaysian Pools Sdn Bhd secured from
the Totalisator Board of Malaysia the contract to manage the Numbers
Forecast Totalisator Operation (NFO), then also under the manage-
ment of the turf clubs (Malaysian Business 16/11/91). Besides hencfiting
from the privatised gaming sector, Ananda Krishnan has also moved
into the telecommunications industry, another rapidly developing
sector in Malaysia. Through Binariang Sdn Bhd, a consortium which he
5, Ananda Krishnan obtained licences not only to launch a satellite,
sat 1, in 1995, but also to develop various telephone and broad-
g services (see Case Study 11, p. 159).
In 1993 the government disclosed that the publicly listed Diversified
esources Bhd would head a consortium that would have a virtual
monopoly of the privatised minibus services in Kuala Lumpur (Cheong
89-97). The I'ollowmg year, through its subsidiary, Pusat Pem-
eriksaan Kenderaan Berkomy Sdn Bhd (Puspakom), Diversified
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Resonrees also obtained a privitised filicensyear commercial vehicles
inspection concession, which is expected o involve a yearly turnover of
between RMAS and RMB5 million (The Star 5/8/494). One director of
« Nasaruddin Jalil, aformer political secrerary of

Diversified Resouree
Deputy Prime Minister and Finance Minister Anwar Ihrahim. The
“utive cliairman, Yahya Ahmad., @ former schoolmate of

k'l)lllpl"l\"h Lo
Anwar, is believed 10 he sirongly favoured by Prime
stk 17711793 Mataysion Business 1/7/93). Yahya Ahwad and
Nasaruddin Jalil are also dircetors of apother listed company. Gadek
Bhl, while the Fatter is also an executive with the MBI Group, led by
Loy Hean Heong and Tunku Abdullah.

Together with Perusahaan Otomobil Nasional Bl (Praton).. the
governmentcontrolled, publicly lisied car manufacturer. Diversificd

inister Mahathir

Resources also formed ajoint venture, Usahasama Proton-DRB Sdn
Bhid, 1o develop, manufacture and distribute various new Proton
madels. Despite the involvement of government-controlled Proton in
e project, Diversified Resources was given amajority 51 per cent suke
in the joint venture, while Proton’s interest amonnted 1o only 30 per
cent. [n 1994, following Prime Minister Mahathir's initiative, this joint
venture company teamed up with France’s Automobile Gitroen to
1 market Gitrocn-ype cars under the Proton trademark
(Cheong 1993: 89-9T; Aviawoeek 17/11 s Malaystan Business 1/ 12/93;
New Staits Tones 19/7/94). In- October 1995 the government an-
nounced ity intention 1o sell its 32 per cent stake i its Largest public
enterprise, HICOM Holdings. which also owns mijority stakes i Proton
and the publicly listed Proton distributor EON, to Yahya Almad.
Despite his relatively recent involvement in Malaysia's corporate sector,
by the end ol 1993 Yahya Ahmad was listed as the sixteenth largest
owner of publicly listed stock, and was then worth RM U5 billion: he

manulaciure

was Tisted above established Chinese entreprencus such as hanker Teh
Hong Piow of the Public Bank and industrialist William Cheng of the
Lion Group, and njor foreign concerns including Nestlé SA and Shel
Overseas Holdings Lid (sce Malaysian Business 1/12/93).

I December 1993 it was announced that Malaysian Helicopter
Services Blid (MES). 2 publicly quoted company controlled by Fajudin
Raanli, another protégé of Daim Zainuddin, would acquire a 32 per cen
ke in MAS from Bank Negara for RML79 billion, or RM8 per MAS
hare. The MAS acquisition involved a share swap, with Bank Negar:
Obtiining 112 million new RM1 MES shares, issued aa price of RMI¢
cach, The Finance Ministry described the MAS divestment as a ‘furthed
(Mataysian Business 16/1/94)
rline shares. This was the secone
ame MAS equity had beer

privatisation of the nutional airlin
There was no open bidding for the
fime such a transaction had taken pli
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sold (o the public and the Brunei government in September 1985 for
RMIB0 million, but the government still retained a significant interest
in the airline. On 31 December 1993, Bank Negara sold is remaining
115 per cent stake in MAS 1o another governmentcontrolled agency,
the Pensions Trust Fund, while the governmentretained a golden share
in MAS (The Star 1/6/94). Later, after the fall in share prices in early
1994, the share swap involving MAS and MHS
June 1994, RZ Equities Sdn Bhd, in which Tajudin Ramli has a 99.9 per
cent stake, agreed 1o acquire the 32 per cent MAS equity at the same
price of RML79 billion; MIIS, howeyer, was given a onesyear option 1o
acquire RZ Fquities from Tajudin, an option which it took up in August
1994 ( The Ster 16/6,/94 and 19/8/94; New Streats Tomes, 12/8/94). After
the sale of the MAS equity, it |~ believed that the government's plan 1o
develop a second airline, Asia Sdin Bhd, has been suspended
indefinitely. Although Air Asia, which is majority-owned by HICOM
(then conuolled by the government), was issted i licence in April 1994,
there has been a delay in starting operations. According to HICOM's
chairman, Jamil Mohamed Jan, this is probably because “the high price
paid for the MAS shares must have caused the private sector company
to approach the government to he cautious towards us* (The Star
26/8/94).

Although it was privatised in 1985, MAS had been in the black in some
years in the early 1990s mainly because of the sale of some of it raft,
For the financial year 1992/93, for example, although the airline
company recorded an operating loss of RM179.6 million, it was able 10
declare a pre-tax profit of RMIST.5 million only after taking into
account the RM337.1 million revenue it received from the sale of
aircraft (Malaysian Business 16/1/94). Interestingly, just before the
(further) privatisation of MAS to Tajudin’s MHS, a company one-filth
the size of MAS in terms of paid-up capital, it was apparent that MAS was
‘beginning to show a profit without having to resort (o the sale of its
assets (New Straits Times 28/2/94).
~ Tajudin Ramli ha: benefited substantially from his involvement
n the telecommunications industry through Celcom Sdn Bhd. Celcom,
vhich got the first licence to operate a cellular telephone network, was

inally a joint venture between UMNO's Fleet Group and the
ament-owned STM. In 1992 Tajudin gained total ownership of
lcom, which had a virtual monopoly of the cellular telephone net-
wk sector. Through this highly lucrative company, Tajudin managed
onsolidate his majority ownership of the publicly listed TRI via a
r takeover (see Case Study 9, p. 148).

Although it was disclosed that even MARA, the
ist-holding company, would be pr

as vescinded: insicad, in

in Bumiputera
atised, a number of the company's



06 MALAYSIA'S POLITICAL ECONOMY

i investments were divested belore the privatisation: was imple-
mented. For example, ostensibly through @ partial management buy-
out, MARA's whaolly owned subsidiary, KK Industries Sdn Bhd (KK, was
sold 10 three parties: 45 per cent of KKI's equity of RM50 million was
allotied o its senior management: of the remaining equity, 10 per cent
wits awarded 1o the Yayasan Bumiputera Pulau Pinang, reputedly a
political flagship of UMNO deputy president Anwar Thrabim, and then
Ihrahim Saad. a federal deputy

under the chairmanship of his protege,
minister who also served one term as the deputy chief minister of Pulau
Pinang from 1990 to 1995, The remaining 45 per cent of KKI was taken
up by Au Metalvest Scn Bhd, owned by an UMNO State Assemblyman in
Pulau Pinang, Almad Saad, who is also the deputy chaivman of the
Permatang Pauh division, headed by Anwar (The Edge 2/1/95).

OF the three companies appointed by the Health Ministy for the
privatisation of supportservices to districrand general hospitals in April
1994, one of them was the UMNO-inked hotel and property concern.
aber Group. Another was a (ripartite consortinm which includes

the
Konsortium Tongkah, owned by Tongkah Holdings Bh: a major
shareholder of Tongkah Holdings is Prime Minister Mahathir's son,
Mokhzani Mahathir. The third recipient ol the contract, Asia Lab Sdn
Bhd, is expected 1o he injected into MRCB, a company led by associates
of Anwar Ihrahin: one of the two shareholders ol Asia Lab is Azmi
Jaafar. a director of Malakoff Bhd, controlled by MRCB (New Straits
1 98/4/04; Malaysian Business 16/5/94; Gheong 1993 283-8).
This project involves the privatisation of clinical waste management,

Jaundry, and facility engineering and biomedical engineering services,
and is expected 1o generate an annual revenie of at least RMG00
million, vielding & profit of ai least RM30 million (New Straits Times
28/4/94).

The majority shareholders of Merro Vision, Malaysia’s second licensed
private television network —with a combined stake of 75 per cent —are
Melewar Corporation Bhd and Utusan Melavn (M) Bhd. Melewar iy
controlled by Tunku Abdullah, o close associate of Mahathir, while
UMNO was disclosed as having a direct majority stake in Utisan Melayu
when the company was publicly listed on the KLSE in Angust 1994,
Among the other shareholders of the new television network are
Jup Bhd and Quek Leng Clan’s Nanyang Press

Vincent Tan's Berjaya
Bhd (The Star22/7/94).

One of the most controversial privatisation cases so far has involved
the mulisbillion vinggit North-South Highway project contracted in
1986 10 United Engineers (M) Bhd, then an ailing publicly Tisted
1w no

company with a dismal vecord in the construction industry
expericnee in highway-building. Bur UEM was by then majority-owned
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by Hatibudi, an UMNO holding caompany (Asian Wall Street journal
28/1/88). The privatisation of the highway contract o a company
s by UMNO was justified by Mahathiv on the grounds that the
party needed funds 1o pay off expenses incurred in building its massive
RM36G0 million headguarters in Kuala Lumpur (sce The Star 20/ 8/87).

Since UMNO gained contol of UEM, the company has been the
beneliciary of a number of other privatised government contracts
despite the controversy sirrounding the privatisation of the highway
contract to UEM. In 1985 the company was awarded a RM250 million
o design the National Sports Complex in Sungei Besi, on the
ts of Kuala Lumpur: UEM is also expected to get the contract 1o
build this complex (Business Tones 571787, New Straits Times 20/5/493).
Two years later UEM obtained the RMA7.5 million project management
consultancy for the expansion of the gas-processing plant and the
export terminal in Terengganu under the Peninsular Gas Utilization
(PGL) Phase 11 project (Lim Kit Siang 1990). In February 1990 UEM
secured @ contr:
reclamation project involving about 292 hectares of foreshove Land (The
Star 12/2/90). In December 1990 the company was also assigned the
construction of the first phase of the RM1LG71 billion second causey
between Ma and Singapore;
for the contract because the government had awarded it on a “first
come, first served” s (New Strarts Times 14/12/90). In Angust 1990
UEM also submitted a RM24 billion proposal for the development of
the west Johore port near Gelang Patah. The four-phase project, 1o be
completed in twenty L covers over 600 hectares ol reclaimed land
1994 the Health Ministry awarded the
privatisation of its pharmaceutical laboratories and stores to Southern
Task (M) Sdn Bhd, a company whaolly owned by UEM; the award
involved a fifteen-year concession to manufacture and distribute drugs
to government hospitals. During this period the government's anunual

penditure for drug acquisition was estimated at RM150 million (New
Straits Times 19/5/94; The Star 19/5/94); the government hand-picked
UEM for the project although the company had no previous experience
in the pharmaceutical industry. UEM later divested 30 per cent of its
stake in Southern Task to the publicly listed Kuala Lumpur Industries
Holdings Bhd for RM13.2 million (The Sun 9/6/94).

Apart from this, other publicly listed companies owned or controlled
by UEM have also benefited substantially from privatisation. In February
1992 Time Engineering Bhd received a RM41.44 billion combined cycle
power station contract from the Perlis State Economic Development
Corporation (The Star 26/2/92). In November 1992 Time Engineering
was also awarded a twenty-year licence for various telecommunications

ot from the Penang government to undertake a fand

s ustal, there was no open bidding

(The Star 25/4/91). In May
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services; in June 1994 i obtained another telecommunications licence
{or more sophisticated services (see Malaysun Business 16/8/94). Alrer
the 1993 announcement by Prime Minister Mahathis of the govern-
wional
M, dis-
closed that at the invitation of the government it had submitted a pro-

ment’s decision 10 construet a new multi-hillion ringgit inten

wirport. Kinta Kellas ple, another listed company owned by U

posal 1o provide project management services for construction of the
airport (New Straits Times 12/5/93). In Tate 1991 Ho Hup Construction
Bhd, a listed construction firm that had just heen acquired by UEM,
obrained a RMT18 million contract, pact of the RME30 million Sungei
Selangor Water Supply Scheme, soon after its tukeover by UEM (New
Straits Times 10/9/91), In April 1094 the government appointed UEM
as the contractor for the RM1 billion highway leading 1o the country’s
proposed new international airport in Sepang, outside Kuala Lumpur
( Neaw Straits Times 27 /4/94) . UEM'S main sl holder, Renong Bhd, alsa
benelited from privatisation when it was carmarked 1o obtain the
a Lumpur's light vail wansit project (The Star

second phase of Kua
13/5/04).

Detailed studies of the privatised management buy-out of Kumpulan
Fina and Peremba and the RM15 billion BOO construction of the
Bakun Dam in Sarawak help highlight the manner in which pawronage
has heen abnsed through the privatisation policy (see Case Studies 6
and 7, pp. 100-16)

The Politics of Privat

The case of privatisation in Malaysia is intriguing in that despite the
extent 1o which patronage has figured prominenty in the award of
Malaysia's privatised projects, implementation ol the policy in the
nation has been deemed guite successful and is being used asa model
st 1991a). Yet
sinee privatisation in- Malaysia is centrally directed, and there is

for ather, especially developing, conntries (see

overwhelming evidence that centralisation ol power in the exeative
arm of government, partieularly in the hands of Mahathic's UMNO, has
contribited to the extensive practice of patronage in the execution of
the policy, an independent monitoring agency is urgently needed, This
will help 1o climinate rentsecking activities which have probably
undermined the effectiveness of privatisation and allowed questionable
executive decisions that have enabled greater control over resources to
pass into the hands of a corporate sector dominated by politically linked

compaies. This form of power centralisation and political involvement
ised rents has meant that

in the companies which have obtained priva
is little protection of investments, sometimes even through the

the




PRIVATISING STATE ASS 94

ss. from arbit

ay e

judicial proc scutive decisions. [ndicial review is
seldom seen as aviable alternative that can be undertaken by companies
operating in Malaysia for fear that this might jeopardise access 1o other
privatised rent
1988 imder rather suspeet circumstances = live other Supreme Court
judges were also subsequently charged with “gross mishehaviour” — it is
city of the judicial system
Lee 1995),
atisation has
provided not only a relatively few cronies with very luerative oppor-
tumnities, bur also political interference in the private sector continues
despite, or rather through, privatisation. With such companies under
the control of politically influential businessmen, i1 is inevitable that
these political ties will continue to alfect business operations. Although
this change of ownership appears to have advanced the interests of new,
more sophisticated, politically well-connected Bumiputera rentiers, they
are nevertheless far from being entreprenenrs ol the Schumpete
type. The fact that the most influental and wealthy Malay:
businessmen by the carly 19905 were also those most closely as
with Prime Minister Mahathiv Mohamad — Deputy Prime M
Anwar Ibrahim and government economic adviser Daim Zainuddin —
suggests that the ereation and disbursement or allocation of these ren
have been crucial for continued political hegemony as rentfinanced
patron—client relations continue 1o be important in Malaysian politics.
Even though some non-Bumiputera interests may have henefited
from privatisation, this does not mean that implementation of the policy
has been of much benefit 1o most Chinese and Indians, or for that
matter, Malay businesses. In fact, despite much evidence that deregu-
lation has had a greater impact on Chinese investor confidence,
Chinese bu: access 10 state rents still depends largely on their
capacity to establish mutually beneficial links with powerful UMNO
leaders who appear to be in control of Malaysia’s privatisation process
and are able to determine the prime beneficiaries of privatisation,
This would suggest that, given the manner in which privatisation is
being implemented, the rents created by the state do not enhance

- Sinee the removal of the Lord President from office in

credible to argue
1o provide
Another drawback of political patronage is that p.

v suspect the ¢

adecision that will antagonise the riling elite

~competition nor do they provide sub ial impr in

ial efﬁmem’y Since the political associations of those benefiting from
ion also rloud of whelher the funds provided were

due to the of financial institutions in the of

‘the companies, this also raises some doubts about the extent to which
‘these managers are subject to the discipline of the financial market.
With the threat of takeover and bankr uptey remote, managerial per-
formance can hardly be said to have been affected by market discipline,
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which could enlianee the efficiency of these companies. b the long run
privatisation may not necessaily, therefore, lead o greater efficieney
and promote investor confidence unless the government rakes more
active steps o ensure that the market is more caretully suructured,
devoid of extensive political interference. and subject 1o close serutiny
by regulatory agencic

Assessments of privatised projects (see, for example, Case Studies
G and 7, pp. 100=16) have also indicared that theve is linle evidence 1o
support suggestions that with privatisation, improved managerial

efficiency, extended research and development, and new market oppor-
tunities have emerged which have promoted economic development
with increased participation by the private sector (see also Jomo
1994; Abdul Aziz 1994; Toh 1989). Morcover, in view of the close links
between politicians and those securing privatised rents, the question
that needs 1o be asked, and answered, is not just how cllective
privatisation has been or can be, but whether new control of economic

activities as well as the cconomic welfare of consumers and cmployees
warrant the active implementation of the policy. What is obvious is the

evidence of further concentration of wealth, which in turm exacerhi

ceonomic inequality. Thus despite the changed nature of government
intervention in the cconomy under privatisation as compared 1o the
NEP period, there appears to be asimilarity between the two policies in
at least one sense: the efforts to centralise corporate ownership in the

hands of new Bumiputera rentiers who enjoy close ties with influential
|
politician:

Case Study 6: The MBO of Kumpulan Fima and Peremba

Amtnagement buy-out (MBO) involves some or all of a company's man-
agement negotiating the acquisition of the company from its previous
owners and would entail organising the finances to fund the purchase.
When ownership changes, the former owners normally hve no furdier
1). Gains in efficiency
are expected from such transactions by eliminating the principal /agent
dichotomy. Such MBOs reduce the likelihood of managers acting in
their own interest at the expense of the company they do not own and

interest in the company (Coyne and Wright 1985:

may also relieve the management from previous owner-imposed con-
straints; this, in eflfect, ‘remarvies ownership and control within industry,
and encourages independent, entreprencurial decision-making (Coyne
and Wright 1985 3),

Such buy-outs are not limited 1o the sale of government-owned
enterprises 1o their managements. Coyne and Wright (1985: 1) list five

i which MBOSs generally arise:

major circumstance
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receivership ol an independent company, where the buy-out «
the only means of continuing the company;

2 receivership of the parent company, where o viable subsidiary (or
subsidiaries) is bought out while the remainder of the parent
company is liquidated:

3 retirement or death of the cnrvent owners;

4 divestment of a subsidiary by a still active parent company;

5 privatisation of all or part of a natonalised industry, where an MBO is

wmore attractive or feasible proposition tan immediate Hotation on
the Stock Exchange.

Generally, it is not the owners but the management — particularly in
the case of large or governmentowned companies — who know more
about the assets of a company and are thus better able o influence the
value of these assers (von Thadden 1990: 642), This presumption
strengthens arguments favouring the MBO of public enterpy
cause managers who are also owners will he more motivated 1o generate
greater profits, which would help inerease efficiency.

As noted above. the theoretical case for the promotion of MBOs is
based mainly on the principal/agent theory which maintains that the
divorce af ownership from management in state-owned enterpri
provides liule incentive for the management (that is, agents) to perform
in @ manner that maximises the henefits o the owners, that is, the
government (or principal) (White 1988: 19). In line with rational choice
theory, agents are presumed to be primarily interested in maximising
their own interests rather than those of their principals; owners of large
private companies are usually not in a position 1o effectively control the
decisions made by their managers as well (Vining and Poulin 1989). In
line with asymmetric or incomplete information arguments, agents are
presumed 1o be only privy to partial information about the principal’s
interests, while the principal tends to be inadequately informed about
the agent's behaviour; the agent may also have his own priorities
which are at variance with the interests of the principal (Donahue
1989: 38-9).

According 1o the principal /a drawbacks can be
reduced by privatisation because ial | is disciplined by
shareholders through the share market. Managers are disciplined by the
need to meet shareholders” interests to ensure their continued support
for the company, thus retaining, if not enhancing, the value of the
stock. The confidence of stockholders in a company’s management
Pprovides managers with a means for further generation of funds; this
reduces the probability of bankruptey, hostile takeovers and, most
importantly, pis to replace the (White 1988; 19).

s he-

t theory, th

|
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Kumpulan Fi Bhd

Rumpilan Fima, o product of Malaysia
2% February 1972 and had o paideup capital of RM190 million. Trs
cquity was onee almost wholly owned (9995 per cent) by the Ministry
of Finance corporated, the Finance Ministry's holding company. The
Sabhah State Development Economic Corporation owned the remaining
0.05 per cent of Kumpulan Fima's equity (Malaysian Busimess 1/10790).
Although food-processing is the company’s nain activity, the Kumpulan
Fima Group is also involved in trading, manufacturing, plantation
agriculture and general services. In fact Kumpulan Fima functions
primarily as a holding company for iis sixteen subsidia

NEP, was incorporated on

s, seven
associate companies, and three publicly listed companies (Malaysian
Bsiness 1/10/90; New Straits Times 25/3/491).

Among Kumpulan Fima's former divectors were Mahathiv (who
resigned in 1981 when he assumed office as prime minister), Razaleigh
[amzah, a former Finanee minister who left UMNO in 1988 1o form
the opposition Parti Melayu Semangar 46 (he rejoined UMNO in 1996).
Lorrain Esme Osman, who was involved in the BMF scandal, and Eric
Chia, a prominent Chinese husinessman with long-standing ties with
Mahathir (Gomez 1990: 32-).

Kumpulan Fima's most important asset was its stake in the publicly
listed Fima Metal Box Bl Formerly known as Metal Box, and under
British control until 1981, Kumpulan Fima suceessfully gained majority
ownership of the company through a share-for-
ing o major subsidiary into Fima Metal Box (Gomer 1990:

sset swap by inject-

December 1989, just belore it was involved in the MBO exerci
Metal Bos ook over the goyernment's security printing operations
despite limited relevant experience (The Star 2/12/89). Under this
privatisation exercise, Fima Metal Box took over the Security Printing
Branch of the National Printing Department for RM7 million, It thus
became responsible for the printing of all government security
documents, except currency (The Star2/12/89). In Seprember 1990 the

MBO of Kumpulan Fima was announced on the eve of the October
general election when Mahathir's political future was more effectively
challenged than ever before. Apart from Kumpulan Fima's controlling
33 per cent stake in Fima Metal Box, two other publicly listed com-
panies were associated with Kumpulan Fina: United Plantations Bhd
and Nestlé (M) Bhd, in which Kumpulan Fima had 19.08 per cent and
34 per cent stakes respectively. After the buy-out, Kumpulan Fima
divested its stake in United Plantations for RM125 million (Malaysian
Business 1571090, 1/12/92). almost two-thirds the price of Kumpulan
Fima's MBO, valued at RM 190 million
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Kumpulan Fima®
Mahathir as divector in 1981 and had become chairman in 1986, After
making his reputation in the Johare State Economic Development
Corporation, Basir became director and chaivmim of other governnient-
owned entities established under the NEP, most notably the govern-
mentowned Bank Bumiputra from 1985 10 1990, and Petronas, the
man - of Malaysian

MBO was led by Basiv Ismail, who had replaced

n.mnn,\l petroleum company. Basiv s also cha

»orts, another corporatised entity, and of a number of pul
listed companies: United Plantations, Cold Storage (M) Bhd, Cyc e
& Carriage Lid, and Cyele & Carriage Bintang Bhd, Even though he
emerged from the mid-19805 as @ major corporate player, Basir was ap-
pointed to head the Capital Issues Committee, a government regulatory
body. which was responsible for monitoring and approving corporate
c\u(humml 1993 (The Star 13/7/91; Malaysian Business 1 /12/92).

Iso acquired a minor stake in the publicly listed TR, controlled
by Tajudin Ramli, who is also closely linked 1o Daim Zainuddin, Interest-
ingly, hoth Cold Storage and TRI were once majority-owned by Daim,
In fact, Daim's cquity in Cold Storage had been acquired from
Rumpulan Fima (Gomez 1991a: 25-6). Through his main holding
company, Kegintan Makmur Sdn Bhd, Basir also owned a stockbroking
firm, Capitaleorp Sceurities Scdn Bhd. In 1091 Basir bought into fernih
Insurance Corporation Sdn Bhd, a company controlled hy the Hong
Kong=hased Kuok Group (Nvae Straats Times 11/10/91).

Under the terms of Kumpulan Fima's MBO, the company was sold to
Basir's holding company, Kegiatan Makmur, whose major shareholders
included ¥ and Mohamed Noor Tsmail, the managing director of
Kumpulan Fima. The RM200 million loan for the MBO was arranged by
Bumiputra Merchant Bankers Bhd, a subsidiary of Bank Bumiputra, of
which Basir had been chaivman until carlier that year (1990), The loan
was provided by the governmentcontrolled UMBC (then owned by
the government trust agency, Pernas), Bank of Commerce Bhd (an
UMNO-controlled hank), Public Bank Bhd and Pacific Bank Bhd.
Collateral for the loan was the entire Kumpulan Fima equity and
2.8 million TRI shares in which Basir then had a minor stake (Malaysian
Business 1/12/92).

