
Malaysian Crisis: AFC 97’ vs 
GFC 08’ vs Covid-19 20’ 



Asian Financial Crisis 1997

2

Background Capital Controls

In July 1997, within days of the Thai baht devaluation, the Malaysian ringgit was 
heavily traded by speculators. The overnight rate jumped from under 8% to over 
40%. This led to rating downgrades and a general sell off on the stock and 
currency markets. By end of 1997, ratings had fallen many notches from 
investment grade to junk, the KLSE had fallen more than 50% from above 1,200 to 
under 600, and the ringgit had lost 50% of its value, falling from above 2.50 to 
under 4.57 on (23 January 1998) to the dollar. 

In 1998, the output of the real economy declined plunging the country into its first 
recession for many years. The construction sector contracted 23.5%, 
manufacturing shrunk 9% and the agriculture sector 5.9%. Overall, the country's 
gross domestic product plunged 6.2% in 1998. During that year, the ringgit 
plunged below 4.7 and the KLSE fell below 270 points. There were many policies 
that were implemented in order to deal with this recession and to stimulate the 
economy once again. The policies and measures are as follows: 

• The ringgit exchange rate was fixed at RM3.80 to US$1. 

• The ringgit was made non-legal tender outside Malaysia.

• There were restrictions to Malaysian residents bringing capital out of the 
country, but there were no restrictions on the purchase of foreign currency for 
purposes of trade.

• The current account was to remain fully convertible. 

• A moratorium of one year was placed on all foreign portfolio funds in the 
country, but foreign investors who had foreign direct investment (FDI) in 
Malaysia were free to repatriate profits, interest, and dividends.

• It also fully suspended the trading of CLOB (Central Limit Order Book) counters, 
indefinitely freezing approximately $4.47 billion worth of shares and affecting 
172,000 investors, most of them Singaporeans, which became a political issue 
between the two countries.

Fiscal Policy 
• Various task force agencies were formed. The Corporate Debt Restructuring 

Committee objective was to enable borrowers and creditors to find amicable 
solutions to debt problems without resorting to legal disputes. Danaharta was 
set up with the aim of removing nonperforming loans from the banking sector. 
Danamodal was formed to recapitalize sick banks.

• Infrastructure Development Fund, with an initial allocation of RM5 billion was 
established to assist the financing of infrastructure projects and large public 
facilities so that their implementation could proceed.

• The process of institutional restructuring was extended to the merger program 
for banking institutions. It was thought that there were too many banks (21 
domestic commercial banks, 25 finance companies, and 12 merchant banks) in 
existence at the time, and that they should be merged into six core banks.

• In July 1998, during the Mahathir Mohamad administration, the country rolled 
out a fiscal stimulus package worth RM7 billion following the 1997 Asian 
financial crisis. That sum had accounted for 2.5% of the country’s then GDP. 

• The allocation was to implement projects with strong linkages within the 
domestic economy; minimum leakage in terms of imports; short gestation 
period; and expenditures to meet socio-economic objectives.

• In this regard, the projects that were given priority included those related to 
housing, education, health, and rural and infrastructure development.

Other measures
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Background

As with most of the East and Southeast Asian economies, the impact of the global 
economic and financial crisis on Malaysia has been felt largely through a 
contraction in aggregate demand caused by a collapse in exports, either directly 
or indirectly, to the United States. GDP growth slowed down to 0.1% in the last 
quarter of 2008 and decelerated by -6.2% and -3.9% respectively in the first two 
quarters of 2009.

In comparison with developed and East Asian countries, Malaysia’s GDP growth 
took a longer time to absorb the contagion, as its GDP growth rate only fell 
significantly from the third quarter of 2008 and its first negative growth rate was 
recorded only in the first quarter of 2009. 

Effects by sector

The intra-GDP changes show the biggest contraction in manufacturing with 
growth declining by -8.8% in the fourth quarter of 2008, -17.6% in the first quarter 
of 2009 and -14.5% in the second quarter. Power and electricity, and mining and 
quarry were the other sectors similarly affected during the same periods. 
Construction recovered slightly in the first two quarters of 2009, while agriculture 
recovered by 0.3% in the second quarter of 2009. Malaysia’s largest 
manufacturing industry, i.e. electrical machinery, recorded the highest reduction 
among the real sectors because of its high dependence on exports. Plunging 
exports had already brought down electronics production by -4.1% in the third 
quarter of 2008 and -27.8% in the fourth quarter of the same year. 

Gross Domestic Product, Selected Economies, 2007 - 2009 (% Annual Change) 

Real GDP by Sectors, Malaysia, 2007 – 2009 (% Annual Change)
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Economic Stimulus Package 1 Economic Stimulus Package 2

The first stimulus package of RM7 billion was announced on November 2008. The 
first stimulus package includes:

The second stimulus package of RM60 billion was announced on March 2009. The 
second stimulus package includes:

 Thrust Allocation (RM million)  

1 Reducing unemployment and increasing employment 
opportunities 

2,000 

2 Easing the burden of citizens 10,000 

3 Assisting the private sector in facing the crisis 29,000 

4 Building capacity for the future 19,000 

 Total Operational and Development Expenditure 60,000 

 

Monetary Policy

The lowering of the Overnight Policy Rate (OPR) in November 2008 by 25 basis 
points to 3.25% and in January and February 2009 by 75 and 50 basis points 
respectively to the level of 2% in February 2009 was done only after the full impact 
of the global crisis began to be felt in Malaysia. By that time, inflationary pressures 
had dissipated with the collapse of oil and other commodity prices. This 
expansionary monetary policy was to support the fiscal stimulus. The interest rate 
reduction was accompanied by a lowering of the Statutory Reserve Requirement 
(SRR) of 50 basis points to 3.5% to reduce the cost of intermediation.

