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LAST week, the Statistics Department 
took a momentous step by releasing 
seasonally adjusted quarter-on-quarter 
gross domestic product (QoQ GDP) 
growth data for the first time. This 
enables economists to assess on a 
more timely basis changes in the 
macro environment than is possible 
using year-on-year data.
       Year-on-year growth data masks the 
magnitude of changes in GDP growth 
between the recent-most two quarters, 
making it difficult to determine turning 
points in the business cycle.  

In year-on-year terms, real GDP 
growth was 4.3% in 2Q 2013.  At first 
glance that seemed a disappointing 
number, but in fact, it was a big 
turnaround from a weak 1Q 2013.  
Seasonally adjusted quarter-on-
quarter data revealed how Malaysia 
veered away strongly from what had 
seemed like a near brush with a 
technical recession.

      In 1Q2013, Malaysia’s GDP 
actually contracted at a 
seasonally adjusted rate 0.4% 
compared to the 4Q 2012 (that is, 
at a seasonally adjusted 
annualised rate of 1.4%).  In 2Q 
2013, real GDP growth grew at a 
seasonally adjusted rate of 1.4% 
(that is, real GDP rose at a 

seasonally adjusted annualised rate of 
5.5%).  

Earlier in the week, Thailand 
unveiled its own seasonally adjusted 
2Q 2013 GDP numbers. To illustrate 
how much more insightful seasonally 
adjusted GDP data is, Thailand’s real 
GDP grew 5.4% year-on-year in 1Q 2013 
and 2.8% year-on-year in 2Q 2013.

No a disaster, so it seems. In fact, 
seasonally adjusted GDP data says the 
country had slipped into a technical 
recession, with GDP for 1Q 2013 and 2Q 
2013 contracting quarter-on-quarter at 
1.7% and 0.3% respectively.

In contrast, year-on-year numbers 
had stayed positive due to the mild 
nature of this recession. Readers 
would not have been alerted to the fact 
a technical recession had already 
begun.

To add salt to the wound, 
Thailand’s current account in the 

Financial Services Act 2013 
signals the dawn of a new era

THE Financial Services Act 2013 (FSA), 
which came into force on June 30, 2013, 
is a consolidation of the now repealed 
Banking and Financial Institutions Act 
1989, Payment Systems Act 2003, 
Insurance Act 1996 (IA) and Exchange 
Control Act 1953 (ECA). It also 
introduced a number of new concepts, 
with the intention of integrating the 
regulation of institutions which 
provide financial services, and 
promoting financial stability. This 
article summarises a few key 
provisions of the FSA.

Licensing & Regulation
The licensing structures under the 
previous legislations have largely 
been retained but are consolidated 
into two parts. Entities that wish to 
operate as a bank, insurer or 
investment bank must apply for a 
licence from the finance minister, 
while those intending to carry on 
business as an insurer or in money-
broking or financial advisory must 
apply to Bank Negara Malaysia 
(BNM) for approval. Applications will 
be assessed on factors such as 
character and integrity, feasibility of 
plans and sufficiency of financial 
resources.
       The FSA also addresses the setting 
up of an Islamic window for 
commercial banks, investment banks 
and insurers, to operate certain 
Islamic-oriented businesses. 

Under the FSA, licensed insurers 
(excluding reinsurers), will not be 
allowed to carry on both life business 
and general business under a single 
entity. Insurers doing so will be given 
a grace period of five years to split 
those businesses into separate entities. 

Previously, businesses such as 
factoring and leasing came under the 
oversight of BNM. They are now 
classified, together with several other 
businesses, as “financial 

intermediation activities” and do not 
automatically fall under BNM’s watch 
unless they pose a risk to the 
country’s financial stability. 

Financial Holding Company
& Financial Groups
The FSA now empowers BNM to 
exercise oversight over financial 
groups for the purposes of promoting 
the safety and soundness of licensed 
entities. Any company intending to 
hold over 50% in a licensed entity 
must get BNM’s approval. 