Basir later divested part of his 80 per cent equity atan Makmur
to Subur Rahmat Sdn Bhd, a company controlled by Mohamad
Azlan Hashim, a former merchant banker, probably to reduce the debt
taken to acquire Kumpulan Fima. Kegiatan Makmur later disclosed its
intention to divest part of its Kumpulan Fima equity to the company's
employees, ostensibly to promote their ownership and participation in
the development of the company (New Straits Times 25/3/91; The Star
13/7/91; Malaysian Business 1/12/92),
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Although it was speculated that the takeover of Kimpulan: Fima
would he worth an least RM300 million, since the company then had
investments worth almost RM232 million — Kumpulan Fima's stake in
its listed entities alone amounted to RM226 million at the time — and
was registering sales totalling maore than RMI50 million a vear (see
Malaysian Business 1/ 10/90), the MBO was surprisingly priced ata mere
RM 190 million. Even though the MBO meant that Kegiatan Makimur
would take over Kumpulan Fima's liabilites wtalling RMI38 million
(New Straits Tim 3/91). the buy-ont was severely censured by
various quarte fons of favouritism were made by the opposition
Democratic Action Party (DAP), while other critics alleged that profit-
tised to businessmen

able government-owned entities were being priva

with close connections to top UMNO leaders (see Malaysian Business
1/12/90; Gomer 199 1a: 23-7).

Since the MBO of Kumpulan Fima in 1990, the group has comtinued
1o register inereases in twrmover and profits (see Table 4.3), However.

despite these increases, @ breakdown of Kumpiilan Fima's major
activities in 1991 indicates that there have been no major changesin the
breakdown ol its turnover (see Table 4.d4).

Although Kumpulan Fima's MBO  privatisation was supposed 1o
improve efficiency in the face of competition, by 1993 the company wis

Kuampulan Fin Group Perlformance, T980-01 (RM million)

1989 1990 1991

Turnover 2067
Profit hefore tax
Profit after tax

Sowrce: Malaysian Business 1/ 12792

Table 4.4 Turnover of Kumpulan Fima, [989-41 (percentages)

Twrnsorr

1989 1990 1991
Agriculture 1.3 (X 1.6
Manufacturing and twading N“‘) 490 NN a9
Bulk handling ¢ 35 i
Investment holding 4.8 6.0

Sounce:  Malaysian Business 1/12/92
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lorced to divestits investments in tinamanufactaving and packaging as
it began 1o lose much of its market (o its main competitor. Kian Joo
‘an Factory Bhd, which only began operations in 1985, With profits
phmging, Kumpulan Fima eventually had o divest it entive interest in
Metal Box (M) Bhe, Malaysian Can Company Sdn Bhd, and Plasticon
(M) Sdn Bhd, 1o a foreign-owned company, Carnand Metalbox Ove
Ltd, a merged entity including the English-hased Metalbox Ov
(Cheong 1993: 83-5) . lronically, when Kumpulan Fima first participated
in the industry in 1976, it had Malaysianised the tin-canning operations
then owned by Britain's Metalbox Ove s Lid: the wheel had, embar-
ngly, come full circle (see Gomez 1990; $2-14), Kumpulan Fima,
meanwhile, renwmed itsell the Fima Corporation, and announced that
its primary involvement would be in the seearity-printing industry, an
assured source of government rents (Cheong 1993: 83-5)

Pevemba Bhd

Peremba was incorporated on 3 May 1979 as the commercial and con-
struction arm of the government-owned Urban Development Auth-
nnn Another product ol llu NEP. the UDA was established 1o help

s expind their busi in small manutaciuring, reiling
and m\'un by providing them with suitable premises in urban com-
mercial areas (Gale 1981: 141). Soon after its incorporation, more
than 30 UIDA subsidiar involved in land and development ventures,
were put into Peremba, making it one of Malaysia's leading property
development concerns within a span of less than two years. In fact just
eighteen months after its establishment, Peremba’s founding chairman,
Daim Zainuddin, was publicly describing the company as ‘one of the
largest property companies in South East Asia® (Asian Wall Street Journal
8/11/80).

Besides Daim, another founder-director ol Peremba was Mohd Desa
Pachi; both men were then also directors of the Fleet Group, then
UMNO’s main holding company. Daim remained a director of Peremba
until 1984, when he was appointed Finance Minister. In 1985 Fleet
Group was used 1o attempt a takcover of the lucrative, asset-rich
Peremba; the acquisition, however, eventually fell through af
downturn of the property market, precipitated by the mid-1980s
economic recession, which badly affected Peremba (Gomez 1991a:
24—5) During Dmm s tenure as Peremba chairman, a number of now
were in the employ of the com-
pany Among lhem were W.m Azmi Wan Hamzah of the publicly listed
R.J. Reynolds Bhd and Land & General Bhd; Halim Saad, the executive
chairman of UMNO's main listed company, Renong Bhd; Mohd Razali
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Mohd Rahman, a shareholder of Hatibudi Sdn Bhid another UMNO
holding company which bought into UEM): and Samsudin Abu @ Lassan.
whio owns o mjor interest in Granite Industries Bhd, Cold Stori
Bhd and Aokam Perdana Bhd, all listed companies once controlled
by Waspavest Sdun Bhd, another UMNO  holding company  (see
Gomez 1990)

The Perembia MBO was ostensibly spearheaded by its chaivman,
Mohd Razali. its chiel executive, Abu Bakar Noor, and Hassan bin Chik
Abas, the managing director of Landmarks Blid, Peremba’s main

publicly quoted company, in which it had @ controlling 40 per cent
stake. Apart Irom having heen a divector of UMNO's Tatibudi, Mohd
Razali had also served as a director of a number of private holding
companies owned by Daim including Sykt Maduri Scin Bhd, Taman Bukit
Maluri Scn Bhd, Pradaz Sdn Blid, Daza Sdn Bhd and Baktimu Sdn Bhd.
Mohd Razali had also served in an execnutive capacity in the Malaysian
French Bank Bhd and was appointed a divector of UMBC when Daim’s
companies owned a majority siake in these barks (Gomez 1990: 108)
Hassan Abas was also involved as director and shareholder ol some
companies linked to Daim, most prominently Sri Al Sdn Bhd. Sii Alu
Biad a 35 per cent stake in Seri Angkasa Sdn Bhd, which was awarded the
privatised Jalan Kiching=Jalan Kepong interchange project though it
had no previous experience in consiruction,

Peremba’s MBO was estimated ar RM350 million, with all the com-
pany’s equity used as collateral for the buy-out (Malaysian Business
16/5,/92), Not laving recovered completely from the mid-1980s real
properts shump, Peremba did notappear as profitable as Kumpulan
Fim and also had fewer corporate assets, Peremba’s future potential,
however, lay in its underused real property assets. By the late 1950s,
apart fron its majority stake in Landmarks and its extensive land banks,

including properties in Kual Lumpur's Golden Triangle arca, Pevembi
had interests in Saujana Resort (golt course and hotel) and UBN
Holdings (hotel, office and apariments). and was also involved in the
Wangsa Maju township project, a major development venire on the
02).

were worth RM374
4 million. Like the

outskirts of Kuala Lumpur (Malaysian Buyiness 16/7
Before the 1990 MBO
million, while its Tabilities amounted 10 RM6:

Peremba’s total asset

property market more generally, Peremba was clearly on the road to
recovery, with i1 wrnover increasing from RM139 million in 1989
1o RM208 million in 1990, In 1990 it declared a pre-tax profit of
RM4.7 million in contrast o its RM28 million loss the previous year
(Malaysian Biviness 16/5/92).

Landmarks had been controlled by prominent Chinese property
developer Chong Kok Lim and his family before Peremba obtained a
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43 per cent stake in 1989, after a restruciuring scheme 1o save the
afflicted listed company from liquidition. 'To revive Landmarks,
Peremba sold some of its better subsidiaries (o the ailing company,
including Saujana Resort, Goll Associates Scdn Bhd, and part of its equity
in the highly Tucrative UBN Holdings (Cheong 1990b: 137-9). Apart
from these companics, Landmarks also owned the Parkroyal Hotels in
Kuala Lumpur and Penang, and the Sungai Wang P huge shop-
ping mall in the heart of the capital. Buoyed by these new assets, and
with the recovery of the property sector by the end of the 19805,
s performance improved appreciably. By 1991, just a vear
alter Perembu’s MBO, Landmarks” wrnover and prestax profits had
almost doubled (Malaysin Business 16/5/92)

Most of the Peremba assets taken over by Landmurks were
with the issue of new Landmarks shares, increasing Peremba’s stike in
the company to more than 60 per cent, Around a fifth of these Land-
marks
holders, reducing Peremba’s stake in the company to around 42 per
cent. Despite this divestment, which helped broaden ownership of
Landmarks. Peremba maintained control of the listed company and
raised almost RM152 million, which helped ease its own debis and
improve its financial sinding (Malaysian Business 16/5/92).
nee the MBO in 1990, Landmarks has obtained a 60 per cent stake
in Teluk Datai Resorts Sdn Bhd = the remaining 40 per cent equity is
held by the Kedah State Economic Development Corporation — which
has built an atractive holiday resort in Pulan Lingkawi, « major tourist
location in Kedah, Through another wholly owned subsidiary, Land-
marks Engincering & Development Sdn Bhd, Landmarks benefited
from a number of minor privatised projects and was, in the words of its
managing director, Hassan Abas, “still trving for bigger privatisation
projects’ (Malaysian Business 16/5/92).

Although the property development sector recoyered signiticantly in
the late 19805, deft manoeuvring of shares ind assets by Pevemba, rather

new property developments, appears 1o have been primarily res-
ponsible for the revival of both the ailing company and its once almost
moribund fagship, Landmarks. Furthermore, most of the restructuring
1o revive Perembaand its subsidiaries seems to have transpired before
e MBO, a strong indication that the company was only sold after its
¢ financial position had already been overcome while still owned by
the government. Hence the recovery of Landmarks and Peremba
‘€annot be attributed to improved management after privatisation.
~ Despite the remarkable recovery that Landmarks achieved after the

+ Peremba's entire 40 per cent equity in the listed company was
yi'ﬂld in October 1993 1o Samsudin Abu Hassan, another ex-Peremba

Landmar

vid for

shaves were then sold 1o the listed company’s minority share-




108 MALAYSIA'S POLITICAL FCONOMY

protégé of Daim ( Malaysian Busines 16,/ 1079%). Under the werms of the
wile, alter acquiring Landmarks, Samsudin would relinquish the listed
company’s ownership of three companics (Saujana Resort (M) Sdn
Bh, Saujuna Hotel Sdn Bhd, and Gracom Sdn Bhd) to Peremba for
RMI24 million: this would give Peremba control of o important
and the Saujana Golf and Country
51, The terms of the transaction suggest that

businesses, the Hyatt Saujana Hote
Club (Cheong 1993: 24-T
the sale of the Tuerative Landmarks. Peremba’s only listed vehicle, was

w0 provide Samsuddin with another listed vehicle for corporate expan-
sion. In fact, by carly 1994, it was believed that Landmarks would be
wsedl o acquire the government-owned Bank Bumipuira, which was also
expected to he privatised (see Mlaysian Business 16/3 /94). Although
this deal did not materialise, Landmarks” huge ¢
acquire an interest in another minor listed tin mining concern, Austral
Amalgamated Bhd, in August 1994 (New Straits Times 31/8/94). I'his
suggests that the MBO of Peremba was an intering measure to concens

pital base was used (o

wrate lnerative government-owned assets in the hands of a favoured
cromy, later to be shifted around for other business deals,

In fact Samsuddin had also acquired almost 30 per cent al the ¢quity
in the publicly listed Persiima Bhd from Rumpulan Fima, only 0 sell
it a month Tater for a profit of more than RM27 million (Malaysian
Business 16/10/93). In August 1994 Samsuddin’s private compiny,
Furocrest Sdn Bhd, in which he has 70 per cent stake, was also

awarded a1 per stake in the privatised television network Satellite
Network Services (Near Straits Times 16/8 94y Samsuddin
ore than 24 per cent o the equity in the publicly listed Cold Stor
Bid, probably in rust for Daim: another 43 per cent stake in Cold
Storage s owned by Cycle & Carriage Lid, linked to B
Kumpulan Fima (Cheong 1493: 1022}

r Ismail of

From these case studies. there appears to-be Tinde evidence that the
MBO privatisation of Kumpulin Fima and Perembi improved their
maigement; rather, the divestinnes of these two public enterprises

provide examples of how privatisation has been abused o henefit the
politically. powerful. Apart from ¢
treatment in the selection of MBO privatis

companies appear to have retrmed o profitability before the buyouts

idence of apparently preferential

tion heneficiaries, both these

by (heir managements, thus undermining ¢ aims that privatisation, or
maore specifically the MBOSs, improved imanagement. Furthermore, even
though both Peremba iud Kumpulan Fima registered inareased profits
ten he MBOS, there does not appear o be any evidence of substantial
finprovements in managerial efficiency. The improved performances
weern 10/ have: reflected the generally improved economic envirosments
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of the carly 19905 rather than any major managerial improvements
following the MBOs. In fact, as Kumpulan Fima's divestment of its
tin-packaging companics suggests, it has not been able 1o improve
efficiency and increase profitability in the face of competition despite
private management by the owners

In both cases the MBOs were financed with loans secured from
financial institutions, with the shares of the companies
as collateral. Despite the signs of recovery shown by Kumpulan Fima
and Peremba belore the MBOs, their management's access to such
financing seems to have been due mare o their political links,
ticularly with former Finance Minister Daim.

I the government incarred high costs in propping up inefficient and
loss-making public enterprises under the NEP, these problems do not
seem 1o have been eradicated with privatisation. While tougher budget
constraints since the liscal erisis of the mid-1980s have imposed a new
discipline, this policy is quite distinet and should be distinguished from
privatisation. Instead the new form of |
profitable government-owned enterpr
businessmen who appear to be proxies of the top political leaders. Both
Kumpulan Fima and Peremba have benefited from other privatisations
betore and immediately after the MBOs. Thus the MBO privatisation of
, while allowing them o have the benefit of
preferential access o finance and business opportunitics, is hardly
testimony to improved management through privatisation. Meanwhile
the mode of state patronage prevalent during the NEP period appe:
10 be giving way to new, more sophisticated modes of political patronage
rivate busine

The fact that Kumpulan Fima and Peremba both displayed signs of
recovery before the MBOs suggests that public enterprises can be
profitable despite or even because of government ownership, In fact the
case studies demonstrate that in spite of the change ol ownership from
the public to the private sector, competition does not appear to have
increased because of or even just with privatisation. There is also little
evidence to support suggestions that with these MBOs new market
s have emerged, which have promoted economic develop-

involved pledged

par-

ronage seems to involve selling

ses, at generous disconnts, 1o

profitable companic

of

opportuniti
ment with increased participation by the private sector. The case studies
suggest that private ownership in itself has not significantly enhanced
efficiency or nnpmw(l pmdm tivity, thus supporting the contention that
itis enl 1 ion and not o ship change that is likely to
promote elfici m-my, This then also suggests that the government's
immediate revenuc from divestiture of such profitable enterprises
does not merit the loss of long-term, future revenues if ownership had
been retained.
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Case Study 7: The Bakun Dam BOO

In January 1994 Malaysia’s largest privatised contract, the construcs
tion of the massive RMI5 billion Bakun Dam project in Sarawak was
awarded, without tender, to the publicly listed Ekran Bhd, contralled by
Ting Pek Khiing, a Savawakian Chinese timber tycoon closely associated
with Sarawak Chiel Minister Abdul Taib Mahmud. economic adviser
Daim Zainuddin, and Prime Minister Mahathie. The Bakun Dam pro-
jcet, touted as the largest hydro-electric dam project in Southeast Asia,
s wide

involves the construction of a dam 190 metres high and 300 me
and the underwater installation of wo 648 kilometre-ong electricity
siat, which will

on lines between Sarawak and Peninsular Mald

LIAnNSINIsS
le the longest in the world. On ¢ ompletion in the year 2004, the dam is
expeeted to supply at least a quarter of Malaysia's power requirements,
generating an annual revenue of at least RM3.5 billion. Apart from this,
the timber revenue from the massive Bakun Dam site should generate at
Jeast RM2 Dbillion in the first fow years of the project (Far Eastern
Fvonomic Riview 1073794 Malaysian Business 16/3/94 Asian Wall Street
Journal2/2/94)

The Sarawak state government originally intended to maintain a stake
in the Bakun Dam project by privatising the conmact 10 the Sarawak
Elecuicity Supply Corporation (SESCO). the state’s power utility.
S
listed Dunlop Estates Bhd, controlled by T
Purpose Holdings Bhd, thus also giving the
1ol over a quoted entity. Ting's Ekran, however, apparently minaged 1o

‘O was then 10 be involved in a reverse takeover of the publicly
K. Lim through Muli-
wawik government con-

get the dam contract at the eleventh hour through the intervention of
Daim (see Asian Wall Street Jowrnal 2/2/94) .

To pacify a reportedly furning T. K. Lim, Dunlop Estates was com-
pensated for losing the potentially lncrative Bakun Dam project when
the Tederal government approved a partial privatisation of SESCO:
Dunlop Estates’ reverse takeoyer of 45 per cent Of SESCO's equity would
enable the Sarawak state governnient to hold a 45 per stake in Dunlop
Estates, while Multi-Purpose Holdings” interest in the company would
wawak state government would r ain a

5 per cent of SESCO's equity (The Ldge
Sarawak, the

diminish to 47 per cent. The §
direct interest in the remaiming
19/6,/95). SESCO is proposing 1o build a smaller dam in
Muram Dam (Malaysian Business 16/3/94)

1t is generally doubted that Fkran even submitted a full-fledged
proposal lor the construction ol the dam to the state government betore
Hie company was awarded the privatised contract. In carly 1994 Ting
himself acknowledged that his environmental impact assess (EIA)
report on the Bakun Dam would only be ready in june, almost six
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months after the project was awarded 1o Ekran (see New Straits Times
24/2/94); when the first part of the report was finally released at Lh?
end of March 1995, the document was only available in Sarawak at

lRlel) per copy, After protests from envirommentalists, two copies
8-page report — basically a summary of the : sment, without the
crucial appendices —were made available o the publicin Kuala Lumpur
in July 1995 (The Star 30/7/95).

There were eriticisms that the Bakun Dam contract was overpriced by
at least RM6 billion, that Ekran had no relevant experience in dam
construction, and that the company would have much difficulty raising
the massive funding required for the project on its own (sce Far Eastern
Economic Revtew 10/3/94). Although Ting disclosed that Ekran would
have 1o "borrow about RM12 billion to complete the job', from sources
that were “all local’, he insisted that Ekran would ‘not be getting a
government grant’; the company, however, had “earmarked at least
50.1 per cent equity [of the project| for the Sarawak state government'
(Malaysian Business 16/3/94).
not ng when the government announced in April
1995, a year later, that 51 per cent of the Bakun Dam was to be allocated
to Ekran and the wak state government, while the remaining 49 per
cent was to be divided between the government-controlled but public
listed HICOM Holdings Bhd and TNB - among the most heavily
capitalised companies on the local stock exchange — and the govern-
ment’s Employees” Provident Fund (EPF). While this would enable
these government entities to have an interest in the Bakun Dam, Ekran
remained responsible for its construction. Despite this announcement
by the government, the manner and extent of involvement of these
entities has not been finalised; for example. even four months after the
announcement, the EPF was still undecided about participating in the
project by taking up equity participation or merely by acting as financier
(see Business Times 10/7/95). This suggests that although these major
government-controlled companies and the EPF would largely finance
and eventually own the dam, whose profitability is uncertain, Ekran's
own profits were guaranteed by the high price tag as well as logging
‘concession rights for the area 1o be flooded.

After disclosure of the EPF's involvement in the project, opposition
1o the controversial project increased, In one joint statement ta the
government, for example, nine non-government organisations (NGOs)
Protested against the possibility that ‘the bulk of the funds (for the
Project) [would] come from the EPF" and queried how ‘the EPF Board
[could] justify sinking so much of the funds belonging to ordinary
Malaysians mm such a controversial pro]eu which is almost devoid of
any i I public ac ility' (Aliran Monthly 15 (5) 1995).
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Despite vocal opposition to the project, since NGOs have very limited

Mo access (o the controlled local press, the protest campaign has

n muted.
The Bakun Dam project had previously been proposed and then
dielved by the government. 1 had been on the government’s drawing
board for sonie time: government-appointed foreign consultants com-
pleted a feasibility study for & hydroclectric project in Bakin as carly
as July 1982, and by March 1986 the Ministry of Energy, Telecom-
inications and Posts had issucd its own report on the dam project.
After sustained protests by both alaysian and foreign environ-
mentalists, however, Mahathir announced in 1990 that the government
‘making a big

be

was abandoning the project: “Malaysia', he said, wa
ifice for the environment' (Hak 1/3/94).

The protests by envit onmentalists were on the grounds that since the
dam would cover almost 900,000 acres (an area larger than the size of
Singapore), dislocate almost 5,000 people from five of Sarawak’s
pumerous tribal communities (Kenyah, Ukit, Kayan, Kajang and
Penan), and submerge around 173,000 acres of forest, it would caise
irreparable damage 1o the state’ em (Hak 1/3/94). But unlike
the previous occasion, the protesisin 01 were not only by government
critics. Criticisms have also surfaced from within UMNO ranks, par-
ticularly from its Youth division. It i doubtiul that protests by
politicians have been s¢ Jlely due 1o the desire to protect the intere
the larger Bumiputera community, let alone those of the tribal com-
munities of Sarawak, or even the environment. The UMNO Youth
protest against the Bakun Dam appears (o reflect discontent within
UMNO over the allocation of rents in the process of privatis tion. After
all, during the 1992 UMNO General Assembly, objections had been
raised by UMNO Youth members that non-Malay businessmen were
obtaining lucrative privatised contracts.

By May 1994 there appear ed to liaye been mounting tension between
Deputy Prime Minister Anwar [hrahim and Daim Zainuddin over the
manner in which those close 10 Daim = some of whom, like Ting Pik
Khiing, were non-Bumiputeras — had been securing the most lucrative
privatisations: this had upset Bumiputera businessmen closely associated
with Anwar which put the Finance Minister under some pressure. Anwar
was also believed 1o have heen upsetover veports that at least 60 per cent
of the governmentowned Bank Bumiputra's equity was 1o be bought
over, without his consent. by Samsudin Hassan, a protégé of D: im (see
Malaysian Business 16/3/94): this appeared to challenge Anwar's power
“ver his own domain, the Finance Ministry. Not Jong after, in an
unexpected turn of events, the New Straits Times, controlled by Anwar
i y less than fully favou ble reports on the Bakun

s

tes, hegan to car
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Dam project (see May 1994 issues). There was thus growing evidence
of Daim’s associates gaining extensive control over the most lucrative
business opportunities awarded by the government o the corporate
sector, with Ekran providing only the latest instance of this.

Incorporated as Wiradaya Sdn Bhid on 10 September 1991, Ekran’s
name-change was eftected in March 1992 after a reverse takeover of the
publicly listed Federal Cables, Wi and Metal Manufacturing Bhd
(FCW), then a suspended, ailing telephone and electric cable manu-
facturer and supplier, Ting had managed to get a controlling stake in
FOW after a protracted tss!
was the influential Sapura Holdings Bhd, controlled by Shamsuddin
Kadir. After acquiring FOW, Ekran took over FOW's listed status, while
the latter was renamed FCW Industries Scdn Bhd, Ting then also injected
into Ekran his main private company, Woadhouse Sdn Bhd, a timber
and housing construction concern (New Straits Times 6/4/94). By this
time Ting had also acquired a stake in another listed company, Pacific
Chemicals Bhd.

Ting is Ekran
holds anothe
of the company with approximately one per cent each are Mahmud Abu
Bekir Taib and Sulaiman Abdul Rahman bin Abdul Taib, both sons of
Sarawak Chief Min Taib Mahmud; both men are also minority
shareholders of Paci hemicals (Asian Wall Street Jowrnal 2/2/94), By
the end of 1993, at least 43 per cent of Ekran's remaining equity was
held by nominee companies, making it impossible (o identify the other
shareholders of the company (KLSE 19 (IT) 1993: 171-4). Two other
minority sharcholders of Ekran were Shuaib Lazim (0.66 per cent
equity) and Abdul Rasip Haron (0.99 per cent equity).

Shuaib Lazim i former UMNO senator and State Assemblyman
from Kedah. A clos ciate of Prime Minister Mahathir, Shuaib was
also secretary of UMNO's Merbok division in Kedah, of which Daim was
then chairman. Shuaib Lazim gained some prominence in the late
1980s, when he was awarded the privatised contract to develop a
commercial centre under Merdeka Square (the former Selangor Club
field) in Kuala Lumpur. His company, however, had no construction
experience and eventually went bankrupt. The project was eventually
completed by a company controlled by Wan Azmi Wan Hamzah,
another Daim protége.

Rasip Haron is also a director of another quoted company, Jasa Kita
Bhd, which is listed on the KLSE's Second Board; the majority
shareholder of Jasa Kita is Robert 1 Hua Choon, reportedly a
close business associate of both Daim and Ting. Robert Tan gained
prominence — and notoriety — when he was implicated in the infamous

le with two other companies, one ol which

major shareholder with « 5 per cent stakes: his wife

. Two minority sharcholders

5 per cent of Ekran's equi
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scandal involving the sale of nine million privatised STM shares, which
were allocated 1o the MIC's public holding company. Maika Holdings,
but were instead channelled to three obscure private companics appar-
ently connected to MIC pres dent S. Samy Vellu, Daim, then Finance
Minister, was vesponsible for (he award of the privatised STM sk
these companies. One of the three companies linked (o Samy Vellu
which received the STM shares was Clearway Sdn Bhd; Jasa Kita had
reportedly been instrumental in helping Clearvay dispose of the STM
shares for a profit. A shareholder and director of Clearway was Robert
Tan's driver, Baharuddin Mohd Arip, who also served as a director of
Jasa Kita (The Star 17/7/92: Gomer. 1994 974, Malaysian Business

©s Lo

Popularly known as {he "Casio King', after he managed to secure the
nd calculators, together
2: not long after-
¢ Chemic
Ting, but remained a minority shareholder and deputy chairman of the
company (Malaysian Business 16/7/92, 16/8/93. 1/ 4/94). also has
an interest in another listed compan the UCM Corporation Bhd.