 Programmes Allocation (RM 
million) 

1 Upgrading, repair and maintenance of public 
amenities including schools, hospitals and roads 

500 

2 Upgrading, repair and maintenance of rural roads 500 

3 Upgrading, repair and maintenance of police 
stations/camps and quarters for armed forces and 
police personnel 

500 

4 Building additional low and medium -cost houses 
and enhancing housing programmes 

1,200 

5 Abandoned housing projects 200 

6 Establishing investment funds to attract private 
investment 

1,500 

7 Accelerating the implementation of the High-Speed 
Broadband project 

400 

8 Upgrading and maintenance of public 
transportation (LRT system, Commuter and Bus) 

500 

9 Additional business premises for small and medium 
entrepreneurs (MARA) 

100 

10 Skills Training Funds 300 

11 Youth skill training programmes in private training 
institutions 

200 

12 Enhancing Youth Programme 100 

13 Preschool Education (PERMATA, KEMAS, Tadika 
Perpaduan and preschool classes) 

200 

14 Financial assistance to missionary and vernacular 
schools 

200 

15 Others - small infrastructure maintenance projects 
(PIA and PIAS) 

600 

 Total Operational Expenditure 7,000 

 

Changes in Interest Rates
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Movement Control Order (MCO)

• The first case of coronavirus was on January 25th 2020. There were 3 people 
infected. 

• Reported cases were relatively low until a large spike in case in March 2020. 
Most of them linked to a religious event held in Kuala Lumpur in late February 
and early March. Within a few weeks after the event, Malaysia had become 
the country with the highest cumulative number of confirmed COVID-19 
infections in South East Asia. 

• As of 16th April 2020, there are 5,182 confirmed cases in the country, with 84 
deaths reported. 

• The number of new cases has slowly and steadily been decreasing over time. 

Adjustment to GDP Growth Forecasts

On the 16th March 2020, the Malaysian government announced that it has 
decided to implement a "Movement Control Order" from 18 March to 31 March 
(which has since been extended to 28th April) to curb the further growth of 
positive cases in the country through social distancing. All non-essential 
businesses are prohibited from operating during this MCO period. 

Organisation Initial 2020 Forecasts Revised 2020 Forecasts

World Bank 4.5% -0.1%

Bank Negara Malaysia 3.2% - 4.3% -2% - 0.5% 

Moody’s 4.2% 3%

UOB 4% 2.4%

Fitch Ratings 4.3% 2.3%

IMF 4.5% -1.7%
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On March 27th, Malaysia announced a new stimulus package (PRIHATIN) of 
RM230 billion in addition to the RM20 billion that was announced in February. 
RM128 billion will be spent towards safeguarding the people’s welfare, RM100 
billion to support SMEs and RM2 billion to strengthen the national economy.  
Here is a detailed looked at the PRIHATIN stimulus package: 

On April 6th, Malaysian government announced an additional RM10 billion 
assistance package targeted at helping small and medium enterprises (SMEs) 
affected by the movement control order (MCO) and Covid-19 pandemic. This 
brings the total to RM260 billion. Measures announced are: 

• Expanded subsidies for SMEs with employees earning RM4,000 and below.

• Special PRIHATIN grant totalling RM2.1 billion for all eligible micro SMEs

• Abolishing interest rates for the Micro Credit Scheme under Bank Simpanan
Nasional (BSN)

• Rental exemption or discounts for SMEs operating on premises owned by 
government-linked companies

• Tax breaks for landlords that give rental discounts or exemptions to SMEs

• Lowering foreign worker levy by 25% for SMEs with employee permits 
expiring between April 1 and Dec 31, 2020

• A moratorium of 30 days for the submission of statutory documents by 
SMEs to the Companies Commission of Malaysia (CCM).

• An extension of deadline for the submission of financial statements to three 
months after the end of the MCO

• Application of loans via the ImSME.com.my portal

The stimulus package of RM260 billion is approximately 17% of the country’s 
GDP, and by far the largest stimulus package ever implemented by Malaysia. 

The fiscal deficit for the 2020 is projected to increase to 4% from an earlier 
projection of 3.2%. 

 Programmes Allocation (RM million) 

1 Ministry of Health to tackle COVID-19 1,000 

2 Cost of COVID-19 testing 800 

3 One-off payments to individuals and households in 
the B40 and M40 group 

10,000 

4 Special Relief Fund for SME loans 5,000 

5 Micro Credit Scheme 700 

6 One-off payments to e -hailing drivers and taxi 
drivers 

50 

7 Special allowance to employees in the Security 
Force 

100 

8 Money set aside for civil servants in grades 56 and 
under, including contract workers 

750 

9 Wage subsidies of employees whose employers are 
facing 50% decline in revenue 

6,000 

10 Electricity discounts 530 

11 Free internet 600 

12 Employment Consultation Service programme to restructuring and 
rescheduling employer contributions which would provide cash flow savings 
of RM10 billion to employers 

13 Exclusion from levy payments for the Human Resources Development Fund 
(HRDF) for all sectors for a period of 6 months. 

14 Providing RM5 billion worth of guarantees under SJPP as well as increasing 
the guarantee rate from 70% to 80% 

15 Delay of PTPTN loan repayment 

16 Deferment of income tax repayment for SMEs for 3 months 

 


