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PROLOGUE

PART I:
STORIES OF THE PAST

Writing Your Own Memoirs
For someone to have written his memoirs and biography, must both be very old, and have his own
side of the story to tell. A case in point of the “Doctor in The House”, Lee Kuan Yew “My Story”
and so the list goes on. People write and publish such things so that even after they died; there will
be source of their side of the story for people to refer to. It is written so that even if he is not around,
the book will be there to defend him. For me, I am neither that “old” nor I have much “my side of
story” to tell. I believe that the real judge of all things that you have done will be made long, very
long time after you are dead, if you are truly worthy of such. Lincoln’s own story was not much
famous during his days, until much later when people studied him, and understood what kind of
genius he was. Similarly, Mahatma Ghandi never wrote his own memoirs, it was largely written
by Dr. Narayan Desai and others, confirming his greatness and contributions. I guess those who
wrote his own memoirs and biography are worried about his own legacy, that the days will come
that instead being seen as a great person, people will curse at him – long after he is dead. The truth
is, that is the true judgement of any great person – remembered for his greatness, beacon of light
for everyone, long after he is no longer around. So these writings are never greater than say, a book
by Richard Branson about Virgin, Jack Welch (former CEO of General Electric) and many others.
The only notable one that I would say would be the book by Steven Jobs – about his experience
and the Apple revolution. It was written not in so much to glorify him, but to anecdote all the
experiences that he went through for the benefit of others. And it was written, when he already
know that his time will come very soon (he has the benefit to know his time of death, compared to
the others).
Time is the mother of all truth – through time truth will be revealed, much more than what is
currently known. Time will tell whether whatever “good” that we have done, turn out to be “good”
and otherwise. And time, will judge us, as the ultimate judge, whether truly, what we have done
benefited others, rather than harming others. One of the discussion that I said to the Doctor in the
House, during my meeting with him was that: “Sir, what had happened (i.e. the splitting society
asunder), may bring us 15 years back, and maybe 15 more years to recover.” (It is now free for all
matter” – this last part is added). What I meant was that the leadership allows such heinous things
(such as sodomy) being discussed in the open, TV, newspapers, public speeches and discussions:
what has been effectively accomplished was to communicate to the rest of the society that such
practice is acceptable and within the norms of our society.
In the recent years, what we have seen are continuous attacks on personalities – Sodomy II & Saiful
Bukhari, Sex videos one after another, and so on...it is just simply disgusting and demeaning. Is it
the work of any conspiracy by any leaders from any side of the divide? I don’t think so. It is just
simply the case of “free for all”. Anyone is free to haul up any accusations against anyone, with
little or no responsibility. The silence by the leaders is really deafening. And in this case, we use
the Arabic proverb “As Sukut Min Ar-Ridha” (Silence signify acceptance).
If I would take Malay Dilemma as Dr. Mahathir’s first major book, then, I would ask, what would
be the conclusion to his thesis in Malay Dilemma? Shall it be found in his “A Doctor in the House”
for the answers? Or shall I search it somewhere else? If the Malay Dilemma was a seminal book,

then, I would expect another one is written, to say about its conclusions. Malay Dilemma was
enigmatic in the sense that it was the basis of the beginning of Dr. Mahathir’s rise in UMNO, which
he finally held as President for 22 years. 22 years is a very long time to have a grip on power. As
comparison, Kahlifa Umar Abdul Aziz, one of the greatest Islamic caliph after the 4 rightly guided
caliphs, ruled for a period of less than 3 years. And yet within such a short span of time, the changes
that he made, and the impact of his ruling period was felt for hundreds of years to come. And this
was accepted by many scholars and historians till today. So what would be the 22 years of Tun Dr.
Mahaithir’s legacy would be written as? What would he leave is with for ages to come, and what
will he be remembered as? Only time will tell and time is far from over yet.

Short Bio
I know that not many people knows me well enough, save for few close friends. Therefore, for the
benefit of those who don’t know it would be proper for me to start with a short bio of me.
I was born in 1964 in Kelantan, to a father who was a school teacher, and mother, who was the
daughter of a Pondok Tok Guru. I am second of eight brothers. I went to rural school in Penggu,
Pasir Mas, then went on Sekolah Kebangsaan Tendong, before I was admitted to the Malay College
of Kuala Kangsar (the famous MCKK). I was pronounced as the MCKK top student for the SPM
1981 results, even though I was known to be lazy, and in fact just two weeks before the exam, I
was expelled from school, and came back only to take the SPM.
Coming out of MCKK, I never had any idea of what I want to be. When I was interviewed for the
overseas scholarship, my question to the JPA interviewers were, which is the hardest course that is
available and feared by most. Their answer was Actuarial Science; and my response was that would
the course that I would take. They asked me of the second choice that I would prefer. My answer
was: None; that is the only course I chose, and that was what I got.
I was then sent to University of Iowa, since that is the “best” actuarial program in the United States.
I landed my foot in Iowa, in the late summer of 1982. Iowa was the best thing that ever happened
to me. In my early years of undergraduate student, I found that studies and coursework were so
easy, and I scored with comfort and ease. I was back to my lazy mode of the MCKK days. But the
interest in Islam overtook me. I was mad with studying Arabic language and religion. I spent most
of my time on it instead. I became radicalized with the idea of Islam as a way of life. I was sort of
born again Muslim.
My activities took me to be active with the Malaysian Islamic Study Group, which was then the
largest Malaysian student organization in existence. It is through MISG that I met Rahim Ghouse,
who eventually is one the ABRAR Founder. Eventually I became the President of MISG from 1986
until 1988 (for three years), taking it over from Rahim Ghouse. MISG took me to meet many other
Islamic activists from the Arab world and Indo-Pakistan, who were students, professionals, and
some of them were immigrants. This is the beginning of a lifetime friendship with many individuals
from the Arab world, which would later on become useful, when I started to venture into the
business world. One of the notable things that I have done during MISG days is to work for the
“Debate between Tok Guru Haji Hadi and Anwar”, which was then famously known among the
students to be between Islamic UMNO (Anwar) and PAS. It was then, I met Anwar for the first
time; late December 1986, during the MISG annual convention in Peoria, Illinois.
I finished my undergraduate in 1986 and started off with the Masters program in the same field.
However, with the additional program of Casualty Actuary (instead of life actuary), I added the
field to be part of my masters program. Within one and half year, in 1988, I completed my Masters
program at Iowa. What I want was to continue my PhD program; but I wasn’t sure of how to finance
my study. By that time, I was already married with three kids. Without any scholarship, it would
be impossible for me to carry on.

I came back to Malaysia, to search for scholarship, and with the advice of Anwar, who was the
Minister of Education; I was directed to UKM, for a position and asked for PhD scholarship. There
I met Zein Isma (now Dato’) who was then head of actuarial science department. I was offered the
job of assistant professor, and when I inquired about PhD scholarship, the response was, there are
so many people in the queue waiting for it; so I have to wait and serve first, until it reach my turn.
With that information, I decided not to even report to duty, and straight I went back to the United
States to pursue PhD on my own costs.
I went back to Iowa, and asked for scholarship (Teaching Assistant or Research Assistant positions)
from the statistics department: the answer was, “You are too late”; all available positions has been
filled. Prof. Jonathan Cryer, who was a very kind person, advice me that I should go see someone
at the Iowa Business School, by the name of Prof. Bob Forsythe, who might need of people like
me. I went to the Economics Department (where Bob Forsythe was), and asked him about the
scholarship’s availability. To my disappointment, there was none under the Economics
Department; but he also was kind enough to point me to Prof. Gerry Suchanek, who was in the
Finance Department. Lo and behold, Gerry accepted me to be his RA; and my background suited
him well, because he was engaged on some very heavy statistical analysis, and the project he was
working at the time (with Bob Forsythe), was on the market bubbles and experimental economics.
The works is now resulted in the now famous “Iowa Political Stock Market” which is used as
predictive instruments for the US elections.
So, I took finance as my PhD, not by choice, but rather by chance and random events, and luck! I
never imagined finance to be my profession and passion. When I started the PhD course works, I
landed myself very quickly into trouble. My first midterm exams for all classes, resulted in my
score being somewhere at the bottom of the class. What went wrong? Did I choose wrong field?
Would my inadequate background in finance and economics are just simply going to burn me
down? It was a shocker of sort, and a wakeup call as well. This was the first time that I found that
study is “hard”, which never was the case all the way (from MCKK to Masters Degree), until that
time.
After long and deep thought I figured out that what happened was, my brain was upside down. I
got everything in the exact reverse. It should be the case of where the logics derived the
mathematical and statistical formulas, and not the other way round. That is finance and economics,
as opposite to Statistics and Actuarial Science. Once I put that perspectives clear, I have no more
trouble. In fact, I scored As, in all my PhD coursework. I publish my first academic paper in 1989,
in collaboration with two other PhD students, in the Pacific Finance Journal. And publish few more
papers with Gerry Suchanek and Bob Forsyth on the experimental economics. After one and half
year, I applied to take the PhD Comprehensive Exam, which is standard process in the US PhD
program. If you pass the “Comp” then your status as PhD student is confirmed. Otherwise, you
flunked it twice, you are out! The passing rate for PhD Comp at Iowa Finance PhD program was 1
out of 3. So it was the scariest thing for any PhD student. I took the exam and pass with one attempt,
in the summer of 1992.
I was then qualified to do my PhD thesis, and hence the right to earned a Doctorate title. Then the
Gulf war started. Gerry Suchanek who was my mentor, was called to duty as US Army Reserve

Corp; he was assigned to the Saudi Arabia. I was left with no Adviser for my PhD (which was the
requirement). As I was wondering what to do as my PhD thesis, I was exposed to few people at
Iowa, namely, Prof. Narayana Kocherlakota (now with the US Feds) who boasted as the best
student from the Chicago School of Economics, Gyutaeg Oh who was fresh from Yale, and David
Beaglehole, who was fresh from London School of Economics and Goldman Sachs. The three were
firebrands’ financial economics, which was the highest order of the day (during those heydays) of
finance. The three brought me the subject of Risks Pricing, and ended up as my thesis advisers,
which was titled: “Can Risk be Priced? A study using Hansen-Jaganathan Generalized Methods
of Moments”. I completed the thesis within less than nine months and by December 1992, it was
defended and passed. The main adviser of my thesis is Prof. Marc Reinganum, who was pretty
much de-facto head of Iowa Finance PhD Program. I officially graduated and obtain my PhD by
May 1993 (the next commencement date, since I missed the December deadlines, due to short of
time), at the age of 29.
Just a short note on ABRAR: I started ABRAR in 1989, almost immediately after I started my PhD
program in finance (by accident). I found out that as I study finance, the subject was relatively
extremely practical; since the financial market is widely available and accessible. It was started
with my own small funds of US5,000, in a small space in one business centre in the middle of Iowa
City, few hundred meters away from the Iowa Business School building on Iowa Street (the old
one, for those who knows). It was a private fund management, managing funds for few of my Arab
friends. That’s the modest beginning of ABRAR. The rest of ABRAR story would be reserved for
the future, as it was not my intention to write my own and ABRAR’s biography here.

Do I want to be a businessman?
In the ancient Chinese civilizations, when Confucius describes the class of people, he put the
businessman as the lowest category of people in terms of moral category. However today, if you
say to someone that you are a businessman, especially you carry some ominous title in front your
name like Tan Sri or Dato' or whatever, you are viewed as the highest rank of the society.
If you ask the younger generations, many will say that one day I want to be a successful
businessman. Such has been the perception of the “profession” if you may want to call it one, even
though I never believe that it is really a profession, and probably I would think that the
categorization as made by the Confucius still holds. Similarly when Prophet Muhammad p.b.u.h
describe in one of his sayings (Hadith), the people of virtues are scholars, Qudha (which include
judges and people with positions of power, politicians included), and people of means of wealth
(which includes businessman). While many of the righteous ones will enter the Heaven, the last
among them will be the people of means of wealth due to their levels of accountability are longer
and tedious.
I never started my life imagining to be or to become a businessman. In fact scholarly and academic
life has more pull and excitement to me than anything about money making. I have always viewed
that money making is intricately linked to dishonesty and other lesser virtues of life. After finishing
my undergraduate and Master’s Degrees in Statistics and Actuarial Science, I was at lost which
way to go in my life. I know that I want to finish my studies to the maximum that I can, however,
the statistics and actuarial science bore me, and I see the scope of knowledge there is rather narrow
and specialized. I applied for a position in the Economics department, with the thought that it may
open me to future path of academia in the field of social science. Fortunately I was rejected because
all the positions with Teaching or Research assistants were already filled at that time, and only one
position in the Finance Department was open, and hence I was directed to it. Given no other choice,
I accept the position, which open me up to the world of finance, and eventually turn out to be the
best things that have ever happen to me in my life.
After then I started to open my eyes and views about how the power of financial world is
influencing the man kind, and how the United States has become world superpower by the fact that
they control the moneys and capital of the world. I was also fortunate that I did my PhD during the
years whereby many advancement in financial economics was under development, which gives me
direct and fast exposure to the financial theories, methods and studies that really became much of
what the financial market today is based on. Most of the major foundations and theories and market
applications were in the progress and today we have seen that it have developed into a science of
its own, named as “financial engineering” etc. During my PhD works, my focus was on the core
issues in finance of the time, which involves deeply into financial theories, modelling, and
applications to the financial market. I published few papers in the academic journals in the first
year of PhD program, and help my professors to get a few papers published by them. I quickly
picked up an area of research which was among the hottest topic in the academia at the time, namely
“Risk Pricing”, of which come forth the title of my dissertation: “Is Risk Be Priced?”. The

dissertation was a short paper of no more than sixty pages, with twenty three lines of equations,
which I successful defended and hence my PhD conferred by the third year of my PhD study in
May 1993.
So Finance was my forte, until I came back to Malaysia and started my company here. I was still
under the mode finance is my business until, I realize that in Malaysia, it is not finance that matters,
but “business” that matters. You are not seen as a finance man, but you have to be seen and act and
behave like a businessman; and thus begin my transformation from a finance academician into a
businessman.
In Malaysia, businessman, are not to be a successful, we to do, unless you are also a “politically
link” businessman. If not you are of the second or third grade or tier businessman. No big business
is run unless you have the “political backing”. And thus I accept the notion, and am part of the
system. Therefore, I am transformed fully from a finance man, into a businessman, and then a
politically linked businessman.
As a politically linked businessman, my fortune goes up and down with it. When the political star
of my backer is up, I was riding high on top of the wave; and finally out of the sudden, the political
climate turns 180 degrees, my fortune also dissipates along with political down fall. I have a good
five years of upswing from 1994 till 1998, and then the sudden sharp downturn started and lasts till
today (for another ten years).
After fifteen years of transforming from academia, into various transformation and time, I ask the
same question today: So, do I still want to be a businessman? I found that this time around it is
hard for me to answer the question. First to begin with, I have asked myself: what type businessman
I want to be? Do I want to be the businessman that Confucius describes: the scum backs of the
society? Or do I want to be the men of means of wealth as the Prophet Muhammad describes, but
will suffer the eventual pain of having to account to how I spent the wealth that I have obtained?
Or do I want to be a Bumiputera businessman with some fancy title in front of my name? Or what
exactly do I want to be?
To answer these, one thing I can tell: What I don't want to be. I don’t want to be a “politically
linked” businessman; I don’t want to be a Bumiputera businessman; I don’t want to be a scum back
businessman; and so on goes the negative lists of don’t want to be. I guess to achieve a higher
meaning of life and hence to answer of what I want to be requires more wisdom that what I currently
possess and I pray and hope that God give me His guidance so that one day I will be able to fathom,
understands, and appreciate the true meaning what exactly type of businessman I want to be. Or
maybe after a while I will just stop totally from being a businessman, and concentrate on something
else in life.
So ask yourself, do want to be a businessman? Seek your answers and probably you will have your
own path to it, and find your meaning to it. What I am go to do in this book is to share with you
little thing that I have learnt in the last fifteen years in the business world, in various capacities that
I have been in position, privileged or otherwise, and share many anecdotes and stories that I find
to be worth telling. Hopefully after you have finished reading the book, I hope that you can

appreciate the journey, the lessons, and we can all embark on this journey of life, which I always
say: “Life is short, but long enough for you to seek the meaning and the joy of it.”

Super Bull Run – Investing in the Stock Market
1993 was a Super Bull Run year for the Malaysian stock market. The index went up almost 100%,
and every stock and shares have only one direction: up and up. Any rumours, true or untrue, will
push any stocks and prices higher and higher. It was a feeding frenzy. Everyone makes money and
everyone is talking about it, and those who were not in are rushing and queuing to get in. Finally
everybody does get in. Fish mongers in the markets are talking about share markets, seminars
organized every week, and media is feeding the news of optimism to the people. It was a happy
time for everyone.
I was in the market at the right time. However, my stomach is full of butterflies; I have my own
sense that this Bull Run has all the characteristics of a bubble that will burst, but when?
Furthermore, there seems to be no clue of how it will burst, or even any signs that it will burst. In
many studies of bubbles and market mania, it is well known that does not matter how irrational
prices seems to be, it will be a futile effort to predict when the burst will happen. In fact, anyone
predicting such downfall will be viewed by all as fools.
The truth about the stock market and share prices (in general) and the KLSE (in particular), are as
follows: market prices are driven by three factors, namely, the market (or share price)
fundamentals, level of market (or share) liquidity, and the market (or share price) sentiments of the
investors on aggregate. The fundamentals provide a reasonable and rational basis of the market
(and share price). This is easily measured by the Price/Earnings ratios and all the financial statistics
such as growth, and other valuation methods. But, alas, it does not tell the full story of the market
prices on the short term (and what I meant by short term can mean ten years or less).
The liquidity factor can be further segregated into two components, the overall shares liquidity
(which can be measured by the volume of transactions), and the other is the “monetary levels of
liquidity”. The volumes are easily detected since they can be directly observed from the day-today number of shares bought and sold, and the amount of money changing hands. The monetary
levels are a bit more complicated and no directly observable. On the market wide it is simply based
on the overall money supply of the country (generally) controlled by the Central Bank (Bank
Negara). This involves money in the economic and banking system, as well as flows (or outflows)
of money from outside the country buying (or selling into) the share market. Given the “leverage”
nature of the market, a small amount of “excess” liquidity translates into a large swing of the share
prices which can be a multiple of 10 times (on the upswing) and can go as high as 30 times (on the
down swing). Unfortunately, the liquidity effect on the market has a severe asymmetrical problem:
the multiplier on the upside is always smaller the multiplier on the down side. This is not well
understood by most people.
The other liquidity is at each individual share levels. This includes of course the total volume of
shares transacted (high or low), and the amount of margins (i.e. financing by brokers and banks)
for those shares. Higher volume shares with higher market capitalization tend to have more margins
on its shares, and hence tends to get higher prices (due to higher liquidity). The fact that not

understood by many, is the asymmetrical problem that I have explained earlier also applies to
individual shares.
The final component is the market sentiments: This the hardest part to understand and to measure.
When the investors have “bullish” sentiments, they can push the share price and keep bidding it up
with almost “no-limits”. In a study that I have conducted during my PhD works, we have
experimented using “rational hypothesis models”, we have found that the bidding up process stops
only when on the sudden the people (on aggregate) realizes that everyone else also believes that
the end has been achieved. But for this realization to come, it may take a long time for such an
event to occur, and the Bull Run may take months or even years before it finally bursts. This
behavior is well explained by the term coined by Alan Greenspan (and later exposited by Robert
Shiller) as “irrational exuberance”.
In the case of KLSE and our stock markets, the three components are at a major interplay. During
the Super Bull Run of 1993, it is clear that we have all the three factors intertwining and selffeeding into each other: the market and economic fundamentals were good (and optimistic); the
levels of liquidity (on the macroeconomic front and at individual share levels were high; stock
brokers and bankers were lending large amount of money into the stock market – about 20% of
total lending by the financial institutions end up in the stock market; new money from local and
abroad also came into the market); and the investor sentiments were at all time high (i.e. everyone
believes that everyone else believes that the market rise will continue for a good and long-time).
Hence the market went up and up from KLSE index of ___ to ____; a multiple of X times;
As of end of 1993, I have money invested in the KLSE amounting to about RM30 million, and by
early December of 1993, the value of the portfolio has risen to about RM90 million, a return of
300% within less than a year!! Never before in my investment experience (and from market studies)
I have seen such a rise in fortune within such a short time. I was nervous and cannot sleep on the
fact that I know that the market will burst, so what should I do? Liquidate the positions or maintain?
By mid-December 1993, I have made a conscious decision to liquidate about 2/3 of our positions;
It was not because I have a clear idea about whether the market will burst, but because of a simple
notion that we need to lock in to our profit for the year and wait till next year what to do next.
Hence I cash out and hold about RM60 million in cash before end of 1993. By early 1994, due to
some comments by one powerful person about market valuation, suddenly the market began to
crash and KLSE index went down from xx to xx. Was I lucky or was I smart to sell 2/3 of the
portfolio at end of 1993? I was lucky. Nobody can really tell what happen, and only a fool claim
that the he knows when the market is going to crash.
Business in the stock market is risky and will go up and down with the markets. Many people made
their money in the boom markets, and at the same time many people also loses money in the market,
in the same manner they make their money.

“ABRAR”CADABRA
“ABRACADABRA” according to Wikipedia Abracadabra is an incantation used as a magic
word in stage magic tricks, and historically was believed to have healing powers when inscribed
on an amulet. The word is thought to have its origin in the Aramaic language, but numerous,
conflicting folk etymologies are associated with it. Known to most the word “Abracadabra” is
actually a Hebrew phrase, which means “I create (A’bra) what (ca) I speak (dab’ra).” And below
is how it is normally written, a “triangle form”.
A-B-R-A-C-A-D-A-B-R-A
A-B-R-A-C-A-D-A-B-R
A-B-R-A-C-A-D-A-B
A-B-R-A-C-A-D-A
A-B-R-A-C-A-D
A-B-R-A-C-A
A-B-R-A-C
A-B-R-A
A-B-R
A-B
A

I was introduced to the subject by Datuk Munir Majid in 1996, during a dinner hosted by the
Securities Commissions at the Rama V restaurants, Jalan U-Thant KL; when out of the blue; he
said to me here comes the boss of “Abracadabra” to the dinner table. Why he said that was not
understood by me, but the cynical aspects of it sticks to me till this day, and the funny part of it, he
might not even remember it, if I ask him now about what happened then.
This is the reminiscences of ABRAR Group International all about – just a piece of magic. How
come, a very young boy, of an age barely thirties, builds up such a business empire so fast and
within a very short span of time? It is must be some works of hidden hands (hence magic). Is it the
works of Anwar Ibrahim – whom ABRAR is closely associated with at the time? Is ABRAR a
proxy for Anwar, and hence the names is being touted as “A”nwar i”BR”ahim “A”nd “R”akanrakan (“ABRAR”)? How could it be that someone with little business experience being given so
many things that otherwise would be seemed as a reckless exercise? How could ABRAR make
things happen so quickly with a meteoric rise to Malaysian corporate scene? Even the Malaysian
Business published a cover page with face of that young boy, with a catchword: “Doing it the
ABRAR Way” in its September 1996 issue. It was a series of questions and cynicism to some, and
awe and envy to the others. And then when suddenly, post Asian Financial Crisis, ABRAR gone
out of oblivion, and to this day questions remains what happened to it, and what have gone wrong?
I would not try to answer all of that here, and neither am I trying to defend myself about the ABRAR
experience in this book. I could say the ABRAR experience by using the title of 1966 Western

movie, starred by Clint Eastwood, Lee van Cleef, and Eli Wallach – which remains one of my top
favourites to this day: ABRAR is about the GOOD, the BAD and the UGLY.
Where the GOOD (Clint Eastwood), is about all the good things that we have sincerely and honestly
tried to do and achieve in ABRAR. It was a genuine Bumiputra venture, whereby we are and were
not a proxy to Anwar, or UMNO or any of such thing that some accused ABRAR of. 100% of it
were private capital, and whatever we developed were driven by the Seven Core principles, derived
from the Quranic verses – which says that AL-ABRAR are the “GOOD people”. We were trying
to truly to adhere to Islamic principles, and running a business on Islamic ethics, business
principles, practice, finance, and so on.
The BAD (Lee van Cleef) – is the market, the business environment, the cunning nature of people,
and the regulators. The market has no mercy on you; it kills you without any sense of pity, remorse
or any such words. When you are injured, your competitors are just after any bounty that they can
gain upon your calamity – so many people came to me, to “save” ABRAR, but with one object in
mind, that is to take away whatever they can, for their own benefit. So from the days that people
came to you to ask for help, projects, and so on; changed into the days when you realize that you
are surrounded by predators and vultures who are just interested in your carcass. The two side of
coins in life. And what makes it worse, the regulators (under the Danaharta Act and so on), just
completes the process of decimating ABRAR. The law was fully used, not to benefit or help
ABRAR as it did for many others – it is the draconian law that puts you to ground and grave.
What is the UGLY part (Eli Wallach)? The Malaysian Politics, in particular, our close involvement
with politics. It should not have been and should have been avoided – at least in the hindsight. I do
not mean that we should not be close with the politician, such as Mahathir, Anwar, or Daim, since
they were the “power that be” during those days. The whole country’s business framework was
imbued with political patronage of some sorts. It was the order of the day. But as the saying goes,
politics cuts both ways – it help you on the way up, and it will also be the factor that brings you
down. And that is exactly what had happened. It was not the financial crisis that kills ABRAR, it
was the politics. Politics as they say – is UGLY to the core.
I do not intend to have a very long explanation much longer than what I intended here. But to give
a simple understanding of the ABRAR experience, it would suffice to quote the three words again:
It was full of the GOOD, the BAD, and the UGLY, period.
How the final chapter of ABRAR would be? Would it be the same as the movie, where after all the
plots within the plots, trickery after trickery, and chase after chase, ended up with a “Mexican
Standoff” between the GOOD, the BAD and the UGLY? And finally, after all the shootouts, only
the GOOD remains alive and walking out with all the booties? And if that is the case, would it be
just like what Tuco said to Blondie (Clint Eastwood), as he walks away with the gold, “Hey
Blondie! You know what you are? Just a dirty son of a bitch”. Life is so funny – sometimes it is
just like a movie, albeit it is real rather than fiction, and the final chapter of ABRAR is not yet
known to me how it will be. But to say that the chapter is closed, is far from true and over.

Forays into the Financial Business
In the early part of my business works, my obsession was with the Islamic Financial System. The
view that I had was, Islamic Finance offer something else to the conventional financial system in
the sense that it adds to the completeness and depth of the market. It also offers an alternative view
to risks and pricing in the market place. It also unlock many other potentials in the financial system
that otherwise are underutilized.
Off course I was already an early starter in the field of the stock and share market, when I started
the business in early 1989 in the United States. In Malaysia, the notion of Islamic based share
investing was rather new; Islamic banking in general was already an accepted fact in Malaysia,
however it is only the beginning. As in any financial system, banks represents only a part of the
system; what make the system to work and grow is to have a complete “market” - which in essence
means that you need banks, financial instruments, players, users and investors – all to be part of an
integrated well-functioning system with depth and breadth of the market. Only then we can
envision an efficient market place for the Islamic finance with enough resiliency as well as
capability to exist and compete in the wider market place, locally and internationally.
What I saw in Malaysia then, we have not developed any of the other elements of the market place
and instruments to have a fully complete financial market. Even in the conventional financial
system, the market place was far from complete; market efficiency, as the economist understood it
is far from present. We have what I called as the “incomplete market”. We have many banks,
finance companies, and stock brokers – but we don't have a vibrant investment banking and fund
management industry. Merchant Banks (as they were called) function not in a much different way
than the normal banks save for the capital market function. Their funding was above normal
banking costs and the sizes of the Merchant Banks were small.
So the challenge was quite high in the sense that not only the “conventional market” is not fully
developed, what more if the goal is to develop a complete Islamic Financial market place. So I
started with the acquisition of a discount house. Some of my friends asked me: why am I buying
into a sunset industry? Discount houses are an out date and out place financial outfit in Malaysia.
Nowhere in the world, are discount houses still in operations. The truth is I am not interested in the
discount business normally done by the discount houses but rather one particular area that they are
licensed to do: debt market issuance, underwriting, and debt market portfolio management. So I
ended up buying the smallest and worst performing discount house in Malaysia for the price of
RM10 million, even though the actual cost is RM17 million because the company is already having
a negative capital of RM7 million. It is a business that nobody seems to want at the time, because,
every eyes are looking at the stockbroking industry where all the action seems to be taking place
(due to the stock market boom of the time).
I also initiate the effort to form an asset management company for the purpose of fund management
– which was also a new thing in the market; and applied for the unit trust license in order to setup,
launch and manage Islamic based unit trusts scheme (which was also new at the time).

A group of my management team and advisers strongly asks me to pursue two other licenses to
make the program complete, namely a finance company license and a stock broking license. My
personal stance on the matter is that I have a clear dislike both of the area. In my view, there are
two type of business in finance – one is retail based, and the other one is wholesale based. Retail
based business never excites me. It requires high capital, heavy human resource engagements, and
massive operational risks. In my mind, I always compare two institutions that I have known very
well when I was in the United States, namely: Goldman Sachs on one end, and Merrill Lynch on
the other hand. One thrives on wholesale business while the other is a massive retailer. If you look
at their profitability, Goldman Sachs performance and growth surpass that of Merrill Lynch by
many counts. Similarly I have studied the transformation that has taken place at Bankers Trust, and
how they have changed from a retail outfit into a wholesale entity. My gut is to follow what I know
is right; but then I went ahead against the instinct and follow the advice of many and went ahead
and buy a finance company, for which we pay RM30 million for the smallest finance company
available in the market.
As for the stock broking business, I went around shopping for one. I went from North to South
talking and negotiating to buy an existing one. What I found to my disgust was the premium the
owners are asking – a whopping RM100 million premium for some and even higher for others. In
my calculations then, it takes more than five years of income to pay for that premium; which is
absolutely ridiculous. So in the end we ended up not involving in one.
In 1995, the government came up with the setup of the options and futures exchange, which was
named as KLOFFE. We was chosen as the few to be the beginning members of the KLOFFE, and
hence I setup a company licensed for the trading under KLOFFE with a capital of RM5 million.
Running the business of financial industry is not for people ...it demands knowledge and diligence,
as well as capital intensity. Regulations were still new, players were new; markets are still at its
infancy. Product development are still under experimentation. Some products worked well while
others fare less well. There are a lot of criticism from all sides about the Malaysian capital markets
and financial industry. Many people also labelled the Islamic financial products were too liberal
and does not meet the strict Shari’ah requirements and so on. But all in all, those years of market
developments actually put the foundations for many of the things that are done today. In fact the
Sukuk market that has been booming of late (in the Middle East) are part of the overall market
developments that resulted out of many experiences and experiments that were done in Malaysia
(directly or indirectly). In fact many other lessons from the Malaysian market that can be learned
by others due to the bold move and efforts by us in Malaysia.
Unfortunately, many of these efforts suffer a number of setbacks as well as discontinuity due to
two things: the Asian economic crisis, as well as lack of leadership that ensued since in the
Malaysian financial industry and the Islamic finance field.
So do I wish to go back and reinvent the business all over again? I think not. That phase is already
over. What need to be done has been done. What supposed to be done that has not been done is too
late for now. We have missed some time in terms of leadership and lead time. We also have lost a
lot of our competitiveness over the years. Capital control – while serves to insulate make our market
in accessible, and we began an isolation that will take us time to get back into the centre.

Lessons – we manage to get Islamic finance on map. We build confidence that it is do able. We
show that we can compete in the market place. We play major role in nation building – how many
roads were financed, infrastructure projects were financed; etc. Now we see that the Middle East
are going through the boom; a lot of similarities to what we see in Malaysia then are taking place
there now. I sincerely hope that they can learn from what we have gone through and do a better job
at it, than what we have accomplished.

Mega Mania
In the mid-1990s we saw a plethora of activities in the arena of the construction industry. Many

ambitious and yet grand projects were planned, announced and implemented. Off course among
others, the well-known projects are the KLCC Twin Towers, Putrajaya and Cyberjaya, the rail
transportation systems such as the Putra, Star, monorail, Express Rail Link and others; various sort
of toll roads and highway systems; Independent Power Plants; The Economic Planning Unit (EPU)
under the PM's office were overworked as proposals after proposals, numerous submissions were
made by the private sectors.
The business of the day was construction industry, everybody announce one mega projects after
another. In the beginning the sizes of the projects were modest, ranging few hundred millions. Then
came the announcements of multibillion ranges, one after another. It seems that there are no limits
in place.
The key challenge was funding, how anyone want to finance these projects. Banking alone is not
sufficient, the share market was already overburdened, hence came along the development of the
debt market. Most of these projects are long term in nature, and cannot be funded by short term
financing; some of them requires funding tenure more than fifteen years to be financially viable.
Many also requires some sort of government support in terms of soft loans or some forms of
concessions to shoulder the initial financial burdens.
The basic nature of the business is such that, due to heavy initial capital, the gestation period before
financial sustainability, would require some sort of shelter. Many of the projects are in fact not
viable on its own, but only become viable is the government support is thrown in as part of the
package.
This is where the moral hazards of these business came to being. In fact, it was the general strategy
by companies to lobby for concessions, and devise a strategy whereby they will try to front load
the business by inflating the costs of construction; and in turn use the profit from the construction
to pay for the equity of the project. As an example, say that a project costs RM1 billion, therefore
the funding will be RM200 million by equity and RM800 million by borrowing. Due to the nature
of the cash flows (that are slower in the early years, as well the construction period of three years),
some government soft loans are required, say about RM300 million is needed and procured. Thus
left the balance of RM500 million to be funded by banks or debt instruments. With all the funding
in place, the concessionaire can borrow from banks (on short term) to pay for its equity portion (of
RM200 million) and start construction. The game plan is to have at least 30% profit margin from
construction, which will net the concessionaire via its construction arm to earn RM300 million,
which will then pay for its equity contribution plus all the costs related to it. At the end of the
project, the real funder for the concession will be the government (via the soft loan) and the
commercial lenders (via the debt funding) and the concessionaire sits pretty on full, self-funded
program for its equity. If they are lucky, they will float those shares on stock exchange, and obtain
many more multiples over the investments and reap a substantial windfall profits.

