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1. Introduction

• The 2008-09 global financial crisis

• Transmission of the global financial crisis into the 
Malaysian economy

• How has the crisis affected Malaysia’s Vision 2020 
targets?

• Inherent problems unrelated to financial crisis

• Slow upgrading

• Impact on net FDI inflows

• Trend widening of per capita income gap with 
Singapore, Korea and Taiwan, and the narrowing of 
the gap between Malaysia, and China and Vietnam.

• Impact on human development

• Amount and target of rescue packages

• Recommendations



2. Analytical Framework
• Rationale for  departing from liberal prescriptions:

- Market failure arising from a lack of regulation caused the sub-prime 
mortgage crisis in the United States (Krugman, 2009).
- Although financial risks will be high during times of crisis, rescue packages 
require expansionary policies to reverse the contraction in aggregate 
demand.
- Market equilibriums are achieved in developing economies such as 
Malaysia well before full employment can be established.

• Prime motivations for embracing Keynesian packages:
- Falling aggregate demand requires solutions that re-stimulates investment 
and income, which can only be done by lowering interest rates and 
expanding government expenditure. 
- A fall in interest rates will help raise investment and, with that, income. 
During moments of high risk, the lowering of interest rates should be 
undertaken alongside directives to banks to lower collateral requirements for 
investment and essential purposes and government-supported underwriting 
of such risks until the crisis is over.
- Crises cause markets to panic and, unless the relevant government 
intervention is handled effectively, the accompanying contagion can cause 
depressions.
- Market-oriented policies had already cooled GDP growth rates of Malaysia 
since 2000 such that it has generated a shortfall of 26.0% from the growth 
trajectory envisaged in vision 2020.



3. Transmission Mechanisms

• Collapse in exports

• Commodity prices have faced volatile swings but 
high net exports of oil and gas, palm oil, has 
helped Malaysia.

• Financial exposure has been minimal and hence 
NPLs have been low, and KLSE index and 
exchanges rates have not been hit adversely.

• Hence, GDP slowed down in 2008 and 
contracted into a recession in 2009 primarily 
because of a drastic fall in exports
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Table 1: Gross Exports, Imports and Trade Balance
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Table 2:  Exports Growth, Manufacturing Sector, 2007-2009 (%)



Table 3: Unit Export Prices, Malaysia, 2007-2009 (RM/ton)
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Table 4: Non-Performing Loans, Malaysian Banks, 2007-2009 (RM Billion)
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Table 5: KLSE Composite Index, 2007-2009
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Table 6: Exchange Rates, Quarterly Average (RM)

463.73192.45.45.953.5Q2

473.93162.45.45.24.73.6Q1

2009

463.73072.45.45.64.73.6Q4

433.13122.45.36.353.3Q3

413.13122.45.26.353.2Q2

413.13022.35.26.44.83.2Q1

2008

4332932.35.36.94.93.4Q4

442.92892.35.374.83.5Q3

442.82802.25.26.84.63.4Q2

452.92842.35.26.84.63.5Q1

2007

HK$YenSFS$SDRSTGEURUSD

RM per 100 units 

ofRM per unit of



Table 7: GDP, Selected Economies, 2007-2009 (% Annual Change)

Source: Bank Negara Malaysia, Monthly Statistical Bulletin, July 2009.
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4. Human Development

• Immediate impact on retrenchments, 
unemployment and other welfare pillars.

• Inherent problems restricting human 
development deepening, which has 
serious implications for long term 
economic growth

• While manufacturing has been cooling, net 
FDI inflows have become negative since 
2006. 
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Table 8: Retrenchments, Malaysia, 2007-2009
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Table 9: Labour Force and Employment Indicators, Malaysia, 2003-2009



Table 10: Researchers and Engineers per Million Population, 1996-2006
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Table 11: Gross R&D Expenditure in GDP, 1990-2006 (%)
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6. Conclusions and Recommendations

• Export collapse prime source of recession

• Good management of currency and capital markets 
prevented exposure to financial volatility

• However, real economy has cooled because of slow 
technical progress

• Maintain Strong Macroeconomic Fundamentals 

• Balance external and domestic sources of demand

• Better targeted stimulus and development packages

• Central focus on human resource policies

• Financing for growth, structural change and development

• High value added economic and knowledge activities

• Re-orientate FDI policy to stimulate technological upgrading