1n 1993 another of Tan's companic Spanco Sdn Bhd, obtained a
rament to service all publicly
owned vehicles. Rasip Haron is also a director and sharcholder of
Spanco. Under this scheme, Spanco would acquire all government-
owned vehicles and then lease them to the government; it wo uld thus
become responsible for their maintenance, Since the project involves
leasing at least 60,000 yehicles to the government at market rates.
Spanca is expected o generate an annual turnover of around RMLH
billion (Malaysian Business 16/8/93, 1/4/94).

In December 1993 FOW Indu < was sold by Ekran 1o Robert Tan,
» Haron, and Mohd Noordin Daud for RM202 million: thus Ekran
made an extraordinarily large gain of RM78 million by divesting its
interest in FOW (Malaysian Business 16,/3/94). This was a surprising
divestment since FCW's involvement in cable manufacturing was
expected 1o be crucial for Ekran implmncnl;\lim\ of the Bakun Dam
project. But in March 1994, within a lew months of the FCW acqui-
sition, the Canadian-controlled 1i ed shoe manufacturer Bata (M) Bhd
anunounced its takeover of FCW for RM202 million, the same amount
yaid by Tan and his 1y; in the
process, Tan obtained control of yet another listed company (Malaysian
Business 1 /4/94).

In this ccover Bata’s major shareholders relinquished their
62.1 per cent stake in the company 1o FCW’s shareholders; in return
they obtained the entire shoe-manufacturing business and RM58 mil-

io brand watches

canchise 1o distribute Cas
with Ting, Tan got control of Pacific Chemicals in 199
wards, Tan divested a major portion of his stake in Pa

lucrative privatised contract [rom the gov

sociates o acquire the cable com
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lion cash, leaving Bata a shell company: the new shareholders would
then inject FCW into Bata. After the wkeover Bata's new sharcholders
announced that the company's name would be changed to FOW Hold-
ings Bhd and that its main activity would be the manufacture of fibre
optic and submarine cables. The company was also confident of being
awarded the undersea cabling portion of the Bakun Dam project by
Ekran (The Star8/9/94).

Through this reverse takeover, FCW Holdings obtained an indirect
ng on the KLSE. The RM202 million paid by Tan and his associates
ran for FOW Holdings was apparently ‘very cheap (Business Times
/94). This was confirmed when in mid-

1871 ) —alter a two-for-one
bonus issue and a one-for-five rights issue were declared = 30 per ¢
FCW Holdings® equity was sold by Tan 1o another Daim protégé, Halim
Saad of the Renong Group, for RM304.78 million, giving Tan handsome
returns for his investment in FCW Holdings: despite this divestment of
a major stake in the compan T:Ln still owned 21.58 per cent of FCW
Holdings' equity

nt of

Ting has also had business (le.nlxn),u with other Bumiputera
businessmen closely linked to Daim. In November 1994, through a share
swap, Ting 1ok over the ailing, publicly listed Granite Industries Bhd,
controlled by Samsudin Abu Hassan. Diamond League Sdn Bhd, a
holding company for a few of Ting's unlisted companies, was to be
anite in return for a majority stake in the company
(Cheong 1995: 65-7), [t appears that though Ting had managed to get
control over anather publicly listed company, he was asked 1o help bail
out Granite after the later’s ventures into China’s gaming industry
failed to take off, leaving the company stuck with mounting losse:
Considering the manner in which control of companies linked to Ting
and Daim’s other business associates have been shifted around, Ting'’s
control of Granite could well be a stop-gap m

Plans are under way to ensure that most of the lucrative contracts
from the Bakun Dam project are awarded to companices associated with
Ekran. Pacific Chemicals has been offered the land-clearing contract by
Ekran involving 17,750 hectares of forests located in the dam area, while
FCW Holdings is expected to be awarded the multi-billion rmggu con-
tract to lay 2,700 kilometres of submarine and high-voltage transmission
cables (see The Edge2/7/95). Since such potentially profitable contracts
can help increase the value of the companies receiving them, significant
profits can be made through further share manoeuvrings involving
closely associated companies; thus lucrative control of the Bakun Dam
project and profitable access to its contracts has been retained despite
Ekran’s relative small eventual stake in the dam,

The manner in which Ekran managed to get the Bakun Dam contract

injected into €

ure,
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reflects the capacity of senior government leaders to make decisions
favouring a
putation for himself in construc tion, the

ive Bakun Dam contract toa
single company that had no relevant Construction experience Suggests
favouritism and may have several implications, one of which was the
cmbarrassing need to change the ferms of the award of the contract.
The fact that the directors and shareholders of Ekran and the com-
panies associated with it (for example, FCW Holdings and Pacific
Chemicals) seem 1o be closely linked with Daim appears to confirm that
ss fijzures, including non-Bumiputeras, have been
s rend also

cociated interests. Although Ting quickly established
arawitk state govern-

strong 1
ment's original decision to award the ma

numerous new busine
involved in the extension of his corporate influence. Th
suggests that inter-ethnic busine co-operation has been endorsed at
the highest level and has grown since the mid-1980s, and that state
patronage in Malaysia is, onee again (as before the 1070s). available
1o politically connected non-Bumiputeras. However, the co-ope ion
of non-Bumiputera capitalisis mainly involves only a few politically
in which these new

powertul corporate plyers. Gonsidering the manner
non-Bumiputera corporate figures have emerged, it is unclear to what
extent they serve as business proxies as well as the extent of govern-
ment support they can consistently count on and the degree of freedom
and initiative they enjoy and can develop in furthering their own
business interests.



The ‘New Rich’

ir and the P ion of Malay Cap

and marked changes in the

Despite the growth of a Malay middle clas:
country's ownership patterns as a result of the NEP, differences had
emerged by the end of the 1980s over the inequitable distribution of
wealth among Bumiputeras, While UMNO hegemony over the state has
been primarily responsible for this. other factors have contributed o
the rapid concentration of wealth in the hands of a few.

Mahathir Mohamad's appoinument as prime minister in July 1981 has
been another major reason for the rapid change in ownership patterns
since the 1980s. A strong and consistent advocate of the development of
Malay capitalism through political patronage, Mahathir's fixation with
the creation ol Bumiputera capitalists has been evident since the
publication of his 1970 ‘treatise” on the problems of the indigenous
community, The Malay Dilemma. His views on the failure of the state to
help promote Bumiputera capitalism were deemed controversial and
promptly banned. So Mahathir probably welcomed the NEP, p.Aruru-
larly its objective of using gover 1 enterprises, especially so-
called trust agencies, 1o acquire assets on behalf of the Bumiputeras. He
has also, however, strongly believed that the best way to develop Malay
capitalists is to privilege those most capable of generating further
wealth. In The Malay Dilemma he criticised agencies such as RIDA (now
MARA) because,

run on the lines of a welfare department, RIDA denied money 1o capable
Malay businessmen but gave hand-outs to poor people with vague notions of
going into business. Anyone with any indication at all of succeeding in
business was denied aid on the grounds that RIDA was not meant to help rich
people become richer. (Mahathir 1981: 40)

1n7
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A number of problems and contradictions, however, arose as the
government intensified its cffors w develop Bumiputera businessmen.
Many Malay businessmen hegan (o complain that government ente
becoming obstacles to the development of Malay businesses.
As mentioned, in the construction sector, since public agencies like the
UDA and Pernas were given preference for most public infrastructure
projecis, private Malay contractors and developers cither had difficulty

prises we

FEUIng CONTIACLS OF WETe ay varded small-s

ale jobs, thus limiting profits
ctors, in particular,
argued that when public enterprises were involved in major buy-outs
and aequired majority equity interests in commercial property and

and growth. Small and medinmesized Malay contr:

residential housing estates, they had limited access to fimancial
es. Since the rents were captured b
(his constituted an increase in the Malay shave of the economy, it also
meant lost opportunities for small-scale M
their growth (Tan 1993: 76).

But it was undeniable that the UMNO-led government had ftor

TESOUT

these enterprises, although

alay entreprencurs, inhibiting

sul

political reasons enconraged the development of 7 1y mentality’
s with the implementation of the NEP. While
aceumulation through ethinic atfirmative action was being portrayed by

among the Bumiputer

some UMNQO politicians as a historically justified birthright, Mahathir
was also reminding the Malays that the NEP was only a temporary boost
1o compensate for past injustices. Thus by the 19805, as Khoo (1994
150) has pointed out, Mahathir had become increasingly aware and

disappointed that although

Malay businessmen had been nurtured on easy credit, business licences,
government contracts, and other forms ol preferential reatment .. they did
Dot fultil NEP's vision of a class of competitive Malay entreprencurs. Malay
professionaly were raised in *MARA colleges” and trained abroid on state
weholarships 10 form @ ‘permanent middle class’ but clung to the state for
employment. NEF's restructuring appeared (o have removed the racial
imbalances only in form because in reulity NEP {ostered a ‘dole’, "subsidy’ or
“getrich-quick’ mentality among the Malags. State protection had perpetu-
ated Maliay dependence on the state.

Upset with excessive Malay mass reliance on the state, Mahathir

sought o pull the Malays out of this dependency before the NEP's
15 acquired by the state were
passed on 1o Bumiputeras, they would also have the knowledge and

expiration in 1990 to ensure that when a

expertise (o maintain and develop these assets, To quote Mahathir on
this point: “The best way to keep the shares between the Bumiputer,
hands is to hand them over to the Bumiputera most capable of
retaining them, which means the well-to-do’ (Far Eastern Economic
Review 13/4/79). Otherwise Mahathir feared that the Malays, with their
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‘getrich-quick’ mentality, would only pass on their new-found wealth to
non-Bumiputeras, particularly the Chinese, Even in the carly 1980s
although a considerable number of Malays had obtained top pos
in major companies, their contributions to these businesses were often
nominal; most of the Malays who were “active” in the corporate sector
were merely playing high-profile roles in their companies, with their
Chinese partners often running the aciual operations behind the scenes
(Hing 1984: 312). Mahathir was also distressed that many Malay busi-
nessmen who had emerged as major corporate players and remained
active in business continued to do so only because of substantial
government patronage.

In line with Mahathir's explicit desire for the development of
Bumiputera capitalists through government patronage via policies
such as the NEP and privatisation, a number of major conglomerates
controlled by Bumiputeras with close links o the political elite emerged
and developed rapidly during the 1980s, The ostensible reason for
the award of government contracts to such businessmen was that
these Bumiputeras had acquired the “expertise’ to build on these rents,
although this was not usually the case. In most cases these Bumi-
putera businessmen formed joint ventures or subcontracted the
operations to foreign or local enterprises which had the expertise to

tions

get the job done. Notable examples ol those who have benefited
from such government patronage are the Antah Holdings Group
and the Melewar Group, both controlled by Negeri Sembilan royalty:
the Arab Malaysian Group controlled by Azman Hashim; the R. J.
Reynolds and Land & General Groups controlled by Wan Azmi Wan
Hamzah; the Uniphoenix Corporation Bhd led by Ibrahim Mohamed,
who was once ) involved in Promet Bhd; and more recently,
ir Ismail, who leads Cycle & Carriage Ltd and Cold Storage Bhd;
Tajudin Ramli who controls TRI, MHS and MAS; Halim Saad who
controls Renong Bhd and UEM: Yahya Ahmad who controls HICOM
Holdings Bhd, Diversified Resources Bhd and Gadek Bhd; Mohd Razali
and Samsudin Abu Hassan

Mohd Rahman who owns Peremba Bhd;
who is the chairman of Aokam Perdana Bhd and Landmarks Bhd, owns
a major stake in Cold Storage Bhd and has an interest in Austral
Amalgamated Bhd and Dataprep Holdings Bhd (of which Mahathir's
son, Mirzan, is a major shareholder). Before their ministerial appoint-
ments, former Finance Minister Daim Zainuddin and former Deputy
Prime Minister Ghafar Baba were also prominent businessmen lead-
ing their own publicly listed companies. In all instances, these con-
glomerates were seldom initiated and developed as active manu-
facturers for export. Case studies of Wan Azmi Wan Hamzah and
Tajudin Ramli will help show how Bumiputera capitalists have rapidly
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developed through government deployment of rents (see Gase Studies
§and 9, pp. 158-52).

1t would not, howe ir to say that all thi
ot contribted to productive investments. For example, while Wan

1, be f e Bumiputeras have

Azmi's contribution to the turnaround and growth of his main property
development concern Land & General Bhd has been lavourably
acknowledged, he has also deple

d some of these rents productively in

ctors. Through his privae holding company, Rohas Sdn Bhd. he

other s

owns a majority interest in Syarikat Sepatu Timur Sdn Bhd, a shoe
company originally e blished by Chinese and Midiy bus nessmen. Wan
Asmi's inyolvement in the company was crucial for obtaining supply
contracts from both the government or government-controlled com-
panies like MAS and Proton; with majority control ol Syarikat Sepatu
Timur, Wan Azmi’s involvement has facilitated the expansion and

diversification of the company's products (see Rugayah 1994: 81-8).
Wan 4
tation conglomerate, KL Kepong Bhd, to venture into major property
development projects on the outskirts of the federal capital, in which his
involvement has been substantial, Interestingly, these ¢ amples not only
suggest that close co-operation between Chinese and Malay businesses

smi has also collaborated with the Chinese-owned listed plan-

sults, but also that there is
increasing collaboration benseen major established Chinese companics
and those controlled by influential Bumipute

can have favourable and productive v

a businessmen.

‘Money Politics’ and the ‘New Rich’

One of the most widespread and controvers
practice of political patronage has been the growing influence of money
on politics, most apparent during party and general elections. As
controversial as the manner in which funds are spent during electoral
ition political parties and

al aspects of the continued

contests are the ways inwhich most ruling ¢
politicians get funds o finance their activities, particularly since the
mid-1980s, when contests for powerful politi il posts have become
increasingly expensive. The impact of money as well as business

and economic favours on election outcomes has become extremely
significant.
Despite the de
(the disproportionate amounts of money spent during election cam-
paigns greatly distort Malaysia's system of representative democracy)
and despite recent cally by leaders for greater accountability and
transparency in government {here have been no attempts to make new
Jaws or enforce existing ones to curb such acti dity. This has led to
. which refers to a number

ability of curbing ‘unfairness in the electoral proces

increasing use of the term “money politic:
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of related issues, including political party involvement in business,
abuses of power for corrupt purposes, and political patronage.

With the eentralisation of power within a hegemonic UMNO,
declining independence and influence of the bureaucracy, legi
judiciary and monarchy, the balance of power within the state has
ngly centralised executive. As the powers
of the various branches of the state have been progressively diminished
the close links of the more powerlul executive with an emergent
breed of mainly, but not exclusively, Bumiputera rentiers have become
increasingly pronounced; the prominent new capitalists linked to
UMNO leaders include Halim Saad, Tajudin Ramli, Samsudin Abu
Hassan, Wan Azmi Wan Hamzah, Yahya Ahmad, Ahmad Sebi Abu Bakar,
Vincent Tan Chee Yioun, T. Ananda Krishnan, T. K. Lim, and Ting Pek
Khiing.

The development, through political patronage, of this ‘new
» been reflected in the change in UMNO's gras
leadership, which is increasingly dominated by businessmen. Although
this reflects the significant class changes in Malay society generally and
the party hicrarchy in particular, UMNO's political hegemony is still
e to the demographic distribution of ethnic groups and a gerry-
mandered electoral system favouring rural areas where Malays continue
to predominate. In spite of overreliance on rural constituencies o
ensure its continued hegemony in the legislaure and the Baris
Nasional, UMNO's leadership at divisional and branch levels has heen
taken over by urban-based businessmen-cum-‘weckend politicians’. This
widening economic gap between par aders and members has also
been reflected socially,

One of the main reasons for growing intra-ethnic economic in-
equali ociated with the rise of a Malay business and middle
has been the extensive development and caprure of rentier activities by
Malay politicians through the spread of political patronage involving the
party (sec Gomez 1994). Malay politicians are aware that given UMNO's
political dominance, patronage through allocation of government
resources or privatisation can be secured by building a strong base in
the party. After all, NEP implementation often meant that state inter-
vention in the economy most favoured those best able o exercise
political influence, and facilitated their access to rentier opportunities.
Since their close ties with influential politicians had given them access to
b\lsm(.ss upporlumucs 1o develop their corporate holdings, such

are, in turn, expected to financially support their political
patrons. This has led to increased spending to capture positions in
UMNO, usually involving wasteful cliental deployment of economic
resources. In the process, the active i of Malay politici.

and the

ature,

shifted in favour of an incre

QUSTES

ser
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in busine:

and the growth of politically connected business groups.
also led (o new rivalries and resentments.

The increasing practice of patronage in UMNO also exacerbated the
problem of limited accountability, particularly since ties between politics
i business have become inereasingly personal since the mid-1980s.
There have been several reasons for this change, which has transpir
the government began 1o transter control of its assets to individual

d as

businessmen. The mid-1980s economic recession and fiscal crisis
severely curtailed the number of busine opportunities that could be
dishursed through the government, leaving UMNO deeply divided. In
1987 a new opposition faction — led by former UMNO Treasurer and
Finance Minister Tengku Razaleigh Hamzah, who left the party to
establish the opposition Parti Melayu Semangat 46 - alleged that
UMNO President Mahathir had formed a Kitchen cabinet which had
centralised decision-making powers and that most government cons
\racts and business opportunities were being distributed 1o members of
this inner circle. Furthermore, his faction also alleged that Daim = who,
as UMNO treasurer, had control of Fleet Holdings. then UMNO's main
holding company — had abused his position as party trustee 1o channel
most of UMNO's assets 10 holding entities controlled by his family (see
/14/87). Opposition leaders ol the DAP also publicly

Nean Straits Tines 22
embar d the Prime Minister by almost winning a lawsuit in which
they charged the government leadership with a conflict of interest in
privatising the multi-hillion ringgit North-South Highway project 1o
UEM, which as we have seen is closely linked 1o UMNO.

UMNO seemed to control, through its treasurer, vast interests in the
private sector hefore its deregistration in 1988, The party was deregis-
rered when twelve Razaleigh supporters, after Razaleigh's narrow defeat
by Mahathir for UMNO's presidency in 1087, filed a suit claiming that
the election should be nullified on the grounds that delegates from 30
unregistered branches had attended the UMNO General Assembly. In
February 1988 the court ruled UMNO an illegal organisation het
of the presence of these unregistered branches. Mahathir subsequently
formed UMNO Baru (New UMNO) and uwsed the opportunity 1o deny
his critics membership of the new party, I the process, although
LUMNO lost control of its vast corporate assets which were taken over by
the official assignee as required under the Societies Act, an opportunity
arose for party leaders to yeconstitute the manner in which its assets

were held, The party’s assets were channelled w private businessmen.
apparently to ensure that the party dissicents, who had been left out of
the new UMNO and had then formed Semangat 46, could not make any
Claim on these corporate entities, By 1992 UMNO would claim that itno
some leaders even went so far as

Jonger had legal control over its



to say that the party was no longer involved in business. Meanwhile,
however, UMNO's co-operative, KUB, was emerging as 4 major corpor-
ate player, having obtained stakes in two publicly hsted companies,
Daruk Kevamat Holdings Bhd (which has a contolling interest in the
United Malayan Banking Corporation) and Damansara Realty Bhd;
UMNO was also disclosed as aving a controlling stake in Utusan
Melavu Bhd, when the company was listed on the KLSE in 1994, More
importantly, UMNO leaders had manoeuvred themselves into a position
where they were no longer accountable 1o party members for the
manner in which UMNO's assets were deployed. Furthermore, this has
also meant that UMNO per se would not be the object ol eriticism
regarding contentions ties between politics and  business: instead
atention has now shifted o individual leaders, particularly those at the
top of the party hierarchy.

In fact, despite denials by senior UMNO leaders, itis widely acknow-
ledged that these men still control the party’s dispersed corporate assets
since these companics are now run by businessmen who had previously
held UMNO's corporate assets in trust. Halim Saad, for example, gained
control of Renong Bhd, where most of Fleet Holding in listed and
private companies, including UEM, have been situated. Tajudin Ramli
msidin Abu Hassan obtained control of the publicly listed
had been owned by Waspavest Sdn Bhd, another of
UMNO's holding companies: Tajudin gained control of TRI, while
Samsudin had control of Granite and Cold Storage. Wan Azmi Wan
Hamzah has an indirect stake in the D&G Bank, which had also been
part of the Waspavest Group (see Gomez 1990, 1994). But since these
links are now mainly based on personal ties between party leaders and
businessmen, it is not clear whether the party actually etfectively con-
cts; for example, would 4 new UMNO leadership hostile
to the present party leaders be able w wrest control of these assets from
the current rustees, who may see themselves as personally beholden to
those responsible for the elevation in the first place?

All this suggests that relations bewween politi
become more complex, with reciprocity becoming increasingly sophisti-
cated. The development of various patron-client relationships and
structures within the party has, in tarn, increased competition, fac-
tionalism and the cost of rising up the party hierarchy. The contest for
the UMNO deputy presidency between Deputy Prime Minister Musa
Hitam and Finance Minister Tengku Razaleigh Hamzah in 1981 and
1984 involved much funds and patronage to secure support. When
Razaleigh later allied himself with Musa to challenge Mahathir for the
UMNO presidency in 1987, the stakes involved in the contest probably
increased significantly, with Mahathir apparently depending heavily on

trols these

and business have
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Daim to stave off the challeng
ampaigns beconting more ¢

that almost toppled him. with political

cpensive and (he economy increasingly

privatised. it is believed that funds are inc reasingly being raised through

Bhe stock market by manipulating the wrading ind prices of shares of

politically controlled corporations (sce Gomez 1996b).

UMNO Factionalism and Money Politics
The importanee of effective paronage and the forging of links between
political leaders and influential husinessmen in climbing the political

hie
Anwar Thrahim decided to contest the party’s deputy pre

archy was confirmed in 1993, when e then UMNO vice-president
idency: the

incumbent, Ghafar Baba, a Tong-serving vice
o his popular grassoots support. had been a prominent figure in the
cctor between 1976 and 1986 before he was wooed back into

sresident until 1987 owing

corporaie

government by Mahathir fo replace Musa Hitam as deputy prime

 inister (o block Razaleigh's ascendance.

ans who abused money
and power Lo get support in UMNO, had vapidly climbed the party
ranks with the support of Mahathir and Daim. An o
the Barisan Nasional government in the 1970s, Anwar had been courted
by Razaleigh and Mahathir to join UMNO in 1982, Soon after winning
a parliamentary seat in Penang in the 1982 general election, Anwar
comtested and nar owly won the UMNO Youth leadership, thus also
becoming an ex officio vice-president of the party. In the se erely
onalised 1987 party election Anwa voted in as one of UMNO's
three directly clected viee-pr idents. By late 199
Jfter taking over the powertul Finance Ministry, Anwar had
managed to displace Ghafar as deputy president, and also became

Anwar, who had beena vocal eritic of politi

spoken critic of

fac

4, almost three

years

deputy prime minister.
Almost a year before Auwar secured the deputy presidency, rumours
were rile that the party was being divided by the impending contest

between the two UMNO Teaclers. While Anwar managed to seeure the
support of upeoming, younge! politicians, Ghalar's more looscly hased
faction enjoyed the tacit support of some more senior politicians, who
were concerned that their positions and prospects in the party were
being under mined by Anwar’s metcoric rise in the party.

Anwar had been a sirong critic of political tes with busin
according to him, ‘UMNO should have no business in dealing with
husiness. [tshould remain & political party ... But it is accepted that the
relationship between political leaders and business leaders are [ sic
onomic Review 6/6/91). Thus by 1993 it wa

often close' (Far Eaxtern

not surprising that a new group of influential, mainly Bumiputers
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corporate leaders was increasingly closely identified with him. Many of
these ambitious new corporate igures had long been frustrated by the
¢ world by those who had emerged
with Mahathir's iand Daim's patronage. such as Wan Azmi Wan Hamzah,
Halim Saad, Tajudin Ramli. and Samsudin Abu | n. The support
that Anwar enjoyed from this generally younger generation of cor-
porate-cum-political figures was crucial in overwhelmingly displacing
Ghatar as UMNO deputy president and consolidating Anwar’s claim to
succession of the party leadership.