Such was and is the game of the many mega mania that we saw throughout the 1990s. The game
was tilted to favour only one party: the concessionaire. That’s why concession business was much
sought after, and everyone will use the utmost efforts to lobby for such projects. Unfortunately it
was not a win-win game; in fact it is almost a zero-sum game, whereby the concessionaires’ game
is at the expense of the public and tax payers. Eventually the costs showed up on the public by the
costs of living that they have pay. Today many realizes that the costs are not getting cheaper, as
the rates for water, toll roads, electricity, and others are becoming burdensome; the overall cost of
living has been raised substantially. Of course, the counter argument would be that the society
benefited by having a world class infrastructure in the country, and massive improvements of
standard of living. The question is at what costs? And whether the costs are justifiable?
Furthermore, can we achieve the same results with better efficiency, especially in terms of social
costs?
Today, I can see that these business model is becoming more or less obsolete. With our knowledge
and sophistications, gone are the days where such kind of arrangements can be accepted by the
public. Even though I can still see attempts by various parties to re kindle back the methods of the
90s, but the fact of the matter is many things that were “viable” then may longer hold today. But
who knows, human being always have the tendency to repeat what the know best in different shape
and form, camouflaged by new names and technical jargons. But for me, business created out “rent”
seeking mentality and principal could not last, and outright immoral. It should be stopped
permanently.

Political Capital
What is Political Capital? Political Capital is where, “capital” as normally understood in economic
terms, are created, obtained, gained (and the opposite of it: destroyed, begotten, loss) in the business
world. Political capital is as ancient as human being itself, where history is littered with examples
of such. Emperors of the past, through arms and political adventures (and mis-adventures) creates
wealth (and losses wealth), through arms, acquisitions, political manoeuvring, deceit, treachery,
treason, and others – by any and all means. They translates political power into wealth and
materialistic power, which in turns allow them to hold to power as long as they can.
Croesus, the Greek politician and wealthy businessman, ....Cyrus of the Great Persian
empire...Napoleon...and so on. All share a common traits. Throughout time, the object is the same,
the method and means only differ.
In all there are common themes, and it goes as the following story.
“A person may not have any capital at all, but are better opportune to obtain massive wealth if he
have ways to obtain political capital. Because with political capital, he can translates the capital
into “real capital” i.e. wealth”; and the opposite is also true, if he have capital, but without political
capital, his wealth can easily be destroyed. (And hence loses the real capital). Since extremely few
human beings are born endowed with wealth and power, the fastest way to wealth and glory is
through the political capital – because it is almost a sure thing if you get there. Hard work, toil,
labour and specialize skills are hard to come by; and you are exposed to many uncertainties in the
world of commerce, by which the success rates are a lot lower. Life is full of asymmetry (see later
chapters on this issue), and therefore, it will not be worthwhile to fight the asymmetry, but everyone
would rather take this as the rule and work within it (rather than against it). And thus, in the past,
today, as well as in the future, political capital will always be a dominant factor in the business
world. Understanding it, therefore becomes an important imperative.
In the case of the Malaysian business over the last three decades, I would like to summarize them
by way of the following story:
A person, say his name is “Malay”, was born to middle class family. His father was a school teacher
in one of the village up north of Malaysia. His father was quite conscious about his education, and
therefore tried his best to make sure that Malay receives the best education that he can afford.
Malay, entered the university and finally graduated in his field cum-a-laude, top of his class. After
graduation he entered into an entry position with one of the government owned company. His luck
was that his boss was a rising star and very closely linked with one of the rising politician of the
country. It turns out that sooner he find himself submitting reports and proposal to his boss which
in turns bring him along to present to the politician who happens to be a minister in an important
portfolio.
After a while Malay realize that his fortune would best be served that he gain the trust of his boss
and the politician Minister. With that in mind he submit a total servitude to the politician Minister,
which after a while can see the capabilities of Malay and begin to trust him. Malay, after realizing

such put up a proposal to the Minister for a “project” which requires some form of government
concession. The Minister, realizing the value of the idea then approved the project, and help Malay
to get all the necessary approvals from relevant authorities.

With the papers in hand, Malay seek loans from the Bank, which readily approve the loan, given
that Malay ensure that the Bank knows that the project was approved by all the powers that be.
Malay then embark on the project with all the fanfare that he can get. The Project on the other hand
gave Malay a monopoly over some concession, which ensure a generous cash flow over a period
of thirty years. In the calculation, the Project will bring free cash flows of say RM30 million a year.
In order to implement the project, Malay find that many contractors and suppliers are willing to
lend him credits as well as he found that he can choose any counter parts at his whim and fancy.
Everyone knows that his Project is viable, and given the agreement he got from the Government,
Malay can always fund the project.
Beaming with confidence, Malay then came up with the idea that he can get some more borrowings
from the Bank to acquire control of a listed company. He chooses one of the lagging and nonperforming company, since their price are more affordable and he do not need to spend much
money on it. With the public company in place, Malay then submit application to “inject” the
project into the Public company, which gave him a large amount of shares given that the valuation
of the Project is already in high numbers, based on forecasted profits of RM30 million per year,
and with P/E of 10, Malay got a valuation of RM300 million.
The Merchant Bankers for Malay company, made many rounds of road shows and successfully
place many shares in the market at very good premium. Furthermore, many fund managers as well
as investors in the market were chasing Malay Company shares as the stock is clearly “a politically
well-connected company” and many more projects will land for the company in near future, and
thus the share price will continue its upward trend. Malay managed to cash out part of his shares
and raise cash of about RM100 million. Suddenly, Malay found himself to be in the class of multimillionaire!
With the achievement he has done so far, Malay went back to his political mentors, and ask for
more Projects. His team of advisers and management prepared for him various proposals for him
to submit to the Government. The political mentors on the other hand, seeing how Malay is capable
of doing what he has done, without much considerations gave him approval of more projects. When
asked how is he going to fund it? Malay, by the papers of his advisers and merchant bankers gave
a full picture of how they are going to raise money using the public company which Malay control.
Malay share price has risen up more than five times. Now his company market capitalization is
already a more than one billion. His company is already reaching the class of “blue chip” shares,
and on the radar screen of many investors, and always find many following among the analysts.
With the announcements on the future projects, the share price are getting a lot of movements.
Given that Malay Company has a large market cap, the Banks are lining up at the front of the
company door to lend money. In fact, Malay can afford to turn off any bankers that seems not to
be co-operating, or less aggressive in their approach. Furthermore, all creditors, suppliers, or

contractors, are willingly to lend any credit to Malay company, because by not doing so, you may
lose out to the one who are willing.
With all of these Malay went ahead, and given the number and sizes of the projects the Company
is undertaking, borrow money to the hilt, from bankers, creditors, suppliers, sub-contractors;
therefore optimizing the capital utilization of the Company. Furthermore, since the Company need
to raise more equity, Malay also worked out a new share issuance (or rights issue) to double up the
capital of the company. Malay found that it is quite easy for him to do so, because the market
accepts that the company has a very bright prospects and there is a good level of support, following,
as well as liquidity in the shares of the Company. However, Malay found out that he need to remain
in “control” of the Company, therefore he also needs to subscribe to this new shares. Even though
Malay realizes that now he is paying a lot higher price for the shares (than the last time, since now
the price is say RM5 per share, compared to RM1 per share earlier). But he is not worried, he is
confidence that the share price will even rise up to RM10 per share in very near future. Therefore,
with the advice of his merchant banker, he went ahead and subscribe to half of the new shares
issued. He has to raise RM750 million for the shares which he easily raise from the banks and stock
brokers who gave him a margin of almost 100% (i.e. fully funded). All that he need to make sure
is that he has enough money to pay for a couple of years interest (which will be about RM150
million). He has enough money from the earlier cash he raise, as well as he intend to sell some of
the shares later to pay for the interest when the share prices start to rise.
His merchant banker forecasted that the share price will rise up to RM7.50 in no time when Malay
announces new project, and subsequently, before one year after some more projects materializes,
the share price should be shooting for RM10 to RM15 per share, by which the margins will be well
covered. True enough with a bit of road shows and nice comments by analysts and stock brokers,
Malay shares begin to rise. Malay sell small portion of his shares to raise some cash to make sure
that he has some more cash to pay for the interest, and now Malay said to himself, I am invincible
– I can do whatever I want to do.
The papers and media gave a lot of following of Malay, whatever he do or says will capture the
media’s front page of business news or headlines. Malay is a true example of successful
entrepreneurs. Accolades from various parties were attributed to him. He is dubbed as the corporate
“Businessman of the Year”, he was bestowed some classy title by some royalty. And so the story
goes on, at least it seems.
I hope by now you have realize the story of Political Capital in the Malaysian scene. The moral is
very simple: with some skills (which may not be the most important matter), but with luck (being
with the right person at the right time), and political support, a person can translates nothing into
something, can in fact become a multi billionaire – starting almost from zero. The key issue is that
with political support, and just pieces of papers – a person can translates them into real capital. The
real capital came in form of lending from banks and credits from various parties, translated into
values, which can be converted into tangible values such as shares in the stock markets; Shares on
the other hand will go to great values because of perception of political capital and create more
values, which give the person more reach, and all the capital that he needs. All is accomplished,

beside the skills (if any), through political perception. Thus political capital is not of no value, in
fact it is very much valuable, and can define a person's wealth by far and great bounds.
Alas, the Malay story has not yet ended. Before that I would like to bring the story of Croesus,
King of Lydia. He was considered the richest man of his time, and he amassed his fortune through
his political exploits. He then seeks the advice of Solon, one the wise man of his time: is there any
happier man than me? Solon answered: “The observation of the numerous misfortunes that
attended all conditions forbids us to grow insolent upon our present enjoyments or to admire a
man's happiness, which may yet in course of time, suffer change. For the uncertain has yet to come,
with all the variety of the future, and him only to whom the divinity has guaranteed continued
happiness until the end we may call happy”. Years later, the fate of Croesus, reversed. He suffered
series of political defeats, and eventually died as a pauper, which is exactly what Solon's advice is
trying to bring home.

So with Solon's advice in mind, let us just continue with the hypothetical story of Malay (on the
other flip side of political capital). Suddenly, Malay's political patron for some reason fall out
favour. He suddenly became a persona non-grata by the political establishment. Nobody from the
political establishments want to talk to him as he is seen as a part of his political mentor or master.
The various government departments now seems to be unwilling to assist him or to give him any
extra favour or help. He found himself to be in no man’s land.
The first financial casualty he face is share price. On a single day, his share prices shed more than
50% of its price, as investors started to dump Malay shares for the perception that Malay is already
out favour. His brokers, panicked, immediately call upon his margin lending, for Malay to top up.
Malay scrambles for raising money personally, as he do not have few hundred million cash
required. After a week, the brokers, can't wait any longer as the share price continue to slide, force
sell Malay shares, and started selling. The shares started to go through a free fall, nobody and no
one can stop the slide now. Over a short period, Malay shares now suddenly becomes a penny
stock.
At the company level, the management started to face tremendous cash flow constraints as no body
want to extend any credit any more. All suppliers started to demand cash before delivery, or at least
payment of past credits prior to new orders being placed. Bankers, despite already approving loans
to the Company, try to find any reasons not to release the loan to the Company despite having all
agreements and other things in place. Hence, now the Company is facing capital squeeze.
The projects on the other hand started to face delay, from bureaucratic process as well as the subcontractors, since nobody wants to do more work unless more money is being pumped in. The
authorities, started to get concern over delays and started to make it known to Malay. Project
cancellation is looming in. Some other people approached Malay that he let go the company, and
backed out so that someone else with the “right” political connection to save the company and the
projects. Malay is somewhat agreeable to it, however, the person offers Malay that he took over
the company for nothing, since in his “valuation” the company would be worth nothing without his
help and is already doomed. Malay disagreed, he cannot accept the prospect that he will not only

lose the company, and yet saddled with massive personal debts (for his shares). He choose to fight
on.
After a few months, the Bankers started to call upon his loans as the company's loan already entered
the Non-performing Loans category due to more six months non-servicing of payments. Due to the
nature of cross defaults, all other loans and bankers also started to zoom in on their loans as well.
Some smaller and unsecured creditors, knowing that they will be the last in line started to file for
winding-up petitions to court (section 218), and knowing that others are doing the same, almost all
of these class of creditors started to file in as well. Now, the company has no choice but to file for
creditors protection under (section 217), to allow a short reprieve for the company to propose a
scheme of arrangements.
Now the company can at least breathe easy. At the same time, the company started massive layoffs
as well voluntary separation scheme, since there’s not much cash to go around to pay salaries and
rentals. Similarly, the company also started to sell all the luxury cars and other non-essential assets.
Many top management, sensing that they are on a sinking boat moves to other competitors, and
started to “bad mouth” the company and Malay, in order to dis associate themselves from Malay
and the company, and at least have a better chance being accepted by the other company.

Malay tried to call upon many of his “friends” that used to be around him, and who were full of
praises to him. But it seems that no one seems to have time and give him all nice excuses. Some
don't even bother to return his called at all. He also talked to his political mentor, but it seems that
he also can't do much as he has his own political battle to contend with, and he has his own “bigger”
problems compared to what Malay is facing. Malay now is a man on his own lonely island, with
sharks swimming around it, and in fact has nowhere to go. In fact no matter what he do, he is
already doomed. The company has no survival as after a while all the capital is gone, and
furthermore, the political capital of the company now translates into “political liability”. After a
few years, Malay lost everything, and not only that he is still saddled with mountains of personal
debts and he has no way of recovering from this episode.
While the story seems to an exaggeration of the reality and too simplistic in its story line, I hope it
roughly bring out the moral of the whole issue: Political Capital, while the rise can be fast and
spectacular, the down fall is even faster can bring out a total destruction for whose gain attributed
to the same.
This story repeats itself all the time, in some scale or another. I have seen it happen to the highest
level of Malaysian corporate scene (with so many examples to quote), as well as at state levels
(many businessman politician with the support of the state), as well as at the division levels and so
on. The political capital approach to business is endemic among the Malays and UMNO. The rise
and fall of so many Malay businessman intricately linked to the political favours and manoeuvring
has been the game of the day for the last twenty to thirty years of Malaysian business scene.
Should the game be continued to the future? Or will ever people realize the problems with “political
capital”. Is this a sustainable business model? The political capital inter-play is so dominant in the

Malaysian business scene. It is happening at all level of society. We can see many UMNO division
heads, youth heads, entering into politics just for the sake of getting business. In fact what's in their
mind is not to serve the people and the country, but how to ensure that they get the best positions
for business and how to create wealth using their positions.
How about countries that are fully democratic and open society: are they free from this political
capital interplay? Are they free from influence peddling, and businessman that runs business purely
on merit, and not political connections? Unfortunately it is not true. Let us take the United States
as an example, an ENRON as a sample. Enron grows its business in the energy sector and take
advantage on what is called as “energy regulatory arbitrage”, whereby the business model is based
on differences in energy regulation between various states, and using their influence on energy
policies, Enron managed to get positions whereby they trade (i.e. buy and sell) energy to their
advantage (at the expense of consumer). How does Enron manage to do so? They claimed that they
have good financial skills and strategy (which after the collapse is known to be false), and financial
strength (which is also false, after it is known that they cook their books). So the only real thing
that makes them and define their “success” was political capital. Enron spent more time on
lobbying and lobbyist than many other people. In fact at one stage, their Chairman was even tipped
to be the candidate for US Secretary of Treasury.
If you read the details of the Enron saga, they are not much different from the story of Malay,
except it happened in a more sophisticated environment. The same thing is true in regard to the
share price (the rise and collapse), it is imbued with a lot of hubris and over confidence, and
eventually it also suffers massive collapse and loss of money (in Enron case, the public and tax
payers money).

Let me go back to the case of Malaysia. I have seen examples whereby time and time again
businessman rise and fall through the mills of political capital. It is very destructive and a waste of
resources and talent. It follows the Malay proverb “Sekali air bah, sekali pasir berubah” (After
every flood, a new sand will be formed). Is it possible that we open the business opportunities to
the best people who can perform? Is it better that we make the playing fields to be level and fair?
Can we allow the best performer to succeed without political fear or favour? Can the politician
restraint themselves from applying their tools and trade in the business arena? I hope and wish so,
but I am not sure how can businessman and politician resist them.

“Baju”
The story of Mun Loong Berhad…

I don’t want to be a Turkey!!!
I would like to bring a story (which was made famous by many thinkers such as...and Nasseem
Taleb, in his book “Black Swan”). The story goes as follows: The turkey led a very comfortable
life. He has a fully sheltered life. Every day, when he woke up he found ample food to eat as well
water to drink. In fact he is so comfortable that every day he found it to be the same. After a while
he realizes and conclude that nothing can go wrong, and he can't see anything can make things go
wrong. The farmer never fails to deliver his food and drink, and in fact his ration is ever increasing
by the day. If he forecast his future (based on the past trends), it will only mean one thing: up and
up and steady growth. Until one day come (it happens to be a day before the Thanksgiving Day),
he was taken by the farmer and slaughtered! The event is unbeknown to him and never in his
wildest imagination.

What's the moral of the story? The same is true in the business world. If we look at the graph below
for the Turkey and KSLE index that I have put side by side: Is there a lot of resemblance? How
about if put a graph of say a political star? The events of our lives has a lot of resemblance to the
Turkey, and in fact we humans are no different than the Turkey; except that in our case it is not the
farmer that determines events beyond our understanding: it is God, and his creation that we call
“Uncertainty”. But that’s not all, we can blame everything on God, because the fact is sometime
those underlying things are already there “for us to see” if we choose to see them, but most of the
time we fail to see and more often we purposely fail not to see. We assume things that we feel like
to assume, and our inherent bias mind, rejects anything else that we feel that we don't want to see.

This led us to another issue that is important: Let us have a look at the figure below:

Altogether there are four boxes (or areas) on the x and y axis. On the x-axis is the level of
knowledge, while the y-axis is the level of wisdom. The first box refers to the set of people who
don't even really know what they (supposed to) know. I will categorize this set of people as “a
bunch of fools”. You will be surprise that in fact a good majority of people falls in to this category,
whether they know or realize it or not. (By the fact they don't even know what they suppose to
“know”, it will be no surprise that they don't even know that they are a bunch fools). A lot of people
in this category are pretenders (and they may know it), and pure fools, that they don't even know
that they are pretenders. (You can also add many other attributes to the same – such as imitators,
followers, ...etc). These group are definitely a bunch of Turkeys: they will suffer the same fate as
the Turkey, and some may realize it, while it is a bit too late (i.e. the Turkey is already on the dinner
table), while some may not even realize that they are already on the dinner table.

The second category is what I called as those people who know what they knows. A good number
of people are in this category. Usually they are good in what they are doing, and usually are
performers in their own field. An example would be a CEO of a company, he knows his field very
well, he understand the business of the company, what need and supposed to be done for the
company to succeed. There are other numerous example that you can find on similar
characterization.

The question is, does a person who falls into this category (despite that he is definitely not a fool),
can avoid being a Turkey? Unfortunately: No! The person can plan, act and behave based on what
he knows, but he can never plan, act, and avoid what he himself don't even know that he don't know
them.
This brings us to the third category of people: Who knows what he don't know. This is a level
higher in wisdom than the people who knows only what he knows. This people know that despite
their good knowledge of many things surrounding them, there are such things that he knows that
he don not know them, and therefore he is always wary of things; always critical and on the search
of the answers and truth. He knows that even let say he already understand the truth of something,
it may in fact turn out that the truth he holds dear, one day turn to be false (i.e. unbeknown to him
today), and the “true” truth emerges. There are many examples of what I have explained just now
in real world example, especially in the field of science. When Newton Law was discovered, it was
accepted as the “truth” (an in fact that’s why it is called a “law”), until finally Albert Einstein came
up with the theory of relativity, which renders the Newton Law to be true only in a subset of
conditions, and not universally true in all situations. In fact Einstein's theory is called as “theory”
(much more correctly) instead of “law” since he knows that one day, may be someone will come
up with a more “correct” answers, which then nullify or rectify his “theory”. Such is the face of
truth. As the philosopher Karl Popper explains: there is a sinister side to knowledge (i.e. the other
side of the coin of knowledge), namely “ignorance”. What we should worry is not only about
knowledge (of what we know and understand), but the fact that there are many other known
unknowns that can hurt us, and thus we should dedicate a good time of our effort to make sure that
such known unknowns are better understood. Therefore, a person in this category are much safer
and less likely to suffer the fate of the Turkey.

Now let us move to the fourth quadrant: Unknown Unknown. These are the people who knows that
there are such things that he don't even know of what they are. He knows that his efforts are at best,
to know better these things that are clearly he knows that he might not even know them. An example
of this is the existence of God. How much we work, research, study etc., it will always be a subject
that remains in the realms of Unknown Unknown. For all that we know they are only from Holy
Scriptures (be it the Koran, Bible, and other sacrilegious texts), they only give us the sense that the
issue is more complicated than what we can understand. In my view, is that this issue will only be
resolved when we became dead (and meet the Almighty Himself), then only this Unknown
Unknown be a known subject (just may be!). In any case, the people such as the Prophets, the
Saints, and others are definitely in this category of human being. They are the only people that in

my view will not suffer the fate of the Turkey, while the first one being a definite Turkey, the
second one are not a Turkey, but may still suffer its fate, and the third one, will have less likelihood
to suffer such a horrible fate.

So what all these Turkey business (and these Unknown Know, Known Known etc.) has to do with
our life? In the real world, I can see a lot of Turkey going around every day in my life. In fact, I
have seen them every day, in various places, running around, meetings in hotels, in mamak stalls
(some until very late into the early morning hours), discussing, planning or whatever things that
has to do with business. Most don't even have a clue of what they are really trying to do. Many
times people talk to me about these business proposals and that – and they are nothing more than
the first category, “pure Turkey”. They have no clue of what to makes them successful, and all that
they are trying to do is “test their luck”. Many times people came to me and said that they have
excellent ideas to run a business, but what they lack is capital. Wow! If capital is the master solver,
then capital is nothing different than the “feed” that was given to the Turkey, of which we know
(hopefully by now) that it will only bring the Turkey faster to his demise (and in this case to the
businessman and whoever funded them).

Some readers may argue with me: How come you say that many business people that you see are
Turkey, and yet many have become so successful and running their business into multi millions
and led a very cosy and comfortable life? My answer is: then you still have not got the idea into
your mind. The fact that a Turkey survives another day (in the case of businessman, another year
or ten years (it does not matter)), will that means that he will not suffer the fate on that “eventful
day”? The worse fact is that those “Turkey” that we saw surviving suffers from another problem:
“survivorship bias” (I will address this later in another chapter). In a nutshell: the reason why we
see those surviving Turkeys is because out of many (say) millions Turkey, we never see those that
have been served on the dinner table (i.e. that do not survive), save for the few Turkey that survives
(at least until now). So by seeing few surviving Turkeys, it is foolish to assume that “all Turkey
survives” without knowing exactly how many that didn't survive. The truth is the failure rate is so
high (and I don't have any statistics on them, I don't think that anyone has), it might deter you and
me from even thinking that we want to be a businessman.

The final word that I want to say here is that: Remember, if you want to be a businessman (or for
that matter, anything else is also the same), that “I don't ever want to be a Turkey!” Or at least, I
don't want to suffer the same fate as the Turkey. The question is how? Unfortunately, the subject
is easier to serve as a warning than to provide answers. Therefore, the more relevant question is
how and what should I do to avoid being in such predicament.

Financial Crisis and Crash of 1998
With the Turkey story fresh in our mind, let me then brings you another subject that are worthy of
understanding: The Asian and Malaysian economic and financial crisis of 1998 onwards. To start
the subject let me bring the following chart of the Malaysian economic indicator from mid 1980s
until the fateful year: 1998.

Chart...

So do we see the Turkey Graph written all over again? The Malaysian economy went through one
of the most wonderful period of our history: the boom, growth, and all the nice story that you ever
want to hear about an economy. We were dubbed as one of the “Asian Growth Tigers” and the
World Bank came out with a label “The East Asian Economic Miracle”, and so many other
accolades that befits an economic superstar. What's happening are real and it was not a fake (like
Enron), there has been tremendous amount of improvement on quality of living, standard of
income, reduction of poverty, and many other “economic evils” of any society.

On the other hand, internally, we Malaysians, started to develop our own hubris and over
confidence. This started at the top level with the politicians and followed by other society leaders.
Any criticism hurled at our economy will be viewed as efforts to derail our growth and work of
people who are envious of our achievements. In fact who can be more proud when a delegation by
Malaysian leader to a third world country, was followed by private jets after another touching down
on the airport runaways, that the country has to close the airport for few hours just to make way for
the delegation.

The few days events followed by various dinners, and meetings at the highest level, where all
Ministers of that country has to stop doing anything else just to make sure that any request or
demands from the Malaysian delegation be met at once. Before the end of the trip, numerous MOUs
and agreements was signed between the delegation members with their counterparts, and if counted
properly, all the papers worth a few billions in value. Wow!

Such were the environment and levels of confidence of the Malaysian people. In fact those who
didn't follow these footsteps are being looked upon as people of no vision, or the lack of it, at the
least. If we look at it today, with the benefit of hindsight: we will say to ourselves, what a fool have
we make ourselves looks like! (Don't be surprise however, that there are still quite a number of
Malaysians still believe, act, and continue to do such things until today. Visiting unbeknown

country, meet with their leaders, signs various MOUs, with the wish that they will be able to do
something magical, albeit without the Ministers or the private jets).

Now let us put these issues aside and talk a bit more seriously about the economics, facts and issues.
I will try to do a simple summary that are easier to understand (even though at the expense of being
rigorously correct), for the benefit of our discussion in this book.

The causes: while it is very hard to attribute the causes of the Crisis to some specifics, we can
identify them as the culprits. In fact these culprits all contributed as the main causes of the Crisis,
and it is very hard to say that which dominates the other. In my opinion, the inter working of these
dynamics are rather complicated and it won’t be easy just to simply single anyone of them out. In
some phases of the events of the Crisis, some of these factors are more dominant than the others
while during other phase, other factors play more damaging roles. Let me summarize the main
factors in the following table:

1. Economic sustainability – fast growth that are no longer sustainable and subjected to
correction
2. Financial fragility – Liquidity growth that way outstrip economic capacity; credit growth
and expansion into less productive areas and over extension of credits;
3. The asset market bubbles – the property and stock market bubbles.
4. The currency market – by keeping Ringgit not to appreciate; current account surplus; and
the various problems related to exchange rates regime.
5. The gullible mentality – herd behavior, panic, self-fulfilling prophecies, self-feed back
mechanisms, and other “irrational behaviours” of the economic players.

Anyway, by way of note, I didn't even attribute much credits to the claim that our economic crisis
is due to “financial speculators' and hedge funds, etc., which I categorize as the “Conspiracy
Theory” of the Crisis. This theory is being made famous by our (then) Prime Minister, and was
accepted well by most people. It was widely publicized by local media, and in fact till today, one
of the supporter of such ideas even wrote a book about the subject. To summarize my opinion on
these lines of argument, I would say the following: The arguments are full of biases, uninformed
judgment, as well as wishful thinking. It is very easy to blame something that are rather opaque
and mysterious, the same way it is easy to tell people that the real danger in the world today (and
the very likely cause of death) is from terrorist attack, while the truth is so many deaths happen
daily is due to malnutrition, poor health care, as well as road accidents. But the terrorists story
augur well for the common people and plays well with the media, and common political mind.
Terrorists are in a much similar to the “speculators” and “hedge funds”, in the sense that they are
not well defined, their methods and working are almost unknown to common people; but they can
be looked upon as serious threat to “national security”, and they have an agenda to “destabilize” a

nation (or currency, in case of speculators), they have the power to make dramatic events with just
a few people and so on – at least that’s what the claims are.

The truth is: Terrorists and Speculators are totally world apart. Speculators live in a world where
“dogs (really) eat dogs”. A speculator would try best to outwit others so that they will gain out of
the loss of another speculator. The nature of their business is such that they will never and will not
ever worked together, what more to conspire together. Because working together in tandem means,
there will be no profit to be made (and in fact counter intuitive to what their existence is all about).
Their business is in contrarian strategy: if everyone else is moving in one direction, they will take
a bet on the opposite direction so as to profit from it. They have no common objective (such as
Malaysia is the “enemy”), save for making money. Their survival rate and period of life is much
shorter than that of a few years, and they can't never match to a country's survival. They are always
short sighted and never looks more than a few months (a few of them make bet for a longer period,
but very rare).

Terrorists on the other hand, are much more organized (since that will be their survival needs); they
have to cooperate between them (if not they will be eliminated easily); their motif is only one thing:
brings destruction to their enemy at any costs (even their own lives); they can survive longer
periods, and they try to outlive their enemy (at least in terms of longevity of their struggle); and so
on. Well the moral of the story is: if we put terrorists and speculators in the same basket, then we
are definitely wrong; and hence the arguments by such people about the “Conspiracy of the west”
etc., carry the same line of logic with what the west are trying to do with the “Terrorists Story”, of
which, both are politically expedient, both for the politician and the common people, and it stops
there; because everything else is rubbish!. Period.

Now lets us not waste more time and delve right into the subject, one by one. First, about economic
sustainability: The Malaysian economy (anyway the same is true for other Asian “Tigers”), after
many years of boom has reached a point that many things are no longer sustainable. It was an
overheated economy. Just like a ship that has been doing twenty knots per hour for the last few
weeks: every part of the engine has been stressed to the maximum, anything can fails at any time;
it is just a matter of which one fails first. (More elaboration on economic data)...

One of the main engine (and also indicator) of the economy is the liquidity of the financial system.
Liquidity to the economy is like blood to a human body. Too little of it, will render a person to be
sick (and full of ailments), too much of it will make a person to be bloated and become obese,
which is also unhealthy. Since too much money going around, it started to flow into unproductive
areas of economy: real estate and the stock markets. Both areas went through phenomenal growth
and upward bubble in prices. The economic returns are becoming less a subject of investments,
because the forecasts are all only towards future growth and income, which (how overly optimistic)

are believable to the players. Banks and financial institutions has too much money to keep; and in
order to maintain profitability and growth need to lend the money back into the system. The more
money they lent, the more liquidity is created in the system, and the more money will be available
to be lent and so on; that’s how a self-feeding system is at play. Inflated asset prices (stock market
and property market), creates more value and collateral, as well as additional wealth creation (that
is in terms of book value, or on paper, as commonly said), which allows them to feed further into
the system. This is all allowed to be happening while, the regulators (Central Bank), ensure that
regulations keeps the money to be in the system, and yet allows Ringgit to remain “stable”.
Naturally (or at least economically speaking), if we have a “free market”, all of the above should
have made Ringgit to strengthen, and some self-mechanism would have slowed some of unwanted
effects of liquidity. For example, if not all of the money are invested in the same “beaten path”, it
would allow some levels of diversifications beyond the Malaysian shores (hopefully intelligently),
then a more reasonable economic returns will be obtained (and much safer if properly diversified).
If Ringgit were allowed to be stronger, then Malaysians would have a higher purchasing power,
and therefore can purchase other non-Ringgit assets at much cheaper price in Ringgit terms.
Unfortunately, all of this are only wishful thinking on my part, since the Malaysian government
policy (then) was to keep Ringgit clearly within certain “range”, so as to keep it “stable”. It was
clearly announced that if Ringgit appreciates, Malaysia will lose its competitive advantage to other
competing nations; and therefore the best interest is to maintain the policy (or is it so?), even though
at the expense of losing few billions (by the Central Bank), in the efforts of doing so. Let us have
quick look at some numbers...

In the interplay with the above two issues are the asset market prices: namely the prices of the
shares on the KLSE and the real estate markets. The KLSE index rises from...to...; the market
capitalization....; compared to the Malaysian GDP, our stock market is even bigger by x times. If
we look at the developed nations, the market capitalization of their stock exchanges are only y%
of their GDP. What it means is that we have “too much” activity in the stock market, compared to
the real activity of the economy (which is measured by the GDP). How come such things happened?

The same thing goes with the real estate market: property prices went from..to...; So much were
announcements on the new supply of real estate projects, that at one stage after reading a property
research reports of one the well-known research house, I had commented to my management team
then, we are going to have a GFA of the size of the Singapore island, to be built in KL over the
next five years (at least based on total area as approved by the local authorities); and I said: Wow!
It is unbelievable how the demand side is going to cope with this. Something strange is going to
happen, sooner or later.

The currency system: The Malaysian currency system is best labelled as “managed peg” system
(or sometime called crawling pegs system). What it means is basically the Central Bank, in
managing the currency works with an objective that they will maintain the currency at some fixed

levels, and will not allow the exchange rate to go out of a certain band. Should the rates appreciates,
then they make allow the “supply” to be sufficiently available to offsets the demand; and vice versa,
should the rates go lower, they will take back some of the supply (to match the demand). In this
way it will keep the currency (via the exchange rate mechanism) to be stable - which is a receipt
prescribed by the World Bank and the International Monetary Fund. It is an acceptable and (in fact
thought to be) prudent practice at the time. What most economists and practitioners fails to see
what that the system is so unstable and unsustainable. The system is prone to crashes, and bouts of
events that suddenly suffers from “lack of confidence”, which will quickly translates into a sudden
collapse of exchange rates. Today, we can find so many studies that documented what precipitates
such collapses in the past, such as the Mexican peso crisis, the Argentinian and Brazilian currency
crisis; the Russian Rubbles collapse; and so on. The fact is: currency regimes that are being
practiced are simply unsustainable and easily subjected to sudden collapse; just like a computer
system (or mobile phones) that are easy to hang (without us understanding much why it hangs).
The economic reasoning for such matter is however, not as easily explained, without the rigor of
economic theories and modelling – and hence I will not let you bore with it. So let us just accept
that we have a system that is not working that well, a system that hangs easily.

