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Introduction 

Although strong economic per- 
formance in recent years had 
placed Malaysia in a stronger 
position to withstand the re- 
gional financial turmoil, the in- 
tensity of the contagion effect 
nevertheless had deteriorated 
its economic situation. The 
currency crisis had caused 
strains in the financial system 
as well as undermined inves- 
tors' confidence. Inefficiency 
and vulnerability had emerged 
in the financial sector due to 
several reasons. There has 
been a rapid expansion of 
credit' to the private sector, 
particularly in the broad prop- 
erty and stock markets, indicat- 
ing inappropriate direction of 
lending. The economy is highly 
leveraged with heavy reliance 
on short-term domestic debts 
that increased the overall sol- 
vency risk of both the corpo- 
rate and financial sectors. 
Also, banks are burdened with 
increasing level of non-per- 
forming loans (NPEs) that lead 

to erosion of their capital ad- 
equacy. These factors partly 
contributed to the instability of the 
financial sector, which in turn, 
affect the real sector. Conse- 
quently the economic growth has 
been slowed down. 

Efforts are directed towards 
minimising the adverse impact of 
the crisis on the economy. Se- 
ries of policy packages had been 
implemented to restore confi- 
dence in our macroeconomic sta- 
bility, with priorities given to 
maintaining financial market sta- 
bility so that it  becomes resilient 
to external shocks. An overly 
fragmented and high level of fra- 
gility in the banking sector reflects 
the need for restructuring. Re- 
structuring the banking sector is 
crucial and need to be tackled 
quickly if the economy is to re- 
gain its footing. Accordingly, 
measures bxd been taken to 
tackle the most challenging 
tasks in the restructuring proc- 
ess, that is, resolving the NPk:: 

1 
The ratio ot bank lending to nominal GDP rose from 98 6% i n  1990 to around 145 1 % in 19" 7 
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