Some of the main political-cumebusiness figures that Anwar has been
linked with include Ishak bin Ismail and Mohamad Sarit Haji Yusoh.
During the 1990s, Ishak Ismail rapicdly gained control of a number of
publicly listed companies, inclnding Idris Hydraulic Bhd, Wembley
Industries Holdings Bhd, Golden Plus Holdings Bhd, Benta Bhd, and
KFC Holdings (M) Bhd. Ishak Ismail once etary ol
UMNO's Permatang Pauh division, headed by Anwar, One of Ismail's

s partners, Mohamed Sarit, served as Anwar's political secretary

held shares and directorships in Golden Plus, Wembley
and KFC Holdings (Gomez 1994; 143-6).
Hydraulic (M) Bhd, then a minor listed company controlled by
UMNO’s co-operative KUB, was acquired in January 1991 by Ishak
Ismail's RM2 investment holding company, Tanjung Layang (M) Sdn
Bhd. In September 1992 Ishak Ismail obtained control of Wembley
Industries through another obseure holding company, Grand Care Sdn
Bhd. His partner in Grand was Mohamed Sarit Yusol. A month
later, in October 1992, Ishak Ismail and Mohamed
82 per cent stake in Golden Plus which was used to acquire a subs
stake in the country’s leading fast-food operator, KFC Holdings, in
December 1992 (Gomez 1994; 145-6),

Other prominent businessimen who appear to have close links with
Anwar include Kamaruddin Jaffar, Kamaruddin - Mohamad Nor,
Nasaruddin Jalil, and Ahma ebi Abu Bakar. Anwar's schoolmate Yahya
Ahmad and Nasaruddin Jalil are both directors of the publicly listed
Gadek Bhd, which obtained a 90 per cent stake in Credit Corporation
(M) Bhd in 1994, and Diversificd Resources Bhd, which has obtained
two major privatised contracts from the government for the operation
of Kuala Lumpur's minibus services and the inspection of private
vehicles on behalf of the Road Transport Department; the company
is also involved with government-owned Proton Bhd 1o produce new
variants of the laysian car in collaboration with Citroen of France
(New Straits Times 26/4/94; Cheong 1993: 93-5). In late 1995 the
government also sold its majority interest in HICOM Holdings to Yahya.
Like Mohamad saruddin Jalil is a former political secretary of

dominance of the Mali

¥ corpor:
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the Finanee Minister, while the two Kamaruddins, like Yahya Ahmad.

schoolmates ar the Malay College in Kuala Rangsar:
Almad Sebi was Anwars contemporary at the University ol Malaya.
From 1981 to 1985 Kamaruddin Jaafar, a former academic, wis the
secretary-general of ABIM, of which Anwar had long been the president
hetore his induction into UMNO in 1982 Kamarnddin is currently @
director of Setron Bhd and Sabih Shipyird: Setron, one of the fivst
companics linked 1o Anwar, is controlled by the Ya
Pulau Pinang (Penang Bumiputera Foundation). of whic I the Finance
Minister had been chairman since 1988, Anwar resigned as its ¢ hairman
after his appoinunent (o {he Finance Ministry in 1991,
ment as chairman was his protégé, fbrahim
former academic, Ihrahim had served as Anwar’'s pnllli(;ll ST
between 1082 and 1086, Kamaruddin Mohamad Nor, a former yiees
president of ABIM. oceeded Anwar as regional representative of
WAMY, the World Assembly of Muslim Youth. Anwar's tather, Ihrahim
Abdul Rahman, i formet UMNO member of partiament, is chairman of
Indusuial Oxygen Incorporated Bhd. 2 publicly listed plantation
concern, which was part of a consortium awarded a RM391 million

wsan Bumiputera

Anwar's rey

adl, adeputy minister. A

ary

contract for the redevelopment of the government's psychiatric Lac iliry
in Johore (Asiarveck 17/11/93). Iliere is, however, some indication

(hat Anwar has been embar sed by the business involvement of his

{amily members.

The management buy-out in January 1993 of the influential media
companies NSTP and TV3 is widely believed 1o be preparatory o
Amwar's successfiil challenge later that yeal for UMNO's deputy
presidency —and henee the deputy prime ministership (see Case Sty
4, p. 66). In the run-up 1o the election, although TV3 and the NSTP
newspapers were not blatantly supportive of Anwar, they gave him
promineut and favourable coverig
camp. A number of candidates in Gha
presidents Abdullah Ahmad Badawi, the Foreign Minister, and Sanusi
Junid, the Agriculture Minister = accused the press of notonly ignoring
50 of distorting and misquoting their statements, Even Prime
ahathir complained that his statements had been taken out
Lor misquoted, especially when he voiced suppots for Ghafa

while ignoring Ghafar and his

far's faction — including party vices

of conte’

or when he said that the top posts i 1he party should not be contested

{or the sake of party unity. [n the contest, Anwar's “Wawasan' (Vision)
ice-presidents, even displacing. the

eam members were elected as

while many of the Finance

inister's sup-

popular Abdullab Bacawi
porters were inducted into the party's Supreme Council. thus further
D solidating his position in thie party. I fact, although Mahathir has
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not been challenged for the presidency, itis widely believed that An:
has gained control of UMNO and has cmerged as the most powerful
politician in the country, subtly laying siege 1o the Prime Minister; it is
now widely suggested that Mahathiy, unlike Anwar, has not spent much
time cultivating his grasstoots base, leaving i vacuun that has heen
filled by the energetic Anwar and his ambitious younger men. Anwar,
however, has wiscly denied allegations that he intends 1o accelerate the

The nmmgvuu»m huy-out of the two media companies was not the
only business controver sociated with the November 1993 UMNO
election. Numerous rumors and allegations were made about insider
trading, involving companies listed on the KLSE. as a way of raising
funds for Anwar’s campaign and of buying support. Between 4 January
and 9 June 19953, the average daily trading volume on both the first and
second boards of the KLSE amounted to 356 million units valied at
RMB92.3 million. The average daily wading volume on both boards for
the whole of 1992, however, only amounted to 77.7 million units valued
at RM207 million, while for 1991 it was only 49.6 million units worth
RMI120.9 million (New Straits Times 15/6/93). Speculation that this
dramatic rise in trading activity was linked o the impending UMNO
elections was supported by the particularly high trading of company
stocks linked 10 UMNO, such as Idris Hydvaulic, Granite and Renong.
The value ol the shaves of these three companies appreciated almost
threefold over linle more than a month. The KLSE even queried
Granite over the rapid rise in the price of its shares, which leapt from
RM3.68 10 RM8.50 within a week in early June (New Straits Times
17/6/93). The Registrar of Companies also I:Lg w its own investigations
into suspected insider trading |nvnh|ng UMNO-linked companies such
as TV3, NSTP, Renong and the Malaysian Resources Corporation Bhd —
which had acquired TV3 and NSTP - after surges in their share prices
in early 1993 (The Star 27/2/93): the vesults of the probe have still
not been disclosed and are unlikely to lead anywhere, ccpecmlly given
the outcome of the challenge. In fact one UMNO faction is said to
have raised approximately RM300 million, mainly through the stock
‘exchange, to fund the campaign (see Gomez 1994; Far Eastern Economic
Review 15/7/93).

Speculation that the stock market was being abused 1o raise funds
appears to have been confirmed when share prices began m plnngc]usl
“as the UMNO A bly ed in early
this downward trend occurred even after the Fm.mce Minister had
~announced another pro-business budget for 1994, one week before the

NO General Assembly, which carried numerous benefits for
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corporations. including generons wx cuts. Although this should have
improved company balances, which should, in turn, have pushed up
stack prices, the KLSE Composite Index hegan to fall just before and
soon alter the UMNO General Assembly.

Tronically, during the 1093 UMNO General Assembly, the resurgence
of money  politics in UMNO  was clearly acknowledged - and
denounced. Almost every delegate who 100k 10 the rostrum used it 1o
denotinee the extensive 1se of money and gifts by aspiring politicians to
buy support. One defegate claimed that he was given RM1,000 for his
vote. while an analyst contended that ‘never has money heen spent on
sich a scale before in an UMNO election’ (Far Lastern Economie Remear
18/11/93). While money had been used before 1o buy the support of
emblies, now it was also being extensive

delegates to the party's
used 1o buy support at the divisional level to ensure that candidates for
the top two leadership positions received sufficient nominations 10
“reflect” their supposed popularity. Some delegates even alleged that
1 with the recalcitrants ammong them.
ident

strongarm Lactes were used to de
So intense was the call to curb money politics that UMNO pre
Mahathir received unanimous support from the delegates when he
suggested that amendments be made 1o the party constitution to curb

such activities,

However, in the unlikely event that money politics i the party is
curbed. it is even less likely that the use of money 1o abtain support
during general elections will cease. Fur (hermore, since Anwar's faction
has demonstrated the SUCCess o ith which money can be used to usurp
able, such amendments are likely to

positions once thought nna
help presery Mahathir's position and to protect Anwar against chal-
Jenges by other senior | For example, when UMNO Baru
o ormed, the pary's constitution was amended. Allowing nominees
for the post of UMNO president and deputy president 10 be awarded
ten bonus votes for each divisional nomination they rec eive. Tt was then
pn\un\r(l that this amendment virtually consolidated the position of
Since this was not proving to be the

rty leaders.

the top wo leader in the part

case, Mahathir again attempted to amend the constitution 10 delete the

honus votes, claiming that it contributed to the escalation of money
palitics.

I amy case, patronage networks are still being developed by aspiring
politicians. Privatised contracts are qiill being given out o businessmen
with close political ties. In fact it seems that Finance Minister Anwar
vasl patronage apparatis, which his supportes

Tas control over s
crucial o his maintaining political support and undermining the
influence of opponents and defectors. While some business groups are
ction leaders, not

clearly aligned with particular political factions or [



THE *NEW RICH" 1249

all businesses or politicians neatly fit into clearly defined, mutually
exclusive camps. Politi realities are much more compli-
cated and constantly shifting 1o boot, This element of uncert

ainty

particularly hard-pre
political or business rivalries in their own factions.

By carly 1994, in fact, it appeared that a dispute had arisen between
Anwar and Daim over the manner in which privatisations were being
decided and diswibuted. The dispute appears 1o have been precipitated
by the claim that businessmen close to Daim were henefiting most from
privatisation. In June 1994, for example, the government finalised the
sale of its 32 per cent stike in the national airlines, MAS, 10 RZ Equities
Sdn Bhd. a minor unlisted company owned by Tajudin Ramli, a husiness
associate of Daim. Robert Tan Hua Choon, reportedly a close associate
of Daim, obtained a lucrative privati
Spanco Sdn Bhd, in 1993 10 se governmentowned vehicles In
January 1994 the RMI5 billion Bakun Dam project, which had been
earmarked lor privatisation to a company in which the Sarawak state
government would have had a stake, was awarded in oo 1o Ting Pek
Khiing at the eleventh hour after Daim’s intervention (see Asian Wall
Street Journal 2/2/94) . In 1994 UEM, controlled by Halim Saad throwugh
Renong, obtained the privatised contract to construet the second link
causeway between Malaysia and Singapore. During this period there was
also strong speculation that a majority 60 per cent stake in Bank
Bumiputra, Malaysia's second largest bank, would be sold by the govern-
ment to Landmarks Bhd. controlled by another close Daim protége,
Samsudin Abu Hassan, who has no previous banking expericnce (see
Malaysian Business 16/3/94).

Apart from this, it is likely that big businesses controlled by
Chinese interests have been funding particular UMNO leaders: Hong
Leong Group’s Quek Leng Chan and the MBf (Malayan Borneo
Finance Bhd) Group's Loy Hean Heong, for example, are reported
to have supported Finance Minister Anwar's successful 1993 bid for
the UMNO deputy presidency (see Case Study 4, p. 66). Since UMNO-
linked companies have ged to get signi control of important
sectors of the economy, such as the consiruction, media and banking
ndustries, most of these non-Bumiputera interests hope to benefit from
A €ss opportunities accruing from UMNO companies. Furthermore,
since UMNO leaders also control the most important cabinet portfolios,
Particularly finance, there are numerous other economic benefits for
politi well Bumip interests.

1o deal with either

e contract through his company,

vice
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After the November 1993 UMNO elections, the Barisan Nasional had
(e election in Sabah, then controlled by the opposition Parti
b (PBS). 1t is quite clear that the Barisan Nasional was
<1 control of the state from the opposition for a number of
ictory would also augur well for the Barisan Nasional in the
forthcoming general eled tion. Furthermore, this was to e the PBS's first

to faceas
Bersatu

electoral contest with the Barisan Nasional after its pull-aut from the
ruling coalition on the eve of the 1990 general election; a visibly
hochid and angry Mahathir bad then deseribed PBS's defection = after

nominations were over —asa sstab in the back” (Khong 1991). Midway
through the campaign period for the 1990 general clection, PBS
president Joseph Pairin Kitingan joined {he Gagasan Rakyat coalition
46, committing his pi
onal had little time w counter the

which was led by Seman ty to the apposition’s

joint manifesto. The Barisan Na
defection, and during the election the PBS swept all twenty of the
seals it contested in Sabah. The PBS's defection also

parliamenta
imeant that, for the first time since 1969, the Barisan Nasional was under
severe threat of losing not only its two-thirds parliamentary majority, but
also its control of the government, By stepping up its campaign along
racial and religious lines, owever, the Barisan Nasional managed 1o
diseredit Semangat 46 enough 1o secure its vo-thirds majority in
parfiament (Khong 1991).

The Politics of Money: the 1994 Sabah State Elections

Sitnated in the north of Borneo island, Sabah was included in the
Federation of Malaysia in 1963, 1t has a population of approximately
1.7 million, and a high proportion of recent immigrants from the
Philippines and Indone: are Muslims,
920 per cent are Chinese, while the remaining 40 per centare indigenous
non-Muslims, mainly Christians. the largest community of whom are
Kadazans. Ruled since 1985 by (he PBS, a multi-racial party dominated
by Chri
tion, when it narrowly defeated the then ruling Bar

sia. Almost 40 per cent of Sabahans

w1 Kadazans, the party came 1o power justa year after its incep-
an Nasional
coalition menmber Berjaya, with the support of the Kadazan and Chinese
communitics. Hence the PBS — led by a Christian Kadazan, Joseph
Paairin Kitingan — had an uneasy relationship with other member parties
of the Barisan Nasional, espec fally UMNO, after it was admitted to the
ruling coalition in 1986 until it leftabruptly in 1990.

Despite the Bar isan Nasional's overwhelming influence over the
media, especially the television and radio network and its access 10
vastly greater funds, most pre-clection analyses of the Sabah situation
predicted victory, albeit a narrower one, for the ruling PBS in the state
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election scheduled for February 1994, After nine years of rule, the PBS
had a well-oiled party machine. The state government's machine,
including its numerous agencies and the influential Sabah Foundation,
had also been deploved to buttress its position. Kadazan nationalism
had been strongly propounded 1o cement the community's support for
the PBS.

In addition, the PBS also appeared to have overcome its problems
with the imswhen it forged a coalition just before the election with
the United Sabah National Organisation (USNO), once led hy Pairin's
erstwhile political foe, Mustapha Harun, who had first joined UMNO
when it came into Sabah in 1991, When Mustapha resigned from
Mahath abinet and UMNO, citing irreconcilable differenc
to team up with PBS on 19 Janua y
weeks helore the state election, it appeared that UMNO's hopes off
wresting Sabah from the PBS were quite remote (Aliran Monthly 14 (1)
1994). Since USNO's support had primarily come from the Muslims, the
coalition between the PBS and USNO could have pooled, for the first
time, the support ol the two largest and indigenous communs
in the state electorate: the indigenous Chri e Muslin

In its electoral campaign the B sional did not hesitate to use
its control over the federal government to chinnel money o current
and future projects in Sabah. For example, it offered RM700 million for
low-cost housing over the next seven vears; it also pledged o raise the
income of ns from RM3,600, one of the lowest in
) d of the decade. The Barisan N;
government also promised 1o set up a new university in Sabah and more
than 100 new schools, o upgrade infrastructure and to improve health
care. In all, it was estimated that the Barisan Nasional had promised to
invest close to RM1 billion in Sabah over the next few vears (Asian Wall
Street Journal 17/2/94, 21/2/94). And, as il to drive home the point,
Deputy Prime Minister Anwar Ibrahim warned Sabahans that none of
this would materialisc if the PBS were re-elected to office (Asian Wall
Stroet Journal 23/2/94).

The PBS's main issues were grievances against federal control, par-
ticularly the marginalisation of Sabah by the Barisan Nasional federal
Bovernment, seen for example in reduced federal fund allocations for
tbah's development. The victimisation by the federal government of
leaders was another issue; Jeffrey Kitingan, the younger brother of
e chief minister, had been detained without trial under the Internal
ity Act for almost three years. The PBS also repeated its old
ds for a new university and its own television network, and
Teiterated the need for more autonomy to safeguard state rights (Asian
Wall Street Journal 19/2/94). Handicapped by Sabah’s declining timber

groups
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revenues and meagre industrial base, the PBS was notin a position 1o
CThe Faet was that the
state government had been selling assets 1o pay its debr.

To undermine the coalition hetween the PBS and USNO, UMNO
leaders claimed for temselves the tole of protector of the Muslim

match the promises made by the Barisan Nas

community, Drawing explicit analogies with the dominance of @
primarily ¢ pistian West over the Muslim third world, UMNO managed
10 galvanise effective support. Mahathir even brought up the issue of
cthnic stile in Bosnia-Herzegovina 1o evoke Tear among Sabahans thit
Malassian Muslims would be oppressed by a predominantly Christian
Jeadership if the PBS were re-clecied.

The Bari
who, in view of their 20 per cent proportion of the Sabuh electorate, had
the ability 1o swing the tina ourcome decisively. The PBS itsell was
rocked by the exodus of Chinese leaders such as Yong Teck Lee its
influential deputy president and deputy chiel minister, whao resigned on
20 January, (wo weeks before nominations and a month before the
clections were due (Aliran Montily 14 (1) 1994). Yong quic kly formed
the Sabah Progressive Party (SAPP) with the help of prominent
Chrinese usinessutan, Joseph Ambrose Lec, who was instrumental in

\n Nasional also actively courted the support of the Chinese

organising and funding the party; Lee iswidely believed 1o be a business
associate of UMNO leaders (see Asian Wall Street Journal 14 3794,
/94). The SAPP, which was immediately admited into the Barisan
s vote during

Nasional, was mainly responsible for splitting the Chine
the state election.

Joseph Ambrose Lee controls Suniwang Sdn Bhd, which is the largest
private landowner in the Federal Territory of Labuan, once a part of
Sabalh. Lee's partmer in Suniwang is e UMNO member of parliament
for Labuan, Abdul Mulok /
Zainuddin (see Malaysian Business 1/8/93). Using Suniwang Lee and
Mulok gained control in 1993 of two publicly listed companies, Con-
struction and Supplies House Bhd and Pengkalan Industrial Holdings
Bhel. Both men had been upset that the lucrative Sabah Forest
Industries had not been privatised 1o Suniwang in 19948 (Malaysian
Business 1/8/93).

o marshal Chinese support, the Barisan Nasional argued that itwas

gain the most from the
development projects that would emerge with federal funding. The
Barisan Nasional, however, did not only use economic inducements to
win Chinese support; it also played another card imporiant 10 the
Chinese — education, Tt promi sed an allocation of RM30 million for the
development of Chinese-medium schools. As much as RM2 million in
hools at an claborate and

g Damit, who Claims access’ 1o Daim

the Chinese community who stood 1o

aid was immediately allocated 10 30 Chinese

well-publicised ceremony just before the election.
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During the campaign period the PBS alleged thar millions of ringgit
Wl
Filipino and Indonesian immigrants with forged documents, 1o enable

used to buy votes and to ferry in ‘phantom voters', including illegal

them o cast votes for the Bavisan Nasional (Asian Wall Streot Journal
21/2/94). One PBS leader claimed that bah’s almost 1 million-
strong illegal immigrant populaion was less than legally emploved by
the National Front (Barisan Nasional)' (Far Eastern Economic Review
3/94) sanother estimated that ‘there were at least 1,000 illegal voters
per constitueney’ (Asiaweek 20/4/94). Some PBS State Assemblymen
claimed that they were offered a lew million ringgit cach 1o defect to the
Barisan Nasional (sce /ua Daily 12/ ). According 1o then Sabah
Chicl Minister Kitingan, ‘money was virtually being thrown from heli-
copters and distributed lreely in colfee shops' by the Barisan Nasional in
its efforts 1o secure victory (Borneo Post 21,/2/94)

Observers alleged that these funds had been raised through the
manipulation of the stock market. In the run-up o the state election,
between early January and carly February 1994, there were heavy
fluctuations in share prices on the KLSE On 10 January 1994, the day
Kitingan announced dissolution of the State Assembly 10 hold the state
election. the KLSE composite index rose by 16.02 points: this rise was
significant as the stock market had been slipping after reaching an all-
time high of 1314066 on 5 January (Malaysian Business 1/2/94). On the
same day (10 January), Daim Zainuddin, the government’s economic
adviser, was quoted as cautioning inves st their equity in the
stock market because the stock market w ued and minority
shareholders would be the most adversely affected i the market
plunged (Malaysian Business 1/2/94).

After Daim’s announcement, the KLSE composite indes fell 67.2
points, which, according to one report, ‘was the biggest one-day fall in
absolute terms the KLSE has seen. It marked the beginning of the first
real panic selling seen on the KLSE in six years' (Malaysian Business
1/2/94). Exac ating the problem was the announcement the follow-
ing day by Bank Negara that severe restrictions would be imposed ‘to
curb the inflow of foreign speculative funds’ (Malaysian Business
172/94); this announcement led to another massive round of divest-
ment, causing the KLSE composite index to fall even more sharply, by
7.3 points (Malaysian Business 1/2/94). It has been alleged that
Daim’s statement was made after equity held by UMNO proxies had
been sold at high prices during the bull run up to early January; after
the fall the same stock could again be picked up at much reduced
Prices. Some observers say it had become easier to manipulate the stock
market since the new middle class, especially Bumiputeras, had moved
into the market in a big way in 1993, particularly after its protracted bull
Tun began. In fact it is believed that at one stage at least 70 per cent of
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the KLSE's rading volume was due to retail, vather than instittional,
interest (Malaysian Business 1/2/94). Interestingly, Bank Negara lifted
the restrictinn on foreign inflows of shortierm funds in carly August
1994, a meve seven months after it was imposed; there is little doubt that

the move was intended 1o increase liquidity to hoost the rather lack-
Tustre stock market (The Star 12/8/94). Since a general clection was
expected, Bank Negara's reversal of its carlier policy was scen as av

© funds through the stock market or 1o muster the
s, badly affected by the KLSE's stump

tempt either 1o 1

support of the Malay middle ¢l
from early 1994,

Before the Sabah state election, price {luctuations on the KLSE were
so great that small investors complained to the Jocal press and the
awthorities, especially the Securities Commission, that the o arket was
being manipulated by leading government figures to raise funds to
enable UMNO 1o wrest control of Sabah. Eventually even Prime
Minister Mahathir had to issue a strong denial that his government had
abused the stock market 1o raise funds tor the Sabah election. Late:

even members of the Barisan Nasional admitted that the election was
“highly monetized’ though they did not disclose the sources of their
funds (Far Eastern Economic Review 3/3/94).

Ironically, despite such ‘money politics’ involving UMNO, one of the
bah was that
corruption had been rampant during the nine years when the PBS

Key campaign issues raised by the Barisan Nasiol

Culed the state. Chief Minister Joseph Pairin Kitingan had been charged
and found guilty of abusing his power to channel a RM1.4 million
o hstruction contract 1o members of his family: Pairin, howeyer, wis
fined only RMLBOO for the offence, just RM200 short of the amount
which would have disqualified him from running for office {see Far
Vistern Economic Review 27/ 1/94: Alizan Monthly 14.(1) 1990). 1tis highly
es of power by Pairin's

probable that there were other cases of abus

government. Pairin faces o more criminal ¢ harges, while his younger
brother Jeffrey Kitingan had been charged for nondisclosure of
15 during a federal investigation. Jeffrey, however, was discharged of
the offenc 1 Nasional after the
election: he ywas subscquently appointed deputy minister in Mahathir's
cabinet before he lost his seat in the April 1995 general election,
Although even UMNO ministers had made private predictions that
the Barisan Nasional's elec toral chances were slim, the coalition man-
aged to secure 23 of the 48 seals. The PBS only won the state election
with a narrow majority ol two s the PBS's share of the popular
wote dropped from 53.9 10 8.7 per cent (Far Eastern Economic Review
/3/94). In the election, nineteen of the 24 Muslim-majority con-
an Nasional candidates (from UMNO),

a;

oon after his defection to the Bari

ALS

stituencies were won by Ba
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while all Kadazan-majority areas continued to be won by the PBS; two
mixed constituencies were also won by the PBS. Although the PBS had
expected to win most of the Chinese-majority constituencies, despite
Yong Teck Lee's defection, support was almost even between the PBS
(which won four ) and the Barisan Nasional (which won three).
Chinese unhappiness with the PBS, the new SAPP and Mahathir's
promises drew alot of Chinese votes away from the PBS. The results also
reflected the declining support for Mustapha Harun's USNO in the face
of the UMNO juggernaut. Although it had failed to win. the Barisan
Nasional had made significant mroads with its greater use of money,
media, and (almost contradictory) racial as well as religious sentiment
which probably compelled the PBS campaign o be more ethnically
oriented as well.

With the inroads made by the Barisan Nasional, especially UMNO,
into Sabah, some PBS leaders immediately began to advocate closer ties

with the federal government, ostensibly 1o get more (ederal funds for
development, but probably also to ensure that they remained in power
in view of their slim electoral majority. After all, the relatively slower
pace of cconomic development in the state was largely due to lack of
federal funding. Government sta s released in the Mad-Term Review
of the Sixth Malaysia Plan, 1991—1995 showed that funds allocated by the
federal government to Sabah for development was among the lowest
among the states per capita. These figures clearly show that the federal
government cut [unding to Sabah after the PBS pulled out from the
Barisan Nasional in 1990 (Alivan Monthly 14 (1) 1994). But the pos-
sibility of' a PBS reconciliation with the Barisan Nasional was virtually
impossible as long as Pairin remained leader, owing to Mahathir's
personal antipathy towards him.