This gives BNM the power to 
regulate the shareholders of a licensed 
entity who ultimately dictates the way 
the business and operations are 
conducted. Certain prudential 
requirements that apply to licensed 
institutions now also apply to their 
financial holding companies, and 
BNM may impose prudential 
standards on holding companies and 
their subsidiaries. 

Money Market & Foreign 
Exchange Market
BNM has withdrawn all previous 
exchange control notices, and has 
replaced them with new notices. The 
new provisions relating to the money 
market and foreign exchange market 
are similar in substance to the now 
repealed ECA.
      BNM is empowered to safeguard 
the balance of payments position and 
the ringgit’s value. The FSA provides a 
list of prohibited conduct in the 
money and foreign exchange markets. 

Enhanced Scope of Powers
BNM’s powers have been extended by 
the FSA. It now has the power to issue 
directions to institutions (including 
financial holding companies) to do 
certain acts, including vary or 
terminate any agreement or to 
prohibit the institution from entering 
into any transaction. 

The FSA also grants wide-ranging 
powers to BNM to carry out 
intervention and remedial action to 

avert or reduce any risk to the 
country’s financial stability. It also 
enables BNM to assume control of the 
business, affairs or property of an 
institution and manage them or have 
them transferred to another entity to 
act as a bridge institution. 

Business Conduct &
Consumer Protection
The FSA places much emphasis on 
ethical business conduct and 
consumer protection by giving BNM 
the power to specify standards of 
business conduct to ensure that the 
financial institution is fair and 
responsible when dealing with 
consumers. The FSA also envisages 
the setting up of a financial 
ombudsman scheme for ensuring 
effective and fair handling of 
complaints and resolution of disputes. 

Additionally, no entity is allowed 
to accept deposits of any precious 
metal or precious stone unless it is 
licensed. It appears that gold trading 
companies will now not be allowed to 
operate their businesses unless they 
are granted a licence by BNM to do so.

Conclusion
The FSA represents one of the most 
significant revisions made to 
Malaysian banking laws in recent 
times and will have a profound impact 
on the regulation and operation of the 
financial industry. The FSA imposes 
severe penalties for non-compliance 
in certain instances, such as fines of up 
to RM50 million and/or imprisonment 
for up to 10 years.
       The aim of the FSA is noble and, 
with these heavy penalties, it is hoped 
that it will successfully rationalise the 
regulation of the financial sector to 
bring it in line with international best 
practices and to avert the risk of 
financial instability already 
experienced in many other countries.

This article is contributed by Chor 
Jack of Christopher & Lee Ong (www.

christopherleeong.com).
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A policy dilemma on the horizon?
>  Whispers about the ghost of the 1998 Asian 
Crisis returning to haunt us have grown louder 

In Indonesia, the country’s 
current account fell into a record 
deficit at US$9.95 billion in the 
June 2013 quarter. Between the 
third week of May 2013 and last 
Thursday, the rupiah fell as much 
as 14.3%. The Jakarta Stock 
Exchange composite index fell 
22.6% from a record level on  May 
21 2013.  

In the March 18 edition of The 
Sun, this column warned that the 
US dollar was quietly making a 
comeback, a fact not well noticed 
by many investors. I later warned 
early that the influx of hot money 
which continued up to May 2013 
was a problem, not a blessing.  

The events of the summer of 
2013 have borne out my warnings.  
Whispers about the ghost of the 
1998 Asian financial crisis 
returning to haunt us have grown 
louder, as predicted.

As the Jakarta stock market 
enters a bear market, and the 
lowest hanging fruits offering 
gains from taking a bearish view 
there have been picked, it will be 
natural to scour the rest of the 
region for other fruits within 
reach.

If news sources are any 
indication of forex trading room 
chatter, it seems that Malaysia is in 
the crosshairs.  