Now, with the economic conditions that are not sustainable, financial system that has become
bloated and started to be fragile, asset prices that already bubbly, and currency systems that are
prone to crashes, we have a final element (which in my opinion proven the be the most damaging
off all), our own gullibility. As human being, we are part intelligent, part animal. When certain
things happen, our animal instinct take over us, and we will behave exactly as what we suppose to
behave: panic, move in a herd, move first, think later, and so on; as part of our survival instinct.
There is nothing wrong with that, in fact it is the most rational thing to do at the time. But is it the
most optimum thing to do as a group? The answer is the exact opposite: if all party can get their
acts all together, and coordinate them well, it is to the common advantage not to panic, move as a
herd into one direction (that plunges everyone to death), and so on.

Let me now bring you the full story: It is true that when KLSE crashes, there were some speculators
short selling the shares (through CLOB and may be some other ways that I don't know). The reason
for them to short the shares are not because they are so interested in the shares to go down, but
rather it is part of their speculation in Ringgit (since the shares are the most liquid Ringgit assets
that they can use). What they are trying to do is to get a double whammy: betting the Ringgit to go
down, as well as the shares to go down; by short selling the shares, they got hold of Ringgit, and
further sells those Ringgits, and wait till they can close the trade the other way around, for a hefty
profit. But their activity is only limited to that: a quick turnaround for profit, and get out. Period.

So what brings the KLSE to the levels from XXX to YYY, which is Z times lower within a period
of MM months? How can we lose BB billions in such a short time? Where does all the money (or
value went)? Is it that the speculators have run away with such money stolen from us (at least this

is what some politicians had say). The truth is, we panic. Everyone panic and move as a herd into
one direction: selling. When the share prices started to slide, some investors (local and foreigners
alike) started to sell the shares; on a downward movement, many brokers and financial institutions
started to panic, and hence massive selling of shares on margin - which further feeds to the slide;
more panic selling by investors happen as they see the “support” levels seems not to be there; then
further margin selling happens; and so on goes the cycle until there is no more blood in the system,
and nothing more to sell as all has been sold and converted into cash. Shares that were held are the
shares that nobody wanted to hold anymore; and those who are holding is only because nothing
else that they can do with it. It is just like a musical chair that stops: the last one will be left standing
(is the one holding the shares when all things has stopped). This is exactly the case around Month
of 1999. Everybody is has already reach the state of fatigue, nobody is fighting anymore and
succumb to the whole situation. Everybody bleeds, and has bled to the point of not much blood is
left in the system. The only thing is who bled more and who bled less. Everyone is confounded and
confused – on what has happened and what kind of storm that hit them. Some thought they were
winners, but it also proven to be wrong as some lagging tails whack them later on (and not for long
after). Some seek illegal means to save themselves, some seek shelter by way of political patronage,
while some others just lost their fighting spirit altogether.

The fact is, all of this happen within our own system, and not because of some foreign party or
because of intervention by any external powers. If speculators are to be blamed, they are just the
one who ignite the fire, but definitely they are not the one that burn the whole building down. All
of our join action is the one that makes the fire to be uncontrollable, and finally burn us all. Nobody
seems to know how to put the fire out. At some stage, I did suggest to the (then) Finance Minister,
to close the whole KLSE down, and make a strong announcement that the market is closed
indefinitely. This will stop the madness temporarily and allow a clear understanding of the situation
and stop the panic and the whole movement of the “herd”. Alas, i myself wasn't hundred percent
sure of my suggestion, and was never that convinced with my own argument and logic (since many
things were not that observable to me then). Looking back probably that would have been the right
thing to do. In fact, the same thing was done in NYSE crash of 1929 (and now the circuit breakers
in most of major markets, as well as the orderly resolution of many recent crisis such as the LTCM
blow-up, the recent sub-prime crisis, and so on).

What can be done, is basically to shut down the market, stop all selling activities, until a clear way
of resolving the matter can be sorted out. One of the clear result of shutting down is to close the
CLOB short selling (or any other short selling activities), get a clear assessment of the possible
damages should we let the forced selling to happen, bring about methodical solution to the margin
problems, and so on. Of late many lessons has been learn in the developed financial markets,
whereby we have many more workable solutions that are achievable within the market place: such
example is the Brady bonds for the Mexican market, the resolution of the LTCM crisis, and recently
the sub-prime mortgage crisis (which by the way is still under the way). All of them share a
common traits: stop the bloodletting, get everybody together and devise an orderly workout, and

let the market take on from there. In all cases, it is not about saving a party or a group of favored
parties, in fact the wrong party will still lose their shirts, but it avoid one thing: avoid market
meltdown. Well one thing I should say here is that it is easier to say all of these with the perfect
hindsight view, and I admit that. But the point that I would like to point out fact remains that as a
system we have not build such defensive system. These are clear evidence of the failure of the
market system, and there is a clear need of understanding of the market mechanism and whatever
built in system to avoid future disasters. Or to borrow the language of the previous chapter: we
need not to have a Turkey stock market, only to be slaughtered by reasons unbeknown to him, until
it is too late on someone’s dinner table.

In comparison to all the factors that I have mentioned, in my view the last factor is in fact inflict
the most damages. While the story mentioned above is in the stock market, it is also true in other
asset markets and other actions of the players. It is true in the case of real estate market (except that
it took a longer time to take effects); it is true in case of debt resolutions (despite the formation of
Danaharta and CDRC); it will also be true in future crisis and crashes that has yet to happen,
because one thing remains true (even though other conditions may no longer be true), human being
are such a fragile bunch of creature. If we don't realize that, then we will never learn. The fact that
history is littered with examples of boom, bubbles and busts, is a clear testimony our fallibility.
(see Kindleberger, Boom, busts etc).

Capital Control
Now it is perfect for me to discuss another subject that requires some understanding: the imposition
of capital control in 1998. First let us start with the “myth” surrounding the “resounding success”
of the Malaysian government in arresting the Crisis, by implementing a bold move, that is to impose
a total capital control over the economy; and thus, as claimed, insulated our economy from the
vagaries of the currency market, and shield us away from financial speculators, and in turns allow
us to nurse our economy to a better state, and eventually to get out from the predicament of the
Crisis. What I have said above is a well-known and widely accepted notion by the Government,
the politician, almost all businessman, and the public at large. The question that I like to pose are
as follows: 1. Does the Capital Control, really works? 2. Does it deliver what it intended to do (i.e.
save the economy); 3. That the economy was saved and we are out of the predicament of the Crisis
(due to the Capital Control)? 4. What are the long term impact on the economy due to the action,
and what do we gain or lose, as the results? And, 5. Finally, on average, in the long term, do we on
average gain more (or lose more) out of it? The first three questions are easier to address, while the
last two are quite hard and can be rather subjective. Anyway, let us have a try at it.

Does the Capital Control works – the answer is a simple: Yes. The method and approach were
effective: it stops all the unnecessary bleeding that was going on, and insulate us from whatever
that we need to be protected from. Except for one thing: it was a little bit too late. The action was
just like applying the brakes when the car already crashed. Therefore, the real impact has already
taken place, and most of the damages to be averted are already well underway. In fact, as I have
explained earlier, the real enemy (by the time when we implement the control) are actually our own
self. The internal haemorrhaging are by the action that are internal in nature and no more by the
doing of external parties (which, as I have argued are very little to begin with). It does stop the
panic and other irrational behavior, but the same time, everyone has left the room and therefore,
there isn't much more reason to panic beyond what has happened because not much is left anymore.
It is easy to claim that it works, but it is hard to decipher whether it works because it “really works”
or it works because the conditions is such that regardless of what, the results are already there. It is
just like a Doctor administering a drug for a heart patient after a cardiac arrest has already taken
place. He will never know for sure whether the non-presence of new cardiac arrest is because of
the drug, or is it because the arrest has in fact already stopped (by itself). Nevertheless, a sane
doctor will still administer the drug, since he will always worry that a new arrest will happen at
any time, and he would be at fault should he decided not to do it. So should we blame the doctor
for doing so? Of course an honest doctor will tell you that he is doing what he knows best. But how
about a doctor who went on and tells everyone that he saves the patient because of the drug that he
gave. Should you develop some doubt about him? Well, that is definitely the case (with our
politicians), and worse still, they makes and convince everyone that is exactly the case of what
happened, and blamed other (doctors) that do not prescribe to such approach. For me,
understanding such is the case, I will always be weary of these (spin) doctors.

Next, let us discuss whether Capital Control delivers what it was intended to do: namely save the
Malaysian economy and the economy is free from the predicament of the Crisis. This is where the
facts and the claims becomes a bit more blurry. If you look at the Asian countries that suffers from
the Crisis, after 1998, all of them were experiencing a bit of recovery. This is a direct result of
simple economic forces at work (which was supposed to work under any normal conditions,
anyway), that is after currency devaluation exports will pick up and imports will be drastically
reduced; because of a devalued currency exports become cheaper (for other countries) and imports
become expensive. This balancing mechanism works in favour of those countries, whose currency
just being recently devalued. Of course this effects helps the economy. In case of Malaysia, for
example, it was among the best time (in 1999 onwards) for the palm oil industry (CPO prices shoot
up in Ringgit terms from... per metric ton in 1998, all the way to ...per metric ton by 2001).

The currencies of all countries started to stabilize, and hovering around some “equilibrium levels”
which in terms of parity, looks rather mild. This phenomena definitely can't be attributed to capital
control, since other countries do not have any form of capital control, and they are helpless (at best)
to perform any sort of currency management, as their reserves were totally depleted (and some are
under IMF regime, e.g. Indonesia, South Korea and Thailand). But yet, their currencies manage to
hold on, even though with a bit of instability, but nothing seems to create a new run on the currency.

The economies of these countries continue to improve, and everyone seems to take almost similar
actions, to save the financial system by creating debt management agencies (Danaharta, IBRA,
etc.), mergers of banks and financial institutions took place everywhere, company debt
restructuring and other debt settlements and arrangements are taking place, and so on. What happen
is almost parallel everywhere. All the measures seems to work and everyone seems to be sane and
orderly again.

So, if we go back to the story of the doctor and his heart patient again: the doctor and the patient
are doing what they supposed to do for the recovery of the patient, namely proper exercise and
food regime, stop all the bad habits that contribute to heart problems, and so on. And our case here,
we have a few sick patients (i.e. few countries), with independent doctors administering them (i.e.
different governments), and since each are doing the right thing, the patient is well on his recovery.
Looking back: can the one doctor in our example previous case claim that his next actions are
successful because of the fact that he gave that drug before? The answer is obvious: the recovery
of the patient is independent of the drug, since all other patients (under other doctors) without the
drug are also recovering. So that is the case with our Capital Control: the subsequent recovery of
the Malaysian economy are due to the proper action and activities that were right for the economy,
and they are done (can be done) with or without capital control and delivers the proper result
independent of the control. (Well, it is not exactly so, there are more factors that may link to the
Capital Control, but at best they are weak arguments rather than a strong one in the face of the
economic data that available today. I just would like to bring the point home without the rigor of

economic analysis – which would bore everyone down. The doctor and heart patient story should
bring you enough logic to understand the message).

Now let us address the next issue: What are the long term impact of the Capital Control, and
eventually, on average do we gain (more) or lose (more) by the imposition of the control? This is
where again, my conclusion is rather negative: in the long term we lose out, and in fact we may
lose out even more if we don't realize it. To bring this point to attention, let me just bring two
specific examples that are easily observable: the FDI (Foreign Direct Investments) and the role of
Malaysia as the centre for Islamic Finance. Another example is about the level of competitiveness
of Malaysians and Malaysian company in the global economy. I will address the first two, since
the last one requires a bit of analytical approach and arguments.

FDI: if we look at FDI data, we can see clearly that Malaysia has fall way out of the radar; and our
ranking from ....has fallen all the way to ... by 2007. What has happened? If we look at what the
Government announcement, they always claim that FDI has never left us. What has happened is
over the years after 1998, most FDIs are slowly unwind their investments in Malaysia. Capital
Control is a cardinal sin for most investors. Changes in currency regime is against any investments
fundamental. And by the time that we remove the control, other countries has catches up, and
becoming a much better alternatives than Malaysia. For example, Vietnam and Cambodia, becomes
a very attractive place for capital. Of course the mighty China and India, is already in good position.
There are no additional or attractive advantage that Malaysia can offer. Our stock markets and bond
markets, due to capital control, was out of touch with the international investment community;
coupled with tightening of regulation that makes it cumbersome for most investors, become a game
only for domestic players. It will be years, before we can reverse this trend, which until today still
dominates (despite of many years after the control has been uplifted).

Malaysia as the Islamic Financial Centre: Malaysia has long being early in the Islamic Finance
arena. We are the first country to setup a system and regulations that promotes the development of
Islamic finance. We are the first to allow and develop players in this field. We have trained and
gain so much experience in the field, and our experience is the benchmark and reference for any
new players (and countries in the field). And yet today, we are lagging behind so far in this field.
We only serve to talk and carry some propaganda, while other countries and markets such as Dubai,
Singapore, and even Hong Kong attracts a lot of Islamic capital, more than Malaysia. Our banks
and institutions (save for Malaysian Kuwait Finance House), are far from able to compete in the
global Islamic finance. We have literally stop our further development in the field, and we also
have stop innovating much more than what we used to be. One of the key reason (beside other
possible reasons) for this to happen is because of capital control. It stop us from receiving such
money for a long while, and at the same time, they also shun away from our markets, and we spent
most of time looking introvert and at the end we lose sense of the market, and eventually lose out
in the process.

These two examples, and the issue of the level of competitiveness of Malaysians and Malaysian
companies in the global economy, give some evidence against capital control in the long term.
There are many other examples that I can bring, but that is not the objective here. To be fair, the
proponents of capital control might cite other examples that Malaysia, on average benefits more of
it in the long term. But for me, I found it rather hard to be convinced of such unless they are backed
by hard data, since fortunately, after many years, some of the jury is already out there. But who
knows, may be in the very long term they are right. But for me, a very long term period is beyond
my concern, as John Maynard Keynes said: “In the very long term we all are dead, anyway”.

Anatomy of Crisis
I have been fascinated with economic and financial crisis since my student days. Since 1990s we
have been presented with almost a non-stop supply of crisis, whether it is economic crisis, currency
crisis, stock market collapses, company collapses, and of late the US and global financial market
crisis. One of my focus was a study whereby in perfectly “rational” environment (or rational
expectation hypothesis), market players and forces which acts rationally, could potentially produce
“bubble” environments and conditions, that finally precipitates into bursting of the bubbles and
eventually leads to crashes and panics. The key factor here is that, it exists and happens in a fully
rational and “normal” market conditions. Many events of the recent pasts somewhat confirms this
hypothesis, and what scares me most, is that the crisis can and do happen not only in small and
isolated scale, but it can happen in the most developed and advanced markets, and in a scale that
are unprecedented in human history. In order to assist readers to understand these crises, I would
like to present here an anatomy of crisis, and provide some explanations of what’s going on in the
world today.

Anatomy #1: A bubble can start from anywhere, and can originate from a very “sane”
environment.

The crisis, which always forms itself in form of bubble, can start and originate from any forms of
sources and environment – without anyone of the player realizing that it is a bubble under the
making. A construction boom, oil supply shortage, current account deficits, run up of share prices
(from IPOs and others), high performance economic growth, and so on – can be and may transform
into a bubble. Any of these activities are “real” activities, and does not necessarily arise out of any
speculative activity. These are day-to-day economic activities of any markets or country.

Anatomy #2: In today’s economic environment, we have many players chasing the same things,
and hence creates surge of activities that eventually leads to many more players entering the same
market or activity, and so on, until it becomes a self feeding frenzy

One success leads to other success; this makes others to copy the success and creates more success
stories, and eventually everyone follow suit on successful paths, eventually it will crowd the whole
market place; and it is only “rational” for everyone to follow this same paths. Successful property
projects, leads to creation of many other projects, and until a point where everyone is copying the
same thing and we can see massive projects being undertaken. In the beginning, the sizes are
moderate, but with early successes, the sizes started to grow into many folds, and even can be
gargantuan in terms of scale and size.

Anatomy #3: In a “boom” environment, almost everyone makes money, and it creates a mantra
that “anything is possible” or “can do” attitudes and belief. It seems that no one will lose.

A simple example of this is the stock market: when a bull market is underway, all share prices went
up, irregardless of the actual performance of the company. Good performer will drag up share
prices of mediocre companies, and even laggards also have their fair share of price increase. Stories
can be manufactured, any news can be turned into positive news, because everyone wants to hear
“only” those stories, and all other “bad news and stories” are just being buried or ignored. Anyone
who goes against the trends is seen as losers. Nobody wants to be labeled as such, and hence the
whole crowd will move like a herd into one direction: upward valuations.

Anatomy #4: Most of the players believe that the end is still far away, and there are still a lot of
rooms for upward movements, therefore, nobody should stop what they are doing. Despite of any
calls for slowdown, everyone believe that they are different, and what they are doing are perfectly
sound and will not fail. Furthermore, everyone also believes that they are different than others;
therefore, history may not apply to them.

Continuous success (and the absence of any major failures), creates hubris. Without realizing, a
self feeding triumphs and victories are already in the making, and create a very supportive
environment for things to continue unabated. It is just like people who are at a drinking party, when
everyone is already drunk; nobody knows how to keep counts of glasses of drinks consumed, and
for that matter, nobody cares. People who are drunk with success will continue to be drunk and
beginning to lose all their senses.

Anatomy #5: In the middle of the boom, fear somehow started to creep in; people started to have
many jitters, and many are started to look for the exit doors, but somehow, nobody really makes
the dash for the exit, because there is a bigger fear imbued in them: fear of exiting too early. They
also believe that if anything happen, they will have sufficient time to exit, earlier than many others.
This will keep everyone in the game for a while longer.

An example of this is fund managers: while the shares are still on the rise, they worried about their
performance in comparison with other fund managers. Similarly, they are under pressure from their
board and investors to maintain and keep the high level of performance that they have been
delivering for the past periods. Exiting “too early” will makes them looks like a fool (and may even
cause them to lose their job). Therefore, nobody dares to take the bold move: that is to get out. In
any case, they already built in some “safety or hedging mechanism” to protect their positions.

Anatomy #6: Finally, the bubble burst. The reason for the bubble to burst can be due to almost
“anything”. The “cloud of fear” has actually been gathering its force until a stage whereby it is no
longer tenable, it just need any size of needle to prick the bubble.

After a long while, the psychology of fear has run so deep (consciously or unconsciously), such
that the reverse of the conditions that supports the markets holds true: any bad news will be
exaggerated, any rumors can be taken as factual, any good news will be taken with skepticism, and
so on. Therefore, there is no longer any need of rational reason for the bubble to burst. It is just like
the herd of buffaloes in the African safari; even movement of the grass can be taken as a lion attack,
and can cause the whole herd to run.

Anatomy #7: The longer the bubble survives, the bigger the downfall will be. Since the size of the
bubbles can be so large, and even grow into a gargantuan size: today’s bubble can be a real monster.
Given it size, the bursting of the bubbles can even cause systemic chaos and havoc, and may even
pull innocent bystanders who have little to do with the bubble itself.

This is exactly what happen in the current US banking and financial crisis: the bubbles survives at
least for more than a decade; and it grew into tens of trillions of dollars, and eventually when it
burst, it cripple the whole world banking systems, and eventually will pull down the whole
economy, and hence will affect everyone from Wall street to the Main street.

Anatomy #8: The bubble started from the “real sector” of the economy, it creeps into the “financial
sector” of the economy, and then when it finally burst, will damage the “real sector” of the
economy.

The recent example of the bubble is the US housing industry: whereby the housing booms in US
started in the 1990s. The boom helps many people to become homeowners, which are essentially
good for the economy. To keep the whole boom continue, the financial sector keeps pumping in
capital into the system, until it reach to a level that “too much” money being pumped into the
system. This is further helped by the recent “financial innovations” which creates so many papers
(CDOs, sub-prime papers etc), which keeps the process to continue. When it finally burst, the whole
banking system came to a standstill, the housing starts drop to almost zero, foreclosures becoming
the order of the day, many innocent people suffers, and finally even bringing the whole world
economy down and affected all other sectors of the real economy.

Anatomy #9: The whole process of a new bubble, boom and bust, will repeat itself again; albeit in
another form, and in another area.

Human being has a very short memory; a bust destroys many old players, they go out business, and
most will move on with their lives doing totally different thing than what they used to do before.
As a new boom being created, it will bring a new set of players, who are may have nothing to do
with the old boom and bust. The whole process as per Anatomy #1 will start all over again.

Anatomy #10: Human being never learns.

In this sense, we are not much different than animals, except that our activities are under a much
more sophisticated environment, and in a much more convoluted manner.

Appointment with the “Doctor in the House”
In the midst of 1998 financial crisis, we also have the Malaysian political crisis between Anwar
Ibrahim and Dr. Mahathir – with the sodomy 1 charge levelled by Dr. Mahathir against Anwar.
The rest of the stories do not need any repeating here, since you can find them in many writings by
all sides of the story, and Dr. Mahathir also have told his own version in his book “Doctor in the
House”. What I would like to share is what transpired in the four eyed only meeting between me
and Dr. Mahathir. It was sometime in November 1998, in the Prime Minister’s Office, Jalan Dato’
Onn (prior to the move to Putrajaya). The meeting was organized by Dato (now Tan Sri Aziz
Shamsudin) who was Dr. Mahathir’s political secretary (Secpol) then, and for the record, the
meeting was not at my request, and I honestly do not know by whom it was initiated.
The meeting started at 8:00 am, as I was the first one scheduled for that day, and it lasted almost
one hour, until 9:00 am. I came earlier at 7:30 am, just to be sure that I am not caught in the morning
traffic and be late for the appointment. As soon as the “light turn green”, for those who are familiar
with PM’s office those days, I was then brought in to the Doctor, and Dato’ Aziz left me to have
the meeting to be totally private.
I asked the Doctor’s permission to sit down, and as soon as I sat, the first question that was blurted
out to me was” “why did you speak against me about the Anwar issue?” (Or something close to
that effect). I am not exactly sure what he refers to, but my guess would be an article that came out
in the Kompas Indonesia, that quoted me as voicing out my concerns about the treatment by Dr.
Mahathir on Anwar issue (and remember that by then the Black Eye incident have already occurred
and so many other things have transpired). My answer was, roughly as follows: “Sir, what I was
not happy is about the process. As in any civilization, we should know how to deal with any sorts
of crisis, and the way we deal with the crisis reflects our maturity as a society. The way that
Anwar’s issue was handled, to me was against any civilized way of dealing with crisis.”
And I saw that the Doctor was visibly shock with my answer, and he bombarded me with another
question “Do you believe the accusations that was levelled against Anwar?”, and again I answered:
“The issue is not a question of to believe or not to believe. How could anyone with little
information, can deliver any judgement on anyone, in particular with accusations of such grave
nature, without the privilege of hard evidences?” “And furthermore, Sir, what you are doing is to
split the society asunder. Because some will say that they believe, and some will say that they do
not believe. Why are we then, putting forth our people, especially young people like me (I was 34
years old then), under such duress. What are we trying to teach our society? Are we telling them
this is the way we solve our problems: by going out to the public and declare that someone is of
unworthy character, and unfit to be a leader, by laundering our linen in the public. What couldn’t
you and Anwar sit down and spend as many hours and time required reaching a proper solution,
instead of going directly to the court of public opinion?” “We have learned the Watergate scandal
of President Nixon, or the Monica Lewinksy scandal (which broke out in the early 1998 and was
the hot stuff at the time under the US Senate hearing of President Bill Clinton), that there are ways
being developed to handle any sorts of accusations at the highest level of the society. Why can’t
we have that?”

The Doctor then turn around and ask me: Are you religious? I was shocked with such a question,
and it took me sometime to answer, and my answer was: “I prayed, Sir.” (I was not sure why such
question being raised, hence the best way is to answer it indirectly, which I figured would be a
safer way). Then the Doctor said: pray that God gives you the truth. Then we move on to some
other issues of the time, which is about the Asian financial crisis, which were still at its heights
then (and I would skip the discussion here), and proceed to the final part of the discussions.
I asked the Doctor, what should I do with ABRAR? I told him that ABRAR was involved with
foreign investors and Waqf activities. It shouldn’t be left to waste. If he doesn’t want me to be in
ABRAR, because I might be a source of threat or nuisance, then allow me to get out of ABRAR
and leave it to my international partners to decide (i.e. Sheikh Yassin Kadi), and I would gladly get
out of ABRAR business and I would like to migrate to the United States, where I started my
ABRAR business in 1989. His spontaneous answer to me was: NO, you shouldn’t leave ABRAR,
and I would continue to support you as I supported other businesses. Then I asked, what shall I do
next, in regards to ABRAR? His answer was, please make an arrangement to see Daim.
I did meet Daim three weeks later at the Finance Ministry Office, Jalan Duta. The normally
reclusive Daim, just sat at his chair behind his desk, eyes and pencil on the papers in front of him,
without raising even his eyes, asked me: what do you have in ABRAR? I told him, so and so, in
terms of assets, projects, and liabilities. He then told me, please write all of that and send the notes
to me. In few days, I did that, and then weeks to weeks, leading to months, nothing ever came back
to me, neither from the Doctor, nor Daim. I realize a lot later, that I was already being earmarked
for execution and headed for the guillotine. Whether it is by design of the Doctor, or Daim, or both,
I am not sure. I am not even sure whether what exactly they know, and their plan if any. But one
thing I am certain, the “dogs” was released to be after me. It was the beginning of another long
struggle.
Whether the Doctor remembers such discussion that took place and confirms my version of the
story is up to him. There are no witness to verify what I have said, and what he have said (and
promised to me). It could be said that what I have explained above can be of my own imagination
and fantasy or it could be the truth. And to that I would repeat what was said by the Doctor to me:
Pray that God gives you the truth! And God is my only witness. (Tan Sri Aziz Shamsudin would
be able to corroborate that the meeting did took place, at the place and time that was mentioned,
and if any diary was kept, then it should be in the Doctor’s diary stating the same”).

Laws are Invisible Thing
It is interesting to see the above captioned from YBM Tengku Razaleigh blog when he describes
about the law and what happened in Perak in the aftermath of 2008 General Election, and the Perak
fiasco. Yes, to most people we do not "see" the laws and generally we do not understand the laws
as they are being interpreted and decided in the close chambers of the judges.
YBM Tg. Razaleigh, being himself, educated in law, and has been at the top echelon leadership of
the country for some period in the past, is probably the wisest person to explain the Perak debacle
in the most logical manner. While the issues are now being dragged into the courts and legal means
by all sides; it seems that we, the common people are left in the lurch, with utter confusion.
The problem is, as Razaleigh said it, the issue now is about public perception and less of the law
itself. If the public perceive that they have been robbed of their rights, no matter what the courts
decide, the damage has been done - and it breeds disrespect to the law (and the constitution).
From my point of view, as a person who is not trained in the laws, and have little knowledge about
it; what Razaleigh said, strike at the core of the problem. As I see it, from legal point of view, both
sides can be legally "correct"; that is according to their interpretation of the laws. But the laws itself
are not fool proof. Given the nature of the ways it is written, it may open itself to so many "correct"
interpretation - as the loopholes that may be present.
In the case of my own personal experience with the laws – are quite a bit, namely:
1.
2.
3.
4.

Securities Industrial Act (SIA) 1983.
Banking and Financial Institutions Act (BAFIA) of 1989.
Danaharta Act of 1998, and finally
The Bankruptcy Act of 1967.

It is true, as what’s being said, Laws are really invisible to you, until you started to face it yourself.
It seems that most laws are remote to you and very little is understood by you (except if you are a
lawyer or working in legal profession). To almost anyone, being charged in court is almost like a
death sentence, since he understood little of the laws, and the due process involved. The jargons
used in the courts between the lawyers, prosecutors, and the judge are like “alien speaking in
another planet”. What are CPC, Evidence Act, and point of laws, case laws, and remote cases being
quoted which is applied in India, case laws of evidence during the communist insurgencies, and so
on. It all sounded like Martians on earth to any accused and at times it sounded more like ghosts
which are invisible and yet their presence are felt.
Any entrepreneurs with business ambitions need to understand the laws as much as he could. But
the problem is, the laws are invisible to him, as much as the others. Indeed I found that some with
a bit of “celik undang-undang” or educated about the laws, used the laws to his own favours, as
much as he could. One such case involved one of my business friends, who literally, used his
knowledge of the National Land Code of 1965 to his advantage, until the land code was changed
specifically to cover the loopholes that he discovered.

Laws are also invisible to most for another reason: the belief that laws are being manipulated to the
advantage of some against the others. This is where the integrity of the courts and legal system
matters. If people see “hidden hands” manoeuvring the laws, such as the Lingam Gate affairs,
fixing of judges appointments, political persecution (rather than standard prosecution): it will
further reinforce the belief that the laws are opaque to most. These hidden hands are the invisible
hands that dictate the outcome of any legal proceedings.
For me, my experience with Danaharta Act is one the most acute case. The Act is clearly a
draconian act, just like the Internal Security Act, where you can be arrested without warrants, and
be held indeterminately. In my case, Danaharta Act was “used” against me and ABRAR to ensure
that ABRAR and myself is held indeterminately. Until today, the ABRAR case was never closed,
it was under the Price Waterhouse as Special administrator for a while, and then it was passed on
to Special Liquidator by the same firm. When Danaharta is no longer present as a body, it was
carried on by ProKhas, executing the same thing that Danaharta was doing. Did Danaharta,
ProKhas, and Price Waterhouse ever published and make full disclosure of what happened to
ABRAR? Until now, I don’t know of any.
The same thing happened in the case of my securities case with the SC. It was a pure case of putting
me through a narrow tunnel, whereby you can barely move your body. So what you have to do is
to wiggle your way out slowly, through the legal systems – and in my case, it took more than 13
years. On another case, Dato’ Ismail Zakaria, whom I occasionally saw at Taman TAR mosque,
took more than 14 years (at the session courts) to reach a verdict of NOT GUILTY. I really pity
him, a man that was touted as the Banker of the Year while he was at the helm of Sime Bank. He
was truly a nice and honest man, as I can see from his character and demeanour. By now he should
be in the late sixties or early seventies. Nothing much is left out of him, for all the years that he has
fought.
Recently, another case that worth of mentioned here, Assari Mahmood, a school mate of mine from
MCKK, was charged with some crime related to Aldwich Berhad. He was arraigned, put into jail
for few days, and finally the trial went through the motion in court. He was not even called for
defence, when the Judge ruled that there was no case to answer. I know the subject quite well, since
Assari shared with me the facts of the case before it went to trial; and from my own personal view,
the prosecution should not have even charged him to begin with. But may be due to some invisible
hands, protecting some invisible parties, he was made as a scapegoat. For that he suffers; his
reputations damaged, and morale was hurt deeply. The fact is once the motion started, nothing that
he could do, except to “wiggle his way” through the tunnel. The news media puts the coverage on
him on the day of the arrest, but nothing did come out when his case was won. The same thing for
me, it was front page newspaper when I was charged; but there was not even a single reporter
present when the Appeal Court finally freed me. It was only news worthy when it is negative (for
you), but was never news worthy otherwise. This is the asymmetry of life.
Could we do anything to change this issue of “invisibility” of the laws? I would say that it is very
hard. Laws are there to protect the people, and keeping things in order. The purposes of laws are
good and well meant most of the times. However, when it is tempered with, causes the problems
of invisibility. And this invisibility hurts people who are directly affected by it, more than helping

him. With such invisibility, you have little defence, and if you don’t have the fighting spirit, you
will simply fade out, and left out dejected by the society. You become no one!
Can you in turn fight the “injustices” and claim back what you have lost, in terms of monetary
terms and time, plus all the sufferings and emotional damages? NO. There are no such provisions
within the laws. Well, there are but you are suing the Government (i.e. the AG’s chambers) and
Danaharta, and alike. With the laws written as such, they are all immune from their action. The
onus is on you to prove “mala fide” prosecution, and gross negligence. If you manage to prove that,
then only you could claim for compensation. Those who are wise enough understood that you will
die first before you can get anything achieved.
So I would conclude that “laws are invisible thing” and this invisibility tends to hurt you more than
it helps you. So please beware and tread with care.

The Quagmire of the Legal System
In every civilizations, the foundations of the society lies in the rights of its citizen. Once the rights
are defined, respected and practiced, the civilizations will thrive and prosper. One the defining part
of the US history for example, are when the settlers work together to define their rights and how
they govern themselves laid the foundation for the development of the US and subsequent growth
and economic growth for the last two decades.

We Malaysians are lucky in the sense that when got our independence from the British, beside
other legacies that they have left (such as a respectable education system and health care system),
they also left us with a very well define legal and court systems in the country. However, to most
people, the court and legal system in the county is just like a “black box”. It is something that you
see, but can never understand. All that you see is something that comes in, when cases are
announced in papers (usually criminal cases), and after a long while, the results of such case was
announced. What went through during the interim period (which takes years), is not understood.
How the decisions are reached, what happened inside the courts, how the arguments, evidences,
and the back and forth argument took place and finally how verdicts being delivered: are not
comprehended by the public.

The threat of going to court (most of times by creditors), will sent shivers to anyone. In fact some
people that I know, have sleepless nights the moment he received a letter from lawyer, putting to
notice that he will be sued in court unless he makes payments for some case that he was a guarantor.
Similarly, when investigating officers for criminal cases calls someone for questioning, with some
“threat” the person will almost blurt out anything, just out the fear that he will be incriminated, and
say all things necessary to save his skin, so that he will avoid anything that will lend him in trouble.
The truth is, when the person panicked, the more vulnerable he becomes; and the easier it will be
for the IO to get as much as possible from him. Many don't understand the law very well, and the
IO will show that he is the “law” and he understands the law. With such imposing stature and
perception, most person will be rattled.