There were, of course, other personal survival considerations in the
subsequent defections of most PBS elected State Assemblymen to the
Barisan Nasional fold; since the Barisan Nasional government had
begun charging PBS leaders with corruption, there must have been
concern among these leaders that they too might soon be challenged or
- otherwise pressured if they did not get Barisan Nasional protection. So
itwas not altogether surprising when, a few weeks after the PBS victory,
‘three party members defected to the Barisan Nasional, which
precipitated a string of further defections by elected PBS repre-
sentatives. Three new parties were formed: Parti Bersaw Rakyat Sabah,
Parti Demokratik Sabah, and Parti Demokratik Sabah Bersatu, all
Kad: based and led by d ing senior PBS leaders seeking to
‘maximise their leverage in joining the Barisan Nasional (see New Straits
Times 20/3/94). Pairin’s brother Jeffrey, whose threeyear detention
‘under the Internal Security Act had symbolised federal government
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persecution of the PBS, left the PBS to form the Tast of these new
parties. with former PBS secretary-general Joseph Kurup, before aban-
doning the new party to join another Kadazu-hased pare Angkatan
Keadilan Rakyat (Akar), an established Barisan Nasional componen!
et which he now heads by getting the incumbent president,
Mark Koding, to appoint him against the wishes of the existing party
rship. Since the carly defectors to UMNO had enabled the Barisan
faced prob-

control ol Sabah

the three new partic
App:
dership - wis opposed

1 Nasional.

lems gaining admission into the Ba ently hecause
Akar—with Jeffrey Kitingan now part of its top le
adimission. There have been persistent allegations that some
of the carly PBS defectors had been paid substantial amounts and
promised senior positions in the federal government or in a Sabiah

state government led by the Barisan Nasional (see Alivan Monthly 14
(2). 1994).
Despite the magnitnde of the funds used and distributed during this

state election —and other federal and state elections — by the Barisan

Nasional, and by UMNO in puuiru\umhvu'h:urlwvn|unli.~(]<wnrnul

how its campaigns were financed. While there have been instances of
UMNO-owned shares held by proxies dis

party leaders that UMNO went into business o raise campaign funds

ppearing, and admissions by

and achieve financial imdependence, there has nat yet been any public
disclosure ol financial transfers (o the party by any of its alleged
corporate holdings.

This suggests that cach party within the ruling coalition is required 10
vaise funds independently to finance its own electoral campaigns. Com-
pared o the situation during the 1950s until the late 1960s, UMNO now

seems 1o have achieved independence of the MCA in funding the ruling
coalition’s electoral campaigns. thus further diminishing the MCA's
leverage in the Barisan Nasional. However, although the MCA does not
ceem 1o be s involved as UMNO is in business, the party appears siill o
enjoy financial support from the Chinese business community (see
Gomer 1994: 175-239). With its even more limited corporate assets and
business influence, the MIG is probably quite dependent on UMNO for
funds, despite some funding from Indian-owned businesses. including
those connected o top party leaders. But since the MIC generally
contests less than ten parliamentary seats = compared to UMNO's
almost 100 — the amount of funds it requires for campaigning is more
modest, with some funding for the UMNO campaign machines in
ses contested by MIG candidates coming directly from pany head-
financial independence, despite the significant in-
« in the amount of funds spent during elections, can probably be
attributed 1o the party's ability 1o elicit substantial contributions from
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most businessmen who have benefited from state patronage.
most Bai 1 Nasional parties may also be henefiting [rom corporate
funding, because of the unequal distribution of power in the ruling
coalition, UMINO's access to funds is probably much greater than that
of the Al For mple, hefore the 1990 general elections, when
UMNO was expecting keen competition from Semangat 46, the amount
of funds raised by UMNO was quite substantial, The Far Eastern Economic
Review (5/7/90) reported that even before the elections were held,
UMNO had raised at least RML billion for its campaign and was
prepared o spend between RM300 million and RM 1.5 billion to win the
elections. The study of the Sabal state elections also revealed cogently
the role played by Chinese businessmen and the stock market in raising
funds, and the abuse of the government apparatus and funds 1o secure
electoral victory,

Politically Linked N i Capitali

The emergence of an elite, politically influential group of businessmen
since the mid-1980s has not been limited to Bumiputeras, despite the
official ethnic bias of political paronage and the ethnic nature of
national politics. There has since then been greater interethnic elite co-
operation in business matters. It appears that these links were not
established just because they were seen as mutually bene
implementation of the NEP, the greater role of the state in the economy,
the conglomeratisation of Bumiputera companies, the incre
control of the corporate sector by the UMNO leadership, and the clear
domination of certain economic sectors by government agencies and
Bumiputeras are other reasons wih
for the development of Chinese by interests.

Another factor alfecting the bu; s aspirations of the Chinese elite,
Wwhose interests were once better protected and advanced by the MCA,
was the party's diminishing influence in the Barisan Nasional and the
government. Despite the MCA's position UMNO's most senior
Partner in the coalition, it has become rather obvious that MCA leaders
have hardly heen able to influence policy decisions in favour of Chinese
business interests since the 1970s. With diminishing relative control of
the Chinese in some key sectors of the economy and with no party-
Political patron to safeguard their interests, interpersonal inter-ethnic
elite business co-operation is therefore seen as imperative.

Furthermore, since the mid-1980s, it appears that even non-Bumi-
Puteras have been used as business proxies for Malay politicians. Such
busi n should be distinguished from those acting to protect
their own economic interests. Among the prominent non-Bumiputera
businessmen who are seen as business partners of the executive are

ng

cooperation is secn
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Vincent Tan Chee Yioun of the Berjaya Group Bhd, T. K Lim of
Kamunting Bhd, Dick Chan of Metroplex Bhd, and T Ananda Krishinan
of Tanjong Bhd, all of whom have become leading Mala
porate figures. The case studies on Vincent Tan and T. Ananda Kri
(pp. 152-63) help o show how political patronage las been beneficial
for the growth af companies under their control.
Vincent Tan and Ananda Krishnan became major corpurate figures
building on rents they have capured with the government's
privatisation of gaming operations. By injecting these rents into publicly
ely used these

AN Cor-
hian

Iy

listed companics (o get majority conrol, they have ellect

quoted companies for corporie expansion. Their relations with 10p
UMNO leaders and their involvement with compinics controlled by the
party and (he government also seive 1o hightight their close Tinks with
1 that they are
lers, as in the case ol some of the new Malay

arily me

the ruling elite, While 1his does not neees:
proxies of UMNO |
Dbusiness clite, the extent of their business independence is diffic ult to
determine.

Morcover, there is lile newworking between Chinese companies

controlled by the politically well connected like Tan, though the
sitwation is similar for more independent but also wellconnected

e st s Quek Leng Chat of the Hong Leong Group (see Gase

Study 4, p. (6), [n fact the manner of corporate expansion of companics
controlled by Chinese businessmen with ties to the UMNO elite appears
16 have created some ANMOsity among other Chinese businessmen who
Tave not benefited as much from suie allotted rents.

"This development of inter=cthinic husiness co-operion SUgRests that

{he Chinese have been compelled to e

p-.m(llluvirInuimu.spnrnuvmlup\
beyond ethnic houndaries to crihance their business Operatons and
profits. Furthermore, in view of the patron=client ties between the
UMNO-led government and the new rentier capitalists, political leaders
are inclined 1o protect the interests of their clients by channelling more
rents o expand their business operations as well as ceonomic and
political retuns. With an increasingly authoritarian and cenalised
Malaysian government, m which public ace ountability and transparency
have been deliberately diminished by those in power, the strengthening
ol private business interests, especially of those who are politically well
ted, is very likely o consolidate, even inerease, rent appro-

conne
priation in the futore rather than eliminate it

Case Study 8: Wan Azmi Wan Hamzah

Wan Azimi Wan Hamzah, the son of a former Suprete Court judge, was
borns i 1950 in Kota Bhary, Kelantan, and quadified as 2 chartered
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accountant in England. In 1974 he was employed by the Guilrie
Corporation, which had carlier given him a scholarship to study in
England. In 1977 he joined the then UMNO-owned media giant NSTP
as an account. 1e left NSTP in 1979 as it financial controller. His
next appointment was with the government-owned property develop-
ment concern Perembas then headed by Daim Zainuddin with whom he
forged close ties. In 1983 he became managing director of the publicly
listed Sime UEP, in which both Daim and Peremba then had an interest,
and then ad tor of the Malaysian French Bank Bhd, in which Daim’s
family companies held a majority stake (Malaysian Business 16/3/91).

I March 1985 Finance Minister Daim appointed Wan Azmi chief
executive officer of the government-contolled Malayan Banking Bhd,
Malaysia’s Largest bank: it was an appointment which surprised the
financial community hecause Wan Azmi was then only 35 years old and
was replacing the highly regarded Jalfar Hussein, who had been
appointed governor of the central bank, Bank Negara, Wan Azmi’s
tenure at Malavan Banking, however, was short — a mere nineteen
months — alter which he Teft, reportedly to take i break. But within six
months e was back again in the corporate limelight when he acquired
his first publicly listed company, the ailing General Lumber Bh, which
he subsequently renamed Land & General Bhd (The Star 7/6,
Malu,'v.wiml Business 16/3/91; Gomez 1990: 44).,

Aequisition of Land & General

In June 1987, Raleigh (later renamed the Berjaya Group) = a com-
pany which had been Daim'’s first (lagship and was later controlled
by his business associates alter his ministerial appointment = sold its
5.01 per cent stake in Land & General o Wan Azmi, who had earlier
acquired an 8.13 per cent stake in the company; he subsequently raised
his interests in Land & General 10 14.5 per cent, Wan Azmi then
assumed chairmanship of the company and appointed his brother-in-
law, Nik Malimood Nik Hassan, as its managing director (The Star
7/6/90).

Land & General, incorporated in May 1964, was at the time involved
i logging and timber-manufacturing; by 1981 it had diversified into
trading and furniture production. From 1981 until 1987, the company

istered consistent losses (see KLSE 14 1988: 203-6). Land & General
reorganised in 1988, when it declared a nine-for-ten rights issue 1o
p reduce its debt, divested some unprofitable subsidiaries, and
uired a few minor but profitgenerating companies, most of which
also involved in the timber industry. Its most important deal was in
, when it obtained a contract to log a 200,000 hectare timber tract
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in Papua New Guinea over a period of 25 years (New Straits Times
9/10/89; Business Times 8/ 12/89).

Land & General was Wan Azmi's most important listed vehicle for
his forays into the corporate sector, usually involving share swaps. Al
the end of 1989, Land & General paid RM9.26 million to acquire a
20.9 per cent stake i SPPPB from Permodalan Bersatu Bhd (PBB), the
holding company for UMNO's ailing co-operative. KUB (1o Star
11/12/89). SPPPI's most important asset was its 26 per cent stake in
Gadek Bhd, a publicly listed plantation concern: Gadek is currently
controlled by Yahya Ahmad, who is closely associated with Prime Minister
Mahathi

Another interesting acquisition by Land & € seneral in December 1989
was of KM Properties Sdn Bhd. which the lease-holder of an
underground car-park and complex at the Selangor Club Padang, now
known as Dataran Merdeka (Merdeka Square).
controlled by an UMNO senator from Kedah, Shuaib Lazim, was
acquired for RM30 million: the deal in part involved a share swap (The
Sty 27/12/89).

By the cnd of 1991, in terms of profitability, one local business
ive 36 out of more

The company, then

publication ranked Land & General a very impr
than 350 companies then listed on the KLSE. The company was also
ranked 53 by the same publication in terms of market capitalisation and
sales, and 50 in terms of wotal assets (see Corporate World July 1992).

Acqusition of Nanyang Press

In June 1990, through a share swap worth RM50 million, Land &
General acquired a 30.23 per cent stake in the publicly listed Nunyang
Press (M) Bhd, publisher of the influential Chinese newspaper, Nanyang
ncorporated in Singapore on 23 July

Siang Pau. Nanyang Press was
1058, T 1962 it began publication of the Nanyang Siang Pai in Kuala
Lumpur. The company was listed on the KLSE on 17 April 1991, 1n 1991
the daily average net circulation of the Nanyang Stang Pau was 185,000
(KLSE 17 (1) 19912 326-9). 1 he paper’s mar ket share in 1993 was 30 per
cent, just 1 per cent short of Sim Chaew fit Poh, the most widely circulated
Chinese newspaper in recent years (Malaysian Business 16/2/94).
Among the vendors of the Nanyang Press stake was Wan Azmi's
brother, Wan Ariff Wan Hamzah (The Star JR790). Just th months
carlier, in March 1990, Wi Ariff Tiad ac quired a 20.26 p nt stake in
Nanyang Press through his Hong Kong-based company. Oriental
Highland Led, making him the single largest shareholder in the listed
company (New Straity Times 29/3/490); part of Oriental Highland's
was believed 1o have been bought from the

stake in Nanyang Pres
government-owned Pernas Bhd, which obtained a 30 per cent stake in
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the company when it was restructured in the mid=1980s, T was then
speculited thiat Wan Arifl may have been acting for Wan Azmi, a
prospect that did not go down well with the Chinese community, who
were learful that these men were pr through whom the Nanyang
Press stake would eventually end up heing controlled by UMNO,
particularly since the spectre ol a general election was then hovering in
the air (sce Far Eastern Economic Review 28/2/91),

In February 1991, only cight months later, Land & General sold its
Nanyang Press equity 1o Peninsula Springs Sdn Bhd for RM52 million
(New Straits Times)/2/91). Amonth later, Peninsula Springs divested its
stake in the publishing company to the publicly listed Hume Industries
(M) Bhd, controlled by the Hong Leang Group, which had by then
picked up 45 per cent of Nanyang Press” equity (New Straity Times
1/3/91).

Company vecords indicate that Peninsula Springs was incorporated
on 10 January 1991, @ month before it acquired the Nan g Press
equity. Peninsula Springs” authorised share capital was increased 10 RM1
million on 4 February: one of its major shareholders was Ismail Abcul
Rashid who had served as director of some UMNO companies, notably
UEM, Time Engineering Bhd and Jaguh Mutiara Sdn Bhd, which also
owned a 28.8 per cent stake in Hume Industeies ( 7he Star 6/4/91),
Jaguh Mutiara was 100 per cent owned by the Fleet Group, which was
in trn wholly owned by Renong Bhd, the UMNO-linked company. This
appearcd to confirm market specnlation that Wan Azmi was ngin
UMNO’s interests. In the process, according to the Far Eastern Economic
Review (28/2/91), Land & General made a profit of RM12.75 million
from its sale of Nanyang Press.

In July 1992, Nanyang Press enhanced its dominance over the
Chinese publishing sector by acquiring China Press Bhd, which pub-
lishes the Chinese daily 7he China Press. The acquisition by Nanyang
Press of a U5 per cent stake in China Press for RM19.7 million (New
Straits Times 20/7/92) meant that the Hong Leong Group had managed
1o consolidate its interests in the Chinese media industry.

Acquisition of Sri Damansara

other of Land & General's important, and controyersial, acquisitions
1990 involved Sri Damansara Sdn Bhd, also through a share swap. Sri

nsara was acquired from the publicly listed Magnum Corporation
d for RM200 million, paid for through the issue of 80 million new
and & General shares valued at RM2.50 each. After the deal, Magnum
obtained a 28.7 per cent stake of Land & General's enlarged pai -up
‘€apital but had to grant Wan Azmi an option, to be taken up within a
Year, to acquire all its equity exceeding 20 per cent in Land & General
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(The Star 6/6/90). By the end of 1991, Magnum's stake in Land &
General was 21,5 per cent ( Business Times 14 /10/91).

The Sri Damansara deal, however, was objected 1o by Vincent Tan
Chee Yioun, chairman of Berjaya Leisure Bhd (formerly Sports Toto,
which then had a 32.9 per cent stake in Magnum, on the grounds that it
wats apparently infavourable to Maguum. In November 1991, in what

appeared o bea cone fliatory gesture, Land & General sold 25 per cent
of its 100 per cent stake in Sri Damansara to Sports Toto for RM59.5
illion cash, for capital gains of RMY.5 million (The Star 6/11/91).

Sy Damansara is the developer of a billion-ringgit housing project in
Repong. on the ontskirts of Kualu Lumpur. The Land had originally
been owned by Multi-Purpose Holdings in the 1980s, when the company
was controlled by the MCA. Atiempts o develop the land had failed
becatse government approval wits not given despite repeated requests

over seven years, The approval only came from the Selangor state
government after Multi-Purpose Holdings formed a joint venture with
the UMNO-owned PBB to develop the tand. The jointventure company
wits then called Multi-Purpose Bersatit Development Sdn Bhd, in which
Multi-Purpose Holdings held a5l per cent stake, By May 1987 Magnum
had bought 100 per cent of Multi-Purpose Bersatu Development's
cquity for RM50. G million, and renamed the company Sri Damansara,
Alhough Magnum had made a profit by selling Sri Daiminsavt. most
critics of this deal felt that the potential Tong-term gains from Sri
Damansara did not meritits sale w Land & General for such alow py ice
(sce Gomez 1990: 157-9).

Most of the objections 0 the sale of Sri Damansara were riiscd by

MCA Teaders, The Magmum Gorporation was controlled by Multi-
Purpose Holdings, the company incorporated by the MCA to mobilise
Chinese capital. Tn fact the property owned by Sri Damansara had
originally been held by Muli-Purpose Holdings, and negotiations for
the project had been handled by former MCA president Tan Koon

Sy, while he was still managing director of Mult-Purpose Holdings

(see Gomez 14

Acquusition of Rashid Hussam Bhd

an Azimi fist obtained a direct interest in Rashid Hussain Bhd, the
largest local stockbroking group. in November 1988, when he was
alloted the entire Bumiputera allocation of 5.5 million shares when the
company went public. I carly 1990 Wan Azmi divested his stake in the
company, teportedly at a profit of RM20.6 miltion (Malaysian Business
1/11790).

By December 1990, however, Wan Azmi started reacquiring an
interest in Rashid Hussain through Land & General. After an initial
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purchase of 5.9 per cent of equity, Land & General's interest in Rashicd
Hussain tripled to 16.7 per cent by February 1991; by March 1992, Land
& General's stake in F id Hussain amounted 1o a m: 24.8 per
cent (New Straits Times 2/ 3/91; Business Times 6/3792). In Febriary 1992
Bank Negara gave Land & General the approval 10 increase its stake in
Rashid Hussain ta 30 per cent, which would have made Land & General
the single Lugest shareholder of the stockbroking company (New Straits
Times 1/5/92), One of Rashid Hussain's most Important assets wis ity
associate company, the D&C Bank, in which it has a 20 per cent stake.
This bank, which had been acquired in [uly 1990 from Singapore-based
United Indusirial Corporation for RM224 million (sce p- 62), was then
involved in discussions to merge with Malaysia’s third largest bank,
UMBC; the negotiations, however, (ell through. Rashid Hussain had 10
stave off bids from Amalgamated Steel Mills Bhid, the Hong Leong
oup, and the MBI Group to acquire the 20 per cent stake in the D&C
k. The linal decision on who should acquire the D&C Bank's equity
e from the Finance Minister and Bank Negara, as stipulated under
alaysia’s banking regulations (7he Star 19/7/90). Wan Azmi was then
1 chairs and 30 per cent owner of the Kuala Lumpur Mutual
Fund Bhd, in which the D&C Bank owns a 21 per cent stake (Malaysian
iness 1/11/90).

Acquisition of R. J. Reynolds

Vhen Wan Azmi divested his stike in the highly lucrative Rashid
n Bhd in January 1990, it was scen as a surprising divestiture since
e was using the funds = through his family holding company, Rolas
dn Bhd — 1o obtain a controlling 51 per cent stake in the ailing publicly
d investment holding company Juara Perkasa Corporation Bhd
). JPC was then so debi-ridden that its shares had been suspended
trading on the KLSE since December 1987 (New Straits Tinmes
@/90)‘ Despite the company’s moribund state, cachi JPC share was
ht for a hefty RM2.53: within four months Wan Azmi had increased
take in JPC 1o 55 per cent (Malaysian Business 16,/9/90)
the end of August 1990, the American-controlled R. J. Reynolds
cco Company announced the reverse takcover ol JPC by injecting
ghly profitable Malaysian subsidiary, R. ). Reynolds Sdn Bhd into
“ R. ]. Reynolds had been under incr ng pressure from the
ernment to indigenise its equity, as required under the NEP, by the
£1990. The takeover was paid for with the issue of 250 million new
aares. Soon after the reverse takeover of PG by RJJ.R. Tobacco, the
y's entire 49 per cent stake in J. & P. Coats (Manufacturing) Sdn
Was sold to help reduce JPC's debt. Wan Azmi, who had promised
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1o find a buyer for . & P, Goats during the negotiations for the reverse
takeover, everiuaily bought the company himsell (Busines Limes
/0790y, JPG was relisted on the KLSE on 1 March 1991,

After the takeover and a restructuring of JPC, the American stake in
the compiny was reduced 1o 70 per cent, while Wan Asmi had 145 per
cent of equity through his direct and indirect stakes (5¢ New Straits
Fimes 7/9,/90). Figure 5.1 indicates the sharcholding structure of JPC
before and after the takeover by R.[.R. Tob:

JPC was renamed R. ] Reynolds Bhd. and by the end of 1991

sed from a mere

the wrnover of the restructured company incre
RM 156,000 to @ massive RM3 76 million, while its pre-tax profit
registered a phﬂmnn-|ml 17,106 per cent inere ase! By 1091, according
3a0-0dd companies then quoted on the

1o one study, compared to the

Figure 5.1 Shareholding Strucuire of [PC Before and Alter the Reverse
Takeover of R.J.R. Tabacco Co. (US)
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local stock exchange. R. [ Reynolds was ranked 71 in terms of sales (see
Conporate World July 1992).

Although Wan Azmi strongly insisted that it was the American party
that approached him with (he takeover and restructuring proposal,
which helped convert the ailing JPC into the highly profitable R, |,
Reynolds, it was generally viewed as more than ‘justa happy accident’, in
the words ol one analyst (Malaysian Business 16/9/90), In 1 of the
ten cigarette manufaciurers in the conntry, R. [ Reynolds was listed
as the third largest, with its caprure of 19 per cent of the market (New
Straits Times 1/5/92).

The Acquisition of Cycle & Carriage and Cold Stovage

In 1989 Wan Azmi used his Hong Kong=based Yang Pui Company Ld,
which he controlled together with Basiv Ismail and Ong Beng Seng, a
prominent Singaporean businessiman, 1o acquire astake in the publicly
listed Cycle & Carriage Lid from the government-controlled PNB, Later
Cycle & Carriage Lid was used to buy a stake in another publicly listed
company, Cold Stovage Bhd. a company in which Daim Zainuddin had
a majority stake in the early 1980s (Gomez 199Ta: 23-7). Cycle &
Carriage Ltd also owns a 49 per cent stake in another publicly listed
ompany, age Bintang Bhd (The Star 7/6/90).

Another major acquisition by Cycle & Carringe Ltd involved Ampang
Investments Pre Lid, a jointventure company in which it had a 40 per
ent stake. Ampang luvestments in wirn, owned Ampang Hotel Sdn
3hd, which was used to acquire the Kuala Lumpur Merlin from the
ber Group, an UMNO-controlled company then in need of funds to
d off liquidation (7he Star5/8/89). Ong Beng Seng was also involved
| the acquisition of the Kiala Lumpur Merlin, now renamed the Con-

appointed sole dis-
Malaysian-made Proton

ibutor for the import and distribution of the
car in Singapore (The Star2/5/89).

ased quoted company, Malayan Credit Lid, controlled by the Teo
y of the See Hoy Chan Group; interestingly, Ong Beng Seng
trols Hotel Properties (Corporate World July 1992). While it appears
hat Wan Azmi is no longer linked with the Cycle & Carriage Lid Group,
Ir remains a sharcholder of the company.



146 MALAYSIA'S POLITICAL ECONOMY

These myriad acquisitions, conducted within the short span of around
four vears, have now left Wan Azmi with an enormous interest in some
of Malaysia’s most important companies (sce Figure 5.2). According 1o
4 tabulation of the direet interests of directors in publicly listed
companies undertaken by Malaysian Business (16/4/92) in 1992, Wan
Azmi was listed number 11 with a total of RV 53.544 million; this figure,
it should be stressed, was only for his direct interests in two cotn-
panies, Land & General and Kretam Holdings Bhd, a minor listed oil
palm company, in which Wan Azmi then had a 20 per cent stake.
By 1993 the Yayasan Gerakbakti Kebangsaan, a foundation owned by
UMNO Youth. had gained i stake in Kretam Holdings: the foundation's
chiel executive officer, Ahmad Zahid Hamidi, is also the deputy chair-
an of Kretam Holdings (Malaysian Business 1/12/ Ahmad Zahid
Hamidi, the UMNO Youth information head, was formerly a senator
and had served as the political secretary of Najib Razuk, an UMNO vice-
president and the Education Minister (Malaysian Business 1/12/93),
oy seat in the 1995 gener

Zahid contested and won a parliament

clections, He is also the chairman of government-owned Bank
panan Nasional Bhd.

According to another tabulation, the estimated value of Wan Azmi’s
corporate assets, both in Malaysia and in foreign countries. was RMS00
million in early 1992 (see The 5/92). Itis evident that Wan Azmi
has gained greatly from (the NEP, which helped him get into Rashid

I ussain and 1o benefit substantially from the indigenisation of R. J.
Reynolds. His relationship with Daim and other welkconnected
businessien also appears to have been crucial in the development of

nd & General conglomerate: The manner in which some of Wan
major corporate deals have been undertaken. par ticularly those
and Cycle & Garriage Lid, also suggests that his
0

the

Azm
involving Nanyang Pres
companies may have been a conduit for important corporate assets
UMNO-linked companies or to other influential Malay businessmen;
interestingly, too, Kretam Holdings is now controlled by UMNO Youth,
though it is uncertain if Wan Azmi divested his stake in the company to
the political organisation; by 1993 almost 47 per cent of the company's
shares were held by nominee companies (KLSE 19 (1) 1993: 784-7). In
addition, Wan Azmi has also helped bail out some ailing companics
under UMNO's control, such as the Faber Group. urthermore, like
those of many other well-connected Bumiputera businessmen, Wan
Azmi's major corporate deals, which lave helped fund much of his

corporate expansion, have evolved out of his involvement in the
property development sector.