Do we deserve this erosion of 
confidence?

True, Malaysia did not slip into 
a deficit in the current account in 
2Q 2013, but it had narrowed 
sharply by 70.5% in just one 
quarter to RM2.55 billion. Will it 
slip into a deficit in the months 
ahead, as the trade surplus had 
slumped to just RM1 billion in 
April?

Not coincidently, Fitch Rating 
drew attention to Malaysia’s 
arguably unsustainable fiscal 
deficit which stood at 4.5% of GDP 
in 2012 (nothing of a political 
nature is intended here, and the 
writer only wishes to make an 
objective assessment of the 
situation as he perceives it). The 
arithmetics of our fiscal deficit 
point to a weak link.  

The metric usually used is the 
sovereign debt/GDP ratio, which 

in Malaysia’s case, stood at 53.5% in 
2012. Suppose Malaysia is 
committed to maintaining a 55% 
debt/nominal GDP ratio (actually, 
is there any greater merit in the 
ceiling being set at 55% rather than 
say, 65%?).

The question is then whether or 
not we make a confidence-
shattering retreat from this self-
imposed ceiling.  

Should Malaysia increase taxes 
or trim public sector consumption 
expenditures aggressively, surely 
it can then arrest the climb in its 
debt/GDP ratio. But can it?

Assuming an average interest 
cost of government debts at say, 
3.4%p.a. and given the government 
debt/GDP ratio of 53.5%, the 
government debt/GDP ratio will 
rise by 1.82% annually even if the 
government runs a balanced 
budget and no net new issues of 
debt instruments are seen.

For the debt-to GDP ratio to 
cease rising, nominal GDP growth 
must rise at a pace of at least 3.4%.  
Surely, nominal GDP growth of 
3.4% is a cinch, right?

For the record, nominal GDP 
growth in 2Q2013 had slowed to 
just 1.6%YoY. If this growth is 
maintained for the balance of the 
year (thankfully, unlikely), and the 
government had indeed 
endeavoured to keep 2Q 2013 
nominal government consumption 
expenditure flat compared to 2Q 
2012, the national accounts tells us 
2Q GDP growth would have 
slowed to just 0.7%YoY, which if 
maintained for the year, will 
increase the debt-to-GDP ratio to 
within a whisker of breaching the 
55% level. 

Now suppose MGS yields 
continued to climb after rising 
sharply recently, what then?  As 
foreigners sell Malaysian 
Government Securities, the 
assumed average cost of public 
sector debts will not lend easily to 
being capped.

A policy dilemma now faces the 
government. Tough decisions 
need to be made. 
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balance of payments slipped US$664.3 
million into deficit.   

The markets reacted fast and 
furious. Reminiscent of the Asian 
finanicial crisis, a vicious cycle of 
depreciating currencies, rising bond 
yields and falling stock prices may 
have commenced.

Thailand’s baht, which had more or 
less stabilised at about 31 baht to US$1 
after depreciating 9.5% against the 
dollar following the global June dash 
to cash ahead of an expected tapering 
off of the US Federal Reserve’s bond 
purchase programme, weakened 2.9% 
over just four days.

The bellwether SET Index which 
was recovering after falling 18.9% 
between the third week of May 2013 
and the third week of June 2013, 
resumed its descent, falling as much as 
9.4% in the past seven trading days.  
Thai sovereign 10-year bond yields 
spiked up from 3.28% in the third week 
of May 2013 to 4.19% last Thursday. 

If Thailand, the epicentre of the 
1998 Asian crisis exhibited severe 
stresses, they pale in comparison with 
those of Indonesia and India.  

India reported its current account 
in the balance of payments has been in 
deficit since 4Q-2011 and stood at a 
record high US$31.9 billion in 4Q 2012, 
the second biggest worldwide after the 
US’. The rupee has plunged 49.5% 
against the US dollar from its July 2011 
level.