The other problem with the public is perception: when someone is charged in court or brought to
court, that person will suffer an image problem. In fact, most people will see him as “guilty, until
proven innocent”, despite all the saying that a person is innocent until he is proven guilty. The
charge itself, is also generally confusing to many: the wording of the charge generally will sketch
out the events that on such dates, the person has done such things, which violate such laws under
such section and therefore may be punishable by certain punishments. The laws itself is not
understood, as well as the description of the action itself make its sounds that the person had
committed such crime.

My case started with a raid to my office on 11th July 1998. During the raid, the IO issued warrants
for search and seizure of so many documents, as well the hard disks and computers from my office.
After that many of my staffs were called in one by one for questioning and “statement taking”,
which lasted for more than six months. From the feedback that I received, it is clear that the
investigation target is me. I have told everyone, just co-operate and tell the truth, as the truth will
not hurt anyone. I have written for the SC to return back many documents, which fall on deaf ears
and they in fact need not entertain my request (regardless of what happen to the business). After a
while, a travel block was put on my passport. When I inquired to the SC, they gave no response.
In fact, the IO told me that under section...46 of SC act, they have the powers to do so. The section
read as follows:”....”. What baffles me is that, on what pretext that they believe that I was leaving
the country and avoid prosecution? By early 1999, I received warnings from some friends that
charges against me were being prepared and soon I will be charged in court.

Finally I was charged in KL Sessions Court on aa April 1999. I was charged under section 82A of
the Securities Industry Acts, with three different alternatives, namely Section 82A sub a, alternative
one, under Section 82A sub b, and alternative two, under section 409 of the Penal Code. The main
charge read as follows: “That you on....”. The complainant is an Omani National by a complaint
dated: ???? A date was set for my trials on...and a bond for Rmxx was set me, failing which I have
to go to jail. I was charged on Saturday morning, which left me very little time to get the bond
deposited, otherwise I have to spend the weekend in jail, and since I was prepared, I managed to
get the bond done, and leave the court.

What surprises me is that, which I discovered a lot later, during the trials, the complaints that was
“so called” made against me is many months “after” the raid the itself. (The complaint was dated:
?? and the raid was done in July 1998). When the complaint was furnished to the court, it was not
a complaint but rather an inquiry about the person investment in AGAM and was not about the
specific issue. Furthermore, what baffled me is the complainant himself is the person benefited
from the transaction (as alleged), as he was the one receiving the money. The real people who
should complaint are the investors as per the charge itself. When confronted on this issue during
the trial, the DPPs said that they received complaints from these investors later (and these
complaints were furnished as well throughout the trial) and they were dated even later (1999 to
2000). So was there any specific charges that they have against me in July 1998, such that it warrant
a raid and seizure of documents? Was there a complaint that was submitted such that specific issues
should be investigated on me? Or was there any conspiracy of a higher order to get me and my
businesses?

I was approach by some people in about the month of November 1998, who are “ex-policemen”,
and they asks me to prepare details about my involvement with Dato' Seri Anwar Ibrahim. I agreed
and wrote about ten pages of testimony that contains all the facts as I remember them about me and

DSAI. After reading them, they came back to me and said that what was written is insufficient (as
they contains nothing to implicate DSAI), and ask me whether I am willing to co-operate with them
on producing a Statutory Declaration (or SD) on DSAI. I asked “what is the content of the SD?”
They said, I should agree first, then they will show me what they are. They promise that should I
cooperate, there won't be any charges will happen against me and I will be free. Otherwise, the
power that be (they said), will then work out at least three or more charges, that are planned against
me. I said let me pray for guidance first and I will give my answer the next day. My answer on the
next day was: yes, I am prepared to sign any SD as long as they met the following conditions: that
two separate sets was prepared, one having the name of DSAI and the other one with the name of
Dato' Seri Dr. Mahathir in place of each of DSAI names, and call for a full press conference for the
media, and let me sign it in front of the media. I know very well that all of it are lies, and I said,
might as well I lie openly and everyone will know that they are lies, and I will go to jail because of
that. Of course they refuse it, and the three days saga stop. What surprises me was after a few
weeks, I saw in the paper Dato' Murad Khalid formerly of Bank Negara sign a SD that bears almost
resemblance to what they have asked me to do, claiming that DSAI has billions of money stashed
overseas. What a shame!

Before the trial took place, my task was to get the right team of lawyers to prepare for the defence.
During this period I was approached by not less than five different persons who offers their help
that they can get the right lawyers who can “fix” my case. Even some claim that they can “fix” the
prosecution. Each comes with various figures that I need to pay, ranging from RM2 million to RM5
million. I was also approached by someone, suggesting that I should agree to a guilty plea, and by
paying some money to some fixers, I should walk away with just a “small” fine of about RM1
million.

I pay my attention to all, as I have no clue what to do (knowing deep in my mind that I am against
the whole system). I am in fact very thankful to my lawyer, Mr. Terrence Marbeck, who is a very
senior and wise counsel, who advise me that the best thing I can do is prepare a good defence and
disregard anything else and that was the exact advice I took. The most important thing in my heart
is that I know I am not guilty, and I know that I have to stand for myself. All these fixers and
promises appears like “ghosts” to me, and in hindsight, I thank God for His guidance through this
dark and lonely period of my life, that at no time I was swayed by these promises, and let fate and
God's mercy to take its own course.

The trial itself took a very painful slow process, with the prosecution laying their case by bringing
witnesses after another, from the ROC, my ex staffs, and so on. Finally they also brought in some
of the Arab investors, who claimed they have lost their money. What they fail to do was, to bring
in the complainant, which refuses to come to trial by way of claiming that he is sick (until the end
of the trial), and another star witness, my ex-staff who is a Jordanian. Later on during the trial, after
failing to bring him to Malaysia, they produce a CTP paper that he is also to be charged as my

“accomplice”. Despite all these gaps and loopholes, finally after (x months), the judge delivered
the first verdict namely that the prosecution has proven beyond reasonable doubts that I have a case
to answer; and hence, defence is called upon on me. (In criminal trial, this is the first hurdle that
need to be overcome, that is whether defence is called or not).

When the trial resumes, defence was called, we decided that there is no real need to call many
witnesses, as well not much need to recall earlier witnesses, as the main witness (the complainant
and the “accomplice”) was not present during the main trial. I myself, took the stand in my defence.
Finally, after all things were over, and the date of ....April 2003 was fixed for judgment. When the
judgment was delivered, the verdict was not surprising to me: Guilty as charged, but under section
82A-b (that is the First Alternative Charge), and in sentencing, the judge ordered me to pay RM2
million, or go to jail for three years. The prosecution appeal to the judge that monetary punishment
is insufficient, and I should serve custody sentence. But somehow, the judge refuses their request.
So that is how close I was from going to prison.

I know that my fight doesn't ends there, and therefore I requested my lawyer to file for appeal on
the verdict, and later on I came to know that prosecution also file a cross appeal, namely on the
sentence, they want me to go to prison. After a while, I got the news that the appeal case was fixed
for hearing in the KL High Court on xx date 2005. The case went on, this time without any
witnesses, as it involves only arguments and submissions by the prosecution and the defense
lawyers representing me. Finally, the case was decided on ___ date, and the High Court judge
overturn the verdict as well as reject the appeal from the prosecution. Subsequently, I was informed
by my lawyer that the prosecution is not happy with the results and they are filing another appeal
to the Appeals Court, against the decision of the High Court judge. The case is yet to be started (as
of this writing).

All in all, the trial in the Sessions Court took DDD days from start to finish, with a total of about
120 “court days” of trial. Furthermore, it took me another DDD to get the appeal at the High Court
to complete. With the actual trial took place between MM to MM, and 10 “court days”. And now,
I am still waiting for the final part of the trial, the appeal at the Appeals Court, which ....to finish.
A total of almost 10 years plus another 1 year, if you count it from the first day of the raid that took
place on 11th July 1998. What I have said to friends after going through all of these: you need to
have strong stamina and will power to go through these process. It can be 11 years of wasted life
and suffering, of it can also be 11 years of learning, depending which way you want to look at it.
The emotional stress, the physical endurance, as well as the spiritual believe, were all under
maximum tests. Your family members and friends were also tested to the maximum. Most people,
will yield and gave up along the way. For me (during that time and now), I was guided by two
persons who are my idol and living example, namely: Nelson Mandela and Dato' Seri Anwar
Ibrahim. One I have never met and who has gone through the process, and the other one, whom I
am close with, and is still going through the fight. They suffered worse conditions, and what I have

gone through are pale in comparison to what they have experienced. One thing that is clear to me
though: There are a lot of things that are wrong with the system; to which now I will try to address.

What I can see through my experience is that there are two major problems with our court systems:
One is that of the judges and upholding justice. Over the years, the respect to players in court
systems (in this case applied to all: judges, prosecutors, and lawyers) has fallen to the lowest level.
Case fixings has been a norms among many that to a level, a person will say that if you don;t “fix
it” you won't get judgments in your favor, since the opposing side (in case of civil suits) may have
done the fixing already. Therefore, choice of lawyers and which judges hears your case is of
paramount importance, much more than the merits of the case itself. This has been the buzzwords
for at least the last ten years.

The second problem is deals with the court procedures and time: it takes at least three to six months
just to get a court date, and then another few more months for the next date, and so on, and the
process can repeat itself more than a dozen time (which if you take three months as the average
interval – will carry a case for at least three years). If you try to save an assets from value
deterioration, you might as well assume from beginning that the value is gone by the time you get
a decision. And if it involves appeals by either or both party, then you can assume that it will also
takes at least half of the time (ie another couple more years at least, so bringing the average time
to five or six years). If we count all cases in courts (that involves money), I have no doubt it amounts
to ten of billions if not more, in terms of money losses (in opportunity costs as well as real losses).
As the famous legal maxims said: “Justice delayed, is justice denied”, really holds true.

The first problem deal with human weakness and corruption, which is a hard issue by itself. As this
is an endemic issue that has to be addressed top down. Credibility of the court system and the actors
are at stake, and it requires attention at the leadership level. I can't address this issue more than
what I can say here as it is not my area of expertise and knowledge: except that there are enough
discussions and evidence (anecdotal or otherwise) which require serious attention. The Linggam
Gate (as it is now commonly known), stops at the point that it is public knowledge, but being left
there without serious efforts to really address the core of the problem. Even “noises” created by the
current Law Minister, whom I and many respected much his views and efforts (as well as his
credibility), seems to reach some stonewalls from other political leaders. What it seems to be
needed is a total reform of the system (in regard to the players), and as far as I know, there are
enough credible people with high level of integrity who can resuscitate the system, but they are
still being left out and are still marginalized. Respect of the system is a major part of our ability to
attract investments and bringing business home. If nothing is done, then we have to worry about
the future, as we are becoming less competitive and eventually fall out of the radar screen of
investors.

On the second problem: dealing with time, processes and procedures. Again, I am not a legal
experts, but I can claim that I have spent a good deal of time in the court in criminal procedure (as
explained before). I also have seen so many rounds of court proceedings as well court filings of
various sorts and nature. I believe that I will have to do so for quite a long while and may take me
many more years to come (at least in the civil cases).

Based on my observations I can conclude few things: If I want to save any assets or money from
being lost, I definitely should not count on the courts and legal suits. By the time I am done with
it, the decision will be almost irrelevant as what I am trying to protect is already long gone, and the
recourse that I will have at the end will be very minimal (and hence, “justice denied”). So, my
conclusion is: if I want to do any business, and I think that there is a good probability that I have
to go to court someday; my decision will be: forget that business and do something else. If I have
to enter into a contract, it will be best that the contract is only a “reminder” to me and the other
party of what we agree. Because if I ever imagine that I will take that contract to court someday, it
will be only because of my “ego”, but not because I want to enforce it (it is useless, and costly),
and the business is already long gone and whatever is lost, is already “lost”.

Can anything be done to remedy the problems: there are many solutions possible, at least from my
layman's point of view. But whether they can be implemented or not is somewhat unknown to me.
What I can say here is what I can't understand: why it takes so much time for the court to fix from
one date to another? With the technology and good management system, can't this be eliminated?
At many hearings (or submissions), judges (and lawyers too), talk for a few minutes on seemingly
trivial issues, and everybody agreed for postponements (rather easily), and set the next dates
(months later), and come to repeat again almost the same routine in the next hearing – which is
clear to me that there is no sense of urgency in regard to delays involved. It seems to me (many
time in my experience) that the judges and lawyers act just like a bunch of zombies, everyone is
repeating the process of talking and setting dates with no clear direction in mind. Why can't lawyers
on both sides talk to each other, discuss with each other, exchange documents, etc, to save the time
in court and the process? I also can see that most of the time, lawyers are using “technical” reasons
and arguments just to bring forth their case in order to delay the process. Lawyers also, seems to
be at the mercy of the judges. Many lawyers are just simply afraid to “cross swords” with the
judges, as they always worry that they will appear in front of the same judge time and time again
for other cases they work on. And hence upsetting a judge is something that most lawyers will do
as last resort (which are rarely taken). I also can't understand why despite so much similarities
between cases that it takes judges so much time to come with decisions. I also can't understand
why in Malaysia, the ratio of judges per capita (i.e. Number of judges per population) is much
smaller than another developing country (say Thailand)? Why the pay of our judges are so low,
such that it will not attract the brightest of the brains (and also avoid corruption)? I can't understand
why judges have to spend hours and hours on the bench, writing the proceedings by himself (at
least in the case of magistrate courts and sessions courts), until at many occasions I can see how

bored they are, despite we have the most advance computers at our finger tips? And so on the list
goes.

On the criminal cases, I also have my own points (since I have quite a bit of an experience going
through it): I observe that for cases of “white collar” crimes (and prosecution) that our DPPs are
young and inexperienced. The Investigating Officers (the IO), are also of the same category. What
I observe is that, these people, with the “power” entrusted in them acts very arrogantly, and many
times uses “threatening” languages, as if the law is with them and they are the law. There are
enough anecdotal evidence that some of them are using positions for their personal gains (either
monetary, or position wise). What worries me are as follows: in many cases, the person charged
with criminal offense, actually fights their case in a two versus one fight: his lawyer versus the
DPP and the judge. Judges, being another government servant, usually always sided with
prosecutors. In fact many judges were at one time DPPs, before being promoted to the bench. This
case is true at lower courts level. The cases being brought are mired with technicalities (since it is
a white collar issue), whereby the IO (many cases involves the Police, or SC or BNM, BPR), and
the DPPs (which are trained in legal background), and judges (of course from legal background),
are at lost in regards to the complexities of the case. Cases being referred to by the DPPs during
the trials, mostly refers to hard criminal cases (for example in cases of evidence), and rarely I find
that cases used are of similar nature to the subject under trial. For example, in my trial, DPPs
brought examples from the trials of Dato' Seri Anwar Ibrahim, which to their excitement, brought
along many rulings by judges in favour of the prosecution. The level of training is rather limited,
the level of knowledge of players are rather limited, which I foresee that it will continue to haunt
us in the future. What is sad, is that true and hard core criminals may get away, and the less serious
and innocent ones may get caught. Because usually the small fish are less protected and less
prepared, while the bigger fish knows how to steer itself within the system, especially if they have
enough resources and connections to influence the process.

One last word, I would like to bring forth about criminal prosecution is about politics. I learn that
for politician, the best way to kill or put your enemy at check is by throwing a criminal case at him.
Regardless whether the case can hold or not, it is a “good strategy” since you will put him under
the system for a good while. Both of the problems that I have mentioned above works in the
politician's favour: One, if the DPPs and judges can be influenced, and the IO can “work out” a
case, you may get him convicted; Two, the time factor – you will put him under a very long process
that eventually and hopefully will tire him down. His credibility will be affected, his friends my
leave him, his business will be ruined, while the case is going on. Regardless of the outcome, guilty
or not guilty, you have won against him. This was what has happened to me, and it is clear that
what has been done to Dato' Seri Anwar Ibrahim (for the earlier trials). It seems that some smart
“alex” is trying to do the same thing again this time around, with the so called “Sodomy II” trial.
For God sake! Aren't we tired and go so low in our actions, and don't we realize that we are feeding
to the same issue, again and again. Please wake up! We are bringing ourselves down and down.

We need to stop and correct the situation; all of us need to change the system for the betterment of
our country and our future generations.

Securities Commissions at the Gate
My house then was at No 48, Taman TAR, Ampang Jaya. It was a nice old house that was bought
by me under ABRAR Group. The days in late 1998 and early 1999, was a case of daily suspense
that anything could happen to me, as rumours go around that arrests are made, and the political
prosecution has started. The witch hunt has begun.
The Securities Commission started to investigate against me, beginning from July 1998, when
ABRAR office in Desa Pandan was raided by the SC with the help of police; the raid was done on
Friday morning, when at the time I was in Kelantan, conducting a program for UMNO youth at the
Perdana Resort hotel, in Pantai Cahaya Bulan, when I received a call that we were raided, and
documents were hauled away in a truck, computers and servers were taken, and numerous files
were hauled. I immediately called Dr. Rahim, and ask him to ask Anwar, who was then the Finance
Minister, and why the raid took place. Were there any particular reason, and what were the
accusations that are being levelled against ABRAR or me, or anyone in the Group? I immediately
took a flight back to KL, and that night me and Dr. Rahim went to Anwar’s house (near the Socfin
– the official Deputy Prime Minister’s residence), and we met Anwar briefly. We were assured by
Anwar that he will talk to Munir Majid (the Abracadabra guy), and there shouldn’t be any problem.
Note that the time is in “July 1998”, just few months before the Black September of 1998. I sensed
something bigger is coming, but I wasn’t sure, and I told this to Anwar. He said, no problem, as
his relationship with Dr. Mahathir is very close, and they are always in communications. Anwar
was so confident that there are no bigger issues coming his way (at least that what was
communicated to me).
Instead of any retraction, I was called into the SC building (in Jalan Semantan, where SC was
temporarily located then) later on for questioning by one Kiran Kaur Gill. And I asked Kiran, what
was these all about? And I was told that some investors were unhappy that they have lost some
money with ABRAR, and some complaints were made to the SC. I assured her of my cooperation
and willingness to answer any questions and queries that SC have, in order to allay such allegations.
After the Anwar saga of late 1998, continuing all the way into early 1999, after all the meeting with
the Doctor in the House and Daim, my preoccupation was the SC, from the beginning of January
1999. I was also told that few cases were prepared against me under Bank Negara for violations of
BAFIA (Banking and Financial Institutions Act), and someone even told me that there a total of at
least 6 cases that have been prepared against me. So my days were filled, with when it will be the
day that some policemen will show up at the gate of my house, and arrest warrant to be issued
against me. In April 1999, the SC issued a block order against my passport so that I can’t leave the
country, and when I asked for permission to travel, Kiran told me that it is the SC’s procedure not
to allow anyone under investigation to leave the country.
On July 24, 1999, right about 8:00 am in the morning, the gate bells rang, and there the SC officers
and policemen at my 48 Taman TAR house gate – with the arrest warrants and handcuffs. I was
arraigned to the KL Sessions Courts at Jalan Sultan Abdul Samad, in their vehicle. When I got
there, I was placed under the “accused section” and there I saw Datuk Ishak Ismail (of KFC) who
was also charged as well, for a different case. The head of prosecution then was (now Datuk) Encik

Yusof Zainal Abidin together with few DPPs from the SC. It was a Saturday, and time was very
short. I was requested to put bail for an amount of RM500,000 within a very limited window,
failing which I would be sleeping in the “lokap tahanan” for the weekend. Luckily I was ready for
it, even though it was a mad scramble, since banks were not normally opened on Saturday, and the
court registrar was helpful enough to give me the time, bail was paid, and I was released on bail.
That’s the beginning of my long saga with the SC. From the date I met the Doctor, and my arrest
was approximately eight months in between.
Once I was charged, the news came out in the front page of most major newspapers, and TV news.
It was the catch of the day, as some would say. With the charge, I have to resign from all positions
within Abrar Corporation Berhad (as Executive Chairman) and all directorship with any financial
institutions that was under ABRAR: Abrar Discounts Berhad (Discount House), Abrar Unit Trusts
Management Berhad (Unit Trusts), Abrar Global Asset Managers S/B (fund management), and the
list goes on.
I was approached by many people, trying to help me, promising that they can help to arrange “fixing
the case”, by making some payments to some people at higher level. Some say that I could pay
RM5 million and the case can be dropped, and Encik Yusof even suggested to me just to plead
guilty and he can recommend for a reduced fines, and possible no jail terms. Even one of the current
High Court judge (who was then a prominent lawyer, whose name I couldn’t reveal), asked me to
pay him a fee of RM50,000 so that he can write to Tan Sri Gani Patail (then the head of prosecution
under AG’s chambers) to find a way out of the trouble. I did pay him, and he did write to Gani
Patail, but to no avail. And the list just goes on and on. Wow, how the dogs started to prey on me
is really amazing!
This SC story is again a very long one, and it is not my intention to bore the readers about it here.
Therefore, let me just summarize the whole case.
1. The Charge was : “.....”
2. It was the first case under Section 87A sub A of the Securities Industry Act of 1993 (note
that the Act was still new in place).
3. The Complainant was one. Hamed Mohamed Ahmed Al Ghazaly from Oman.
4. The punishment under the Act were:....
5. The trial in the Session Courts lasted for about three years...
6. My main counsel was Terrance A. Marbeck.
7. The main person from the prosection side (representing the SC) is (now Datuk) Puan Ros
Mawar Rozain.
8. A total of X witness were called to the stand; and a total of XX exhibits were used as
evidence...
At the end of the prosecution case, I was order by the judge to defend only one of the charge,
namely: ; The trial continued, and the defence called for few more witnesses to take the stand,
and tender few more documents as evidence. At the end of the case, the Judge, Zaki Wahab,
concluded that I was guilty as per the alternative charge, and during mitigation, I was ordered to
pay RM3 million or otherwise facing a x years jail terms. I asked for a period of six months to

make the payments, and finally in about three months, I paid the whole amount. But at the same
time my lawyers filed for appeal for the case to be heard at the High Court.
The case was heard at the High Court in 2006, and after few sessions, the High Court judge, (now
Datuk) Mohtarudin Baki, ruled that the Sessions Court judge erred on his rulings, and I was
declared to be free from the charges and the monies paid to be returned back to me. I was
represented by Shamsuddhuha & Partners (mr. Shamshudduha and ....), the SC was represented by
Ros Mawar.
The SC then, in turn filed the case for appeal at the Appeals court. The case was finally heard at
the Appeals Court by a panel of 3 judges. I was represented by Shamshuduha & Co, together with
Malik Imtiaz, and SC was again represented by Ros Mawar Rozain. The decision by reached
uninamously by all the three judges that the appeal was rejected; which means the decision by the
high court judge stands, and I am now would totally free and cleared from all those charges. It was
November 2011.
The case started in July 1998, with the raid, in January 1999, when full scale investigation was
carried out, in July 1999, when I was charged in the Sessions Court, then to the appeal at the KL
high Court, and finally to the Palace of Justice in Putrajaya for the Court of Appeals decision in
November 2011. It took more than 13 years and 3 months to clear myself from the charges and
accusations. It started when I was 34 years old, and by the time it finished, I am 47 years old. This
is the most prime aged of any person, where so many things were robbed from him, with the final
results is NOT GUILTY! What a waste of time and life!! But then that is what life is, you have to
go through all of these trials and tribulations; it will make you to be matured and wiser.

Freeman at last?
Post SC….

PART II: STORIES FROM ABROAD

Hero “Kampung”

Globalization, China, and Troubled Neigbours
Globalization seems to be the key words these days. Many politicians, businessmen, academician,
and the common people talk about it. However, as in any general words, it means different things
to different people. I think the best book that describes these issues is by Joseph Stiglitz, under the
title of “Globalization and it's discontents”,...

At the base of it, globalization is good for mankind, it is good for world and local economy, it is
the best thing that has ever happen to all of us. ...

Now let us turn to the new major forces in today's world economy (beside the United States and
other superpowers): namely China and India (or Chindia, as coined by some people). I have spent
a lot of time working with Chinese people, and I have done businesses in China since 1994, right
after China opens its door to foreign investments. However, I have never visited India, and do not
have any business exposure there. Therefore, I might have bias for China and against India.
Nevertheless, I believe that some insights on both are quite interesting to talk about. Since my
experience only covers China, I will have to excuse myself from discussions on India, as they are
out of my knowledge and experience base.

My observations are as follows – In the next ten years, China will surpass many other developed
countries in becoming among the world largest economy. It will have the most numbers of
billionaire in the world (probably in the thousands), and it will dominate at least half of the Fortune
500 Global companies list (today it has about 90 out of 500). China is just like a big monster that
cannot be tamed. There are a few traits of the Chinese that worth noting: you can't find any beggars
on any streets in China; everyone is trained to “find” jobs, instead of begging. Even the blind people
find jobs as “blind masseurs” on some dedicated street corner in some city that I have visited. This
is at the core of Chinese productivity. The common street people in China is not so much interested
in the “politics”, and in fact extremely few really spend time on politics. For most politics are only
for some level of people, everyone else is interested in how to make money. This is another
important character. Another issue is about “order”. To the Chinese, the order is important, and in
fact more important than the form itself. By the “order” I meant is a set of understood rules of
engagements and ways of doing things. By observing these orders, the Chinese governs their way
of managing their business and economy, and protect themselves from the vagaries of the
“outsiders”.

Despite all the negative press coverages (mainly from Western presses) on many shortfalls,
problems, and others with China: it is clear that they will forge themselves forward. Almost
everyone wants to enter China, and most of major businessmen (especially Chinese) from Malaysia
has some business exposure in China. However, the key thing is how to succeed in China. Below
I would like to outline a my observations about what are few key elements for anyone to succeed
in China.

1. Understanding the “order”: which means you need to understand the deep culture of the
Chinese; and it must also be understood that different part of China represents almost a new
set of specific orders. Which also means that you need to spend a lot of time in China. What
I meant by a lot is not a few days or months: I am talking about many years. For me, after
being in and out China for more than fifteen years, I feel that I am still a stranger, and
lacking all the knowledge to make me feel comfortable. Understanding Chinese is not at all
about language, but how to read their mind and mindsets. This far harder than simple
communication. It is about understanding business, people, culture, and behavior.
2. You have to be there yourself. You can't do business in China via remote control. The
dynamics are such that the person must be close to the subjects almost all the time. All
people who have succeed thus far in China, are doing it themselves, and not relying on their
so-called advisers, or management teams, or “local partners”. All of them are hands-on.
Because you have to deal with so many issues almost all the time, and decisions are the
working levels are the most critical to follow through. There are many unwritten rules, as
well as you have to interpret the written rules on a constant basis.
3. You need time for the business to grow and succeed in China and you must understand that
capital is not the “most” important item, but time is. China is where you need to nurture the
business, invest some money, and work it out over a period of time for the business to grow,
and eventually if you work it right, you can be very successful. This is a market, where I
would say, you need some capital to make big capital, but you don't need big capital to get
into it, and yet it won't work if you have no capital at all. And the most important of all,
you need time for your capital to grow big. So, for some people with big capital, they came
to China and start to throw their money, they will find themselves to be burnt; for some
others, they came to China without capital at all, and try to broker some business, end up
with little success and eventually gave up; This rules seems to be true, regardless whether
you are a Chinese or not.
4. Asada
5. dada

Overall, I have a lot of confidence with the business environment in China. The basic framework
for businesses are in place; after years of experimenting with capitalism, China has come a long
way in its growth and development. If you visited China, you can see that a lot of money has been
spent by the Government on the public infrastructure; you can see roads with wide lanes; it has
among the most networked train system in the world; it has among the biggest operating ports at
every major coastal cities; and it is building houses for the public in very large scales; and so on.
China also has a very stable currency, with the Renminbi pegged (on crawling basis) mainly to the
US Dollar; it has a very large foreign exchange reserves (over USD1 trillion), and its banking
system has been restructured to the degree whereby the non-performing loans has been reduced to
manageable levels, and the efforts to continuously reform the financial and banking system are
well on track. The Chinese political system are quite stable as it practice a single party system; and
for all the talk about democracy, the CCP (China Communist Party) is pretty much an internally
driven “democracy” within the party. The top leadership as well as leadership at various levels of
the party manage the country by way of forming consensus. The only thing left is the legal system.
China's legal system is rather complicated whereby a lot of things are not clearly spelled out (at
least in western terms), and a lot of it are left for interpretations. Furthermore, China also has a
myriad of regulations and rules at central government levels and local government levels; which at
many times causes a lot of conflicting interpretations and practices. Despite this drawbacks, the
Chinese are working well with it, and the international investors has also dealt with it with
reasonable success. In another words, people know how to make it work; and this is mainly due to
the attitude and culture, whereby, if they want to make it happen, the Chinese people will find ways
to make it work.

Otherwise, if you are working in the general areas where minimal government involvement and
concessions, China is quite an open market. Trades are quite easily consummated, transactions are
generally implementable, and surprisingly the level of corruption are generally very much
manageable. The only noises that I have seen are coming from the Western businesses, as they are
actually coming to China to enter Chinese market with their western philosophy and approach.
This is where they find themselves at loggerheads with Chinese authorities, and furthermore many
of them came with a certain agenda in mind; and this is definitely not acceptable to the Chinese
authorities. Many times the press, which are dominated by the western media, are trying to portray
negative images and publicity. But for most people who understand China, will have no qualms
about what being said by them.

I also have seen so many proposals for business opportunities in China; some of them were brought
by the Chinese people, while others were “brokered” by some Malaysians. In general my comments
are as follows: in general, the business offered are asking for you to invest the money in some
ventures. This is a general fallacy. First and foremost, we must understand that for any business
that are viable and do-able: the Chinese themselves would have been capable of investing in it.
China in general has so much capital to invest in its own business. The reason why anyone comes
to you is because they can't find any Chinese to invest in it for reasons that are known to them.

Therefore, only suckers will go and invest with those projects. The situation may not be the case,
say ten years ago, because China genuinely are newly opened; but today, things has changed. On
the other hand, if the business are of joint venture in nature, asset acquisitions that are clear and
meaningful, as well as with a clear long term prospects, then these ventures might be proper and
does not fall into the category that I have just described. Projects that are ambitious and require
large sums of money to be poured in one go, are likely to be bogus and unachievable. In summary,
focus on what makes sense, and remember the word I use before: you can invest with some capital,
but not a lot of capital; let the growth creates the capital that you need.

Indonesia. For some Malaysian business people, especially the Malays, they would rather do
business in Indonesia rather than China. Maybe they feel that there are no language and cultural
barriers between Malaysia (Malays especially) and Indonesia. Furthermore, the distance is very
short, and the country is large (in many ways like China) with vast population and land mass. I
have spent more than ten years coming and going to Indonesia, and in fact I have “lived' in the
county for most of these years. I have also engaged in many forms of business, and tried many
ventures in this part of the world. So what have I learn in order for any business (for Malaysians)
to succeed in Indonesia?

1. First and foremost,I would like to reiterate that the rules of item 2 and 3 for China also
applies for Indonesia. You can't do it with remote control; and you need time as well as
some capital. In fact I sense that these rules are true in almost all countries, especially if the
country is large and highly populous.
2. About the culture and ways of doing business: One thing Indonesia differs from China is
that you can't really find and see any “order”, as I have described in the case of China. In
fact, there is almost no set of “orders” at all. Indonesia is all about connections and who
you know. Therefore, depending on what you want to do, you need to be involved deeply
in relationship with people in positions and work out to gain their trusts and confidence;
and eventually you have to work out what form of compensations involved. It is a country
mired with all sorts and forms of “corruption”. Everyone is corrupted, and everyone in
positions are “rent seekers”. For them, they are your business “partners”; without them you
can't do business that you want. Therefore, the hidden costs are so high, and need to be
managed on constant basis. If not, any financial models or forecasts you have made, will
go haywire.
3. Culturally speaking, Indonesians in general (about the population at large) are poor and
lazy. You will find that there are so many beggars on the street corners, begging daily for
money. Some are beggars in form of street “musician”, others in forms of “traffic police”
or “parking attendants”, and so on. You are expected to tip for any forms of service (even
though many of those services are not necessary). The level of poverty are so high and

evident. The economic crisis of 1998, and the subsequent economic management of the
country, pose permanent threat to the social safety net of the country. The politicians,
business people, government bureaucrats are all too busy doing their own “business” in
enriching themselves. In fact I found that most of them have developed a sense of “don't
care” approach to these problems. At most some will do lip service to serve political
objectives. Probably most of them realizes that nothing much they can do to make any real
change on these matters. Therefore, many feels that probably they should care about their
interest only. Even I myself feels deep in my heart at times, with the same conclusions.
Such is the environment, and that's why I called it a “troubled country”.
4. Asdas

Generally my personal view of Indonesia is one of hope, wish and prayer. I really hope that the
country will pull itself through over the next decade; and I wish that many more things can be done
for the country; and I really pray that God gave them strong leadership to steer the country into the
future. The country is endowed with abundant natural resources that are second to none in the
ASEAN region. It has fertile land mass and almost unimaginable marine resources, the earth are
abundance with mining potentials, minerals and other precious metals. What is lacking and hurting
them is leadership and management. After the Suharto era, the country is mired in political
deadlock as well as democracy under severe tests. The local elections (and somewhat autonomy)
is really a trial and error process that will take sometime to settle down. The regulations and laws
are mixed and has so much potential contradictions, that may render any legal recourse for foreign
investors to be almost insurmountable. You put all these together with massive poverty in the
general population and the KKN practices at every level of governments – creates a business
environment that are unsustainable. KKN or Corruption, Crony ism, and Nepotism were the
criticism hauled at the Suharto regime. Looking back, it is clear that the criticism were made
because the KKN was only limited to a small group of elites; and now all the critics has calm down
because KKN is available to a wider range of people. In another word: it is free for all, except that
now the practice has been more refined and more subtle. KKN is not dead, albeit it takes a more
broader and organized form.