As Figure 5.2 indicates, Wan Azmi's corporate holdings are much
more extensive than those covered by this ¢ study, However, as a
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result ol his close ties with UMNO leaders and his apparent role in
channelling assets 10 other companies, it is becoming increasingly
difficult o distinguish between what he may hold in st for UMNO
or others and his own assets.

Figure 5.2 Wan Azmi Wan Hanmzah's Contol of the Corporate Sector

Wan Azmi Wan Hamzah

Rolis Sdn Bhd

5% 9.34% + 13.5% } 21%
Yung Pui y and &
o Rl Reganidy General

30%

“20%
Southeast
Asiun Bank
(Mauritius)

42.15% + 50.7% }

L Cold Storage

The Star6/7/90; Malaysian Business 16/3/91; Carporate World July 1992,
This shareholding structure was before the sale of Cycle & Carriage
Ltd to EON by Yung Pui.

“ Wan Azmi had divested his interests in these companies by 1994,
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Case Study 9: Tajudin Ramli

Tajudin Ramli, another close associate of Daim Zainuddin, has also
Although his corporate holdings are
he appears o have

become a major business ligure

not as extensive as those of Wan Azmi, since 14
henefited much [rom government patronage, rapidly emerging as one
of Ma
Tajudin was once a director of the government-owned Perembitand also
of one of UMNO's holding companies, the Fleet Group. He also served

sia’s more influential businessmen. As in the case of Wan Azmi,

divector of Taman Bukit Maluri, & company owned by Daim,
Fajudin first gained prominence in 19
Seri Tras, which acquired a ¢

3, when he emerged as

Daim’s partner in a private company.
cent stake in the publicly listed Raleigh (now renamed the Berjaya
udin was appointed chaivman of the listed company. After
Daim's ministerial appointment in 1984, their interest in the Bevjava

Group):

Group was divested by 1987, with a majority stake ol the company
eventually coming under the control of Vincent Tan Chee Yioun,
reputedly a closc ally of some of UMNO's top leaders. After leaving the
Berjaya Group, Tajudin remained very much in the background.

establishing a few private companies such as Arnah Mur ni Sdn Bhd, RZ
Equities Sdn Bhd, and Alpine Resonrees Sl Bhd, his main holding
company.

Tajudin’s ownership of some of these comp
Tinks with UMNO leaders. For
Companies indicate that Alpine Resources was incorporated on
§ September 1987 and that the company’s first dircctors were Abdul
Rashid Abdul Manaft and Ziki Azmi. Abdul Rashid had also served as
director of Seri Iras and Pradaz Sdn Bhd, one of Daim’s more important
family holding companies; Pradaz had been used 1o hold Daini’s stake
Azini s o noted UMNO lawyer who has also

Jies suggests his indirect

xample. recovds filed ar the Registran of

in Cold Storage. 7

appeared as a director of a few UMNO-related companics.

I 1989 Tajudin acquived a 51 per cent stake in Celeom Sdn Bhd from
Svarikat Telekom (M) Bhd, although the latier was then being prepared
tor privatisation (Malaysicn Business 1/4/92), Celcom was incorporated
i1 January 1988 as 4 joint venture hetween STM and the UMNO-owned
Fleer Group: STM owned 51 per cent of Gelcom while the Fleet Group

held the remaining stake. Celcom, which had the rights 10 a highly
Tuerative cellutar telephone network, was only the conntry’s second such
nctwork, making the company a highly profitable entity (Gomez 1990z
97). The sale of the governmentcontrolled STM siake in Celecom 1o
Fajudin was thits quite controversial, and not viewed favourably by
execttives at STM who had set up the company (sce Malaystan Business
1/4/92).
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Acquisition of TRI

spite: Tajudin's control of Alpine Resources and Celeom, both
unlisted entities, itwas onlyin June 1990 that he re-cmerged as a major
corporate plaver when he was disclosed as a director of Arnali Murni,
then a RM2 company, which had acquired a contolling 25.06 per
cent stake in the publicly listed Technology Resources Industries Bhd
(TRI, formerly Roxy Electric Industries): another buyer into TRI in the
same period was Basir Ismail. Daim had also once owned a major stake
in this listed company, Arnah Murni's interest in TRI was believed to
have been bought from companies linked 1o Alex Lee, o close ally of
Daim and a former deputy minister of the government, Alex Lee, then
believed to be experiencing a severe financial crisis, was seeking 1o
dispose of his stake in his Tagship company, Rosy, to settle his debts,
Tajudin, who &
appointed executive chairman of the company, which he renamed TRIL
andwhicliwas (o become his main vehicle for corporate expansion (see
Gomez 199 1a: 42-3).

Although a welldiversificd group involved in manufacturing, prop-
ety development and rading, TRI's most important asset was its stake
in the D&C Bank, Malaysia’s filth largest bank established by Alex Lee's
father, Henry TL S Lees the country’s first Finance minister. At its peak
in the carly 1980s, TR had a0 33 per cent interestin the D&C Bank. But
as TRI became enmeshed in debts and losses during the mid-1980 reces-
sion, the company began reducing its

wits

cquired a direet 296 per cent stake in Ro

equity in the bank as a means 1o
settle its oustanding loans (see Gomez 1991a: 31-43). By the time
Tajudin obrained control of TR, its interest in the D&C Bank only
amounted 1o 8.9 per cent. Surprisingly. this stake in the bank sold
ol immediately by TRI for RM89.5 million, with the proceeds used to
reduc

the company’s gearing ratio and to venture into new business
est March 1991); this stak
Bank eventually came under the control of Rashid Hussain
ted M ian stockbroking conglomerate,

L namely wransportation (fnvestors Dig
inthe D&
Bhd, the |

Aequisition of MUS and MAS

TREs first acquisition under Tajuding in December 1990, with part of the
proceeds from the sale of the D&C Bank, was a 9.8 per cent stake in
M-lIav\Mu Helicopter Services Bhd, a publicly listed helicopter and air
S ces company in which Tajudin had already acquired a h
stake the year before. A month later, in January 1991, TRI
in MHS to 1114 per cent, and in February bought another l" per cent
stake in the company. By March TRI's stake in MHS was 30.6 per cent,
while Tajudin’s personal stake in MHS was 17.5 per cent ( The Star
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141791, 4/2/91, 12/2/91). The MHS acquisition continued until the
trigger point was passed and a general offer had ta be made for the
company; by April 1992 TRI's stake in MHS was a massive 62 per cent
(Malaysian Business 1/4/92). 1L appears that TRI's stake in MHS
includes that personally owned by Tajudin Ramli. By December 1993
Tajudin's indirect stake in MHS - through TRI = had been reduced to
71.74 per cent (KLSE 19 (1) 1993 377-9).

During this same period, MHS was in turn used to acquire a 40 per
cent stake in Perbadanan Nasional Shipping Line Bhd from the
governmentowned Pernas. MHS also had a9 per cent stake in Pelangi
Air Sdn Bhid, a Tocal airline services companys it later increased its stake
in Pelangi Air when itacquired another 9 per cent stake in the company
s. These acquisitions

from the government-controlled Malaysia Airling

gave TREan important foothold in two important arcas of the ranspor-
tation sector: air and sea services (Investors Digest March 1991).

In December 1993 MITS announced its intention 1o acquire per
cent stake in MAS from Bank Negara, the central bank. The MAS
acquisition, valued at RM1.79 billion, involved a share swap; i return
for the MAS equity, valued at RMS per share, Bank Negara obtained 112
million new RM1T MHS shares, issued ata price of RMIG cach. By June
1994 the terms of the sale of the MAS shares were revised: through his
holding company, RZ Equities, Tajudin acquired the 32 per cent MAS
cquity directly: MES was. however, given an oprion to acquire the MAS
shares within one vear, an option which was subsequently exercised
( Newr Straiits Times 12/8/94). The Bank Negira MAS divestment was part
s usual, there was

of the government's ongoing privatisation exercis
1o open bid for the airline shares (Malaysian Business 16/1/94). ¢
\his divestiment, although Bank Negara still retained a major stake in
MAS. this was eventually divested to the Pensions Trost Fund. ftappears
that government patrorage was crucial in helping Tajudin get conurol
of MAS and consolidate his niche in the transportation sector.

ter

Acquisition of Celtom

Fajudin was also gaining influence in the tclecommunications indus-
try. In November 1991 TRI proposed 1o acquire a 49 per cent stake in
Celcom from Arnah Murni, Tajudin's holding company, which bad
51 per cent of the Celeom equity. Under the share swap-cum-c ash deal,
TRI offered Arnah Murni RM259.4 million for its stake in Celecom and
also obtained a wosyear option 1o acquire Arnah Murni's remaining
2 per cent stake in the company (New Straits Times 11/11/91). The
RM259.4 million was to he paid for with the issue of 195.7 million new
TRI shares and RMA.99 million cash (Znvestors Digest D cember 1991).
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Alter the ajndin’s stke in TRI was increased to 48.2 per
cent. The deal. however, fell through when Celcom's other major
shareholder, Time Engincering Bh, a listed entity in the Renong group
of companies, objected (o the sale. Time Engincering's 51 per cent
equity in Geleom was in fact acquired from the Fleet Group, UMNO's
holding company. Tin Engincering's objection 1o the cquisition of
Celeom by TRI was because the company had "a “pre-emptive” right 1o
buy any Celeom shares up for sule’ (Malaysian Bisiness 1 /7/92)

Figure 5.3 Tajudin Riunli’s Control of the Corporate Sector
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Sources: The Star25/1/91; Malaysian Business 1 /4/92
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In order 1o cireumyent Time Enginecring's opposition, in June 1992
TRI proposed toacquire 100 per centof Alpine Resources = the Gelcom
equity was held by Alpine Resoure which was wholly owned by Arnal
Murni — for RM259.2 million; the figure was slightly lower, by RM0.2
million, than the earlier one proposed by TR although the company
was now gaining an addidonal 2 per cent stake in Celeom, not 1o
mention the other companies owned by Alpine Resources. With the
deal, Tajudin obtained a 48.5 per cemt stake in TR (Malaysian Busitess
1/7/92). In October 1992, in ¢
eering agreed 1o sell its 51 per cent stake in Celeom o TR, giving the
and

surprising wrn of events, Time Engin-

Latter 100 per cent control of the telecommunications company
enabling TRI 1o enhance its participation in this huerative industry (The
Star2/10/92).

Apart from Tajudin. who is TRI's chairman, Mokhzani Mahathir. the
Isosits on the company's board of directors,

son of the Prime Ministe
Tajudin Ramli's ownership of the corporate sector = through TR (sce
Figure 5.3) —was estimated 1o he worth almost RM500 million in 1992
“This included his stake in TREand Celeom, besides property in England
(see The Star 10/5/92). By December 1993, however, alaysian Business
(1/ 08) estimated that Tajudin's locally listed stock alone was worth
RM2.641 billion.

As in the case of Daim Zainuddin and Wan Azmi Wan Hamzah. the
development ol Tajudin Ramli's corporate base is primarily atiri-
Dutable 1o state patronage. The development of TREs anather example

ol the ereation of Bumiputera conglomerates through changes in
ownership, rather than through accumulation and expansion ol a
company’s productive investment activities, Aided by the NEP and
privatisation, Tajudin enjoyed fvourable government weatment, whic h
wained him control of two enterprises develaped by the state, MAS and
Celeon, With such erucial support, such politically linked Bumiputera
ble i

businessmen have become major corporate players, compar
cnding 10 some of the most established Chinese businessmen in the

country.

Case Study 10: Vincent Tan Chee Yioun

ged A3 in 1996, leltschool at 16 1o work as a
failed. Tan also sold

Vincent Tan Chee Yioun
Dank ¢lerk when his father’s business venture
n International A:

surance, i carcer

insurance parttime for Americ
which proved to be more successful; by the age of 23 he was an agency
Around this time Tan started several small companies involved

in general insurance, trading, property development and credit.
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Tan first gained national prominence in 1981, when he won the
Malaysian wh i food  outlet,
MeDonald’s. Tan incorporated Golden Arches Restaurant Sdn Bhd 16
assume control of the McDonald's franchise. By 1990 the US-hased
McDonald's Corporation owned 49 per cent of Golden Arches, while
Tan owned 26 per cent. The remaining 25 per cent was held by
Mohamad Shal Abdul Kadir. the son of Abdul Kadir, a former UMNO
Since the company commenced business in April 1982, it
registered consistent losses until 1990 (Melaysian Business 1/1/92). In
ctor of McDonald's Malay the
number of McDonald'’s outlers nationwide has spiralled since then. Tan
reportedly asks for and gets a million ringgit from a franchise holder for
the opening of each new outler (Malaysian Business 16,/%/90: Asian Wall
Streat Jowrnal 6/11/89).

Tan's most important acquisition was in May 1985, when his invest-
ment holding company, B&B Enterprise Sdn Bhd. was, osiensibly as part
of Malaysia’s privatisation eftorts, awarded the right 1o acquire 70 per
cent ol the lucrative gaming emity Sports Toto Bhd. This lotiery
operator, incorporated by the government in 1969 1o generate funds
for the country's sports budget, then fully owned by the govern-
ment’s holding company, Ministry of Finance Incorporated, under the
jurisdiction of the then Finance Minister Dain. The Far Eastern Economic
Review (31/8/89) quotes ting that the sale of Sports Toto was
‘the only favour he has ever received from the government'. The pri-
vatisition of Sports Toto came under severe criticism since it was not
open to bidding (see Asimoeek 29/7/88). In 1986, through another
holding company, Nautilus Corporation Sdn Bhd, Tan obtained a
licence to operate another gaming entity, Ascor Sports, the only off-
course betting centre operator in Malaysia for English and Australian
horse races: Ascat Sports, which hegan operations in 1988, ceased
operations in June 1990 (Asiaweek 23/9/88; The Star 6/90).

Aller getting control of Sports Toto, B&B Enterprise sold 10 per cent
olits stake in the company for RM4 million to Melewar Corporation
Bhd, a company controlled by Tunku Abdullah, the younger brother of
the ruler of Negeri Sembilan and a close a ate of Prime Minister
Mihathir. When the Sports Tota shares were publicly listed in July 1987
atan offer price of RM2, its closing price on its first day of 1 ding was
RMY.55, almost five tim offer price! In the process, B&B Enter-
prise’s stake in the company was reduced 10 45 per cent, while Melewar
owned 7.5 per cent, and the government retained 30 per cent of equity
(The Star 12/5/88). A month later, in August 1987, Ta wapped his
ake in Sports Toto for a substantial stake in the Berjaya Corporation
Bhd, a minor publicly listed manufacturing concern in which he already

for the les an

ding Amer

minister,

1982 “Tan became managing dir

A1 AN 11STS
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had an interest the eight Berjaya Corporation shares for one Sports
Toto share swap increased his stake in the Berjaya Corporation s
nificantly (Far Eastern Economic Review 17/9/87).

The following year, in June 1088, Tan swapped his Berj
poration shares for a controlling stake in the loss-making, publicly listed

va Cor-

Raleigh Bhd (later renamed Inter-Pacific Industrial Group), which had
heen Daim's fagship company hefore his minisierial appointment. By
ive that all his
cabinet ministers divest their corporate holdings, Daim was believed o
be looking for a buyer for his equity in Raleigh. 1twas reported that Tan
had acquired the Inter-Pacific st
holding the company’s equity in trust for the minister (see Asiaweck
19/1/90), One month before the share swap, in another controversial
deal, the government sold its remaining 30 per cent stake in Sports Toto
1o Inter-Pacific in May 1988 (The Star 12/5/88). Apart from acquiring
the Berjava Corporation and Sports Toto, Inter-Pacific also acquired a
stake in Prudential Assurance Sdn Bhd, which it Luer publicly listed. To
cquisitions. Inter-Pacific declared a then unprecedented

September 1986, afte athir had issued a direc

- from Daim’s associates who were

finance thes

seven-fortwo rights issue ( The Star 20/9788). 1t received acceptances ol
only 61.3 per cent, meaning that the underwriters had 1o pic kup the
remaining rights issues (Far Eastern Economic Review 10/1 1/88).

in

anuary 1984
wa Corporation bought all of Inter-Pacific's cquity in Sports Toto,

ostensibly as part of a rationalisation exercise, the

raising its stake in the gaming company 10 almost 90 per cent (The Star
1/2/89). AL the same time the Berjava Corporation also acquired a
17 per eent stake in TV3, another highly profitable company in which
UMNO companies owned a majority stake. By the end of 1989 Inter-
Pacific, then substantially under the control of B&B Enterpri
jaya Gorporation, which owned 93
cent of Sports Toto's equity (New Straits Times 22/10/89). 71 he Inter-
Pacific Industrial Group was renamed the Berjaya Group, the Berjaya
Corporation was renamed Berjaya Industrial Bhd, and Sports Toto was
renamed Berjaya Leisure Bhd in September 1991,
Since then, the Berjaya Group has become one of the country’s most

had a

57 per cent stake in the Be

95 pet

active corporate raiders. It has diversitied extensively and has acquired
and sold stakes in some major publicly listed entities including Pru-
dential Assurance Bhd, South Pacific Textiles Industries Bhd (later
renamed Berjava Textiles), Far Fast Asset Bhd (renamed Berjaya
Sports Toto), Singer Holdings (M) Bhd (subsequently renamed Berjaya
Singer), 1GB Gorparation Bhd, Magnum Corporation Bhd, Taiping
Consolidated Bhd, Dunlop Estates Bhd, Makyan United Industries Bhd
(MUT), SIG Holdings Bhid (renamed Berjaya South Island Bhd), and
Tropical Veneer Compiany Bhd (renamed Intiphus Bhd).




FHE "NEW RICH" 155

Some of the important unlisted concerns the Berjaya Group has
hought into include a 20,5 per cent stake in Star Publications (M) Bh,
which publishes the popular English tabloid, 7he Star. The equity in Star
Publications was acquived from 1GB Corporation by Berjaya Industrial
(Business Times 21712/90). In September 1994 Tan relinquished around
half of his 20.5 per cent stake in Star Publications 1o Tengkn Adnan
Tengku M 1 UMNO supreme council member and a director of
publicly listed Berjay ger Bhd, conwrolled by the Berjaya Group:
Adnan also owns a Malay bisweekly, Watan, Tan, however, owns another
English daily, 7he Sun, throngh Fikiran Abadi Sdn Bhd, which also
publishes a business monthly. Corporate Winld (Malaysian Industry Augus,
1993). In 1995 Mutiara Telecommunications Sdn Bhd, a private limited
company owned by Tan, was awarded a licence to launeh Malaysia's
fourth mobile telec ications service (Malays Bustnesy 1/6/95),
Apart from this, through Berjaya Leisure, the Group acquired a
> per cent stake in Sri Damansara, a highly lucrative property
development concern, from Land & General, controlled by Wan Azmi
v Hamzal (The Star 16/11/790). The Berjaya Group has also ventured
eas and heen involved in the takeover of some foreign companics.
But it sold its stake in TVS, for a profit of RM17 million, ta the
Johore SEDC. and has reduced its stakes in Berjaya Textiles by 26 per
cent, in Berjaya Leiswre 0 54.7 per cent, in Berjava Sports Toto to
436 per cent, and in Taiping Consolidated 10 14 per cent, The Berjaya
Group's more than 55 per cent stake in Taiping Consolidated was
reduced o around 14 per centin 1992 when the listed company's equity
was sold to Suleiman Manan (see Malaysian Business 16,/6/90; The Star
28/5/91; New Straits Times 871 /92).

The Berjava Group has also been at the centre of some bitter business
disputes, most notably when it bought into Magnum Corporation, con-
tralled by T. K. Lim's Multi-Purpose Holdings, and MUL, controlled by
Khoo Kay Peng. After the divestment of apparently lucrative assets
by Magnum Corporation, Tan got embroiled in a heated public debate
with Lim. The Berjaya Group and Berjaya Leisure then acquired a
massive 52,9 per cent stake in Magnum Corporation, precipitating the
belief that a hostile takeover was imminent before, in a surprising murn
of events, divesting the entire equity 1o the casherich publicly listed
Dunlop Estates Bhd, also a member of the Multi- -Purpose Holdings
Group. In the process, the Berjaya Group and Berjaya Leisure made a
capital gain of RM43.8 million (l\mn Straits Times 6/12/90).

Khoo Kay Peng had built up MUI from a small toothbrush manu-
facturer into a diversified corporation by going on a massive acquisition
drive from 1975, Apart from manufacturing, MUI is now involved
in banking and finance, rading, hotels, property development and
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tertiary education (Malaysian Business 16/6/91), In October 1991, after
acquisition of an almost 30 per cent stake in MU = the equity was
bought through the Berjaya Corporation (10 per cent) and Berjaya
Leisure (20 per cent) — the Berjava Group had 1o sell Sports Toto (M)
Sidn Bhd, which owns the Sports Toto gaming operations, to Betjaya
Sports Toto (formerly ¥ e); the Finance Minisiry had issued a
directive to the Berjaya Group to divest its gaming intere
acquired a majority stake in MUT (Business Times 29/10/91). Meanwhile
MU acquired a 38 per cent stake in the Berjaya Group, creating an
interlocking network between these compinies in an attempl to gain
the upper hand in the dispute,

It was suggested that the dispute between Tan and Khoo was
encouraged by powerful UMNO leaders becatse Khoo, known to live
1 a close associate of Razaleigh, was believed to have helped

s when it

once be
finance the former Finance Minister's Semangat 46 in the 1990 general
clections (see Far Eastern Econaméc Review 15/8/91). In what appeared to
be an attempt to dispel these rumonrs and ingratate himsell with the
new UMNO leadership. Khoo helped appoint two people close to the
then Depury Prime Minister Ghatar Baba as directors of Pan Malaysia
Rubber Industries Bl (PMRI), a publicly listed company indirectly
controlled by MUL In June 1991 Khoo resigned as divector of PMRIin
favour of Mohd hahim Mohd Zain, the chairman of the Bank
Kerjasama Rakyat Malaysia
later Mohd Tamrin Abdul Gliatar, Ghafar Baba's son, was also appointed
to the board of PMRI (see Malaysian Business 16/4/92).
member of parliament, was then also director of a number of other
listed companies, such as Mycom Bhd and Gadek Bhd

and a close associate of Ghalar, A month

amrin, then i

1s well as chair-
man of the government-controlled MARA; he, however, relinquished
most of these appointments alter his father's defeat by Anwar Thrahim
in the contest for UMNO's deputy presidency.

Despite Vincent Tan's acquisition of MUL there was apparently
reluctance by the Berjaya Group’s Berjaya Leisure to divest its luerative
Sports Toto gaming operations. This gaming operation was sold to Far
East Asset, an ailing property company. for RM600 million. The amount
was settled through a cash payment of RM209.03 million and the issue
of 390,97 million Far East Assets convertible unsecured loan stock
valued at RM1 each. Berjaya Le s 1o sell the entire
390,97 million loan stock 10 Berjaya Leisure sharcholders, r East
Asset's minority shareholders, and through private placement in the
market. Although there was no explicit stipulation by the authoritic

ome

that the Berjava Group could not retain a certain segment of Far East
argued that this requirement was implicit in the

Asset’s shares, it wi
original conditions of sale for Berjaya Leisure’s gaming operations (sce
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Business Times 14/7/92). In November 1992, however, Berj
announced its acquisition of a 1295 per cent stake in F: L
thus allowing it to have indirect control over the Sports Toto gaming
operation (New Straits Times 18/11/92), In M ay 1993 Far Fast Asset was
renamed Berjaya Sports Toto.

jaya Leisnre’s acquisition in Far East Asset, it w,

that a substantial sharcholder with a 12 per cent stake in Far
was Tengku Adnan Tengku Mansor, then the national
UMNO Youth and a close associate of Vincent Tan: in 1993 Adnan was
elected into UMNO's Supreme Council. Adnan, 4 director of Berjays
Singer, another listed company controlled by the Berjaya Group,

acquired more than 10.5 per cent of Tan's 20.5 per cent stake in
Publications, which publishes The Star, the be elling English daily in
the country (see Malaysian Business 1/9/92; Fay Eastern Economic Review
6/10/94).

I 1993 Tan was again the main beneficiary of a major privatised
contract when Indah Water Konsortium Sdn Blid, a consortivum led by
his Berjaya Group, was awarded a RM6 billion sew age contract
which entailed, apart from the refurbishing and upgrading of exis
ing sewerage systems, the planning and construction of new systems:
the privatised contract had a concession period of 28 years (€ heong,
1995: 236-9). Having no experience in the construction of such
sewerage facilities, the Berjaya Group was expected to rely hea ily
on its main partner in Indah Water, Northwest Water Lid, the leading
British water treatment company, to implement the contract. Among
the other sharcholders of Indah Water were the police co-operativ
Koperasi Polis DiRaja Bhd and Lembaga Tabung Angkatan ‘Tentera
(LTAT).

By December 1994, however, Indah Water was bought for a price of
RM450 million, or RM15 per share, by Prime Utilities Bhd (formerly
Be: South Istand Bhd) then under the majority control of the
politically well-connected Ahmad Sebi Abu Bakar. Eighty per cent of
Indah Water's equity was acquired through a share swap from Berjaya
Industrial (20 per cent), Northwest Water (25 per cent), Koperasi Polis
DiRaja (20 per cent), and AIMS Worldwide (M) Sdn Bhd (15 per cent);
the remaining 20 per cent Indah Water equity held by LTAT was
acquired for RM90 million (Cheong 1995: 236-9). The privatised
sewerage contract had enabled Tan to acquire an interest in another
listed company, while retaining his interest in the lucrative project. In
view of the manner of such corporate deals and the extent to which he
actively participates in the management and operation of government-
awarded contracts and projects, Tan's business style has been ques-
tioned by many critics. His company's actual role in the privatised

lisclosed
Asset
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sewe

age contract. for instance, has been subject to criticism in both
political and business circles
Ihe controversial manner in which Vincent Tan obtained his majority

stake in the privatised Sports Toto gaming operations (which was erucial
10 the speedy buildaup ol his vast corporate empire and his takeover of
jaya Group owned by Daim), the way in which he was awarded
the privatised Sport
with which he has been able 1o conglome
asons why he has not been able to shrug off market

Toto and the sewerage project, and the swiftness

atise the Berjaya Group have

been major T

speculation that he has the backing of powerful politicians or that he
may even he a proxy for certain political interests. Tan, however, has
atempted to link his Berjaya Group conglomerate in powerful alliances
with two other major Chinese conglomerates, the MUI Group and the
1GB Group, which collectively could have hecome a major force in many
sectors of the cconomy: the deal, however, fell through after ac

monious and well-publicised differences among them on how the
alliance should develop (see Asian Wall Street Journal 4/7/90).

1GB had acquired a 20 per cent stake in Berjaya Group by late 1980
from Vincent Tan and the Berjaya Corporation, reportedly because
Tan ha

amassed almost RM200 million in personal debtamidst a welter
of transactions leading 1o the takeover of the Berjaya Group and the
wansformation of the company into a conglomerate (Asian Wall Street
Journal 6/11/89), 1GB's acquisition of the Berjaya Group equity was
also believed to he part of an amalgamation cise involving 1GB,
the Berjaya Group and MUL In fact the dispute between the Berj
Group and MU began after Khoo Kay Peng refused 1o buy 1GB's
in MU after the proposed amalgamation (el through,
Tan was subsequently in the news alter his disputes with another

1ya

20 per cent

Chinese corporate ligure, T. K. Lim. He has, in fact, been more success:
ful in his business deals with Bumiputera businessmen, such as Wan
Azini Wan Hamzah (hrough Sri Damansara, Tengku Adnan Tengku
Mansur through Berjaya Sports Toto and Berjaya Singer, Suleiman
Manan through Taiping Consolidated, and Alimad Scbi through Prime
Utilities.

Malaysian Business (16/4/1992) estimated the corporate assets owned
by Tan in early 1992, through the Berjaya Group, at RMB56.3 million.
His brother, Danny Tan Chee Seng, also owns equity worth RM800.12
million in companies in the Berja
brothers' combined ownership of listed company stock amounted to
around RM1.7 billion, built up within barely a decade. In terms of
ownership of listed stock by its divectors, they were among the richest,
nest only to Quek Leng Chan of the Hong Leong Group and Halim
Saad of the Renong Group. Tt should be noted that this does not include

a Group conglomerates the T
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Figure 5.4 Vincent Tan's Berjaya Group
Vincent Tan Chee Yioun
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Tan's ownership of local private companies and foreign property and
corporate equity. Vincent Tan's corporate holdings through Berjaya
Group in 1992 are shown in Figure 5.4,

Case Study 11: 'T. Ananda Krishnan

A Sri Lankan Tamil from Kuala Lumpur and son of a civil service clerk,
T. Ananda Krishnan was born on | April 1938, A graduate of political
nd economics from University of Melbourne, he also obtained
a Masters degree in Business Administration from Harvard University.
Operating through a myriad companies, such as his US-based com-
panies, Pacific States Investment Lid, Pexco Holdings, and Worldwide
Sports & Entertainment, his Manila-based company, Exoil Trading Lid,

science
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and his Malaysian-hased companies, MAT Holdings Sdn Bhd, Usaha
Tegas Sdn Bhid, Seri Kuda Sdn Bhd, Pan Malaysian Pools Sdn Bhd, Pan
Malavsian Sweeps Sdn Bhd, and the publicly listed Tanjong ple, Ananda
Kr
consultancy, satellites and telecommunications, and gaming (Malaysian
Business 1 /7/9V: Far Eastern Economic Review 5/12/91). His main holding
companies in Malaysia are MAI Holdings and Usaha Teg;

MAI Holdings was incorporated on 22 June 1988, Barely two weeks
later, on 4 July, Ananda Krishnan was appointed its director. along with
Khoo Teng Bin and T, Puvanesvari. probably a relative of Ananda
Kri
Krishnan. Ananda Krishnan was then major shareholder,
one share of MAT Holdings' paid-up capital of RMI. million. By
February 1991 Khoo and Ooi had re: Maya
Krishnan was appointed to the board; Maya Krishnan is probably
another of Ananda Krishnan's relatives. MAI Holdings' share capital by
this time had also increased 1w RM6 million, with Ananda Krishunan still
holding all but one share. MAI Holdings. an investment holding
company, only commenced business in 1989, By the end of 1990 MAI
Holdings had investments wo sth RM4.24 million and two wholly owned
subsidiaries, Pacific Fortune Sdn Bhd and Fanuc Resources Sdn Bhd.
These two companies wholly owned equity in @ number of minor private
companies.

Usiaha Tegas was incorporated on 5 June 1984: its original directors
were Ooi Boon Leong and Khoo Teng Bin. Dormant for the first few
years, and then wholly owned by MAI Holdings, one million shares of
ies Sys:

Shinan is mainly involved in property development, oil trading and

hnan: Ooi Boon Leong was appointed aliernate director to Ananda
with all but

ned as directors, while

Usaha Tegas were allotted in October 1986 10 Sports & Lotte
tems Lid, a London-based company. Although by June 1987 First City
Resources Sdn Bhd had two million shares, Sports & Lotteries was again
listed as the sole shareholder in 1988: the ultimate holding company.
however, was listed as Southwide Trading Lid of Hong Kong. By thi
time idiarics; Perkhid-
muatan Usaha Teg swell as
Pan Malaysian Pools, Pan Malaysian Sweeps. and Big Sweep Sdn Bhd, all
of which were dormant then. By 1990 Pacific States Investmen
listed as the ultimate holding company of Usaha Teg;
then a highly profitable entity after its venture into the gaming industry

Reportedly a close friend of Prime Minister Mahathir and for a long
time a low-profile director of Bank Negara (between 1982 and 1987)
and the government-owned Petronas, Ananda Krishnan first gained
national prominence in 1991 when he was disclosed as a divector of Seri
Kula, & company involved in a multi-billion ringgit development project
clangor Turf Club prime Jand situated

also, Usaha Tegas had a few wholly owned suibs

n Bhi, involved in telecommunications,

was

involving 39 hectares of forme
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in the heart of Kuala Lumpur (New Straits Times 18/6/91). So massive is
the scale of the project, known as the Kuala Lumpur City Centre, thar it
has been touted as ‘the single largest new real estate development in the
world" (Mataysian Business 1/10/92),

Seri Kuda was incorporated on 30 January 1989 as an investment
holding company. Apart from Anandi Krishnan, those who have served
as directors of Seri Kuda include Ooi Boon Leong, Tunku Ahmad bin
Tunku Yahya of Sime Darby. Ronald Khoo, a prominent lawyer, and
Tunku Mahmud bin Tunku Besar Burhanuddin. Although at the end of
1989, the major shareholders of Seri Kuda were Ronald Khoo and
Tunku Ahmad bin Tunku Yahya with 750,000 shares each, since then
Seri Kuda has had numerous sharcholders, T main share-
holders in June 1991 were MAL Holdings (one million shares), Ronald
Khoo and Tunku Ahmad (each of whom held 750.000 shares in trust,
although it was not stated for whom), Adamwell Company Lid of Hong
Kong (500,000 shares), three Dutch companies = Solaro N.V. (600,000
shares), heiyou Hotel & Shisan NV, (700,000 shares), and Taiheivou
Kaihatsu N.V, (700,000 shares) — and a s of obscure companies.
Apart from this, MAT Holdings also held 25 million preference shares
and Usaha Teg: n Seri Kuda.

The diverse number of shareholders of Seri Kuda, which includes
trustees and obscure companies, (Fustrates attempts Lo estimate accu-
rately Ananda Krishnan's stake in the company; one local daily sug-
gested that his total equity in Seri Kuda in June 1991 was 30 per cent;
meanwhile Petronas had emerged as a partner in the development
project around this time, taking a 51 per cent stake in Seri Kuda (sce
New Straits Times 18/6/91). On 31 January 1992 Azizan bin Zainal
Abidin, Hamzah Bakar and Mohd Hassan Marican, all directors of
Petronas, were appointed to Seri Kuda's board.

Seri Kuda's involvement in the Kuala Lumpur City Centre project
can be traced back to 1989, when it acquired the racecourse from the
Selangor Turf Club for RM110 million, Later the authorities redesig-
nated the land for commercial and residential development after an
application by Seri Rudi (Far Eastern Economic Review 13/6/91; Investors
Digest July 1992). Seri Kuda's company accounts state that the contract
for the project was ‘aborted and rescinded’, but the company later
‘entered into a Trust Deed under which terms it acquired, subject 1o
certain conditions, the development land as trustee for its wholly owned
subsidiaries who are beneficiaries under th Deed’. The identities
of the beneficiaries were not revealed. It is possible that the rescinding
of the original contract and the involvement of Petronas in the proj
were the result of financing requirements as well as critici
various quarters, including UMNO members, of Ananda Krishnan's

another 76 million preference shares
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majority control of the project. In fact so strong were the eriticisms that
at the 1992 UMNO General Assembly both Prime Minister Mahathir
and Finance Minister Anwar Ibrahim had to explain / nanda Krishman's
involvement in the Kuala Lumpur City Centre project (see New Straits
Times 9/11/92).

Seri Kuda was not Ananda Krishnan's first lucrative business interest
in Malavsia. In September 1988 the sale of Big Sweep lottery operations
was privatised to another of his companies, Pan Malaysian Sweeps,
controlled by his holding company. Usaha Tegas (New Strals Times
16/2/89). The licence lor the Big Sweep lottery had originally been
held by the Sclangor, Perak and Penang Turf Clubs, though they were
allowed to sell the lottery only to members. After Pan Malaysian Sweeps
took over the Big Sweep lottery, however, it was given per mission to sell
the tickets to the public from 1 February 1984, This caused some uproar
as its more lucrative prizes began to ad ely alfect sales of the Welfare
Ministry's Social Welfare Lottery (New Straits Times 16/2/89).

The Big Sweep Lottery was not the only privatised operation 1o
benefit Usaha Tegas, Under ¢ nuary
1080, the Totalisator Board of Malaysia appointed Usaha Tegas 10
manage the NFO. The Totalisator Board, a stautory body which
organises and regulates horse-racing wralisators, had been in operation
since 1961, The NFO was, in turn, managed by the tarf clubs until 1988,
before the appointment of Usalia Tegas. The NFO's management was
undertaken by Usaha Tegas™ wholly owned entity, Pan Malaysian Pools,
« company incorporated in July 1988, The NFO operated two gaming
activities: the *8-Digit’, introduced in 1961, and the *1+3 Digit’, brought
out by Pan Malaysian Pools in September 1989, These numbers-forecast
gambling operations, it should be suessed, did not include the
Big Sweep lottery operations already controlled by Pan Malaysian
Sweep.

When the Social Welfare Lottery, run by the Welfare Ministr:
(o operate in late 1990, the Big Sweep louery became the only legal
:t operation in Peninsular Malaysia; though there are a few
lottery ticket operations in East Malaysia, particularly in Sabah. By April
1990, 30 per cent of Pan Malaysian Pools” equity had been sold 1o
Bumiputeras (New Straify Tomes 6/11/91; Malaysian Business 16/1 1/91).
The highly lucrative lottery operations, which made Pan Malaysian
Pools very profitable, were the basis for a share swap which gave Usaha
Tegas control of an ailing, suspended listed entity, Tanjong ple.

Tanjong was incorporated in England as Tanjong Tin Dredging Lid
in January 1926, and was involved in tin-mining. In February 1974
Tanjong was listed on the KLSE. As the company's mining le had
expired and since it was not involved in any other activity, Tanjong got

nother privatisation scheme in

ceased
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permission to suspend trading of its shares in late 1987, Tanjong was
then under the control of Tien Tk Enterprise Sdn Bhd, a company
controlled by the family of business tyeoon Robert Kitok (KLSE 14 1988:
1226-8; New Straits Time: 5/91).

On 13 February 1991 a Hong Kong-based company, Marlestone
Investment Lid, acquired for RM9.69 million a 69.4 per cent stake in
Tanjong from Tien Ik Enterprise. Two wecks later, on 27 February 1991,
Marlestone entered into an agreement with Pan Malaysian Pools to
“cause and procure Tanjong o acquire the entive issued share capital of
PMP (Pan Malaysian Pools)" (Malaysian Business 16/11/91). Tanjong
was o acquire Pan Malaysian Pools for a massive RM332.5 million,
which was paid for through a swap involving 166,250,000 Tanjong shares
priced at RM2 each. It was later admitted that the people behind
Marlestone were ‘friends of PMP" (Malaysian Business 16/11/91). This
complicated deal involving Tanjong, Pan Malaysian Pools, Marlestone:
and Usaha Tegas, eventually led 10 a back-door listing of Pan Mala
Pools, with Usaha Tegas in control of the lucrative listed company,
Tanjong.

Later, in May that year, after a live-for-one rights issuc and a public
issue of 17.5 million new Tanjong shares, and a special Bumiputer:
of 14.2 million shares in November 1991, Usaha Teg:
controlling : Marlestone’s stake in Tanjong was
reduced 1o a mere 0.5 per cent. Tanjong was requoted on the Toca
bourse in December 1991 (Malaysian Business 16/11/791). So lucrative
1d public issue
ive premium price of

issue

emerged with a

2 per cent stak

were the future prospects of Tanjong that the rights
price of RM2 per share opened trading at a mas
RMG6. 15, which was the highest premiwm of all new listings in that year
(The Star 25/12/91). Within six months, by early June 1992, Tanjong’s
share price on the KLSE hovering at almost RM13!

During the reorganisation and takeover of Tanjong, Usaha Tegas was
appointed by the Totalisator Board in August 1991 as the sole agent for
managing te ators of race meetings. Under the agreement with the
Board, U would get 43 per cent of the racing totalisator’s
collections: the Board took 5 per cent, while the remaining 50 per cent
went to the Perak, Selangor and Penang el clubs (7he Star 3/4/92). In
April 1992, around cight months after being appointed o manage the
racing totalisator, Usaha Tegas sold its rights to Tanjong's now wholly
ubs y, PMP, for RM75 million cash. This meant the
ation under one company of the NFO and racing totalisators,
which substantially increased the profit potential of Tanjong (New Straits
Times 2/4/92).

In terms of overall control of the gaming sector in Malaysia, Tanjong’s
subsidiary, Pan Malaysian Pools, has cornered approximately 28 per




164 MALAYSIA'S POLITICAL ECONOMY

Figure 5.5 1. Ananda Ky ishnan's Corporate Holdings
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cent of the industry, The other major companies are Magnum, con-
wolled by Multi-Purpose Holdings (which runs the four-digit lottery)
with 43 per cent; the publicly listed Mycom Bhd (which controls the
Sabah Big Sweep lottery and three-digit draws) with 12 per cent; and
Sports Toto (which also operates a four-digit lottery), controlled by
Vincent Tan, with 17 per cent (New Straits Times 24/12/91). As men-
tioned carlier, through Usaha Tegas™ control of Pan Malaysian Sweeps,
which operates the Big Sweep lottery tickets, Ananda Krishnan wields
monopoly over lottery operations in Peninsular Malaysia.

Ananda Krishnan's involve in the develop of the Kuala
Lumpur City Centre project and the fact that he obtained the vights to
4 number of lucrative gaming operations — he reportedly secured the
contract over other politically connected companies — appear 10
me Minister

confirm speculation over his close relationship with the P
(see The Star 24/12/92). Apart from the Seri Kuda and Tanjong deals,
another company in which Ananda Krishnan hasa stake, Binariang Sdn
Bhd, is involved in the proposed operation of a RM3.5 billion satellite
project, Measat 1, which was launched in 1996. The satellite licence,
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issued as ¢, also permits Binariang
(0 aperate various telecommunications and broadcasting services
(Far Eastern Economic Review 26/5/94). Binariang, incorporited on
19 December 1986 as an investment holding company, is wholly owned
by MAT Holdings, while its chairman is Hanif Omar, a former inspector-
general of police. Among the others who have served as directors ol
Binariang are Ooi Boon Leong, Khoo Teng Bin and Tunku Mahmud
bin Tunku Besar Burhanuddin, who also figure as dircctors of Usaha
Tegas. Ooi and Tunku Mahimud also served as directors of Seri Kuda,
while Khoo and Ooi served as directors of MAT Holdings. Figure 5.5
shows the major Malaysian companies controlled by Ananda Krishnan.
The Star (19/5/92) estimated the net worth of Ananda Krishnan's
corporate i = both listed and private, including foreign assets —in
1992 at RMLE billion. The Star's (19/5/92) abulation also placed
Ananda Krishnan as Malaysia’s second wealthiest corporate leader.
According to the newspaper’s tabulation, the wealthicst local entrepre-
neur was Lim Goh Tong of Genting Bhd, with corporate assets worth
RM2.8 billion, while Loh Boon Siew of Kiah Motors Bhd was listed along
with Ananda Krishnan at number two, with RMLE billion worth of
corporate stock each. In fact, according to The Star's tabluation, in terms
ol corporate assets, Ananda Krishnan owned more equity than even
Rabert Kuok (RM 1.7 billion) and Daim Zainuddin (RM1 billion).




Liberalisation After 1990?

By the end of the 1980s it was evident that most of the NEP's ambitious
goals had been achieved. Poverty in Malaysi had been reduced vemark-
ably to 15 per cent in Malaysia compared to 49 per cent in Peninsular
Malaysia and a figure probably exce
country in 1970 (Table 6.1
with economic function or occupation and

eding 50 per cent for the whole
the identification of race or ethnicity

ectoral activity had been

generally reduced (Table 6. 2): and there were many lewer Malay—

Chinese disparities in average income as well

as ownership ol corporade

wealth, The aceamulation of public sector assets on hehall of Bumi-
puteras, government regulation ol busin opportunities and in-
vestments, often requiring divestiture 1o Bumiputeras, privatisation of
government assets at discounted prices primarily to Bumiputeras, and

other preferent
crease the Bumiputera share of equity in publicly Tisted companic
19.3 per cent in 1990, compared to a meagre 2.4 per cent share in 1970
(Table 6.3).

Some social features of Malaysia's economy - persisted, however, in

policies for Bumiputera businesses helped o in-
10

spite of the rapid changes in the wo NEP decades. For example,

although the NEP had helped 1o develop a significant Malay middle
class, Bumiputeras still predominated in- peasant agriculture and in-

creased their predominance in the public sector. Although the govern-

ment
quite effective and several studies have argued that there has been
considerable underestimation of the actual size of the Bumiputera share
of corporate wealth (see, for example, Fong 1989; Jomo 199 ;
Gomez 1990, 1994), income inequality and wealth differences among
Bumiputeras have ed substantially; small farmers still account
for most of those living in poverty. Meanwhile the Chinese continue 10

attempts 1o redistribute ownership of corporate stock have been

O inere
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Table 6.1 Malaysiat: Incidence of Paverty by Ethmic Groups, 1970, 1984, 1990,
and 1992 (percentages)

1970 1976, 1984 1990 1992
‘ Peninsichar Malaysia

All ethiic groups 193 45.1 135
Bumiputera 68 64 na
Chinese 26.0 174 n.a.
Indian 302 27.3 na
Others 48 348 na
Sabah
Al ethnie groups 343
Bumipitera 419
Chinese 0
Others 6.0
Sarawak
All ethnie groups . 517 210 19.0
Bumiputera na 850 985
Chinese i 140 44

: Others na, ol 4.1

Sowrces:  Third Malaysia Plan, 1976-80;
Fourth Malaysia Plan, 1981-85;
Mid-Tevm Review of the Fourth Mataysia Plan, [1981-85;
Mid-Term Bevaeso of the Fifth Malaysia Plan, 1956-90:
The Second Ouwtline Persprective Plan, 1991-2000;

Sixth Malaysia Plan, 1991-953;
Mud-Tirm Review of the Sixth Malaysic Plan, 1991-95.

Table 6.2 Mal. Employment by Oceupation and Ethnic Group, 1995

(percentages)
Occupation Bunmiputera — Chinese Indians Others
Professional & technical 64.3 26,2 2.2
Teachers & nurses 723 205 0.6
Administrative & managerial 36,1 54.7 4.1
- Clerical workers -17 2 34.4
Sale workers 519
 Service workers 2.8
- Agriculture workers 12.9
Production workers 85.0

Source:  Seventh Malaysia Plan, 1996-2000
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Table 6.3 Malaysia: Ownership of Share Capital G par value) of Limited
Companics”, 1970, 1990, 1995 (percentages)

COrenership groupr 1970 1990 1995
Bumiputera 2.4 20.6
I i a individual 3 1.6
Trustagencies' 08
Non-Brumiputera
Chinese
Indians
Others =
Nominee companies 6.0
Foreigners, Gidh
Notes:* Excludes shaves held by federal, staie, and local governments,
" Consists of invesuments owned by Bumiputeras as divectinvestory
and investments through § ch i i a

welling Bumiy
funds such as the Amanah Saham Nasional and the Amanah
Saham Bumiputera schemes.
Refers o shares held through wust agencies such as Pernas,
PNB and the SEDCs.

Sourees: Thivd Malaysia Plan, 1976-80: Seventh Malaysia Plan, [996-2000

dominate certain sectors, such as wholesale and retail wade, despite the
especially through state enter-
prises. As a community, Indians have failed to make any significant gains
in ownership and control. While conceding that poverty is still wide-
ad among Bumiputeras, non-Malay political leaders in the Barisan
jonal began to argue in the late 19805 that poor non-Bumiputeras
had benefited least from the NEP.

Thus despite its achievements, the extent to which the NE
viding goal of achieving ‘national unity’ — usually interpreted as im-
proved inter-ethnic relations — had been attained is highly questionable;
in fact inter-ethnic relations were arguably worse in 1990 than in 1970.
S. Samy Vellu, president of the Malaysian Indian Congress, acknowledged
in 1990 that Indians were more marginalised and alienated than ever
before, The Malaysian Chinese ation had also become mor
vocal in criticising UMNO politicians’ preoccupation with constraining
Chinese accumulation of wealth to develop Bumiputera wealth. Further-
more, regional grievances had become more pronounced, not only in
Sabah and Sarawak but also on the East Coast of Peninsular Malaysia,
especially Kelantan.
he objectives of post-1990 economic development policy were first set
out by Mithathir in February 1991, two months into the post-NEF period,

considerable inroads by Bumiputeras

s Over-
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when he presented his *Vision 2020° plan. Containing nine cengral
strategic challenges, the plan’s main goal was for Malaysia to achieve
“fully developed country’ status by the year 2020, mainly by ccelerating
industrialisation, growth and modernisation. This apparent policy
volte-face from the NEP's redisiributive priorities was hardly Surprising.
Since the carly 1980s, Mahathir's government had emphasised growth,
modernisation and indus

rialisation as national economic priorities, and
the NEP had been quietly ‘put on hold’ from 1986, ostensibly because of
the urgent need to respond to the recession,

Vision 202( were 1o establish:

nine main objective

1 @united, peaceful, integ
tsecure, confident, v

ated and harmonious Malaysian nation;
spected and robust society committed to

excellence;

3 a mature, cons:

4 a fully moral’ socicty with citizens strongly u||l)lu(l with spiritual
values and the highest ethical standard:
a culwurally, ethically and religiously diverse, liberal, tolerant and
unified socie

o

o

a scientific, progressive, innovative and forward-looking society;

a caring society with a family-based welfare system;

an ‘economically just’ society with inter=ethnic economic parity; and
a ‘lully competitive, dynamic, robust, resilient and prosperous’
economy.

© 00~

The policy also envisaged a more competitive, market-disciplined,
ourward-looking, dynamic, self-reliant, resilient, diversified, adaptive,
technologically proficient and entreprencurial economy with strong
industrial links, productive and knowledgeable human resoure
inflation, exemplary work cthic
excellence.

In mid-1991 the government announced a new National Development
Policy (NDP) — in conjunction with a ten-year Second Outline Perspec-
tive Plan (OPP2) for 1991-2000 - as well as the Sixth Malaysia Plan
(6MP) for 1991-1995. Hence while the OPP2 and 6MP were supposed to
provide medium-term cconomic policy perspectives, Vision 2020 pro-
vided the long-term objectives. The new economic development policy
shift away from the redistributional objectives associated with the NEP
were obvious. In fact Vision 2020 reiterated some of the major policy
changes introduced by Mahathir during his tenure as prime minister,
especially as the cconomic liberalisation undertaken since the mid-1980s
encouraged the private sector —at the expense of the public sector —with
privatisation and some deregulation.

low

and strong emphasis on quality and
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1dably, there has been some enthusiasm, especially on the
part of non-Bumiputeras, for Vision 2020's explicit commitment o
forging @ Malaysian nation (bangsa Malaysia) transcending existing
unity
in improved inter-ethnic relations, ostensibly (0 be realised by achieving

Under:

ethnic identities and loyalties. But whereas the NEP sought nationa

inter-cthnic (especially Malay-Chinese) economic parity, Vision 2020’

‘developed country’ goal siresses an equally narrow, materialistic and

economistic emphasis on growth.

Other differences, however, are more suggestive of the new approach
saged progressive government inter-
¢ role for the state, Vision 2020 has
sought to shift primary responsibility for human welfare back to the
family. With cuts in public expenditure, the costs of social services like
education and health have been incre

and prioritics. While the NEP en

vention and a redistributive we

singly transferred 10 consumers
in the form of higher university fees, payments for school amenities,
hospital charges and medicine fees. Among its various other objectives,
I

implying that this is what is meant by economic justice. Unlike the NEP,

sion 2020 still emphasises achieving inter-ethnic economic parity,

however, the NDP document also expresses concern about relative

poverty, and hence income inequality. both between and within ethnic

groups.