Indonesian politics are clearly dominated by the business elites. You have almost many millionaires
(in USD terms) dominating the parliament, governorships, and few of the Ministers are listed as
among the richest Indonesians. Political Capital as I have described are working its mill in its
biggest form. Fortune of business people are intricately linked to their political fortunes. Even
though Indonesia has a substantial population of Chinese ethnic business people, who in actual
dominates and control large sums of businesses, their power and influence are waning – by the fact
that many of the patriarch are aging, and the younger generation seems to be more interested in
businesses outside the country (for example, many of them are quite engaged in China).
Furthermore, they use to depend on Suharto and his family, which since has been on the sideline
and became much of a negative factor, and this in turns eliminates their chance in terms of
monopoly and easy access to concessions. Now, they also have to deal with the fact that I have

explained above, KKN, legal systems, etc., which is a major turn-off and costs them a great amount
of money and anxiety.

In the current global environment, with soaring oil prices, impending global economic slowdown,
high level of inflations, soaring food and commodity prices, depleting resources, massive
unemployments, and many other economic ailments: I am worried that one day the country might
explode again. It is parabolic that Indonesia has among the biggest number of active volcanoes –
and it also is the country in the region that has the most potential to explode in similar manner as
it's volcanoes. I just pray that it will never happen.

The Gulf and Dubai
I would like bring back our attention to the section that I have written about oil. Let us just run a
few facts down: Saudi Arabia today produces approximately 12 million barrels of oil per day,
which is about 12/80% of the total world oil consumption; Kuwait produces x m; Abu Dhabi: ;
Iran..; Iraq..In total the region produces Yym which is about 40% of the total global consumption
of oil today. Furthermore, the Gulf region also holds the biggest oil reserves in the world, whereby
almost 70% of the total reserves are under the earth of these countries. Beside oil, they also holds
the biggest reserves of natural gas.

If we use a simple calculations, say using USD70 per barrel for the price of oil sold (we cannot be
using the price of USD120 since this is a spot price; the actual price transacted many months ago
will be somewhere between USD70 to USD100 per barrel), and we multiply by 30 million bpd, we
have USD2.1 billion income that are flowing into these countries on daily basis. For a year, the
figure will reach USD720 billion. If we also take natural gas supply and other factors in price, it is
safe to assume that the total per year will be in the range of USD1 trillion. This is a staggering
amount of money.

The other side of the equation is where does this money come from (or at whose expense)? The
answer is: any country who is a “net buyer” of oil, in which case it is no other than the United
States and the Western countries. The US alone consumes about 20 million bpd of oil, and the
European countries consume almost another 12 million bpd. If we look at the figures, we can safely
assume (even though somewhat incorrectly in terms of international trade – but good enough for
our understanding), all oil produced in the Gulf are consumed by the US and Europe alone.
Therefore, if you want to think in simple terms, the monies are “flowing” from the US and Europe
to the Gulf almost USD 1 trillion per year. This what makes the whole thing to be quite astonishing
in one way, and quite worrisome in another way. No wonder why the region becomes the central
heartbeat of the world, and strategically holds the world by it's pulse.

What happen if the oil price went up to say US200 per barrel? Or if it goes even higher in the
future? As I have explained before, the scenario of oil price at US200 per barrel or for that matter
US300 per barrel are not so far fetched (at least in the next ten years), and it is clear to any naked
eye that the situation is not sustainable. In fact the global wealth imbalance will tilt towards these
countries in much unimaginable ways. Furthermore, if we take the income per capita for the
countries like Kuwait, Abu Dhabi, Qatar, and to some degree Saudi Arabia, the net wealth effect
for the people are multiple folds. No wonder today we can see that the whole area is experiencing
the biggest economic boom in their recent history.

If you take recent announcements made in the area: the total projects announced in countries like
Saudi Arabia, Abu Dhabi, Dubai, Qatar and Kuwait alone reaches dizzying figures of trillion of
dollars. You will think that either these people are crazy or are they out of their mind? How can
you build from the dessert “new cities”, from the seas “new islands” (the Palm in Dubai), from the
earth “world tallest” structures (Burj Dubai), world biggest “zero carbon foot print” areas (Abu
Dhabi), world biggest airport (Jebel Ali airport), world tallest twisting towers (Kuwait), six new
economic cities of hundreds of billions each (Saudi Arabia), and so on the list goes. Well if you
look at the story that I have explained in regard to the money flow (versus oil flow), probably you
would understand why.

While these “news headlines” projects do take the attention of the world, the reality is actually
quite a stark contrast to what you see on the ground today, except for the case of Dubai. Take Saudi
Arabia for example, the infrastructure of country is still way back compared to many developed
nations. It is a country with a very high level of “unemployment”, and about half of the population
are literally below the age of twenty. Its housing sector are well behind schedule, such that today,
it faces a shortage of almost two million houses that are needed to be built immediately. The Saudi
airports are old and needed to be upgraded. If you visited the capital: Riyadh, you will find that it
has literally no “five star” hotels, except for the Four Seasons, which is the only new hotel being
built recently. All other hotels are old, and needed to be replaced. You will find similar story for
Kuwait and Oman.

The real exception is Dubai, followed by Qatar, Bahrain and Abu Dhabi. Dubai takes a different
stand in its developments starting from the late 1990s. Bahrain on the other hand, being a non major
oil producer has taken a position to be the banking and financial center for more than two decades.
Qatar and Abu Dhabi are the new players in the field.

Why the focus is on property markets: investments in the property and stock markets are the most
superfluous forms of investments. These two asset class are the sources of most modern economic
bubbles and subsequent bursting of it.

At heart – all of them are “real estate” projects. There are insufficient thinking been done about the
“local” population, as there are really no clear means of them using these assets for production. In
case of real estate projects, almost all items are imported to the region, since it has no iron ore of
its own, neither it has manufacturing capabilities of its own. So it end up importing massive scales
of materials and labor from other countries. In someway, this is good for international trade,
because the inflows of money (by way of oil exports) should be countered with outflows of money
(by way of imports of goods and services). What is interesting is that among the big beneficiaries

of the situation is China, since it is now becoming one of the bigger exporter of goods and services
to the region.

Dubai started as a small port and fishing city in the early 1900. From there it transforms into one
of the biggest gold and silver transshipments center between the Indo-Pak continent and Europe.
Dubai never have much oil. The size of it's oil is smaller than the oil of Brunei. The first advantage
of Dubai is that it sits almost in the middle of the Gulf. It is half way between Asia and Europe (if
you take that route); it is reachable from most part of the Middle East (with flights ranging from
one hour to six hours); it is within distance from East Africa; it is also within near reach of the exsoviet nations (such as Kazakhstan, Uzbekistan and others); and off course it is almost a neighbor
of Pakistan and India. The second issue about Dubai is its leadership: it was endowed with visionary
leadership that are willing to take risks, and are quite determined to make things happen. Its
leadership are among the most hands on group of people, and they are quite smart in developing
the ideas and thinking of how to make the most advantage of their positions geographically as well
as economically.

Dubai do not have much money of its own. In fact, in the beginning, they rank among the poor
parts of the emirates in the region. But they know how to create money. The way to create them is
by creating the biggest “real estate” play in the world today. This is a classical case of wealth
creation on a massive scale. You can just imagine the dessert lands which are worthless, say ten
years ago, are valued today, on per square feet basis to be in the range of AED500 to AED1000.
You take that number and multiply them by hundreds of millions of (formerly dessert) land, you
will easily obtain figures in the hundreds of billions. This is what I called as wealth effects, in the
same way that you can create wealth by having share prices (say from penny stocks) worth one fils
to be priced at AED1000 per share, and you own hundreds of millions of these shares. Today, I can
see that these wealth effects has partially been cashed out by the Dubai people, and they use these
wealth (that are created), and convert them into other forms of assets by purchasing assets across
the globe. (Among the recent example is the purchase of P&O by Dubai Ports or Dubai World as
they are known today). Dubai Investment group, a recently created investment arm, is scouring the
globe for various forms of assets acquisitions and investments. Similarly, all the Dubai companies
are spreading themselves in all corners of the world, capitalizing on the same issue.

Therefore to say that real estate projects are wrong – may not be right after all; at least if we take
the Dubai experience as an example. There are a few reasons why Dubai is not the same, if we
compare to other real estate projects that are being launched (say for example, the Saudi economic
cities). Let me list them here one by one.

The first issue is in regard to Dubai laws. Dubai worked hard and fast to create laws that are flexible,
simple, and yet workable. This is simply done by the Dubai Rulers decree. It is just a stroke of pen

(literally). I cannot see how other countries to follow this (Qatar and Abu Dhabi is following almost
the same footsteps of Dubai).

Second: Dubai has allowed money to flow in and out with so much ease. This in essence, create
Dubai to be what I called as the “speculators ball” of the world. It became the haven for many
forms of capital; to some degree “illegal monies”, and what I meant by illegal here is not about
drug monies or terrorist monies, but they are monies that avoid being taxed by certain governments;
they harbor monies from businesses that are from countries which are unstable or not flexible; and
more importantly, Dubai imposed no capital gains tax, income tax, and other forms of “punitive”
taxes. Given that monies can be made, gains be realized in quick successions, all these monies
flowed into Dubai. Furthermore, with so much money flowing into the Gulf (as explained), and
there are not much investments instruments and avenues(coupled with the events after 9/11), Dubai
property play becomes the name of the game for the Gulf investors as well. Hence Dubai becomes
the “money” center of this part of the world.

Third: Dubai's branding and marketing is second to none. It is the only branding and marketing
exercise of a city that are so successful, and it should become an example for many other cities or
countries to follow. The only country that we can compare is Singapore (which is also a city state,
similar to Dubai). Dubai's marketing approach depends on creation of success story to be followed
by other success stories, in quick succession. After that, the words of mouth, and personal success
stories of various people create a natural attraction, and acts like magnet to many; then the rest, as
people say is history.

Honestly, if we take these three factors, plus many other factors that not mentioned here: I think it
will be a tough call for many others to follow Dubai footsteps. Saudi Arabia for example, is not
ruled by one person, but rather by a sizeable extended family of the House of Saud. It won't be easy
to enact new laws, as well as to convince the “monies” to flows in the manner that Dubai has.

But then, so many questions has been raised, of late: Can Dubai continue in it's current path of
growth? Is Dubai really a bubble that has been blown up to unsustainable size, and ready to burst?
Or is it that Dubai is no bubble at all, and will continue to thrive? How about the competitors to
Dubai, like Abu Dhabi, or other neighbouring emirates. Will they take away business from Dubai,
since Dubai is already out price itself, in terms of capital values? Before I make my attempt to give
some answers to these questions, let me warn you that I do not claim that I can forecast the future,
and neither that I can give definitive answers to them; but what I can do is to put some senses to
the issues concerned.

First, let us talk about growth and bubbles. Dubai is definitely a bubble that has somewhat mature.
It is going to be harder and harder for them to maintain the growth that they have experienced over
the last ten years. Take for example an apartment in Dubai today is rented at about AED120,000
per year for 1000 sqf size (ie, AED10,000 per month); this in turns provide a gross yield of 12% if
the property was bought for AED1000 per sqf. The numbers look attractive; however the rental
rates are about five times higher than Kuala Lumpur (on comparable property). The issue is can
the price go up much higher than AED1000 per sqf? Will the people continue to pay should the
renting costs goes much higher, in order to support the increase in price? We all know that
everywhere in the world, a gross yield of 8% is the norm. Therefore, the question is how long these
astronomical numbers can last?

Economy, has its own gravity, however high it goes, one day, the force of gravity will starts to take
over. The only question is when? The gravity in the Gulf is somewhat mixed: the height of the
growth definitely are causing massive downward pulls, but at the same time, the oil (and liquidity)
factor are still providing upward push. At the same time there are no real alternatives present, to
pull away all the liquidity in the area. It is hard for me to forecast which forces will eventually win
and when. A bubble will always blows up: but the nature of each bubble in economic history is
such that not all bubbles are the same (they only share common characteristics), and the
dissimilarities lies in the way it burst. Some bubbles burst in a quick and explosive manner, while
others take a slow process until it settled down. I don't know which way the Dubai bubble will
behave; because bubbles are pretty much a creation of collective human behavior. It is created out
of the herd behavior, self feeding mechanisms, expectations and perceptions – when it was
bubbling; and then, panic, self fulfilling prophecies, rushing for exits, and so on applies – when it
is bursting. From so many studies of bubbles, it is clear that any bubbles can go on for so long; and
may even last years and sometimes decades. Therefore, if you want to predict when a bubble will
bursts, then you are really trying to do a futile exercise; of which I will never want to make an
attempt at.

On the other issues: whether Dubai will be overtaken by others. My answer is simple: all of the
projects and approach by other Emirates and areas, are just following Dubai footsteps. Their fortune
will be the same as Dubai's fortune. Therefore, whatever happen to Dubai will happen to them too.
On the same token, they will never be ever to overtake Dubai. They will always be followers. All
of them are following the same mold, and so far I have not seen anyone else that are trying to
follow a totally different business model, other than trying to copycat Dubai's model, albeit with
some cosmetic changes here and there. Otherwise, all of the projects are pretty much in the same
basket as Dubai; furthermore they all share the same geography, and the same set of players.
Therefore my advice is: Anyone who want to do business in the Gulf, should do so with good
thinking, planning and realism. And you should start them in Dubai, because if you succeed there,
you have better chance of succeeding in other places in the region. Should you worry about the so
called bubbles? The answer is yes. But that does not mean that you should shy away from Dubai

or the region. Bubbles can hurt someone if he is in the wrong position. Therefore, positioning is of
paramount importance.

Facts and Fallacies of Middle East Money
In the earlier section, I have talked about the massive amount of money that are flowing to the
Middle East (specifically the Gulf area), in the trillions of dollars per year. In all likelihood most
believe that this trend will continue for years to come. This is true. Many also believe that these
money are flowing everywhere in the world, and Malaysia should be one of the preferred
destination for these monies. This is the fallacy.

First, let us understand who actually receives the so-called oil money. They are the governments
of these countries through their national oil company and their equivalent of our Treasury. These
companies are Saudi Aramco (Saudi Arabia), Kuwait National Oil Company (KNPC, for Kuwait),
ADNOC (Abu Dhabi National Oil Company for Abu Dhabi), Qatar Petroleum and Qatar Gas (for
Qatar) and so on. Saudi investments are managed by it's Treasury (or Finance Ministry), Abu Dhabi
by Abu Dhabi Investments Authority (ADIA), Kuwait by Kuwait Investment Authority (KIA),
Qatar by Qatar Investment Authority (QIA) and so on. These investment authorities on the other
hand will either invest directly under its name, or they will create other investments vehicles such
as ADIC (Abu Dhabi Investment Company in case of ADIA).

These are the NOCs as they are called, and the Sovereign Funds. Their investment mandate
basically is to save and manage the resources of the country for the future generation of its
population. These are not monies to be thrown away in wasteful ventures and to be managed
properly as part of the countries strategic assets. Their sizes are humongous, and in fact of late,
there has been so many questions being raised, especially by the western politicians in particular,
worried about the power and capabilities of these sovereign funds. It is clear in many recent
takeover cases whereby these funds out bid many people in acquiring strategic assets of the western
countries. (Note that the other sovereign funds that attracted the same attention are the Chinese).
Traditionally, most of these funds has been “managed” or “advised” by the western investment
bankers (usually with big names and titles). Of late (and more so after 9/11), the trends are
changing; many of them opt to have internal management team, and went themselves to go after
the investment strategies rather than sitting home and wait for opportunities to be offered to them.
It is also clear that returns from investments by western based managers and funds, at least
historically (despite all the sales pitch and promises), has been quite dismal on the average. The
so-called safety factor that are being promoted are in reality, far from true. Many of these funds
also decided to employ their own resources as they realize that what matters in this business are
the people; you don't need the big names, because you can just employ the individuals themselves,
and probably it is much cheaper and you have full control over them. This is the trend that going
on today for these sovereign funds, and in my view, it is timely and should be for their own good.

Before going on to other things related to the funds and money, I would like to take a quick
diversion back to the oil issue. Let me start by listing the total of oil and gas reserves these countries
have, and in this way we can have a quick glimpse of what total “value” they have in the future.
Let us see Table X below:

Table

If we take the lower estimates in the Table and apply them based on the price of oil and gas today
(using spot prices) – the total value of their future wealth is a staggering USD zzz trillion figure.
This is too much money to handle. If we take this figure and divide by the total number of their
population of about say not more than 40 million: we got USDxxx million per person. Therefore,
what would be their best strategy in managing the oil and gas reserves? Should they pump in as
much as possible today, or better still, they should do it with much care? If we take the Peak Oil
theory as true, it is clear that ALL other producers already have peaked in terms of their production,
and therefore the price of oil in the future will not go down by any means and probably will have
more likelihood to go well into a few hundred dollars per barrel. They don't need to spend so much
money from what they already have, and hence there is no real incentives to just keep on pumping
at the spigots just to meet somebody's requirements. They should be selfish and keep a clear sense
of managing their assets.

If we take another theory of oil price as suggested by Paul Krugman, whereby he postulates that
oil supply and demand should take an S shape, as described in the following chart. (Chart X). It is
clear that it is more “valuable” for them to keep the oil underground rather than producing them as
fast as they can. In this way, the price of oil will have the “upper equilibrium” rather than the “lower
equilibrium” as shown on the Chart. Furthermore, none of us really know how much is the “true”
reserves that they have. Oil reserves is such a fickle thing, and the production of it is even more
fickle. As I have said before, in case of oil, the numbers that you have as far as reserves, does not
translate into 100% numbers when come to production. Even worse, what if your estimates of
what's under the ground are much less than what you think? In this way, it makes sense not to pump
as much as you for two reasons: one, you don't use as much oil and you don't need as much money
to finance your country, therefore you should pump what are necessary; Two, if you keep more
under the ground for future production, it is very likely that you will have more value from it. In
fact, the money you invest won't grow as much as the value you get from sales of oil in the future.
Investments on monies gained, can give you an average returns of say 10% per year, but if you
keep the oil for later sale, the price might go up 200% or 300% or even more, in ten years, which
translates into annual returns of 15% to 30%. It makes all investments sense.

While the monies that we talk about are about sovereign funds, how about other people in the area?
I call it the second tier monies. And they fall into two category: old money, and new money. Old
money are people who have started their business in the from the seventies and became
beneficiaries from the earlier oil boom of the seventies, and has since grown into big businesses
and multi-national businessmen. The other are the new money, namely these are the people who
make it from the recent boom (a good example is Dubai), and these are organized less as personal
entity but rather through organized companies and also the setup of various forms of funds and
financial institutions. A good example of old money is Prince Al Waleed Bin Talal, Saudi BinLadin
Group, and many other similar examples. Over the last ten years, I saw so much growth in the new
money and in my view they would soon surpass the old money and become dominant forces in the
market. Dubai already showed their muscle. But there are countless other examples whereby time
and time, we can see new announcements of new setups of funds and entities. None of these setups
are less than a billion dollar in size. Many of these entities also are smarter, being run and managed
by professional management and being organized as a public company. Given their setup, they also
capable of raising capital in very large sums by using the capital market, via shares as well as debt
(or generally named Sukuk) funding. In short, many entities sprung ups like mushrooms after a
good spell of rain.

Then we will have third tier wealth, namely the individual businessman, traders, entrepreneurs,
developers, land owners, agency holders, and countless other ways to be rich. There are so many
people who fall under this category.

The question is how does this happen (for these second tier and third tier category)? The basic
answer is liquidity and opportunity. The level of liquidity in the region is so large, and given many
opportunities became available, as the local people, they have this distinct advantage to be the first
to benefit directly. Most of the locals have advantages over others in the sense that these markets
are generally “closed” to outsiders. What I meant by closed is that, there are things that only the
locals can do, and not the others. A good example are land ownership. This is still a closed subject,
only until recently when Dubai start the whole new approach by allowing 100% ownership by
foreigners. Only of late Saudi Arabia is following suits by amending their laws, and so does other
countries in the region. This opening are only a recent phenomena and I believe they will continue
to liberalize their laws in this direction.

The question is whether these monies are flowing to our direction? Say investments in the South
East Asian countries? Or India-Pakistan? Or China and far east? Before I give my view on this, let
me first bring one quote from one of my friend who is managing a good sums of money in one of
the institutions there: “My brother, for me to invest in your area, you have to understand one thing,
what levels of returns on investments can you give me? At the most maybe 25% per annum. We
have investments opportunities in our own backyard that are giving us sometimes more than 100%
per annum. It doesn't make sense for us to invest somewhere far from us, the places that we do not

understand that much, taking risks than we can't understand that well, while the are better things
around?” This quote probably summarizes the point: There are more opportunities in the Gulf today
that are making more money for the Gulf monies, than other places in the world. Their counties are
in need of developments, infrastructures, and so on; after so many years of under investments in
the region. In the old days, the trend was for them to invest money abroad, and that is true since
those were the Sovereign funds, and these funds need to reside in some “safe” place, and there are
no safer place than say the United States or Europe. But now we are talking about new money and
new set of thinking.

Furthermore, Dubai has set a new self believe in them. Before it was not imaginable that they can
create their own business in their own backyard, except for trade related items; but now, they can
also see that not only they can invest and make money in their own backyard, but also they can get
others from outside (in this case Europe and others) to invest in their backyard. This creates a new
set of thinking and makes many of them to revise their approach. This is unprecedented in the
Arabian history. Thats why today, you can see that the emphasis is to invest in their own areas; and
to keep as much money to be circulated within their own country. In this way it will create their
own economy and this will be good for their own people, in short run as well as in the long run.
That's the reason why you can see that (at least based on what announced), there are so many
projects going to be launched in the region. Not a single country or area are being spared. Of course,
most of them are related to property and infrastructure, but as they get smarter and many more
ideas poured in; they will get other better projects to be created. A good example is Abu Dhabi.
Knowing well that Dubai is so ahead in the property game, they worked out more ambitious ideas
such as to create a full “carbon free” initiatives called “Al Masdar Initiative” (Al Masdar means
the Source). They announced that for the start, the Initiative will be funded with a whopping
AED17 billion. Recently also I have seen many announcements on the creation of industries and
other value added setups, and each are of multi-billion in size. This is a very smart move, as the
price of energy (which essentially driven by oil price) is getting more expensive; and energy can
be a major component in production (sometimes can be even 50% of total costs), and therefore
energy intensive productions requires cheaper source of energy, and these countries can provide
exactly that. In this way, they can also be developed into a manufacturing and production hub.
More can be said about their ability to make themselves as the hub for transportation (Dubai already
is a major hub for airline transport), hub for finance and trade, hub for other essential services. In
summary: what my friend said to me was not only a sincere opinion, but also it is really true!

Of course, anyone who has study finance 101 will counter with the argument to my friend: it's
wrong not to diversify your investments, and therefore you should invests in other places beside
your own country. The answer is: yes, they already did. In fact they already invest so much (in the
past) outside their country and very little was reinvested in their own place. So what they are doing
today is to put back things in balance. It may sound awkward that they are investing in their own
country in order to get proper diversifications of their investments – but it is true. Despite all of
these, there are still enough appetite in them to invest abroad. Thats why you see that there has

been announcements here and there for Gulf companies or institutions investing in Asia. For
example, one of the successful foreign bank in Malaysia is Kuwait Finance House. Similarly, there
has been interests in the Iskandar Development Region by Gulf investors; and some investors such
as Emaar and Limitless of Dubai investing in Indonesia. So they are diversifying to our parts of the
world. So should we get excited? The truth is that these are just small sums of investments in
comparison to what they are capable of doing.

This brings me to another quote by another Gulf friend of mine: “My friend, there are two things
that turns us away from your country: red tapes and taxation. Whenever we visited your place, we
are given red carpets treatments, of which we are not too bothered; but what worry us is the red
tape after the red carpets. We live in a world that are tax free, it is very cumbersome and bothersome
for us to understand taxation. We are interested in investments but not the affairs of your
government, therefore it is rather unfair that for us to put our money, we have to worry about your
government's affair (ie taxation)”. We can argue whether he is right or wrong, or he may have
wrong impressions. The point is that we have to understand what is in their mind. So let us try to
decipher the issues a bit further.

First, regarding the red-tapes: like it or not, our system of administrations are mired with
procedures and regulations. Take our national land code as an example, even though it was enacted
with a lot of considerations in mind, it takes sometimes more than few months just to transfer the
title, with so many steps and procedures in between. For all intent and purpose, all these time
needed are just for purpose of paper trail, and nothing more. Capital control was a definite major
issue at one time, until it was recently removed (even though they still complains about easiness of
money flow until now; many still have the impressions that the control is still there somehow).We
also have something called FIC (Foreign Investment Committee), we also have the Bumiputra
requirements, and so on. What is worse is the legal protection by the court system. Whenever there
is a problem they know that it took them a long time to get anything out of it, and probably it will
be useless (see the section on the Quagmire of the Malaysian Legal System). So if this is what they
mean by red tape, then they are right, and we got to do something about it.

Second, about taxation: We might think that it is unfair for them to do business here and yet get
free from taxation (as we all have to suffer from it). First and foremost, we must have a tax regime
that are competitive with the rest of the world. We have achieved this by abolishing capital gains
tax as well as real property gains tax (which was not abolished only until recently). But we still
have the withholding tax on incomes which can be as high as 15%. And off course we still have
corporate income tax at 28% which is already a norm in other countries. Should they then even be
free from withholding and corporate income tax? The answer is depending whether we want them
to invest money with us or not. Many people may not realized that Malaysia, has been giving tax
free incentives for the last thirty years to many foreign investors, through our MIDA and MITI
schemes. We also create a tax free schemes for the Multi media Super corridor, and for that matter

IDR is also a tax free scheme for foreign investors (and no wonder why the Arabs are interested to
invest in it). If we have given such incentives for many Japanese, American, European, Koreans,
and others in the past (and present), why can't we do the same for the Arabs? There is nothing
wrong with tax free schemes, because the objectives is to create jobs and incomes for Malaysians.
If we devise these schemes carefully and manage it well, I am sure that Malaysia can in fact be a
major destinations for them. And off course we better rectify our “red-tape” issues by having a
clear “one-stop” center for them (as we did under MITI and MIDA). Of course, we need to also
boost up our image and our leadership capabilities, because Malaysia has been seen in the past as
visionary and dynamic country; but off late, we have almost lost all of that fervor. Our politician
need to act up and act fast, if we want to be ahead of this game. In my view, the window of
opportunity is still there, but it wont last long.

Camel Traders
If the Middle East (ie the Gulf states) are booming like never before; with the levels of money and
liquidity that are unprecedented in their history; and the future of oil price that will ensure this
conditions to continue well into the next few decades, then it only makes logical sense that this is
where the future of business should be. But then, it is a common complaint by most of the people
that these places are among the hardest place to do business. Few of the Malaysian companies that
has done some business there are suffering from heavy losses, and in fact some has fold back its
operations. At the same time many other new players are scouring the area, and many business
leaders from Malaysia are going back and forth seeking business opportunities and are trying their
luck on securing something substantial.

First, do we Malaysians has something to offer? And are we capable of doing something of real
value? And how do we go about in doing it? What are our best strategic positioning that we should
achieve? These are the questions that I wish to answer in this section. Before dabbling further on
these matters, I would like to bring a story of camel traders, to bring home some important points.

The story goes as follows: There are two Arab Sheikhs, one named Jamal, whose main activities is
to rear and breed camels (as the name implies) and another one named Tajer, who is a camel trader
(as the name implies). One meeting was set between them to consummate a camel trade between
them. The discussion between them went as follows:

Tajer: This year the camel market is looking good. I know that you are among the best known
breeders of certain type of camels, and I am interested to buy 100 camels from you. What is the
price that you think you want to sell?

Jamal: There has been so much demands for camel this year, and I have received so many offers
and inquiries. I think may be I want to sell, or may be I want to hold. I am not sure. However if the
offer is good, I may not refuse, though.

Tajer: Look, we have been close friends for many years since our childhood days. I don't think that
you should look to others, as you know I have been reliable and trustworthy. Furthermore, you
know that I am the best when comes to selling camels to the markets. How about I offer you 70
Dinar per camel.

Jamal: Yes I agree, but your offer is too low. I am looking at something like 120 Dinar per camel.
Please help me with better offer.

After a long dinner, continued with coffee, they went on talking about the family, dessert politics,
gossips, the state of camel business, and so on until the late night. Before went to sleep, Tajer said
to Jamal: why not you think about my offer, and we discuss this tomorrow morning before I leave.
The next morning they met again.

Tajer: Well Jamal, did you have a good sleep?
Jamal: Yes indeed. I have been thinking about the camel business that you enlightened me last
night. I think I agree that the price might not last long as many more camels suppliers coming to
market. But your price is too low, how about we come to compromise by agreeing to 100 Dinar
per camel.

Tajer: Dear brother Jamal. I know the price is still higher than what I want. But for friendship sake,
I agree; and lets go on with it. I might still lose money, but let me see what I can do to get the best
price when I sell them. Please make sure that you choose the best camels that you have and deliver
them in good condition to me.

Jamal: Sure my brother. I will get my people to deliver them to your place in one month time. I
will make sure that my people choose the best breeds and the camels should be younger than six
years old (prime age for camels), and there should be a fifty mix between males and females. All
of them are well fed and should be in good conditions when they reach you.

Tajer: Thank you Jamal. As deposit, here I pay you 1000 Dinar, the rest I will pay you when I get
the camels. Ma' Salaamah.

Just observe how the whole deal was consummated. Neither party have a look at the camels, nor
discuss in details about the type of camels, the exact age, the weights or any other things that for a
normal western businessmen will discuss before agreeing. There is no written contracts between
them (even though in modern day, there will be a simple few pages contract signed), and they reach
a compromise and agreements without much debates save for the matter of price. This is how most
of the business between the Arabs are done: simple discussions, not much details, the broad matters
and agreements reached.

Next month, Jamal's people delivered the camels to Tajer; and as he checked them carefully, he
came out with the following tally: 95 camels, 40 males and 45 females, 10 camels are above six
years old, all of them are of the right breed. What's going on? Did Jamal cheated on him? No. In
fact Tajer is quite happy with it and pay Jamal's people the balance of 90,000 Dinar and let them
go. He just tell them to inform Jamal that they will meet next week.

When they meet, the following conversations took place:

Jamal: Hows the camels? Are you happy with it?

Tajer: Thanks for everything Jamal. I have in fact prepare them for the sale. I also had orders for
about 50 camels. I am going to keep the others for later on, may be the price might go up, and I
want to gain a bit more from it. I may also sell some of the camels as breeder camels, as I observe
that about 10 camels can sold as that. I also may sell another 10 camels as racing camels, because
it seems that there is a good demand for these and their price are quite good, may be 2000 to 3000
Dinar per camel. Anyway, this is the total tally that I have received from your people. See what
you can do to cover these matters.

Jamal: I am sorry for that. What happen is that some camels were lost in the dessert as they were
being delivered to you. Some of them, my people do not really know their age as they were mixed
up together by them. Anyhow, I will ask my people to deliver to you 15 camels next week, and I
will make sure that they are among the best. I wish you all the best in your sales.

Observations: There is no accusations of any cheating or bad intent. In fact most of the things are
genuine risks of business. Jamal is ever willing to compensate for the shortfalls, and Tajer just
easily agrees to it. Jamal also does not envy Tajer for his gains from the sales, as Jamal knows that
Tajer is better than him in that.

This is how business are done in the Gulf. If you expect details to be available to you on the offset,
then you are wrong. When the Arabs are doing business among them, they always believe in honor
and trust. They never want to short changed each other, and it is their duty bound engagements that
nobody among them should lose money in a deal. This code of honor is so strong that it makes
them good traders and businessmen. When you sign a contract you have to expect that first of all,
the contract only serves as a reminder of what you agree at inception. After that you wish and you
want to keep the contracts in the drawers and never to have to refer to it again. However, you should
be smart enough and knowledgeable enough in your areas of trade, because if you make mistakes
on it, it is your fault, not the Arabs fault. (eg. If Tajer makes mistakes on the selling price of camels,

Tajer can never blame Jamal for it). The Arabs will always make goods on what they agree
(especially if it is between them). The main discussions will always be about the “best price”. They
will bargain hard on it, until an agreement is reached. Once it is reached, they will not haggle on it
anymore, and remain committed to it. See that Tajer never want to pay less than what he agrees,
and Jamal, knowing his mistakes makes up for it, and Tajer agrees without much arguments.

If you understand the above story (even though well simplified), then you will understand how to
do business in the Arab worlds. You must have something to offer (either services or expertise),
and you must know how to price these things that you offer; and you better be good in what you
claim you can offer. Don't expect people to be merciful and to give in easily; if you don't demand,
you will not get it. Be clear on your main objectives, avoid going over too much details with them
as thee approach are useless. The rest you have to imagined on your own, and you have to anticipate
what may happen and the risks you take from the market.

Now let me gives you some real life example that I have been through: In one case, I was
negotiating for one land deal in Dubai, between one Saudi businessmen and a Dubai master
developer (government owned). The Saudi has bought a piece of land from the master developer
sometime back at a price of AED900 per sqf. And he discovers that recently, another sale was made
by the master developer for an adjacent land for AED800 per sqf. He then called the master
developer and ask for discussions, and I was invited to be part of the meeting. I saw the whole
camel trade took place, with the conclusion: The master developer will make another piece of land
nearby at the lower price to the Saudi man, and he calculate that if he sell the land at the current
prices, he will make up for the loss on the first land, and even can make slightly more. Both agreed,
and move on with the subject. If this happen in our country, what you can expect is a series of
litigations and accusations flying left and right. For them, they keep the whole thing under lid, and
in fact nobody discusses about the old contracts and started to fight about it.