The poverty rate is projected 1o decline from 17.1 per cent in 1990 10
7.2 per cent by the year 2000, with increased employment outside
imated that 143,100 households, or about
4 per cent of the population, were in the hard-core poor category in

agriculture. The OPP2 e

1990, many of whom would need direct transters 1o be able to enjoy the
basic necessities of life,

The OPP2 also claims that growth with effec
wributive policies has heen responsible for substantial improvenients in
ficient going down from 0.513

ive governmental redis-

income distribution — with the Gini coe
in 1970 to 0445 in
the 1991 documents do not indicate how distributional policies have
had this impact. Official data suggests, for ¢ that the greatest
reduction in income inequalities occurred between 1984 and 1987,
possibly as a result of the differential consequences of the recession. But
the OPP2 (1991b: 17) also acknowledges that “income disparities within
the Bumiputra community are higher than among other ethnic groups’.

Noting that the Malaysian cconomy grew by an average of 6.9 per cent
over the twentyyear NEP period, Vision 2020 st a target average growth
rate of 7 per cent for the next three decades. This would almost double
the GDP in every decade, which would make it almost cight times larger
i 2020 than it was in 1990, With a 2.5 per cent rate of population growth,
however, per capita GDP would be only four times as much in 2020

90, Like other government documents, however,

ample
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compared o 1990. The NDP document also cnvisaged a 7 per cent
growth rate for the OPP2 period (1991-2000), while the 6MP envisaged
per centannual growth rate for 1991-95, which has been exceeded
by almost one percentage point.

I line with the Vision 2020 assumptions, the OPP2 projects an average
growth rate of 7 per cent, higher than the 6.9 per cent of the first OPP
period (1971-90). This projection, however, ignores the considerable,
but unsustainable, contribution 1o growth from resource rents, especially
from petrolenm, timber and natural gas, during the first OPP period.
While the economic boom since 1987 has been led by manulacturing, it
has also been heavily reliant on foreign investments, especially from East
a, and favourable international trade conditions, both of which may
not continue indefinitely. Furthermore, it has already begun to run up
against infrastracture, skill, labour and other constraints, while fuelling
inflationary pressures ina near full employment situation.

In spite of Malaysia's impressive growth record, especially since the late
1980s, it remains to be seen whether these ambitions growth targets are
realistic. The Malaysian economy has diversified considerably from the
time when rubber and tin were the economic pillars of the colonial
economy. Within the primary sector, peroleam and gas have vaised
mining's contribution, while palm oil, cocoa and pepper have diversi-
fied Malaysian exportoriented agriculture, With import substitution in
the early 1960s and mid-1980;

ation

and export-oriented mdusnml.
booming in the 1970s and since the late 19805, manufactring has
become the single largest sector in the Malaysian economy, with services
growing correspondingly.

Yer Malaysia's cconomic reliance on nonarenewable natral resources,
has grown and continues to be high. Throughout the 19805 xample,
petroleum and timber contributed the highe: nings. With
agriculiural production growing more nodestly, manufacturing and
services will have to grow at much higher rates to compensate for slug-
gish growth in the primary sector, especially as the timber industry goes
into decline with the impending exhaustion of comme reially acces
forests. The exportoriented industrial sector's reliance on foreign invest-
ments, technology and market a and Malaysia’s limited suceess in
developing its own industrial and technological capacity as well as
moving into greater value-added manufacturing renders industrialisation
vulnerable and constrains its potential contribution. The contribution of
the burgeoning public sector to growth, especially in the 1970s and early
1980s, ulso has 1o be considered.

Tu ils

for

export e

ible

redit, the government recognises a number of problems

industrialisation: manufacturing's narrow base, weak
industrial links, insignificant local supply of intermediate products,
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L oo linle value-

nadequate development of indigenous 1echnolog
added, rising production (especially labour) costs, infrastructural bottle-
necks, serious shortages of's
well as marke!
blocs, managed trade, domestic pi
for agrari

I so far as it approves of various liberali
represents
policies of the first dozen years after Independence in 1957 from the
government intervention and expanded public sector of the next decade
and a hall under the NEP. Vision 2020 therefore represents a reiteration
and consolidation of the policy changes undertaken from the mid-1980s.
While not representing new policy changes in a real sense, it nonetheless

killed personnel, the need Tor diversification

of producis 4

s, problems raised by protectionism, trade
ate sector performance and the need
1 reform as well as resource and environmental protection.

wion measures, Vision 2020
partial rewurn of the pendulum to the velatively laisses faire

made economic policies already in place more explicit, coherent and
legitimate,

In a longer perspective then, one might well argue that the 1991
announcements of Vision 2020, OPP2 and the 6MP have confirmed.
consolidated and reiterated the economic policy changes which began
much earlier in the mid-1980s. Whereas the carlier policy changes were
often justified
cessions (o revive the economy

¢ temporary responses o the recession and as con-

the post-1990 policy announcements
pid modernisation, the promise
of a good life in the Tuture, and the rapid growth and industrialisation

were legitimised as the imperatives of

that have occurred since the late 1980s.

Whether Vision 2020 adequately addresses the main contemporary
challenges faced by Malaysian society is a different question, It has
certainly shifted attention away from the previous narrow emphasis
oninter-cthnic distributional concerns withonr abandoning  them
altogether. 1t h
isation without seeming oblivious of human welfare. Yet despite a wide-

also given priority 10 the challenge of late industrial-

it cannot be

spread desire for change and reform among Malay

ans
claimed that there is a shared vision of an alternative yer.

However, the marginalisation and downgrading of disiributional
considerations as well as other non-economic concerns in favour of a
growth and industrialisation fetish is unlikely 1o resolve the complex
problems continuing to divide and destabilise Malaysian society. Also,
without the stability achieved through mutually acceptable compromise,
it may be difficult to ensure the socio-political stability necessary for

rapid industrialisation and growth. And as well as this, as recent discus-
sion of resource, environmental, and moral issues suggests, human wel-
fare is unlikely to be secured in the future by economic growth alone.
Both plan documents, especially the 6MP, seem to take cognisance
of problematic issues pertaining to regional and other non-cthnic
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inequalities, on women, on Indians and other smaller minorities, and on
the environment. It remains to be seen how much of this is mere rhetoric
and what will actually be done. But the key question of accountability —
for example, in terms of institutional checks and halances, monitoring
and availability of information to the public - highlighted by ¢
from various quarters, especially in the second half of the 1980s, is still
conspicuous, this time only by omission.

The NDP claims that it maintins the basic strategies of the NEP while
making four main policy shifts. With the NDP, there is to be much more
ofafocus on hard-core poverty (those carning less than half the poverty-
line income), and on relative poverty, that is inequalitics in income and
wealth. More attention is to be given to the rapid development of a
Bumiputera Commercial and Industrial Community (BCIC). The NDP
s growth led by the private rather than the public sector 1o
‘inally, more attention is to be given to human
resource development to achieve the country’s growth and distributional
objective:

Interestingly. while the 30 per cent equity restructuring target has been
reiterated, no specific time frame has been set for its achievement. The
OPP2 (1991h: 17) states that

past efforts aimed at creating a BCIC have met with the least suecess, Equity
ownership alone will have fiude impact on promoting effective Bumiputera
participation in the cconomy if the newly acquired wealth is not retined and
enlarged and if they have limited experiences in business operation ... The
system of quatas, licences and other special assistance which has been
implemented 1o help them ... will continue 1o be necessary in the nineties
until the economic imbia s are corrected,

Emphasising ‘balanced development in order to establish a more
united and just sociery’, the OPP2 (1991b: 5) developmental priorities
for the 1990s are 1o

* strike an optimum balance between the goals of economic growth and
equity;

¢ ensure a balanced development of the major sectors of the economy so
as to increase their mutual complementarities to optimise growth;

¢ reduce and ultimately eliminate the social and economic inequalities
and imbalances in the country to promote a fair and more equitable
sharing of the benefits of ic growth by all

® promote and strengthen national integration by reducing the wide
disparities in economic development between states and between the
urban and rural areas in the country;
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a progressive society in which all citizens enjoy greater
material welfare, while simultancously imbued with positive social and
spiritual values, and an increased sense of national pride and con-
sciousness;

promote human resource development including creating a pro-
e and disciplined labour force and developing the necessary
al development through a
ng the restructuring

duc

skills to meet the challenges in indust
culture of merit and excellence without jeopardi
objective:
make science and technology an integral component of socio-
economic planning and development, which entails building com-
petence in strategic and knowledge-based technologies, and promote
ience and technology culture in the process of building a modern
industrial economy; and

ensure that in the pursuit of economic development, adequate atten-
tion will be given to the protection of the environment and ecology
s to maintain the long-term sustainability of the country’s
lopment,

as

Balanced development is considered crucial for ensuring stable
growth. minimising social conflict, promoting racial harmony and
enhancing national unity. The OPP2 argues that this development
strategy is premised on four considerations:

that growth with equity would help ensure a
tribution ¢
that balanced development would promote social and  political
stability
that high moral values and positive attitudes would ereate a re

ir and equitable dis-
national wealth;

spon-

and

and caring society
nd ccological management would

sible, resilient, progressiv
that prudent natral ¢
ensure sustainable development,

onrce

Except for the recent emphasis on environmental concerns, these
objectives are, by and large, a reiteration of the rationale underlying the
post-1969 NEP and Rukunnegara (National Ideology).

Table 6.4 sums up the major macro-economic and sectoral planning
targets for the OPP2, contrasting them with OPP targets and achieve-
the sectoral targets see a continued

ments. As the table elaborate
relative decline of agriculure, mining and construction, in favour of
manufacturing and (presumably private sector) services during the
OPP2 period. Both exports and imports are expected to grow more
slowly than GDP, unlike during the period 1971-90, and also by much
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less than was the case during the OPP1 period. Trends since 1991 and
continued reliance on export-oriented industrialisation and foreign
investment underline doubts about whether these projections are
realistic. Although not necessarily unfeasible, there are no clear policy
measures to raise the savings rate (as a share of GNP) from 30.3 per cent
in 1990 to 35.2 per cent in 2000, as targeted in Table 6.4,

Table 6.4 Malaysia: Outline Perspective Plan Fargets and Achievement,
1991-2000

Tangt Achieved Targrt
orptr orer OPpP2
(1971-90) (1971-90)  (1991-2000)
() Macre-cconomic targets (% pav) (% pa)y (% pay
GDP (real) 8.0 6.7

Export (reul) 7.1
Tmport (real)
Employment
Labour force
Unemployment raje

Target Achieved Turget
1990 1990 ore2
Shure of GNP (%)
Savings 16.5 305 35.2
Investment 2233 35.1 34.6
Target Adhieved Target
1990 1990 2000

(1) Sectoral targets
Share of GDP (%)

Agriculure & forestry 19.7 18.7
Mining’ 2 9.7
Manufacturing 27.0
i 3.b
vices 423
Tmport duties less
bank service charges L5 12
Share of total employment (%)
Agriculture & forestry 5.1 27.8
Mining" 15 0.6
Manufacturing 16.8 19.5
Construction 3.6 6.4
Services 43.0 45.7

Notes:  + End of period
" Includes petroleum and gas
Source:  OPP2, p. 90; Table 3.10
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In this longer perspective then, it can be argued that the new
cconomic initiatives announced in 1991 = Vision 2020, OPP2, and 6MP
~ have consolidated and reiterated the economic policy changes whic
began lier, especially in the mid-1980s, and have been legitimised in

s of the imperatives of rapid modernisation, the promise of a betier
alisation record from the late

te
future, and the rapid growth and indus

1980s.




Politics, Policies and Patronage

Rents, Redistribution and Restructuring

With the commendable objectives of Vision 2020, the NDP, the OPP2
and the 6MP as well as the more “Malaysian-oriented’ — as distinct from
the NEP's *Bumiputera-oriented’ — vein of these policies, government
practices of according preferential ireatment to Bumiputeras have
changed during the 19905 but arguably not diminished. Rents in various
forms (discounted privatisations, overpriced contracts, permi
licences, special loan and credit facilities, as well as subsidised training
and education opportunities) continue to be extensively provided by
the government, now ostensibly in order to create competent Bumipu-
tera entreprencurs, But even the government has admitted that after
twenty years of the NEP, genuine and competent indigenons entre-
preneurs have failed to emerge in satisfactory numbers, The fact that
the most influential and wealthy Malaysian businessmen by the early
1990s were also those most closely associated with the Prime Minister
and Daim Zainuddin suggests that the creation and disbursement or
allocation of these rents have been crucial for continued political
hegemony as rentfinanced patron—client relations continue to be
important in Malaysian politics,

Although the NEP gave way in 1991 to a new generation of policies
that appear to ﬂmher lidate the grnwth industrialisation, liberal-
isation and privatisation initiatives begun in the mid-1980s, the NEP
emphasis on restructuring wealth along ethnic lines continues to shape
implementation of the government’s new policies. While Vision 2020
and the NDP involve greater economic and cultural liberalisation and
are less ethnic and redistributive in orientation, fundamental changes
in the implementation of these new policies have been slow in coming
since all the main political parties in the Barisan Nasional continue to
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make political appeals along ethnic lines, Furthermore, in view of
the prominence still accorded the question of ownership by ethnicity,
differences on public and private ownership in Malaysia's political
economy will remain contentious.

Privatisation, part of Malaysia's liberalisation package, appears to have
been especially abused for the development and consolidation of
politically linked busines th the UMNO-led Bari
firmly consolidated in power and periodically relegitimised by increas
ingly gerrymandered national elections, and with amendments to the
national constitution to curh the powers of the judiciary and the con-

men.

an

Nasional

stitutional monarchs, giving the UMNO leadership greater hegemony
over the state, the political sphere has been reorganised to serve their
interests and priorities better. This has involved the ransfer of
other sources of income and significant control of the national economy
to the politically influential.

Despite this, the creation and deployment of rents in the Mala

ysian

economy so far point to a combination of ditferent forces at work.
Rents have also been cre
investments in new productive activities which have contributed to the

ated and allocated in ways that encourage

diversification of the national economy from its colonial inheritance, as
well as various industrialisation campaigns, including export promotion,
import substitution and heavy industrialisation. Investments in agri-
culture and tourism have also been induced.

In this regard, the availability of resource rents — most notably from
petroleum, petroleum gas, tin and timber - has been very signi

growth, exports, government revenue and hence fiscal capacity, allow-

ant for

ing the government a greater degree of latitude than that enjoyed by
most other economies and governments in the world, It could be
argued that such wealth of resources, Malaysia's relatively small popi-
lation, and poor fiscal discipline gave rise to a ‘soft budget constraint’

which not only allowed, but even encouraged, various public sector
5. Such fiscal irr
greater state intervention and the greater availability of resource rents

tavaganc

ponsibility seemed (o increase with

from the mid-1970s umil the economic and political crises of the mid-
1980s, when new policies 10 address the resulting fiscal and debt
problems hecame imperative, The growth of the public sector was also
accompanied by other interventions, which had a cumulative crowding-
out effect (with specific ethnic undertones, discouraging non-Malay
investment), that was reflected in significant capital flight and declining
private iny nd especially in the early
1980s.

The other important goal of the creation and deployment of rents
long inter-ethnic lin

stments from the mid-1970;

in Malaysia has been rediswribution, especially
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It appears, however, that this ethnic agenda ha |
which has obscured significant private accumulation by the politically
well connected, especially with privatisation and other policies Hci-
ated with economic liberalisation since the mid-1980s. With increasing
Malay hegemony in the 1970s. the role of the predominantly Malay
bureaucracy was significantly enhanced, only to give way to an increas-
ingly assertive exccutive and a more politically influcntial rentier
business community since the 1980s. After all, since the NEP-inspired
1970s, the allocation of such rents has ostensibly been intended
primarily to enhance redistribution along inter-ethnic lines and 10
promote the development of Bumiputera capitalists. This has enabled
the Bumiputera share of corporate wealth o rise significanty from
2.4 per cent in 1970 o 20.6 per cent in 1995 (see Table 6.
20.6 per cent, Bumiputera individuals held 18.6 per cent and wrust
agencies the balance.

More importantly, the share held by Bumiputeras had risen appre-
ciably from 2.4 per cent in 1970 to 18.7 per cent in 1983, just over a
decade after the start of the NEP, before rising merely by 0.6 per cent
over the next seven years o 19.3 per cent in 1990; by 1995 this figure
had increased by just another 1.3 per cent to 20.6 per cent (see Table
6.3). Thus while the Bumiputera corporate sharcholding figure in 1990
was considerably short of the NEP's 30 per cent target, actual Bumi-
putera corporate power is probably underestimated by these figures
because of the strategic nature of Bumiputera shareholding,

Yet although yielding handsome pecuniary returns, substantial profits
tions of most Bumiputeras — and
some non-Bumiputeras — benefiting from government-allocated rents
are mainly non-entrepreneurial, unless one stretches the definition of
entrepreneurship beyond recognition. Commenting on Malay husi-
nesses in 1994, Daim Zainuddin criticised their continued dependence
on the state for protection, their subsidy mentality, and their lack of
business focus, before harshly concluding that ‘their minds are con-
fused’ (New Straits Times 28/6/94). There is probably much justification
for these criticisms since most politically connected businessmen have
tended to concentrate their rent-appropriating activities in the relatively
protected import-substituting manufacturing, services, and other non-
tradables such as real property, construction and infrastructure, while
others have gained mostly from often complex paper-shuffling, asset-
stripping and other similar corporate manoeuvres, rather than from
significant gains in productivity or international competitiveness.

A comparison of businesses in different eras reflects the changing
nature of business expansion of most new rentier capitalists. Where-
as the companies which developed during the colonial and pre-NEP

and capital gains, the business oper
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post-Independence periods were more
ticular field of business and only diversify into related fields, the
contemporary conglomerate style of growth. especially pronounced in

inclined 0 expand in a pa

the last decade, involves mergers, acquisitions and asset-stripping, with
scant regard for relevant experience and expertise, This change reflects
the greater attention to financial accumulation rather than the difficult
but ultimately neces
productive capacitie:

Exacerbating the problem of the unproductive busin
and practices of the ‘new rich’ is the fact that increasing conglom-
eratisation has led to increasing concentration of stock ownership and

ary development of internationally competitive

preferences

monopolisation of the cconomy. The influential broadeasting as well as
newspaper and magazine publishing industrie:
under the control of a few businessimen with strong tie:
political figures, while the UMNO-inked Renong Group has cornered
highway construction and related activities (see Gomez 1994). There is
also some concentration of the financial and property development
sectors within a diminishing network of interconnected companies,
through joint stock control and interlocking divectorships, turther en-
hancing the concentration of wealth-generating activities in the hands
of w select group. Such concentration also reflects the development of
ligopolics: although
the market still operates, it does so in conditions slmngl\ influenced by

have been consolidated

an ccanomy increasingly dominated by politicised

the state,

Moreover,

given the executive's ascendant political position, the
h the burcaucracy has been able to function indepen-
dently in the implementation ol state policies has been significantly
circumscribed: rather, the interests of politicians have created an
irresistible momentum encouraging greater political patronage. With-
out much tr.

extent to wh

ansparency, such abuses are not obvious to the public.
Furthermore, continued ethnic political mobilisation, the economic
boom since the late 1980, full employmentand significant trickle-down
have enhanced the regime's legitimac
a few genuine entreprencurs, mainly Chinese, have
survived and grown in the interstices of the system, often despite rather
than because of state support. Thus although Chinese equity ownership
increased significantly from 27.2 per cent in 1970 to 44.9 per cent in
1990 (see Table 6.3), for many, survival and expansion requires by-
passing the state rather than the state intervention on which the crony

In the process

rentiers thrive.

Although Chinese capital has continued to develop despite the con-
straints of the NEP, it appears to have lost its once powerful grip on the
economy. This somewhat reduced Chinese economic influence was
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rveflected in the decline of the MCA's most prominent inyestment
company, Multi-Purpose Holdings, which was ncarly taken over by
companices linked to UMNO. Chinese capitalists also rnuud that they
either had to establish links with Malay patrons, capi or politicians,
or fund UMNO, 1o develop their businesses. The new Chinese capital
who emerged in the 1980s - Vincent Tan Chee Yioun, Danny Tan Chee
Sing, Ting Pek Khiing, Robert Tan Hua Choon, T. K. Lim - are seen to
he closely seiated with leading Malay politicians rather than
independent businessmen; there is much unverified speculation that
some of these men have operated as business proxies for certain UMNO
leaders, particularfy Daim.

and

Elections, A

Despite this situation of Malay dominance in politics and busine
senior UMNO leaders have noted that such unproductive corpor-
ate activities and concentration of economic power have occasion-
ally strained relations between the UMNO-dominated state and both
Chinese and foreign big business; these leaders arve also aware of the
likely repercussions of the swift and avaricions advance of politically
well-connected Malay b men on Chinese business interests in
general. Perhaps recognising that this could impair the Mahathir
government's desire 1o promote Malaysian business interests regardless
of ethnicity (‘Malaysia Incorporated’), the executive appears to have
become somewhat more restrained in continuing blatantly to favour the
Malay business elite. By providing rentier opportunities to some Chinese
and Indian businessmen, the state has also managed 1o reduce dissent
among the non-Malay communities (see Gomez 1996a). The impressive
economic recovery since 1987 and government efforts to liberalise,
deregulate and de-emphasise the NEP — long desired by most non-
Bumiputeras — have swung significant Chinese sentiment to the Barisan
Nasional since late 1988, and especially after 1990, and was reflected in
the impressive Barisan Nasional victory in the April 1995 general
election (see Table 7.1).

In the 1990 general election, when the opposition had presented a
strong chall . the Barisan Nasi g 110 win only 127 of the
180 (or 70.5 per cent) parliamentary seats; in the 1995 general election,
however, the ruling coalition lost only 30 parliamentary seats (securing
84.3 per cent of the seats). In terms of popular votes, the Barisan
Nasional obtained 3,862,694 votes in contrast to the 2,075,822 votes
secured by the opposition; the Barisan Nasional thus got 65.05 per cent
of the popular vote. Compared to the 53.4 per cent electoral support
enjoyed by the Barisan Nasional in 1990, the proportion of popular

e
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support it won in 1995 increased by almost 12 percentage points. This
impressive increase in support for the Barisan ional was mainly
attributed to the significant Chinese support that the ruling coalition
managed o secure (see Gomez 1996a).

Since government leaders are aware of the importance of Chinese
and foreign capital for sustaining growth, and particularly continued
industrialisation, privatisation, especially for investments, has been
actively promoted. Yet despite Malaysia's campaign to secure foreign
investments — between 1990 and 1992, foreign ownership of corporate
equity rose substantially from 25.1 per cent 1o 32.4 per cent — there has
been limited state subservience to foreign and Chinese capital (see
Jesuduson 1989).

Enhancing the confidence of UMNO leaders is the current electoral
set-up, which virtually guarantees the party’s hegemony in the Barisan
Nasional. In addition, UMNC
of state patronage and the media through business organi
stringent government regulation, together with the im,
pendence of the judiciary and the monarchies, all v
hegemony. Tn these circumstances the question that arises is whether
the rapidly changing socic-economic conditions, such as the growth of
a multi-ethnic middle class, the resentments of less favoured business
interests, and the growing cultural and lifestyle disparities are bringing
about tensions within the authoritarian state and its relationship with
civil society which may lead to the development of more democratic
tendenc To some extent this has transpired, particularly with the
emergence and consolidation of Semangat 46 and the opposition
coalition it leads. But with the economic boom since the late [980s and
in view of Semangat 46's lack of access to patronage, some of its leaders
and members have been rejoining UMNO, including party president
Tengku Razaleigh Hamzah. The opposition coalition has also been
weakened after PBS's loss of control of Sabal in the 1994 state elections.
Even the DAP has found it difficult to retain some of its traditional
urban strongholds because of the impressive economic recovery since
1987 (see Gomez 1996a).

Despite this, in view of the factionalism within UMNO evidenced
by the party’s contentious 1993 elections and growing discord among
second-cchelon party leaders — the centralisation of political power
among its top leaders and their business links raise questions about how
conflicts between these factions could affect the corporate sector. The
attempts by corporate figures to tic up with influential politicians and
the use of political patronage to develop new rentier businessmen can
also exacerbate tensions among rival business interests. This is likely to

dominance in the executive, its control
tions and
ired inde-
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impede the development of a more dynamic, entrepreneurial and pro-
gressive capitalism in Malaysia.

It is also likely that such conflicts among the elite will become sharper
and more severe as resources become scarce, especially after the most
lucrative candidates for privatisation are distributed. With the current
Tevel of distrust among rival factions and their common d
control over the state for their own henefit, the likelihood of further
political problems is great. Since there is little consensus and in-
es 1o sati
with much justification that they will be permanently denied access to
and what they may perccive as their fair share of rents; this
may heighten the political tensions, which may have a spillover effect
on the economy given the close ties between politics and busines
Malaysia,

In addition, while the implementation of policies like the NEP and
acerbated rentier activity, the post-1990 economic
, despite their more subdued ethnic rhetoric, also do not

sulficient resour

Fy all groups, those who are marginalised fear

the spoil

in

privatisation has e

initiative:
involve: reforms required to bring about a more equitable distribution
of the economic resources and welfare, However, as the development of
participatory democratic institutions will be crucial 1o ensuring greater
transparency and accountability in governance, public polic y-making
and administration, it is unlikely that this will happen in the near future
given the current economic prosperity, the declining influence of
opposition parties, and the continued centralisation of power in the
hands of the UMNO leadership.
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