East Asian Economic Miracle
Let me start with a paper by the World Bank, Policy Research Reports published in 1993 titled:
“The East Asian Miracle: Economic Growth and Policy”. As the title itself explains, the East Asian
Economies (which include the whole South East Asia, Taiwan and Korea) has grown up to become
models of economic growth for the world. The growth was phenomenal and should be the model
and envy of other 3rd World nations. But the question is: is it true? Subsequently, Prof. Paul
Krugman published an article (September 1994) titled:”The Myth of Asia’s Miracle”, which in
essence disputed the claim by the World Bank paper. Furthermore, Prof. Alwyn Young published
two interesting papers which titled:”The Tyranny of Numbers” (March 1993) and “Lessons from
East Asia Newly Industrialized Countries” (October 1993), which explains what’s gone wrong in
how, we look at the numbers and how we can get deceived by them.
The key issue at the core of the discussions is about productivity and efficiency. Do these
phenomenal growths is the result of productivity increase or is it because of other factors, in
particular capital and factor accumulations. The problem emphasized by these scholars was
whether these increases resulted in higher productivity. If not, then something is amiss, as the two
are limited by nature (i.e. there will be a limit to total investments as well purchases of
machineries), while productivity itself has the permanency. To give a parable: assume that an
economy is like a machine; there are two ways you can increase the output of the machine, namely:
to increase the inputs or to increase the efficiency. Off course, if you increase both, then it would
be the ideal situation. The key objective is off course to increase efficiency since that will be
meaningful in the long term, as there always limits to the inputs (i.e. it may fluctuate with time and
availability, plus there will be the natural limits as well).
What they discovered was exactly as they have suspected: the East Asian growths were attributed
by and large by the last two issues, and in fact, there were clear trends of diminishing productivity
growth rate. This is the alarm bells that they are pointing out. In another word, there is no miracle
in the numbers that we all saw. In fact, if these economist were right, years following these socalled “fat years” of accumulation, will be followed by “lean years” whereby these economies will
live by utilizing these “excess capacity” that has been build up in those running years. That is
exactly the case that we saw: after almost ten years of uninterrupted growth, East Asians economies
went through the 1997 financial crisis and post crisis, they actually used up these “fats” to grow
out of the economic predicament by exporting itself out of the problem. During the ten years after
the crisis, the total accumulation of capital as well as factor (i.e. machineries, infrastructures, etc.)
dropped dramatically; however, using existing capacity that were built up earlier, the export engine
did continue and with the help of “lower currencies”, East Asia eventually managed to crawl out
of the hole.
The key issue is: Have we learnt the lessons of what happened and what experience that we can
bring from the last twenty years to the future? Have we learned our cycles of investments
(accumulation of capital) and our infrastructure and machineries build up; and what are our rates
of productivity prior to the crisis, post crisis, as well as today? Is the “miracle” story just a myth
and fads of the past – and is irrelevant today?

Back to Turkey – BIM Story
The story of BIM

PART III: STORIES ABOUT
THE FUTURE

Are we Capable of Competing in the Global
Economy?
In the next few series of articles, I am going to address an important question that is at the heart of
all my discussions on Malaysia and Malays thus far. My interest is not so much on the subject per
se, as it is clear to me that all these discussions are meaningless unless we as the Nation (with the
Malays as the majority) could thrive and survive in the future. I have been searching all over the
place for studies, papers, books and anything that I can get hold on to on this subject; and to my
frustrations and disdain, I couldn’t find much. The subject of Malaysian’s competiveness has not
been the interest of our own people, and off course, not many international scholars spent their
efforts on Malaysia as it is a small nation. Most studies would lump us together with other South
East Asian nations, whereby you can learn some sketches of the subject here and there.
Therefore, I would caution the readers that quite a bit of the writings are from my own experience,
general readings and thoughts. I have not backed it up with hard data as I am handicapped due to
lack of research papers that can provide me with summarized data, and my inability to conduct my
own research and findings – due to time constraints and also since some subjects are beyond my
training and expertise (such as agriculture, geology, etc.). However, given the seriousness of the
subject and the pressing need to raise the issues, I will still make my best attempt to bring readers
broad enough discussions, of which I will let you, the readers decide whether my assessments are
accurate or wrong. For any factual mistakes, I wish to apologize well ahead and would welcome
your input.
With that introduction, let us then delve into how I am planning to organize the discussions. What
I will do in this series of articles is to synchronize it by clustering the issues subject by subject
under different headings. The objective of all these sections are to give various assessments and
state the case where do we stand in regards to our capability to compete in the Global Economy.
PART1: IS GLOBAL COMPETITION A REAL THING?
Let us start with the question about Global competition: Is it a real thing? Or is it just being made
up as scare tactics by some of the large powers and international media? To answer this question,
I need to explain first, what we mean by globalization (as it is not well understood or misunderstood
by most). Global competition does not necessarily mean that we must go abroad and compete in
international market, nor we have to face international companies coming directly into our home
market. This is the common misunderstanding that the public have. Actually, global competition
is much more subtle and closer to us than that.
Let us bring examples to drive this issue home: does Kelantanese rice planters compete with
planters, say in Vietnam? Both don’t even have a clue about each other, and would unlikely ever
met in their lifetime. Both are tilling different lands and don’t even share any resources that they
have to fight each other for. But in reality, they are engaged in a “fierce” competition that will
eventually drive some of them out of their jobs! How could this happen?

The answer lies in the flow of goods that has become global and at the core of it is the ability to
produce goods at cheaper costs and with higher productivity. If the Vietnamese farmers can
produce more quantity of rice (say per acre), with better quality and at cheaper costs – then,
gradually the Kelantanese will be driven out business, as economically speaking, they will have
marginal economic benefits, and eventually, they will be forced to abandon their farming activities.
The same thing is true for many other economic activities that we are performing, such as
manufacturing: before, Malaysia used to be one of the hot beds of electronic factories. Over the
last ten years we can see that most of the advantages have diminished, and one by one the factories
are being phased out into other locations that are deemed by the manufacturers as more competitive.
This is not true only for the multinational companies, but also for Malaysian owned companies, as
they have to work within a certain cost and competitive structure, in order to survive. In this sense,
then the workers in Malaysia do compete with workers say in Guangdong Province of China. And
in this case Malaysian workers have lost.
Another example is Malaysian Palm Oil. What it has to do say with soy bean produced in
Argentina? Both locations are thousands of miles away, operating under totally different climate
and serving different markets. The costs structures for the plantations are different; the cycle of
planting also differs. In short, both are seemingly in totally different domain. Yet, in actuality, both
are highly interdependent on each other. While both are serving quite a distant market, the prices
of them are determined by the financial markets in New York, Chicago and London. Whenever,
prices of soy bean futures get battered, CPO prices also takes a plunge; and vice-versa. The global
financial market has made this integration to be so close and intricately linked. Hence, a drought
in Argentina helps to push CPO prices upwards, while a bountiful harvest there produce strains on
CPO prices.
How about construction industry? It seems that small contractors from China will have a hard time
to come and compete with small contractors in Malaysia and vice versa. Again, that is not true;
neither has to come to the other market to compete. Take for example, the steel and cement prices;
the contractors in China, due to their high domestic demands for both items, drive up their local
prices to almost a triple fold; which in turns drive up Malaysian prices to almost similar level. The
resulting problem caused many Malaysians contractors suffered losses, due to assumptions of
lower costing strategy that they have adopted prior to the increase. This is an example of how, two
different sets of people, operating in two different environments compete for the same resources
that both needs for their activity.
With those examples, I hope that I have driven the point clear: global competition is pretty much
closer and nearer to us than what we think. It is there in our daily lives. Now, let us move on to
some serious examples and further deliberate the subject. Could we imagine that someday, our
telecommunication providers are of non-Malaysian origins; and our providers are operating beyond
Malaysian borders? The answer is: we already are. Whenever we make international calls, the
“traffic” is being routed through international fibre optics and satellite linkages, which are not
owned by Malaysians – and hence these international companies do operate on us, albeit indirectly.
They are the ones that determine the costs structures for these calls. On the other hand, our
companies also have gone abroad to Indonesia, Pakistan, and others as an operator. How about

automobiles, banking, airline transportations, and others? The same answer is also true. In another
words, even in so called strategic industries and sectors, where we deemed them to be of national
interest and national security, we are no longer safe. In fact, the hypothesis is, over the next ten or
twenty years, the situation will be even worse (for example: WTO agreements and other
international multilateral agreements).
In summary: we are already living in the era of global competition. Whatever we do and perform,
one way or the other, we are competing with people from other part of the globe, consciously or
unconsciously. How we do our things affects how other people do their things and vice versa in a
much intricately linked way. Despite all the various walls of protectionism that we have built to
protect our markets, they all have literally crumbled down. What’s more dangerous is, we continue
to live as if we can protect our markets; and shield them from other global players – whereas dayto-day we are subjected to them. This sense of false “security” and “protectionism” are what
worrying me; because it gives us no sense of urgency and ill prepared the society for many
challenges that are facing them.
What is more worrying is the further integration of global economies just beyond the goods markets
(i.e. international trade) into integration in the financial sense and in terms of how the global
feedback mechanism works. Recently, some scholars have started to address and documents how
the US economies affected other major economies and vice versa. Furthermore, how the major
economies affected other smaller economies. What they found is that the percentage of
transmission of economic aggregates from one country to another can be as high as 20%. As the
saying goes: “when New York sneezes, Tokyo will sneeze too; and worse still the Third World
country will catch the fever”.
I hope that the above introduction convinces you that global competition is such a serious thing
and deserves careful look; and that is what I hope to do in the next few articles.

Natural Resource – Where are the Limits?
Economic endowment is one of the vantage points of any economy. By endowment I will restrict
them only to non-human endowments such as minerals, land, waters, and others. There are two
classes of resources namely: one that are exhaustive and non-renewal and the other one is “nonexhaustive” and can be regenerated. Examples of non-renewal resources are what we can extract
from the earth such as petroleum, minerals, coals and others. While the “in-exhaustible” resources
are our land, forest, rainfall, sunshine, rivers and seas, etc. The reason why I used the inverted coma
for the word “non-exhaustible” is because they are seemingly unlimited, but the truth is they are
also very much limited in reality (I will address this issue later).
Why natural resources matters? An economy that is blessed with rich and abundant natural
resources are undoubtedly in better position when comes to Global competition compared to a
lesser one. Take for example, the State of Qatar, with natural endowment of large natural gas
reserves, would require less of their efforts in order to survive compared to say the Island of Fiji
(which is comparable in terms of land size and population). A country with more resources
naturally will have more tools at its disposal than the one that doesn’t. However, we must also
realize that natural resources only serves as the prerequisite or the necessary conditions for success;
but it is far from sufficient. Those who plunder and mismanaged the resources will at the end, end
up poorer than those who don’t, if they managed it properly. The case of Singapore and Hong Kong
will be a good example; both lacked any natural resources and limited by land size. With good
management, they have managed to overcome this handicap that naturally possess.
Now let us examine our case, and perform a cursory review of our natural resources; what do we
have and how are we managing it. Let us start with mining and minerals: the main production of
our mining activities is undoubtedly the crude oil. They are produced from two main basins, one
in the South China Sea and the other from off the coast of Miri, Sarawak. Given that our national
boundaries are small by general measure, there won’t be any more major findings of oil reserves
that we can search for. What’s available is pretty much discovered and known. In another word,
we can almost measure how much of the oil resources that we have and how long it will last (less
than 30 years).
While other mining resources are pretty much known that we have little or almost negligible
amount left. For example, the tin mines – which are almost inexistent; gold mining – while so much
hype being made by some quarters- is also negligible (as the deposits are too low and hence to
costly to extract); we have no recognizable iron ore deposits; while in regard to coal, we have some
deposits in pockets of areas in Sarawak, the calories grade are quite low (below 4,000 calories per
tonne) to be of real commercial use. On the other hand we do have sizeable amount of silica (sand)
and clay deposits; the only thing is that the commercial value of them are still debateable.
Geologically speaking we are not as gifted as our neighbour, Indonesia, since our land mass are of
older nature and the earth plates are well in place for many billion years – therefore the absence of
any volcanic activities. The judgement is: definitely we are and will surely be net importer of any
minerals and metals that are useful for the country in no time.

Then let us delve into the other resources that we have mentioned before, starting with land.
Generally, the size of land available for agriculture is diminishing by the day; as our population
grows we require more land for housing and other human activities. The total un-cleared land left
is about 20% of the total area of the country. By un-cleared land, I meant the “virgin” or un-adulated
forests that are still around. There is a strong argument that has been propagated that is we need to
clear our jungle for the purposes of palm oil plantations, which are an important product of our
country. I do agree with that, with the only caveat is that, there has not been sufficient study to
carefully evaluate the total environmental impact as well as productivity, as well as long term
economic value of this exercise. One thing that is clear, deforestation has in many ways cause a lot
of environmental damage that if we take into account, more than offset the gains that we have from
the plantations; except that the costs are not obvious and will be borne by the society at large (at
the “expense” of the “profits” of the planters). I also observe that quite a large amount of land that
are deforested for the reasons that they will be planted suffers from two issues: one, is that a good
tracts are actually never suitable for planting palm oil; and two, even if the land are planted, it
requires significant amount of usage of fertilizers as the top soil of these lands are so thin and
requires large amount of nutrient input – therefore they are more costly to maintain.
The more I read and study, the more I am convinced that the issues are much serious than what I
have previously thought. The mere believe that lands should be cleared without much consideration
for purpose of plantation can be calamitous in the longer haul. Off course, we are doing these at
the expense of our rainforests, which in most cases are not-renewable as we might think. Once it’s
gone, it’s gone for good. Could we be that agricultural nation that some might think we can be? I
begin to develop serious doubt about it. Our lands are quite fragile and not as “fertile” as we think.
If we want to develop our agriculture, without much doubt we will be totally dependent on
fertilizers and other supplements to make it viable. It will be a very costly exercise.
This is the reason why for example, our cost of producing one tonne of Crude Palm Oil (CPO) is
more or less about USD300. When the prices of CPO hovering at USD1,000 per tonne, then we
are fine. How about if the prices went below USD300: what will happen? We have to dump all our
produces since it is earning a negative income. That is what exactly happening today, as many
small farmers, whose costs are way above that, found it to be wasteful to sell any Palm fruit bunch,
and therefore just throw them away. In summary: this whole business of clearing the lands and
converting them into agricultural use are not as trivial as most have thought. Given that we are
almost reaching our limits into what amount of forest (and land) left, managing them at this stage
are much more crucial than what it’s used to be. (But are we doing that, or even thinking about it?).
The same case can be said about rice farming (and other farming). If we drive by the countryside,
we can see many lands that were abandoned and left untenured (i.e. not farmed). At the same time,
we are a net importer of rice. Why that is the case? Rice farming used to be a traditional activity of
our society many decades ago. The farmers are facing a very challenging problem: low yields and
low prices of rice (hence price for Padi). These problem are two pronged: the lands are of low
fertility as generations of faming has left little or no natural nutrients left in the soil therefore reduce
the yields from the planting; and on the other hand, due to low price of rice (and high price of
fertilizers to supplement the fertility of the land), the marginal economic benefit to the farmers has
almost been totally diminish. Why the price of rice is low and cause these problems: again we have

two reasons: one, because imported rice are much cheaper (i.e. some other countries have better
yields at cheaper costs) and because of our government imposition of price control of rice (to keep
inflation low). When Sarawak Government and the Federal Government recently announces that
they are going to create the biggest “rice bowl” in central Sarawak – I wonder whether they have
realized what really went wrong. That is we suffer not because we don’t have enough land, but the
fertility of our land is so questionable, and our price control is working against the farmers.
In summary, while we do have abundance of water and sunshine (almost seemingly unlimited) for
agricultural use – our limitations is going to be the land. We have a small land mass, even smaller
rain forests left, as our nation grows, the demand for land will be even higher, and our requirements
to be somewhat self sustaining in agriculture will become more and more challenging. (Note that I
have not addressed about timber and related issues regarding forest products –for the purpose of
not writing too long of an article. But the issue by itself is worth discussing at some other times).
Now let us go to another resource: namely, our rivers and seas. Let me start with the rivers: we are
lucky that for the purpose of irrigation, our rivers played non-critical role, and with abundant
rainfall, our rivers are plentiful of water. We do not have problems faced in other countries,
whereby the rivers are actually drying, which contributes to acute water shortage. However, what
I am more concerned is about the usability of our rivers beyond irrigation and water supply –
namely as reliable source of aqua culture and non-salt water fisheries. As of today, it is really
unfortunate to say that our rivers are hopeless when come to this function. It has been diminished
long time ago (probably about 30 years ago), due to pollution and sediments from soil erosions
upstream (due to deforestation), which have practically eliminate the natural habitat for river
dwellings. Since no detail and careful scientific study that has been conducted, we actually do not
know what we have lost (perhaps permanently).
As in regard to our seas, we have to realize that our share of the seas are limited due to international
laws that whatever is beyond 200km away from our shores are considered international waters. If
we realize that our fish catch are getting smaller and smaller in size (and probably in quantities as
well) day by day. It is very hard to find 10kg or more Grouper from our wet markets (except may
be for Sabah). Whereas, in Indonesia, I still found them to abundant. What all this tells me is that
we have deplete our fish population to a degree that we are catching smaller and smaller fish –
which are actually a very dangerous sign. It also meant that we allow little or almost no time for
these fishes to breed, as in some cases, certain species require an age of at least seven years before
they start breeding. Again, in this regard I am not sure what is being done, what studies have been
made; and I am not sure even what we have lost, due to years of over fishing. We must understand
and realize that fish and marine products constitute of at least 40% of our protein intake and hence
a very crucial components of our food source.
Some might argue that we have developed and supplement our marine aqua culture by way of
farming- such as the tiger prawns and other fish species such as “Siakap” and others. One thing
that we miss is that, these aqua cultures do not grow by it selves – it need to be fed with protein
source, namely other fishes that we catch from the sea as well as other feeds from agricultural
produce – and they are not cheap by any means. The other challenge is the increase in the water

temperate due to global warming as well as pollutions – which makes the subject becoming more
challenging and in some cases, infeasible.
The point that I am hammering is as follows: we have a lot of natural limits to our resources as our
nation is small compared to others. As the Global race for resources becoming more acute, we will
face a daunting challenge that may be rather severe in its outcome. We are not managing our
resources in the most optimal manner – as most (especially the leaders) think that these resources
are inexhaustible. Even in the areas that the resources are exhaustive such as oil, I am not sure what
are the plans that we have; what more if we think about our lands, rivers and seas: it will be a far
fetch subject to most. I really believe that we have to start to conserve and manage our resources
to allow our children to have something with them, to enable them to compete on the Global scene.

Future is in Trinity & K-economy
From the dawn of humanity, when we start to settle down from nomadic traditions to become
river bank dwellers, we fought over territories fighting for 2 elements essential for life, namely:
WATER and FOOD. Civilizations bloomed along these river settlements because both available
in plenty – hence nations grew and became strong. Politicians rise and fall, and in the process
strong leaders emerge, and war between these cities and nations began. It is about territories that
are abundant in both.

Today, we have the 3rd element came into play, namely ENERGY. Energy, whilst actually
available in abundant in nature, such as sunlight, wind, etc., however, in modern times, energy
only means one thing: hydrocarbon fossil fuels – which also implies only one thing: crude oil. Oil
which was discovered and developed about slightly more than 100 years ago, is THE main source
of energy today. It became the main source not be default but pretty much by design and
economic necessity – it was the cheapest and mostly easiest to deal with and available in
abundance (then).
Energy, while being newest, is the most wicked of these elements, over time, it became the single
most influential, and embedded in other elements – we need energy to produce water and food.
And thus, energy now becomes the single most important element, out of all the three. Hence, the
history repeats itself, that nations and civilizations, through rise and fall of politicians, goes to
war with each other in the most basic elemental interest of control over energy (or oil). This is the
basis and source of war today.

Oil (being the main source of energy), is limited as any other natural resources. It took billions of
years to form, and only 100 years to deplete. Once scarcity sunk in, costs soars – and along with
every other cost went along with – especially water and food. But then how does water & food
costs became interlinked with oil price? For food is more obvious, agriculture industry today uses
fertilizers which comes from oil and chemicals. The industry involve massive amount of energy
to transport, process, store and prepare the foodstuffs. But for water it less obvious. Water is off
course available in abundance – but the shortage is in usable water. Seawater is not usable unless
we use desalinisation process; river water is not usable unless we use filtration and cleaning
process, etc. And water need to be stored and transported, and thus involves large amount of
energy.
And thus, the wars for oil are what we have seen; and that is not the end. People predicted that
war in the future war for water will start, and so on. The key question is – do we have other
choices of how to deal with the 3 elements that are so essential for our life? Are there real and
viable alternatives?

Human history are full of inflection points – where the course of history will take a new path,
tangential to the old path that has been developed; and this new path will take us into a new plane
and new course of history. When oil became the de-facto source of energy, it did because an
inflection point did occur, which took away the coal and other source of energy from
consideration. From then, the modern engines were developed and the path was almost set for
certain. But then again as the human history has shown that inflection points do and will occur.
So what will this new inflection point look like and when it will occur? Nobody can tell for sure,
but we can use some of our imaginations.

Energy
Energy is the major component of our living costs. Everything that we do, touch, and eat - are
linked to energy. It is the source of the modern day life. We need energy to light up our house,
buildings, streets, etc; we need energy to cook and prepare our food; we need energy to produce
our them; we use energy to move around whether by automobile or public transport; and so on.

In fact energy is almost everything. Even the water that we use to bath and cleanse ourself, uses
energy; every thing that we use such as clothings, chairs, tables, etc., requires energy to be
produced. It is estimated that almost 40% to 50% of our disposal income is spent on energy. The
only thing that we may not realize is that whether it is spent directly, such as buying gasoline and
paying electric bills, or indirectly - when we use water, eat our food, etc.

That's the reason why when the price of the major source of energy, which is oil or fuel, increase,
everything else also went up. And for that reason, when the government increase the fuel price
(i.e. reduces the subsidy), the impact on the costs of living is tremendous. The impact is even
more severe on low income segment of the population, where the percentage of their spending on
"energy" can be as high as 70%, in relative terms.

The impact of energy price increase on the economy is direct - when people have less percentage
of their income left to be spent, they will purchase less of the "non-essentials" or they will even
spend less on "essential" items, due to less money available in the hand. In another word, total
consumption in the economy will be reduced, and similarly there will be less cash available for
savings, and savings figures will also dropped. Both of these elements of reduced consumption
and savings will have long term impact on the country's economic growth. And on the same
token, higher prices means higher inflation, which means people's future purchasing power is
also reduced.

We can go on and on relating the economic impact of energy prices, as per standard economic
text book forecasts of cause and effects. Nothing of this should be new to anyone.

I have the privilege of watching our local Television and News for the last few weeks; and what
abhors me is the aloof nature of our media and leadership. There is nothing wrong to admit that
the prices of oil and fuel are beyond our control, and are being determined internationally.And
also there is nothing wrong to admit that fuel prices is a major concern of the government and the
subsidy involves are huge, and causing a drain on the national budget. People are intelligent
enough to understand all of these. What is more important that we (the people) need to know is

what are the plans that the Government has. Is there any real efforts or strategies that government
plan to undertakes to tackle the problem? Or do we have none? All that the government says - is
that it will review the price and subsidy if the oil price went up to US110 or US120 per barrel.
We all know that the possibility of such prices is not that far from happening. And what if the
prices even when beyond US120 per barrel; what will the government do?

Let us stop from the charades of politics - the government is saying that they are doing the fuel
subsidy as favor for the people, while the opposition is saying the government is not doing
enough. The truth is - whether anybody from both divides can tell exactly what they plan to do.
Or is it just simply throwing the balls to each other. While you are holding it, I blame you, and if
I hold it, I find blame on you as well. That is what seems to be the case.

What is needed are far from rhetoric. Energy crisis is something that are serious and all
encompassing in nature. Whoever is in position of responsibility must work actual strategy and
plans. Unless we have a real concerted effort on this matter, the question of increase in energy
prices (i.e. fuel prices) will for sure happen. It is just a question of by how much and how soon.
People will have to suffer.

Wither Oil Price?
What does the oil price has to do with business? The answer: a lot! Oil is the main source of energy,
and presents more than 95% source of energy for transportation. And in terms of transportation,
2/3 of it are for purposes of transporting people, and another 1/3 are used for transporting goods.
The price of goods, in turns, have about 20% to 30% component attributed to costs of
transportation, and may consume anywhere from 10% to 50% of it's production costs in form of
energy, which is of course come mainly from petroleum and petrochemicals. Therefore, the total
energy component in the price of any goods purchased can be anywhere from 30% to 70%, in terms
of costs. No wonder when oil price increase, the costs of goods and services also increase in some
proportions. Anyone doing business and pays no regards to oil price will be doomed. But the
question is what drives world oil prices anyway? Can we understand it? Is it easy to predict what
the oil price will be say three months from now? One year? Or for that matter 10 years from today?

The truth is forecasting future price of oil is an extremely futile effort: it is almost impossible to
predict and forecast with any precision. The best people in the fields, namely the big oil companies
are struggling with it, so you can imagine the same tasks that are faced by any arm chair economists
or bureaucrats. If you ask traders and speculators, they will come with varying forecasts, some
bullish while the others are bearish, depending on their view, as well as the time frame that they
are looking at. In fact if you take all their forecasts together and summed them up, very likely you
will learn almost nothing from it; there are tremendous forecasting variations and noise. One
example that come to my mind were forecasts made one big investment firm in New York about
two years ago, which publish its forecast of oil price for ten years forward. In their forecast, they
predict that oil price will rise to USD50 per barrel by year 2015 (when at that time the price was
about USD30 per barrel). We know that today oil price hovers around USD120 and 130 per barrel.

If we can’t forecast and predict, then what should we do? My answer is: first let us understand what
is going on, because understanding the subject is in fact the first and paramount subject that is
necessary to prepare us better (recall my discussions on Known Unknown: understanding what are
generally unknown is very important). To delve in this subject, I have to start with a bit of
background and I will attempt to explain using bit of technical jargon (of which I am almost a
novice), and some economical terms. I also need the readers’ indulgence in the sense that I will try
to be brief and simple, and hence avoid very accurate data as well as detail references, by using
some heuristic measures, which in my view is easier to comprehend. I will try to do this by
establishing certain facts, and in turns answers the opposite fallacy related to it.

Fact No. 1: Almost all world oil's “proven and probable reserves” are KNOWN. When I say
almost, it is about 75% or more. Which means that regardless of how much more efforts is done,

we will not be able to discover a lot more oil than what is already found. The total proven and
probable reserve that has been discovered up to date is about: trillion barrels. Based on world
consumption of xx barrels per year...that means by 20xx, the oil will be totally depleted. This gives
an answer to Fallacy no 1: The world has unlimited supply of oil and it's supply can last a very
long time on, say 100 years on until the year 2100. Explanations: Since many years all geologists
and experts has been studying the earth crust and every plate or cracks has been understood, and
with today's seismic technology, they have drawn 3-D and 4-D pictures of the earth crust on every
corner of the earth and left nothing unturned. In fact all the major finds has been made since 1970s,
and until then the subsequent findings were all of minor in nature. The balance of 25% or so, that
are still not found are in fact, in the proper word, have been guessed to be there, it is just that they
are small in size hence not enough resources being spent on to confirm it. That’s all. Any
announcement of “newly” discovered oil is not a surprise by itself, it is just a confirmation.

Fact No 2: Not all proven and probable reserves will actually turns into “production oil”, and in
fact the likelihood is only about half of it can be extracted and becomes crude oil. This brings in
another subject called “Peak Oil”, originally brought to attention by Hubbert, an American
geologist and oil expert, in 1956. To explain this, first let us understand the distinction between
proven and probable reserves. Proven reserves means that the field has been drilled and proven
“estimates” has been made on how much oil the field contains. Probable on the other hands means
that the field has been discovered and some estimates has been made on the quantity of oil
available, but in no certain terms the estimates are correct until drilling has been made and hence
can be categorized into “proven” status. Another fact is also important: not all of the proven
reserves can be extracted; the extraction ratio ranges from some low percentage up to 70-80%.
Why? A simple fact of gravity: not all of the oil underground can defy the gravity; there won't be
enough pressure to bring it up. So what happen is so much oil are still left under the earth after
pumping, and depending on the exact geological built, much are left in the rocks and will remain
there forever (until and unless new technologies can undo such matter, which is very highly
unlikely). Due to the low quality of so many fields (save for the one in the Middle East and some
places like Russia), the extraction ratio can be on average about 50%. In another word, only half
of the proven reserves coverts into production oil. And the same logic goes to probable reserves.
Since most of the probable reserves known to date are of later discoveries, they all falls into the
“low quality” category, and hence it is doubtful that it can beat the same ratio; and furthermore not
all probable reserves will convert into proven reserves. This is what “peak oil” tries to explain: that
in actuality, the oils that has been discovered (and also yet to be discovered) suffers a very
important shortcoming: the actual peak for the oil production is very much shorter than what most
estimates. In another word: the production of oil depletes faster than what we thought we have.
This is very scary. If we go back to what I said earlier, say that based on what we know in terms of
proven and probable reserves (plus some more discoveries to come), we may run out of oil much
faster than we thought. It can be as early as 2030! That is well within our lifetime (and definitely
our children or grandchildren). This answer Fallacy No. 2: That oil production is still in good shape,
and should cater for our immediate needs at least to some foreseeable future.

[For the third discussion, I will start with the fallacy, and conveys some answers, because the facts
are not as obvious, and I do not have clear answers to them.] Fallacy No. 3: That the (recent and)
current oil price increase is due to speculators, but not because of the laws of supply and demand
(or economic factors). What actually happen is that most peoples (all of us included), have been
living happily with oil (just like the Turkey that I have explained earlier). Nobody thought that the
oil issue becomes so serious and so sudden. Why? Because all economists, oil companies,
governments, have been reporting about oil supplies (based on proven and probable, as explained),
and the forecasts has been very good and brings everyone to the conclusion that: we will have oil
for at least next 300 years, despite the growing demand from China and India! This is very assuring.
Until one day, suddenly, everyone starts to question this wisdom, right after two hurricanes swept
through southern United States (the Katrina and after that Rita), which disrupt production and
refinery activities in the Gulf of Mexico – everything went haywire. The vulnerability of supply
shows its face, and everyone started to recalculate their views, and more discussions took place:
and suddenly, many people realized that we have been living in complacency out of the
assumptions that (fallacy 1 and 2 above) oil will be there for long while. This is when oil prices
started to surge. It rises from USD30 per barrel to USD70 per barrel after Katrina. Then after that
the rise has been on the upswing since then as more and more realization come to place. The next
question is then: if the price went up so much, is it because the “current” supply is insufficient to
meet the current demands? The answer is: No! In fact the situation is such that all oil being
produced today (about 85 million barrels per day) is more than sufficient to meet the current use
of 80 million barrels per day. For that matter, all crude oils produced are being refined, such that if
you pump more oils, you have no place to refine it, and it will end up in storage (which is noneconomical). The same thing goes for the refined petroleum: all of them are being consumed and
sufficiently meets the use, and hence excess refined products has to be stored (which is noneconomical as well). Therefore, there is no use, save for political ploy, to ask producers to produce
more (as evident from President Bush asking Saudi Arabia to increase production to stem the oil
price increase in his recent visits to Saudi Arabia). For those who understands economics 101, will
ask: if supply meets the demands, then why the oil price increased dramatically? Because, under
the law of supply and demand, price increase either due to shortage of supply or excess of demands:
If everything is in “equilibrium” price should be stable (say at USD30 per barrel)? This is a good
example of failure of simple classical economics: In the case of crude oil, we do not have a straight
line supply and demand curve; in fact the curve might look like as S curve, as in the graph below.

Graph X – see Paul Krugman paper

Describe the Graph ....

Can we then forecast the price of oil in the future? I would say that it is going to be very hard. Only
one thing is certain: it won’t go down, and it might go up more than what we see today. I would
call the current state as a point of “inflexion” in the state of the world economy. A point of inflexion,
is where a new realization has begun which sets a new level of prices (in this case oil, which in
turns feeds into the rest of other goods and commodities), and a global inflation will creeps in, a
lot of unrest and unsettling things will happen, until everyone adjusts to this new reality. As the
word “inflexion” means, it is very hard to predict, what will be the next state of affairs will be, as
these complex interactions and adjustments are taking place simultaneously. It might take us to
another level, and another inflexion point, or it will settle on a new plateau for a while until other
new events take place – I can't tell, and for that matter if anyone offers you or me another “theory”,
I would view them with a lot of suspicion and caution, as these forecasters are as good as any
fortune tellers or soothsayers. Therefore, let me leave this subject of price here with just one
conclusion: be aware and always on the lookout (to avoid being a Turkey!).

Now let me turn into other matters related to oil (and energy): should we then focus on alternative
solutions such as bio-fuels, wind energy, solar power, hydrogen fuels, nuclear energy, hydro power,
etc? The answer is yes, and the time is now, before it is even too late. We may not realize it that
Malaysia is blessed with one thing (God given, and we must thank Him for that), we are in the
equator -with much sunshine and rain, as well as (somewhat) fertile soil (and not bad size of land
mass). Out of many solutions, it is clear that the more practical one should take priority, namely
with what we are endowed with naturally (except oil): which is Bio-Fuels and hydro power. Why
this instead of others: most of the other solutions are very much under experiments and the costs
(as well as controversies) are very high and require much R&D. We still have sizable uncultivated
land, and despite the controversies by environmentalists and naturalists, we should come up with
national policies and serious implementations on the matter. These people (the one against these
policies, mostly come from the West) which I believe where they should focus on, as they are the
worst pollutants and have exterminated their forests and natural environment long ago, and we
cannot fall into their trap: our children future is at stake. From much that I understand about biofuel, is for us to avoid anything that are edible, in order not to drive prices of food higher, and with
careful management of the land use (in order not deprive food cultivation) then it should be fine.
A good example that came to me is Jatropha. There are also other cellulose based conversion to
bio-fuels, as well as microbe based solutions are also available, and some other research also
discovers some algae and sea-weeds that also plausible. I am not an expert, but what I understand
is that all of these make sense and are practical solutions.

On another note as well (in regard to how to overcome fuel price increase), is about what I called
as “natural hedge” for the public: namely agriculture. As the price of fuel increase, the prices of
“goods” produced also increase, but the most important area (which requires the least fuel input,
save for the fertilizers – which can also be replaced with non petrochemicals sources) is agricultural
output. Farmers and producers of agricultural products should gain in these increase and hence
increase their income as well to cover the increase in the costs of living as the oil price increase. In

fact, the people who are most hit are the urban population, as they are the consume energy by far
greater amount then the rural people, and they have the least ways of hedging themselves against
the fuel price increase. (May be on this note: we should start to encourage a reversal of trend that
has gradually increased our problem over the years: urban migration, by getting people to move
back to the rural areas, and encourage cultivation of unused lands).

Last but not least, let me get into this debate about fuel prices that are going on in Malaysia today.
First let us understand the fuel subsidy issue: In order to keep the fuel prices low (compared to
world prices), the Government need to pay for this difference, in what we call as fuel subsidy:
which in turns maintain a low level of price at the fuel stations. At the current price of oil say
USD100 per barrel (why USD100? even though the spot price is USD120, the actual prices that
are being traded and done between major oil companies, Petronas included, are still at a much
lower prices. My friends from one of the oil company in the Gulf informed me that the effective
price they are selling is still at about USD70 per barrel): the total amount of subsidy the Malaysian
Government has to spend is about USDxx billion per year. Of course this is a big amount and a
very serious issue. It will deplete our Federal government budget (as it become about yy% of the
yearly budget). What it does is that it will “crowd out” other investments and expenditures by the
Government. This is probably the main reason that the Government lifts part of the subsidy which
translates into our petrol price today to be at Rmxx per liter. Even at this price, the Government is
still subsidizing us, and it claims that this is in line with the following arguments: that our petrol
prices are still the lowest in the region (compared to Singapore, Indonesia and Thailand – which is
true), subsidy is bad for economy as it encourages unchecked consumption and conservations
(which is also true); and furthermore subsidy is unsustainable business practice and crowd out other
productive purpose of peoples money, vis-à-vis government budget (which is not true, and is
clearly political answer – on this issue later); And the opposing arguments that goes as follows:
that subsidy should continue because we can afford it (which is true – but it can only be a temporary
solution); that we cannot compare our self to Singapore and other developed countries since even
though their prices are higher, their purchasing power (parity) is also high, and hence the impact
on fuel prices won't be as significant, and we cannot compare with Thailand or Indonesia, because
it is unwise to compare bad with worst (which is true); that there are too much wastage in the
government expenditures and there enough pockets of savings that can be used to append the
subsidy (which is also true – but only to some extent); And so on and so forth, as arguments and
counter arguments will be forwarded as time goes on.

The main issue that is missing in all is as follows: Subsidy cannot last forever, as the oil price will
continue to be high (and may even go higher), therefore it is a serious issue that need to be tackled,
the sooner the better. The prices of fuels is the base price for all other prices (since it is the price of
energy), therefore, tinkling with the prices (I.e. allowance for increase) is not at all trivial matter
and can just be decided without clear and well thought solutions. We have to weigh the total
economic impact against the costs of managing such impact. What I have seen is that the
Government never deliberate this issue well and articulate the subject thoroughly (despite all the

claims, I cannot see any exposit deliberation and answers, save for the above). The economic
impact of petrol increase is so dramatic and serious: take an example of a household take home
earning say RM3000 per month. The total petrol costs for family per month is between RM700 to
RM1000, that is close to 30% on take home moneys, not counting the increase in price of foods
and services, what more moneys required for paying housing and car loans, etc In economic terms,
the amount of subsidy that the Government has let go, translates into a “direct” taxation into
households regardless of income, on a one to one basis (every dollar saves by the government, is
extra every dollar spent on the petrol by the public). So it is the same as applying a direct to tax to
every population of the country. Then we have to consider the extra money to be spent due to
increase in prices of other goods and services – which is hard to measure, but can be in a big
multiplier say 5 times. Therefore, one billion saved, will translates into 5 billion indirect costs (on
top of the petrol costs, which are direct costs) to the consumers. This is not counting yet the broad
inflationary effects on the country which is also going be a direct result of fuel price increase. My
point is (which is in congruent with the views of people opposing the measures), why are we so
hasty in hiking up the fuel price (by removing some of the subsidy)? Has it been thoroughly thought
and considered? I have a lot of doubts on this. Even the announcements were made in haphazard
manner. Is it because our federal budget is under such tremendous pressure? Or is it the case that
the Government is running out money (under impending danger of such, so soon)? It raises a lot
more question than answers. By making announcements from Petronas and publishing its accounts
is just a “red-herring” and detraction from the reality. Petronas is just an “oil company”, as its CEO
correctly said; it is not the culprit, it just manages our oil, not the Federal Budget. The budget is
under the Finance Minister, who is also the Prime Minister. In my view, there are many other ways
to achieve the results with lesser impact on the public, but they need to be calculated very carefully.
Political ploy such as giving back rebates (and similar measures) are not only inefficient and
ineffective, but also hazardous, as any sound economists will agree by increasing the tax (as I
explained, due to direct price increase in fuel) to be followed by transfers (rebates etc), are the
worst kind of economic policy that any government can do (and this argument holds true if the
transfers are real, but in our case the transfers are just clear political ploy, nothing more than that,
which makes it worse since it is a deception). I don't intend to debate and bring forth various ideas
and possible solutions in this writing as it requires more data, as well as detailed technical
discussions. So let me just leave with this conclusions: In my view, the Government are
mismanaging the issue and are clearly do not have any long term solution, as well as comprehensive
solutions, to the problem. What I can clearly foresee, are more and more crisis will happen in the
near future, unless and until this issue is clearly taken as national priority. The opposition on the
other hand, has clearly sided with the public, even though I cannot see anything that are convincing
as far as the long term future is concerned. But at least, they are sincere about it and willing to take
a serious look into the matter in the interest of the common public. What clearly the country needs
is leadership at highest level with vision and ability to steer the country forward, which today is
clearly lacking.

As for the business and businessman: the economic environment will be much more challenging.
We will see more Turkeys be sacrificed; Inefficiencies will be rooted out, those who can compete

will not thrive, those who are more prepared will be less affected, those who use better sense will
have better chance at surviving, and so on.

Wither Islamic Finance & Banking?
Islamic economics and the “post-independence movements” is the result of years of occupations
by the western powers of sub-continent, Middle East and South East Asia. Rejection of western
values and practice, which were “imposed” on the Muslim societies. We take an example of Allama
Iqbal, then Maududi, …etc. I am not sure whether Islamic economics thoughts can be classified
into various “schools” in a clear manner. But generally I can observe two major trends, namely:
the normative approach, which seems to be the popular school – namely to set the norms first, and
build some economic functions based on these sets of norms. This “school” I would say originates
from Al Maududi and the early proponents of Islamic economics.
Then we have the preponderance of growth in Islamic Banking; but we also see the problems with
pure normative approach; one, we live in competition with conventional systems that are seems to
be performing rather well, serve its purpose in particular for economic growth in Asia; systems that
are running well. There were no real pressures for us to adopt a new system that is relatively new,
unknown, and experimental at best. There is no reason to abandon them. So we came with the idea
of developing the Islamic systems as a parallel to the conventional system; sort of complimentary
systems. So we leave the issue of preference as a matter of choice to individuals – whether to
choose conventional financial institutions or Islamic financial institutions. This is clearly the
“positive approaches” to Islamic economy, rather than the normative approach. In another word,
no imposition of norms, but rather, a question of individual choice and preference, whether it is out
of religious convictions, or purely economic choice. What’s more interesting is the acceptance of
larger conventional banking group to create Islamic Banking unit within their activity, such as
HSBC (Amanah), Standard Chartered (Sadiq), and in case of Malaysia, many Islamic Banking
units under the i-banking. In another word, Islamic Banking has shed away its normative approach
to be dominated by positive approach. That’s was the development over the last 40 years.
I wouldn’t say that there is a divide between both approaches, of normative, and positive, but rather
I would say that in the domain of practice, positive approach dominates, whilst in the academic and
theoretical domain, the normative approach remains widely popular. In fact, the main criticism now
comes from the normative approach against the positive approach. In fact, the differences within
scholarly opinions and circles has now being somewhat subsumed by the market developments,
and left it more to the discussions within various Shari’ah councils within each banking setup or
regulatory setups.
These developments, while interesting in its own way, presents another looming problems: could
Islamic banking, in its infancy rise to major prominence in the global domain? Or will it suffer the
fate of being fads and fashion that will gradually diminish in its importance as time goes by. Or
more seriously, is it robust enough to grow and face the gyrations of the global financial markets.
In fact, today it already shows some cracks in the system. In Malaysia for example, there are no
distinction between say, for someone to have a housing loan, between conventional or Islamic
home loans – the rates offered are the same, the terms are the same, except i-home loans are fixed
rates and no refinancing options; whilst the conventional offers slightly extra options of refinancing
chance, as well as to choose floating rates instead of fixed rates. For a common person, it is just a

matter of choice, not so much of religious choice, but an economic choice. Religious choice is a
matter of personal views and preference, on top and above of economic choice. Would such
conditions be sustainable in the long term? Similar conditions also persist in markets like UAE,
Kuwait, Bahrain, Qatar and Saudi Arabia. Only Iran do not have a parallel system running together,
hence it is very hard to make any conclusions about their conditions.
This convergence pushed the Islamic Banking to be “merged” and “subsumed” under the
conventional banking; causing prices (as competition dictates) to be levelled (otherwise possibility
of arbitraging occurs), and finally common management of both entities. Islamic Banking under
such environment, would just become a proxy for conventional banking, albeit to serve a specific
community of people who abhors Riba. It does serve its purpose; but the purpose is rather limited
by nature.
This is the point that the normative views should come hard; namely the purpose and intent of
Shari’ah should be the prominent feature of Islamic Banking, and not the purely demand and supply
per se. If Islamic Banking is to serve greater purpose and functions, it has to play much bigger role
than just being a market proxy.
Let me address the subjects by looking at the different sets of people involved in Islamic
Economics, Banking and Finance; namely: the Practitioners, the Scholars, the Academicians and
the Regulators. What role could possibly each sets play.
Paradoxical Underpinnings
Before proceeding much further, I would like to start with the paradoxical underpinnings of Islamic
Economics in general. We will start the discussion by stating the obvious: the ultimate source of
knowledge in Islam is the Revealed Knowledge. It is the source that will remain till the end of the
world. It remains intact, and relevant at all times and period, as well as, all issues, whether hard
science, or soft science, traditions, culture and developments are explained.The main principles
that Islam got from the Revealed Knowledge are definitive (Muhkamaat) and conclusive (Qat’ie),
there are little disputes on them, if any.1 The prohibition of Riba for example is clearly within this
domain – it is definitive and conclusive. The Riba definition is the only issue that leaves some room
for differences (Ikhtilaaf). But even these differences of opinion among scholars should be just
minor differences due to specificity of the prohibition.
The main paradoxical point is whether prohibition of Riba is only at “individual level” or more
importantly at systemic level. This is where the major contentions arise. If we take the prohibition
to be at systemic level, then we have to change so many things, as they are not inconformity with
this ruling. For example, we should disallow conventional banking practice; we should not let
currencies being traded and used in the manner today; and the list can go on, and is actually quite
scary. The problem is the Revealed Knowledge never defines in definitive and conclusive form,
the nature of the economic system that should be practiced. In fact, the word “economics” or
“Iqtisad” was never even mentioned in the Al Quran as well as in the major Hadiths. The economic

1

Surah Ali Imran, v:7.

systems are definitely new creations. To make judgement that systemically we should abandon
everything is rather problematic.
This dichotomy is what I found to be troublesome. As one person commented to me, if you have a
“halal banking” label, then you should label the others as “haram banking”. The comment was
more of a joke; but it took me quite deeply to realize such dichotomy which are prevalent in our
beliefs. This issue is serious, since if we do not clearly identify the prohibitions beyond the
individuals, then we will fall into hypocritical situations, where we start to make our judgements
similar to the Jews and started to make our labels of “halal” and “haram”.2
Paradoxically though to declare that at systemic level, Riba is prohibited presents a very dialectical
and sensitive political issues, even in 100% Muslim countries in the Middle East. The country’s
leaders are not ready to make judgement on the prevailing systems; and they are doing it for the
right reason – the Islamic system is not well defined. Practicing a system that is working and
performing reasonably well is much better than “experimenting” with new and untested theories.
The threat of potential damage to the society is more than whatever advantages that the so-called
new Islamic systems promised. What I found to be more troubling is: “there is no such system”
that we can define as Islamic Economic System. All that we have are disparate ideas and opinions
of what could be called as “Islamic Economic System”.
All these argument is not about denying the Islamic Banking, as its being practiced and expanded.
This undoubtedly, has to continue. But the position of the Islamic Banking within the full
conventional capitalistic system itself needs to be looked upon in depth. Something did go wrong,
that it now acts as mere proxies of conventional banking. In particular, it lost its meaning of market
completeness and spanning from economic point of view. Complete market would means that risks
that were otherwise couldn’t be written before, could be done by having Islamic Banking; and
spanning means, other risks pricing factors were added to the market that are orthogonally linked
to existing risk pricing factors. In this way, Islamic Banking is positive addition to the whole
economic system besides conventional banking, rather than just a mere proxy. As proxy, we know
from spanning and market completeness theories that it what we called “redundant assets”.
Redundant assets are not an addition to the market improvements in systemic risks management.
In a way, we can take the lessons from derivative instruments; the economic arguments for
derivatives are resoundingly clear – it adds to complete the market, increase the span (except that
the abuse of derivatives itself – which is another issue altogether).
If Islamic Banking is not producing redundant assets, then it could stand on its own, and offers
plethora of activities that are independently developed beyond the conventional systems. But
whether Islamic Banking has performed these functions (in the past and current practice) or not, is
an important issue that’s worth investigating. I have not found much research and studies done in
this direction.

2
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Traditions of Knowledge
The traditions of knowledge truly stands by the simple maxims - seeking knowledge is seeking
wisdom, and it belongs to whoever seeks them sincerely and truthfully - doesn't matter who you
are. And for this maxim the Prophet (saw) said: "Seek knowledge even in China" - which implies
that knowledge has no boundaries and geographic limitations.

The traditions of knowledge during the Islamic Golden Age, was among the "biggest explosion"
of knowledge that the human had ever witnessed in its history. It was far bigger and more influential
than the Western Renaissance, the European Enlightenment, the English and Scottish
Enlightenment, and even the current advancement of Scientific Revolutions that brought us the
Human Knowledge in the World today.

I am saying this not to "romanticize about Islam" as some would say and do; that is to glorify the
past glory, as reaction to the sad state of the Muslims world today. This is in fact not about Islam
or Muslims at all - it is about knowledge and wisdom - that we as human kind gained over period
of time. History is like a "chain", small pieces of "links" locked and connected together to make
the full chain. Nobody should or could deny any piece of the links - as it contributes to the build
up of the whole chain; without even a single piece of the link , those chain is broken and hence no
longer become the chain.

And when we look into the history of knowledge - then we will realize that the Islamic Golden Age
provided very much significant number of "links" (if we want to use this parable) to development
of human knowledge.

Let us take a few examples:

Kitab Al Fihrist of Ibnu Nadim, written circa 960 CE (4th century after Hijrah); which is a
monumental works of "indexation" of all works up to his time. He was a resident of Baghdad, of
Persian origin. The book was written in Arabic, and it contains records of all scholars prior to his
time, from the work of the Ancient Greeks, Persian, Roman (Byzantine included), and Arabic. For
example, the only records of Manicheism, are only available in the Fihrist - which otherwise, there
won't be any records at all left of this ancient religion, which at one time spread all over Central
Asia as well as the Chinese Empire of the time (circa 150 CE to 400 CE). As the name stands, it is
the first complete "Bibliography" of the "knowledge" up to that time. Today, it still stood as the
source of reference for any studies of the antiquities.

Kitab Al Qanun fi Tibb (Canon of Medicine) of Ibnu Sina (Avincenna), written around 1025; which
is the first ever comprehensive compendium of writings on medicine up to his time. Even though
in accordance to the current knowledge of medicine, a lot of things that were written could be
discarded (based on current medical knowledge), it remains nevertheless a major source of medical
sciences (as it is first ever established by Ibnu Sina) till today. Prior to this time, medicine was a
domain that were steeped in mysticism, mystery, as well as outright shamanism at times.
When we talk about philosophy - it could almost be said that the philosophies of Greek antiquities,
came almost solely through the Islamic Golden Age time - since only through the likes of Al Kindi
(d. 873 CE), Al Farabi (d. 950 CE), Ibnu Sina (d. 1037 CE), and in particular Ibnu Rushd (d.1198)
- the West manage to get hold of the writings of Socrates, Plato, Aristotle, and many others of even
earlier times like Pythagoras, Euclid, Galen and so on.
Last but not least, is off course the famous works of Ibnu Khaldun (d. 1406 CE), The Muqaddimah
and his historical compendium. Which sets the basis of the study of history, sociology, as well as
political science, and economy - as we understood them today.
These works and many countless other works by literally tens of thousand of scholars and authors
during those times (since 700 CE until almost 1700 CE), represents so many things that we have
taken for granted today; and some of us may even assumed as if they are the inventions of western
civilization. In fact, what the western civilization had done, is take off from where the Muslims left
off - which is exactly logically as any development of knowledge would took place. Knowledge
never developed from or in a vacuum.

Let me take for example, in the case of Economics - which is among the "newest" of the "sciences"
that were developed. To say that the concept of human actions as "human economicus" or "human
economic actions" is new, is far from accurate and correct. It was there during the Roman Empire
and Persian Empire (prior to the coming of Islam), it was also there in the Indian sub-continent
empires (and off course it was there in Chinese dynasties as well) - during the periods of say from
300 BCE all the way until 700 CE. These were gigantic empires that covers major parts of the
world population.Land taxes as well as some forms of poll taxes were the dominant form of state
finances in almost all of these empires. In fact, they have developed laws, rules and methods of
how to administer the state (or empire) finances through a deliberate and comprehensive schemes,
as well as massive bureaucracies to manage them. Currencies were developed and used, mainly
either in Gold coins (Denar) or Silver coins (Drachma), mode of exchanges were established,
marketplace were developed and regulated, international (or cross border) trades were abundant.
The success and failures of the empires were dependent on the economic performance; and all
military campaigned are rooted in the source of money to run expensive campaigns, and
domination over territories means more income for the state. All were part and parcel of the
political economic domains. When we look at it, it sounds like nothing is "new" in the sense of the
issues and problems that they faced.

When the Muslim took over these empires (starting around 700 CE until all the way to 1800s),
what they have done is to continue these political economic activities, with their own additions and
improvements. They not only did adopt many of these practices, but also put them into better
applications, driven by the doctrines of the religion of Islam. In fact, very early on, during the
Umayyad Caliphs, Qadhi Abu Yusuf, wrote a comprehensive works on Kitab Al Kharaj (which is
the land tax and state finances), as the guide for the Muslim empires. It remains among the major
works on Islamic Jurisprudence till this day.

All these were "links" in the chains of knowledge (in this case political economy) which were
further perpetuated and expanded. As an example is the issue of "debt economy" - which centers
around the prohibition of Riba (usury) and the capital formation, had been around well almost
1,000 years before Adam Smith's Wealth of Nation. What the Muslim did, were further picked up
by St. Thomas Aquinas, who was a "major student" of the work of Muslims in Spain (Cordoba), in
particular the works of Ibnu Rushd, whom St Thomas admit as "his teacher".

All of these is not to deny what had been developed in the West, where plethora of writers and
thinkers took from where others left off and continue to develop their own theories and scholarly
works. In fact, that is the most commendable thing to do - as human is a progressive being - the
needs of today were different than that those of yesterday, and the needs of tomorrow, will
undoubtedly be different than the needs of today. Hence, solutions must always be thought off,
issues must be debated, methods must be found, and finally, whatever that works best, must be
applied. If Capitalism is the answer to the economic problems and issues in the last 300 years, and
if it could provide workable solutions and answers - then be it. It will take the momentum, and
people will adopt it as their methods and means.

To say in the same way, whatever the Romans or Persians did, it was working for them for
sometime (by the fact that their empires lasted more than 500 years is a clear testimony to that),
and whatever the Muslims did, it was also working very well for them (by the fact that the Muslim
Empires survived for almost 1200 years). In short, whatever they did, and whatever method,
concepts etc. that they have deployed was working and suited very well for those period of time.
There is no denial in that; and in fact, to downgrade as well as ridiculed them, is similar to ridicule
Sir Isaac Newton, on his theory of gravity. His theory did works well and serve the scientific
endeavor well for at least 200 years or more. What the sciences later on discovered, is due what
Newton discovered. Denying Newton is to deny the current sciences. To deny the Muslims and
peoples in the past of their contribution to is akin to deny the current knowledge that we have (up
to this day and age), which is outright dishonest and incorrect.

The only question remains is - is there any wisdom's of the people of the past that could remain
relevant and be useful today, as well as for the future? In another word, have the human reached

his zenith of knowledge and wisdom's in the way that we have "all the answers" to "human
problems", and the methods, solutions etc. that we have deployed is the "final thing" and little more
is needed to be done?

I guess, only a fool, and people who refuse to understand what knowledge and wisdom means, will
agree to that. If the current dominating wisdom of the western civilization is to be entered into the
chains (as links of the chains), it present only a small portion of the chain; and definitely not the
entire chain. Furthermore, the "age" of the western civilization is barely 300 years old - to compare
with 500 years or 1,200 years of others. The true and final test is yet to be there.

As the philosophers of today are grappling with the philosophers of antiquities, in search of their
words of wisdom - the quest of knowledge and wisdom - I guess will continue to be the quest of
human kind - until eternity.

[Note: I had based my discussions above, purely from Scientific view of knowledge and wisdom and avoid any issues relating to Religion. Once we brought in religious issues, then the discussions
tends to be biased towards questions of faith - which is an important issue, but should be discussed
in different domain]

Importance of Research
The debates about Islamic Economy and Islamic Banking and Finance could go on for long. But I
found that many of these debates lack the methodical approach to sustain into useful and practical
conclusions. Borrowing a quote from Piketty “Intellectual and political debate about the
distribution of wealth has long been based on an abundance of prejudice and a paucity of facts”;
“There is no escaping the fact, however, that social science research on the distribution of wealth
was for a long time based on a relatively limited set of firmly established facts together with a wide
variety of purely theoretical speculations”.3 These quotes relates to the debates about a highly
controversial subject of income and wealth distributions in the modern economics. While it is
referring to a different subject, the same problem happened to Islamic Economy as well; we debate
based on views with little or no data to back up any claims.
For this reason, I found it to be appalling that when I was looking for established and reliable
database that I could work upon to test many outstanding hypothesis – I couldn’t get a hold of one.
For example, Google search for “database Islamic Banking” gave me websites such as:
www.wdibf.com which provides me links into many institutions involved in Islamic Economics,
Banking and Finance. Apparently, there should be some data with Central Banks on the macro
figures such as total deposits, number of customers, total assets and liabilities, etc. But I couldn’t
find one that provides historical datasets of micro figures, such as historical prices, volumes, detail
breakdowns of certain important figures such as asset classes, tenures, rates, etc. Whether any
attempts to build such database is not known to me. This is in contrast with the conventional
systems, where you could almost find any datasets that you want. After 40 years of practice, such
state of the affair is rather troubling. Without reliable data, we would be continuing our theoretical
speculations.
In terms of the epistemology of knowledge, economics is a social science within the general
philosophical tenets of western civilization; and Islamic Economics is a social science, within the
domain of Revealed Knowledge. But both are under the same gambit of social science, and not
pure science. Even each sets upon different domain of source of knowledge, the methods couldn’t
differ too far. And the reason why I say this is because, the Revealed Knowledge do not exclude
right methods of reasoning or logics, as we have clear lessons from Al Ghazalli, Ibnu Rushd, Ibnu
Sina and many other great Islamic scholars – who have adopted, modified, and articulated on
methods developed by the Greek philosophers.; but none of them out rightly deny these methods.
In fact they improved upon them, which in turns were passed on to the Renaissance philosophers
and men of scientific discoveries.
For this reason, I would like to bring along Thomas Bayes (1701-1761) and Karl Popper (19021994) into the discussion. I will start with Popper’s testability and falsifiability. Any scientific
theorem must be inherently falsifiable, which means that it must be testable. Therefore, before any
theory can be accepted as the truth, first it must pass the testability criterion; and if it pass the tests,
even if never proven wrong, we could only accept it is as the nearest version to the truth – at least
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until it is proven wrong. If Islamic Economics is to stand as serious contender in Social Science, it
has to go through the same process of testability and falsifiability. Otherwise, it will remain as what
is labelled as “pseudo-science”. 4
There is nothing wrong at all to subject the issues of Islam to tests; in fact the tests are not to prove
or disprove the authenticity of Islam, but rather our own understanding of Islam. The Muslims
came with the clear view that the Revealed Knowledge is the truth; and there is no doubt in that.
But the question that I would raise is, whether the Muslim have clear view of the understanding of
the Revealed knowledge itself; or could the Muslims hold on to “false understanding” of the
revealed knowledge and try to impose these on the others? There is no doubt about the requirements
of Islamic Economy, but do the Muslims have a clear view about what’s the Revealed Knowledge’s
description about it? What I found is only the prohibition aspects, general moral and ethical aspects;
- all about what it shouldn’t be, but almost unclear about what it should be. Perhaps Islamic
Economics, other than the prohibition aspects, falls under the area of “antum ‘alamu bi umuur ri
dunya kum” (we are knowledgeable about our worldly affairs). In another words, it is about the
best governing system possible, rather than affairs of faith alone. If it is not question of faith then
it should be testable and falsifiable; and we could have “false understanding” of what we meant by
the grandeur of Islamic Economic label itself.
Again, I am not trying to unduly criticise Islamic Economy as a science; but rather to correct what
could be wrong in our views. For one, it shouldn’t be viewed as “pseudo-science” and must be
developed towards a serious social science. It must have strong and established philosophical
underpinnings, within the Revealed Knowledge worldviews. We cannot simply lives with slogans
and jargons, such as “social justice”, “distributive justice”, “fairness”, “welfare” within Islamic
terminologies alone, since they are not just about Islam, it is about humanity. If Islam is about
social justice, it must be social justice for all; about fairness, it must be fairness for all and not only
for a subset of people, namely Muslims.
In order for us to develop Islamic Economics as a serious social science, we must first understand
Classical and Modern Economics as they are present today. Modern economics arise out of years
of experiments and developments. It involves philosophers, scholars, mathematicians, volumes of
written documents and books, arguments and counter argument, millions of scholarly articles and
publications, and most importantly it is open to critics – from outside and inside. It develop into a
full blown body of knowledge, and it is respected as serious social science, which have enormous
consequences on lives of people on daily basis. Islamic Economics needs to go through the same
rigor, if it ever to become a serious field of knowledge. Hiding behind the pre-text of Revealed
Knowledge is lame and lazy. It is against the basic principles and spirit of Islam itself. Truth is
through discoveries of the signs of God and through sound reasoning’s’.5
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Now let us turns to empirical testing; and on this I would rely on the Bayesian approach and
methods to testing. I view this is as an important principles of testing in Islamic Economics –and
the main fact is Islamic Economics is in its essence, normative. We have prior sets of belief, and
we would like to learn, whether our posterior knowledge would be improved upon such prior
beliefs. This going back and forth between prior and posterior is of such critical importance, since
we may have prior beliefs, but the data doesn’t show that we are right in our belief. So what shall
we do? Abandoned the prior in favour of posterior? Or we have made some fundamental error in
our prior, and hence we should review them again. This is what I would sometimes call “model
misspecifications”. Because when we are testing, we are doing two things at the same time, testing
the prior as well as testing the model; and we don’t know which is wrong – the model or the prior?
For example, we come with a hypothesis “that Islamic Banking improves the overall banking
system in terms of its default rates are lower”. Such a statement could be tested, and we could
easily do it with data at hand. How about if we got the results that are in contrary to our prior beliefif the data shows that actually the default rates in Islamic Banking is higher than conventional
banking? So shall we say that Islamic Banking is wrong? Or the “model” of Islamic banking that’s
being practiced is wrong? Posteriorly speaking, we must then go back and check the model, rather
than the prior beliefs itself (since we hold that Islam is right). I found that this Bayesian approach
is important, since through the process we will learn much more. This learning process is what
Islamic Economics must go through6. And most importantly, testing will move the debates and
arguments in Islamic Economics into methodical approach, rather than disparate and suffers from
massive incongruences.
And finally, I would argue that the tools of economics science are quite well studied and developed.
Today we have so many tools at disposal, right all the way from economic growth models, national
accounts, micro economic models of supply and demands, game theoretic models, labour
economics; we also have mathematical and econometric tools which are reasonably good, even we
have computing powers to perform complex arithmetic’s’ and statistical functions. We could have
better methods of data collections and data captures, almost to the real time data. We could analyse
structures and microstructures to the minute’s details. We could have surveys and market
experiments.
So my final remark on this is: what’s stopping us from doing all these things for Islamic
Economics? The answer is: nothing is stopping us; so let’s not waste more time and move forward.
Role of Economic Scholars & Directions of Research in Islamic Economics
The need of data gathering, collections and capture.
Need to attract the best brain pool of economists and researchers, statisticians and econometricians.
In particular, need of unified theory of capital.
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Unified theory of risk pricing.
Need to review the theory of the firm.
Better understanding of taxation systems and policies.

Role of Islamic Scholars

Truth and Politics
We all want to know the truth in anything, it help us to be content and satisfied; even though the
truth might not be something that we like or lean to our favor. But in reality, Truth is always hard
to come by. Even Truth as we see it, is never the Truth, except only as what we see it through our
own opinion. Based on that, the Truth as we hold on to, could never be more than a version of it,
which is in our mind. Whether that is the same version as the rest of the people or not, it would
never be fully known; and even if, let say 90% of the people hold almost a similar version, we
can’t tell for sure whether the real Truth lies with this 90% or with the balance 10% of the people,
or none at all. This is the dilemma of dealing with Truth which we all faced on almost all the time
in our life.

Let us now take an example: the RM2.6 billion donation to Dato’ Seri Najib (DSN) – which has
two contrasting version: A) that it was a donation from some rich Arabs from Saudi Arabia –
version upheld by DSN; and B) that it was stolen from 1MDB – version upheld by Tun Dr.
Mahathir (TDM). Which one is true? Both could be the Truth, and we could never tell one is
more “True” than the other – that is the dilemma that we face. Let me go about and explain what
I meant.

The statement that “it was a donation from some rich Arabs” could be technically true, since it
can be proven with the traces of money transfers and other documentary evidences. But the
question doesn’t stop there – we can go on make some conjectures: how does the Arab gain the
money? From their own accounts or from some other business dealings? Are those dealings, if
any, relates to 1MDB? If so, is it a “proper” dealing or “improper” (i.e. according to business
ethics and norms)? And so on, which can be almost a never ending regress. Based on this never
ending regress, TDM came up with the statement that “it was stolen from 1MDB”. Which is the
same statement as the conjectures. And the fact remains: conjectures will remain as conjectures.
The problem is, nobody talk about the conjectures (and probably none are interested in it because
it would too complex and to go deep on each conjectures would almost be unfeasible), but
everyone makes their mind up on which “Truth” to hold, based on their own opinion (and
imagination). The opinion is based not on the fact of the matter, but on the person making the
statement – would I believe DSN or TDM? So it is finally judged based on the test of character of
the person making the statement in question. The public at large would then, be “trapped” into
such dilemma, and make their version of Truth in their minds. Such Truth are not the Truth, but
each individuals’ opinion and nothing more than that.

In this battle for the “Truth”, DSN won hands down, because he could force the “official version
of the Truth”. However, we could say that he have won the first round, since it is clear that he
remains in position after all the saga has been watered down. But, that could be really a false

victory, if the objective of TDM was NOT to unseat DSN through whatever means that was told,
but instead, to imprint in peoples mind his version of the Truth. If TDM succeed on that, then the
real test would be the next General Election (GE14). As Yogi Berra says, “it’s aint over until the
fat lady sings” – it’s not over until it is really over. But everything as I have explained above –
has nothing to do with the Real Truth. It is of least importance to DSN or TDM, and for that
matter all the politicians and pundits alike. The public are just victims, as they always were and
are; save for few who would think through very carefully, and they are absolute minority.

On the same point, another example would be the “conviction of Dato’ Seri Anwar Ibrahim
(DSAI)” on Sodomy II. The highest court upheld the conviction based on the evidence of the trial
of the High Court judge on the matter. The question in mind is did DSAI commit such acts (as
alleged) or not? If that is the Truth that we are interested – then, this would be the right statement
to ask. The problem, is, we can never get to the bottom if it. And that’s why I found it to be a
problem to go into the public (and the open) with such accusation, in the same manner the
statement that “it was stolen from 1MDB” is. It is all based on series of conjectures, which are
unfeasible to be determined with full certainty. And nobody really wants to go through these
conjectures as they are almost of never ending regress. Some will say that the court already
makes the decision – but it could be questioned, that such decisions are based on what?
Evidences could be provided (and fabricated), and suppressed. And finally, it boils down to the
“opinions” of the judges. And they make their decisions based on what were presented to them;
because it was not their duty to investigate, but to ponder upon evidences presented. If there are
faults in that process, then they will be make faulty decision, even though technically they are
right (i.e. in accordance to the written laws and its interpretations); and they are obliged by their
profession to hold on to that, despite all the possible (conjectures) shortcomings. The problem
boils down to the same issue: the Public is left with the dilemma of discerning the Truth. What
remains are just opinions in the mind of the people. And politically, in my view, that’s the only
thing that matters to politicians and politics. It has nothing to do with the Truth.

If Truth is only a matter of opinion, rather than the Truth itself, then what matters most is the
perception to be created. Perception can be manufactured, and from perception, once it is
overwhelmingly strong, can create consent. Public consent is what politics are after.

My personal view and stand on these matters could be surmised as follows:

“Never accept any explanations by any politicians on any matter, without being absolutely
critical about their intentions. Unless I could understand their intention and purpose (which is
another impossibility), I would not be trapped into making any judgments. And if I am interested
in the Truth of any matter, I would go on with a very open mind, and not to create any opinion (of
the Truth) in my mind, so as not to be trapped into any sides whatsoever.”

This is the standpoint of an absolute minority; and if you could do the same –then you are part of
this absolute minority.

Market for Lemons
During my student days while starting my doctorate works, I was exposed to a very short, but
elegant paper by Prof. George Akerlof, who is one of the recipients of Nobel Prize of Economic
Science in 2001, along with Profs. Michael Spence and Joseph Stiglitz. The paper is titled: “The
Market for Lemons: Quality Uncertainty and the Market Mechanism” – which is published in 1970.
The paper is very short (13 pages long) and extremely elegant description of the problems in
business, finance and investments: namely the problem of asymmetric information.
I quote Prof. Akerlof in his Nobel Prize lecture: “"Lemons" deals with a problem as old as markets
themselves. It concerns how horse traders respond to the natural question: "if he wants to sell that
horse, do I really want to buy it?" Such questioning is fundamental to the market for horses and
used cars, but it is also at least minimally present in every market transaction.”
We can paraphrase the subject as follows: If I am offered to invest in that business, do I really want
to take it? And here let us take another common parable that we used to go through: when we want
to buy a used car, the first question that cross our mind – why does he want to sells it in the first
place? Is it because the car is giving so much problems, and that’s why he want to get rid of it (i.e.
pass the risks to me instead)? The seller will tell you ALL the GOOD things about the car, and
HIDE any possible defects, because he needs to convince you that the car is in good conditions and
the price is justifiable. Once the car is sold, he will no longer have any guarantee or warranty, and
the risks are solely yours to bear with (maybe with a lot of cursing and yelling to yourself, that you
have been sucked). But no amount of cursing will bring you your money back. This is the basic
fact facing all risk managers and investors – facing investment uncertainty in the market place.
This is what has been labelled with “Asymmetry of Information” in the Market Place.
The problems goes further as follows: due to the common issue of “lemons” – which is the “bad
cars” sold too frequently in the market; nobody wants to buy used cars except if it is done by
“proper used car dealers” who could provide warranty and guarantee for the cars (at least for some
period of time). And for that, used car dealers will charge a higher premium that what normally
could be sold directly between the seller and buyer. Markets need some form of organize ways to
“cover the informational asymmetry risks” in order for it to clear. Otherwise, used cars will never
have a market for it.
This is the common issue facing bankers and borrowers: despite all sorts of papers, filings,
documentations, etc;, bank managers face the problem whereby the borrowers will NEVER
disclose the exact truth about the business and risks involved. In fact, borrowers “learn” their way
how to deal with bankers, and bankers “find” their way to deal with borrowers. It is only a question
of who could outsmart the other –and the catching game is a continuous one. I would say (without
sufficient data available to me), that almost 70% of the loans outstanding in the market today are
in the category of sever market for “lemons”. If bankers have been smart, then we wouldn’t see the
sub-prime crisis in the US to be as big as now we know to be. Bank blow ups, will just be events
that keep on cropping up now and then; it is only a question of time and luck! While the market is
growing, you can hide and deal with all sorts small “explosions” inside the “books”; but when
suddenly the market dries up, we will see the whole thing to explode like a big bang. When I read

reports by banks that they have a healthy balance sheet, risks exposure is well maintained, and
Central Bank (like Bank Negara) gave them a healthy stamp of approval – I can’t help but to
wonder what kind of “time bomb” all these banks are carrying inside their belly? Is it a bomb with
a long fuse or short fuse, and whether the ticking is loud enough to be heard by anyone?
We had our banks being severely exposed in the late 90’s when the Asian Financial Crisis hit us.
The banks were severely tested, and we manage to grow out of it quite well. But have we learnt all
the lessons from it? Now we have larger banks, created out of many smaller banks being merged
together, to create a larger balance sheet and supposedly more robust to risks. We have developed
risks management systems, risks committees, risk reports, and all sorts of risks counter-measures
to deal with risks: so are the banks less prone to risks now than before? This is a subject that I will
deal with in another part of the book (See: Are our banks safer now than before?). Now let me go
back to the issue of “Lemons” and entrepreneurs.
The issue facing any entrepreneur is that it is written on his forehead that he is a LEMON. He is
not to be trusted, just like he shouldn’t be trusted with your daughter. How can then any
entrepreneur deals with such branding and generalization. What Prof. Akerlof (and Spence, Stiglitz
and others), explained is that, it works by “signalling” that YOU are DIFFERENT from others.
This is true in mother nature as well, as animals try to attract the males (or females) by signalling
that they are of better quality and hence worthy of being the mate of choice; just like what we saw
in National Geography where two males bull sea lions fighting almost to death in order to capture
a “harem” of female sea lions, to gain his right to mate. The fighting is the way to SIGNAL that he
is NOT LIKE the others. While in business, entrepreneurs do not engage in such behaviour, they
do so in another fashion: by dressing up the business proposal, employing some Tan Sri’s to be on
their board, name dropping, putting some fancy title in front of their names (normally with some
Datukship), etc..etc. This is to SIGNAL that his business is a serious one, and not a LEMON. These
phenomenons are so prevalent and widespread, such that you begin to wonder how many of these
are REAL, and how many are LEMONS? Are they dressing up the business so much to hide the
fact that they are just LEMONS, being covered up to look like SWEET GRAPES?
The other problem with LEMONS is that, once everyone is smart enough to dress up not to look
like it, then the SIGNALS are confused – whereby genuine businesses will not get funded, because
of LEMON perception. How genuine they are, they will be looked upon like LEMONS, unless
they know how to dress it up not to be looked upon like one. So they key objective now is how to
dress up rather than the real fact that the viability of the venture itself. And worse still, when you
have insiders (i.e. bank managers) who would teach them how to dress it up, so that it can pass
through all the committees inside the bank – with one hand in the pie for themselves (i.e. kick backs
and corruptions). How many times we hear that people, making the arrangements with bank
managers to prepare the loan papers and helps to get loan approvals with commissions due to them
amounting anywhere from 1% to 10% of the loan amount? Even worse, you will not get your loans
to be approved, unless you follow that system! The problem is then quite endemic.
In this case who is being punished? Genuine and truly capable entrepreneurs, who don’t know how
to play this kind of game. Access to capital would be severely restricted, and what we have is

actually some form of “market breakdowns”, albeit, it is not widely said and explained. This is a
systemic risk that plagued our banking system today.
How then would any entrepreneur deal in such kind of environment or conditions? The issue in the
case of “Market for Lemons” has been there for a long time, since the golden days when people
were buying and selling through the souks, instead of stock market of today. So it is only important
that entrepreneurs understand what they are up against. So the advice is: if you want to do LEMON
business (i.e. cheating), then nothing much anyone can do. Cheating has been around for a long
time, and I don’t think it will ever go away, even in the future. But if you want to genuine business,
there is no other way except to raise capital the traditional way – venture and risks capital. Meaning
raising your own capital from your close friends and relatives, or mortgaging whatever you have
by refinancing your assets or any forms of assets that are convertible to cash. It is hard – but it will
work. If you plan your business to be financed from banks, then you have to learn the system and
deal with it. There is no other way!
This raise a more potent question for the government and regulators – are we doing enough on this
score? Have they looked upon this matter with great anxiety and political will power to address the
issue? Or are totally oblivious to the problem that they would say that it doesn’t exist except for a
small and isolated scale and hence not a systemic issue? Without sufficient data, I can’t tell which
exactly their stand on this matter is. My casual observations, however suggest that what I saw and
heard, are only possibly the tip of the iceberg. I will leave this issue to the readers to make their
own conclusion, and let me then goes to share another interesting experiment on this subject.
Prof. Hernando De Soto, published a book by the title of “The Mystery of Capital: Why Capitalism
Triumphs in the West and Fails Everywhere Else”. It is a very interesting book where he propagates
the causes of people who have NO CHANCE of access to capital, to have access to it by way of
legal reforms, and changing the way government deals with such disenfranchisements. What we
have here is seemingly a bunch of LEMONS (i.e. people who would never qualify under banking
standards to receive any forms of loans), organize and structure themselves, to have access to
capital, with the help of some “simple” changes to the laws. In the case presented by De Soto, is
land laws reform.
We also have a large number of disenfranchised people in the country – such as taxi drivers, stall
owners, farmers’ market peddlers (Pasar Malam), and the list could go on. They represent a large
number of people (and dependents), and their presence is actually an important part of the functions
of our economy and country (just imagine if do not have these stalls operating in the middle of KL
– where would normal people go for their lunch?). But they are to the bankers, are just LEMONS,
not worthy of any banking loans. We do have micro finance being developed, but it is far from
reaching the target. So how do they survive – pure cash management; and unfortunately, quite a
number fell to the “along type of borrowing”. How much are these issues costing our economy, is
anybody’s guess.
What did De Soto’s advise in order to change them from being perceived as LEMONS? (And truly
many of them are genuine businessman, and you will be surprised that they are also extremely
honest). They need to be organized properly, and their risks should be treated differently with the
others – in the sense that a deep understanding of their nature of business; and more importantly

their nature of “capital”. Their capital needs are short and small. They live by daily and weekly
planning, not by the years. They do have access to capital, but these capitals are “dead capital” as
De Soto calls it. A simple example of this is “Malay Reserve Land”. Many of these people owned
lands and assets in their villages; but these assets can never be converted to useful capital, because
the structure of banking systems will not accept that. Just imagine, how much dead capital we have
in the whole country – and how much resources can be mobilized out of it? If there is any political
sincerity of any politician, this is a subject with enormous “political capital” to his benefit, should
he takes this subject up with full vigour and honesty. But politician are always myopic, they only
works to survive the next election, and this subject could not be achieved through a short time. I
doubt that anything would be done any sooner by anyone. I only hope and pray for the best.
Key advice:
1. You have to decide whether you want to be LEMONS, or LEMONS disguised as SWEET
GRAPES. Or you want to be truly SWEET GRAPES, a genuine entrepreneur and
businessman, running a viable business.
2. Our market have “clearing problem” where bankers are not trained to differentiate between
LEMONS and SWEET GRAPES, so if you are not one, the only way is to dress up like one
(which is against ethics, and I am not recommending it).
3. Otherwise, you can’t rely on the banking system to help you with your capital needs. The
other option is you have to rely on traditional source of financing – which is extremely hard.
4. Or finally, you should push for reforms of the banking system to deal with the subject, in
order to provide more equitable distribution of capital.

The Future of Business and Politics
We all want to know the truth in anything, it help us to be content and satisfied; even though the
truth might not be something that we like or lean to our favour. But in reality, Truth is always hard
to come by. Even Truth as we see it, is never the Truth, except only as what we see it through our
own opinion. Based on that, the Truth as we hold on to, could never be more than a version of it,
which is in our mind. Whether that is the same version as the rest of the people or not, it would
never be fully known; and even if, let say 90% of the people hold almost a similar version, we can’t
tell for sure whether the real Truth lies with this 90% or with the balance 10% of the people, or
none at all. This is the dilemma of dealing with Truth which we all faced on almost all the time in
our life.
Let us now take an example: the RM2.6 billion donation to Dato’ Seri Najib (DSN) – which has
two contrasting version: A) that it was a donation from some rich Arabs from Saudi Arabia –
version upheld by DSN; and B) that it was stolen from 1MDB – version upheld by Tun Dr.
Mahathir (TDM). Which one is true? Both could be the Truth, and we could never tell one is more
“True” than the other – that is the dilemma that we face. Let me go about and explain what I meant.
The statement that “it was a donation from some rich Arabs” could be technically true, since it can
be proven with the traces of money transfers and other documentary evidences. But the question
doesn’t stop there – we can go on make some conjectures: how does the Arab gain the money?
From their own accounts or from some other business dealings? Are those dealings, if any, relates
to 1MDB? If so, is it a “proper” dealing or “improper” (i.e. according to business ethics and
norms)? And so on, which can be almost a never ending regress. Based on this never ending
regress, TDM came up with the statement that “it was stolen from 1MDB”. Which is the same
statement as the conjectures. And the fact remains: conjectures will remain as conjectures. The
problem is, nobody talk about the conjectures (and probably none are interested in it because it
would too complex and to go deep on each conjectures would almost be infeasible), but everyone
makes their mind up on which “Truth” to hold, based on their own opinion (and imagination). The
opinion is based not on the fact of the matter, but on the person making the statement – would I
believe DSN or TDM? So it is finally judged based on the test of character of the person making
the statement in question. The public at large would then, be “trapped” into such dilemma, and
make their version of Truth in their minds. Such Truth are not the Truth, but each individuals’
opinion and nothing more than that.
In this battle for the “Truth”, DSN won hands down, because he could force the “official version
of the Truth”. However, we could say that he have won the first round, since it is clear that he
remains in position after all the saga has been watered down. But, that could be really a false
victory, if the objective of TDM was NOT to unseat DSN through whatever means that was told,
but instead, to imprint in peoples mind his version of the Truth. If TDM succeed on that, then the
real test would be the next General Election (GE14). As Yogi Berra says, “it’s aint over until the
fat lady sings” – it’s not over until it is really over. But everything as I have explained above – has
nothing to do with the Real Truth. It is of least importance to DSN or TDM, and for that matter all

the politicians and pundits alike. The public are just victims, as they always were and are; save for
few who would think through very carefully, and they are absolute minority.
On the same point, another example would be the “conviction of Dato’ Seri Anwar Ibrahim
(DSAI)” on Sodomy II. The highest court upheld the conviction based on the evidence of the trial
of the High Court judge on the matter. The question in mind is did DSAI commit such acts (as
alleged) or not? If that is the Truth that we are interested – then, this would be the right statement
to ask. The problem, is, we can never get to the bottom if it. And that’s why I found it to be a
problem to go into the public (and the open) with such accusation, in the same manner the statement
that “it was stolen from 1MDB” is. It is all based on series of conjectures, which are infeasible to
be determined with full certainty. And nobody really wants to go through these conjectures as they
are almost of never ending regress. Some will say that the court already makes the decision – but
it could be questioned, that such decisions are based on what? Evidences could be provided (and
fabricated), and supressed. And finally, it boils down to the “opinions” of the judges. And they
make their decisions based on what were presented to them; because it was not their duty to
investigate, but to ponder upon evidences presented. If there are faults in that process, then they
will be make faulty decision, even though technically they are right (i.e. in accordance to the written
laws and its interpretations); and they are obliged by their profession to hold on to that, despite all
the possible (conjectures) shortcomings. The problem boils down to the same issue: the Public is
left with the dilemma of discerning the Truth. What remains are just opinions in the mind of the
people. And politically, in my view, that’s the only thing that matters to politicians and politics. It
has nothing to do with the Truth.
If Truth is only a matter of opinion, rather than the Truth itself, then what matters most is the
perception to be created. Perception can be manufactured, and from perception, once it is
overwhelmingly strong, can create consent. Public consent is what politics are after.
My personal view and stand on these matters could be surmised as follows:
“Never accept any explanations by any politicians on any matter, without being absolutely critical
about their intentions. Unless I could understand their intention and purpose (which is another
impossibility), I would not be trapped into making any judgements. And if I am interested in the
Truth of any matter, I would go on with a very open mind, and not to create any opinion (of the
Truth) in my mind, so as not to be trapped into any sides whatsoever.”
This is the standpoint of an absolute minority; and if you could do the same –then you are part of
this absolute minority.

Future of Prosperity
One standard measure of wealth and prosperity widely accepted and used in economics is GDP per
capita. (Gross Domestic Products per capita). As a continuing discussion on my earlier piece of
Prosperity of Nations, I intend to expand the subject a bit more for the case of South East Asian
countries – in particular for the case of Indonesia, Thailand, Philippines, Malaysia, Singapore and
Myanmar (or Burma). I do not cover Vietnam, Cambodia, Laos and Brunei, since data are not
available to me for analysis. I will to use GDP per capita as my analysis. As I have explained
before, the analysis is to cover a long period since 1900 till today, where as I had hypothesized, the
countries pretty much start at almost comparable base, and yet today, the divergences are
significantly large. The question then, why such divergence occur? What path did these countries
took that makes them today to be far different from each other? And for some of us who have
travelled the region, such remarks as “this is like Malaysia 30 years ago” – seems to be familiar
cliché.
If we go even a bit more back, say 1000 years ago; the dominant economies of the World are India
and China. Both combined for more than 60% of the World GDP. Today, the US, Europe and Japan
combined constitute of 40% of world GDP. While over the 1000 years, China and India went
through a long period of decline, until only the last 30 years, the trends were finally reversed. The
Graph below provides an interesting view of the subject.

Now let us look at the case of the SEA Nations.

We can see that at the early 1900’s, all nations starts at similar base, and the clusters remains pretty
much the same till post-colonial (1950 onwards), and only in the 80’s when major divergence start
to take place. In the case of Singapore, I would say that it would be inaccurate to group them
together in the analysis, since it is a city state; and hence it would be not exactly correct to compare
with them clearly large and populous nations such as Indonesia and others. So let’s take Singapore
out.

[Notes: Source of data – Angus Maddison; all figures are in USD 1990 prices].
We can see that post colonial period, it took about 30 years before the growth starts to really take
off, that is from 1980’s onwards, and that’s when the path of each countries diverged. We can
also say that Malaysia and Thailand, being less populous, took a much stronger growth trend,
compared to more populous countries like Indonesia and Philippines; and in case of Philippines,
is much more sad compare to Indonesia. Myanmar (or Burma) is of course a very sad case until
today. I am sure if the data sources are available, the stories of Vietnam and Cambodia will show
another set of trends.
The most important issue arises of these observations: why does Malaysia and Thailand fares
better than the others? Why the growth started after 30 years post independence? Why some did
better, while others didn’t do as well? And furthermore, where will these countries be 20 to 30
years from today? And how it will get there?
This is what I intended to discuss as we go along.
Looking at purely GDP per capita growth over the long time period, as what has been shown by
the charts, only tells us part of the story. The other important part is the population growth. As the
population grows, the economy grew along as well, and the key question is whether the economy
grew at a rate that commensurate the population growth, and therefore resulting in per capita
growth as well. The case of Indonesia and Philippines strongly tied to this fact, that these countries
are highly populated and hence, the effects of economic growth are is very much correlated to the
population growth.

On this basis, is quite inaccurate to compare the GDP per capita growth of Indonesia and Singapore,
for example. However, it would probably be appropriate if we compare Singapore and Jakarta, or
Kuala Lumpur – as a city by city assessment. From casual observations (due to lack of hard data),
the growth of all these cities (Singapore, Kuala Lumpur, Jakarta, Bangkok) are not too much
different. Even though Singapore might still be ahead of the others in many aspects; the others are
not too far behind. It is true that Singapore grew much faster than Indonesia, but the same manner
can be said that Jakarta grew much faster than Indonesia as whole. Therefore, for practical
purposes, let us take Singapore out of our discussion for the moment.
Now, let us compare the performance of Malaysia and Thailand, versus Indonesia and Philippines.
Again, the comparison is not accurate, since Malaysia and Thailand is pretty much geographically
“on land”, whilst Indonesia and Philippines are island nations. Malaysia and Thailand has
populations of in the tens of millions, whilst Indonesia and Philippines are in hundreds of millions.
Therefore I would say that the accurate comparison would be between Malaysia versus Thailand
and between Indonesia versus Philippines. In that regard, we can see from the charts that Malaysia
is clustered along with Thailand and Indonesia with Philippines.
The next questions would be why Malaysia fared better compared to Thailand, and Indonesia fared
better compared to Philippines? The answers are as follows: Malaysia fared better because after
the colonial period, it started of well ahead of Thailand; and for the rest of the period (post 1950s),
Malaysia and Thailand pretty much goes along on almost similar path of growth. And we look
further, the two countries shares a lot of common paths of transformation from agriculture based
economy to industrialization, attracting FDIs, development of infrastructures, and others. While
Thailand was not under colonial rule, it pretty much enjoys the same situation as Malaysia, in terms
of its institutions and other administrative systems. Malaysia, on the other hand benefits from the
development of the institutions and administrative systems left by the British. Both went through
various forms democratic process, even though Thailand went through a bit of rough and tumble
through various periods of military rule, in between.
Indonesia and Philippines, on the other hand went through period of military dictatorships, mixed
with some form of democracy. Both departed from their colonial rulers not through fights rather
than volunteer separation. Both were ruled by military strongmen, until they were overthrown.
Philippines threw away Marcos much earlier, than Indonesia got rid of Suharto. And this a major
point of departure for Philippines – compared to Indonesia. Instead of growing well post Marcos
(early 1980s), it went down (see the chart for 1981 to 1984 periods), and it keeps on languishing
for years until the 1990s. It was doing better than Indonesia during the Marcos years, and now it is
even way behind Indonesia. So what are the stories here?
If we look back into the historical formation of Philippines, it was under the Spanish colonial rulers
for some period. The systems that were developed are pretty similar to any Spanish colonies, where
the lands are distributed similarly to Argentina, Chile, Mexico and others –what has been labelled
as “economiendas”. In short – land lords. These classes are the ones that are ruling the Philippines,
except that one group will replace the other through elections. Arroyo is from Macapagal clan, and
now Benigno is from the Aquino clan. The overall political systems are dominated by these “land

lords” because they are the one with the resources to do so. What the Filipinos managed to do is to
replace the Dictator with another sets of systems that as extractive as the Dictator.
Indonesia, on other end, managed to truly develop a more sustainable path towards democracy and
economic growth, as a result of it. It faced so many challenges and problems, but the check and
balance systems started to be developed in order to avoid any dominance of any single set of people
over the country and hence the economy. For that reason, the future of growth of Indonesia
definitely would fare better than the Philippines; and if any lessons to learn, the Philippines must
get rid itself of any extractive systems that dominates its politics and economy. How would they
do that is off course a major political question that only they can answer?

Malaysia, as country would gladly say that we have done it and we should be proud of ourselves
for achieving so. This is again a major fallacy that I would like to raise. Malaysians feels proud
that they are better than the Indonesians and Filipinos. Yes, it is true, but if you look only in the
short term. And that’s what I am trying to say – short term trends only tells part of the story; only
the long trend would tells us much more. The graph that I started in the beginning is the “true”
picture of things – China and India used to be ahead of US and Europe by far and large, 1000 years
ago; and today, it has to play the catch up game with these two. And China do it well, they are on
track to overtake the US again by year 2030 (as predicted by Prof. Maddison).
The same thing is also true: Indonesia was in fact a much more prosperous Nation hundreds of
years ago, compared to Malaysia; and if it continues on the current track of growth, it could
overtake Malaysia 20 to 30 years ahead, if Malaysia does not keep its growth track on course. We
can see now that Indonesia is raking 6% GDP growth while Malaysia can barely keeps 4% growth.
Indonesia has a lot more room to grow, while Malaysia may reach its upper limits sooner than we
thought.
And this is what I would like to term as “Malaysian Lost Opportunity” rather than Malaysia has
won the race. The race as explained is not over short period of time, but over a much longer haul.
50 years is only a snap shot, but hundreds of years may tell the true picture. Why I would say that
Malaysia has some lost opportunities, because, if any comparison it would like to make – it should
compare itself with two nations of comparables – namely: South Korea and Taiwan. Below is a
chart comparing Malaysia and these two nations:

Malaysia, South Korea and Taiwan started in 1950 (post WWII) on almost similar conditions. The
populations are of same comparisons, the education systems, the political conditions, and many
others are not too far from each other. In fact Malaysia enjoys much more political freedom
compared to these two countries (which were dominated by some elite groups, until recently). Even
worse, these two countries lacks what Malaysia had, namely much fertile grounds and natural
resources, while South Korea and Taiwan lacks both.
And yet, we can see that post 1970, both countries went steaming ahead well off from Malaysia,
and after 1980, the divergence became more obvious. And today the GDP per capita of these
countries are more than doubled of Malaysia, whereas in 1950, Malaysia was above these two
nations. Why that is the case? Does Malaysia lost the opportunity to be almost like these two
countries? Instead of comparing itself with Indonesia? For that matter Singapore fared very well in
tracking these two countries (if we want to compare Malaysia versus Singapore).
I would rather compare myself with clear leaders rather than laggards.

Malaysian Economy 2016
I had not written anything on the Malaysian Economy for quite a while. On one part, I had to
admit that I have lost some interest in the subject, and on the other part, I have not been spending
much time on the subject, mainly due to what I observed as the “lack of interest” among the large
populace to talk about “real economic” issues. At the same time, it seems that there are no
pressing economic concerns which deserve any substantive attention of the time.
However, I have to admit that there are growing complaints about the populace about the general
economic conditions – with comments such as “high costs of living”, “not making enough to pay
the bills and loans repayments”, GST’s related complaints that cost of goods increased, issues of
Ringgit Exchange rates that Ringgit is weaker in comparison to the US Dollar and other
currencies, lack of job opportunities, lack of new business opportunities, and so on. In short,
comments and complaints that had been dominating the scene for the past decade (except for
GST, which is a newer subject).

Instead of trying to provide answers or commenting on these complaints or issues, I think it
would be better to summarize the economic conditions of Malaysia in a comprehensive manner.
This way, we could try to see the forest rather than analyzing the trees. This is what I will do here
(within less than 5 minutes of reading). I will do it in point form.

The Malaysian economy actually had grown out of its older phase of development, and is
currently transforming to become a developed nation. What this mean is that we are increasingly
begin to face “problems of developed nations”. The examples of higher costs of living, have to
work harder to make ends meet, etc.; are all examples of developed nations problems. We could
see that everywhere, such as Japan, Korea, Taiwan, etc., where people are facing these same
issues that we are complaining about. They had been dealing with these issues much earlier than
Malaysia, since they had attained and moved into developed nation status for quite a while back.
Taxation: all nations that had increased the stature as a developed country, requires a higher
amount of taxation in order to maintain the costs of operating the country’s budget. We are no
different. Hence, the GST was introduced and implemented. If GST was not implemented, other
forms of increase taxation had to be deployed. In another word, higher taxes is not a choice; the
only choice is the form of taxation. Economically speaking, GST is the right and better form of
taxation (from economists’ point of view). Therefore, GST is not to be blamed, but our choice of
to be a developed nation is the root or the source of the need for GST.
Lack of jobs, lack of opportunities – could be understood well if we realize that as developed
nation, the country naturally is moving away from manufacturing, construction, mining,
agriculture, etc., to be a “service based” activities. Most developed nation’s Gross Domestic
Products have more than 50% of it’s GDP to be of “Service” related activities, and lesser of the
others. For example, the Services Sector of Malaysia’s GDP for 2014 is 56.4% (as an evidence of

what I claimed), compared to less than 30% in 1985’s GDP. The comments of “lack of” – are due
to people looking into their traditional approach (in looking for jobs or opprtunities), instead of
looking into “newer areas” of the economy, which is service oriented. The natural displacement
from “older jobs or opportunities” into “newer jobs and opportunities” is the root of the cause of
problem; not because there are real slack of jobs or opportunities.
Currencies, resources, international balance and trades – this issue relates to the continued trends
of globalization – which Malaysia as an international “trading nation” had faced in the past, and
will continue to face in the future. This is all part of our ability to adjust. As a globalized
economy, we had to be flexible, and able to adjust in accordance to the international movement
of currencies and resources, as well as trades. Being able to perform adjustments; being prepared
to deal with changing rates and environments; being resilient and sustainable; are all part of fair
game. Those who couldn’t learn to adjust suffers, while those who could, benefits. Weaker
currencies, reflects some other issues facing us – such as lower productivity, poorer balance of
payments (or deteriorating terms of trade), other nations improvement of economic conditions
better than ours, and so on. These issues are not temporary in nature, but could reflect a much
more longer term trends of our economy.
Role of Government and regulations – are becoming less and less effective, and less influential.
This is a fact that is not too well understood by most. Despite claims by people in power that they
are “positively affecting” the economy – in truth is, they contributes little or almost nothing (on
top and above), when comes to the economy. All the government could do is, “not to harm”, and
that is the best they could do; and very little they could do to say “push the economy” for faster
growth or development. What’s most important role the government plays is to ensure that
regulations (not too much and not too little of it) are in place and functioning. Otherwise, other
claims that government is the key to Malaysia’s economic growth and development – is rather
too much claim for the real effects that it does.
Productivity – is probably the more important issue that we should be concerned; are moving on
an improving trend where our productivity (as a nation) increased or decreased. Productivity
links first and foremost to improving skills – which is the basic source of increased productivity;
skills of course linked mainly to education. On this score, Malaysia is on a worrying trend –
despite the “quantity” of education is increased, the “quality” is not – which may causes us to
have large number of low skills labor to be increased, but the high skills labor could not come up
with commensurate proportion. As a case in point – high skill labors are essential for innovations
– which could be reflected among others, number of patents and inventions – for which Malaysia
ranks extremely low compared to other nations. And worse, among the Malay and Indian ethnic
groups, this is almost negligible. This is one glaring example of the dearth of the high skill labor
in Malaysia. Another issue that affected us is the “brain drain”, whereby people of high skill
migrated to other countries. This trend had not been reversed even in recent years, despite various
attempts were made to reverse it. On the other point related to productivity is “efficiency” – or in
short, reduced wastage as well not letting “idle skilled workforce”. On these counts, we can see
severe problems culminating and accumulating in various sectors and corners of the economy. In
summary, I am concerned on the trends of the Malaysian economy, when comes to reduced
productivity, lack of skill labors, and inefficiencies that seems to be endemic.

In summary, the problems of Malaysian economy (as other developed economies) that relates to
its natural causes, could well be understood if we realized that we had moved from an “older
economy” to a “newer economy”. Structurally, we have moved and changed. This move should
not be blamed as it is natural. Hence current issues or daily lamentations are not to be off major
concerns. However, the more worrying issue is the longer term trend of productivity, increasing
inefficiencies, lack of supplies of highly skill labor, and related matters. If we want to do anything
substantive (as opposed to complaints and continued lamentations), we must focus on these issues
– that is to improve “our own productivity”, “improve our own skills”, “improve our
competitiveness”, “increase our efficiency”, and all related matters. In this way, then we are really
doing something to improve our conditions.

Democratization of Corruption
Corruption - which etymology means -to abuse or destroy - is an evil act and behaviour, and shall
never be condoned. Any form of evil, whether small or large, are still evil, and should not be
accepted, period. in the Quran, the verse: "Wa Tudlu Biha ilal Hukkaam, liya' khuzu amwal anNas bil baathil" - in general meaning "by giving the people in position of decision making, with
the purpose of taking the wealth of the people (or other people), illegally" - describes the essence
of economic corruption - that is to give some compensation to decision makers (politicians,
government officers, corporate officers, etc.), in order to gain something at the expense of the
others.

In a nutshell - corruption is illegal and a disease for the society - it is haram, and should be
punishable under the law.

Then, what the hell am I talking about "democratization of corruption"? Is is a new lingo to
justify corrupt practices? To make the activities to be somewhat less evil and acceptable? This is
the subject that I will address in this writing - which I am sure will be controversial and creates
lots of issues for the readers. Nevertheless, I will try my best at it.

Corruption has been far in existence in our societies more than we can imagine. The Sultanates
exists purely on the basis of providing rent on any sorts of rights. The rents were the main source
of income and support for the Sultans, and hence prosperity of the kingdom. If you read the
history, it is all littered with such examples. It was the acceptable way of governance, and the
society prosper based on that. The costs to the society of such practices is hard to calculate whether on balance the society was benefited more than harmed? with such systems, the Malacca
Sultanate succeed more than other Sultanate of the time, and in fact it provides them with wealth
and power to conquer other Kingdoms. Trade prosper, and Malacca became one of the major
trade centre of the region, until the colonialists came.

The Portugese, Dutch and finally the British came of South East Asia, not to promote
industrialization, democracy and freedom, as what they have gained in their homeland. they came
to expropriate, and further enhance the "systems of corruptions" for the benefit of their control
over trade and resources. Not only does the colonialists propagate the practices, they even make it
more organized and ensure law and order to protect the practices. Kingdoms that were not
adhering to their orders, will be eliminated or conquered, and the rulers will be deposed. What
they practices was the highest order of corruption under the name of the Crown and what have
you. None of them were of any real meaning, rather than to continue the feudal practices of

Europe into the South East Asia, in order to maximize the expropriation benefit for the
motherland.

The colonials provide the Kings, Sultans, etc., with sufficient rewards for being obedient, so that
they can go in their order of business to get the most from the colonies they manage. Little, if
any, benefits are given to the people at large.

When the colonials left (despite leaving behind some legacies, positive and negative), we were
left with our own political systems to deal with how to develop our nations, and how to grow out
of the predicament of hundred of years of colonization. Each nation took its own path of
development, including the political, economic and social systems. There were no more Kings or
Sultans as before to deal with, and each country (save a few) develop its own democratic
systems.

The democracy that we inherit is far from perfect and mired in so many issues and problems that
we have to deal with. In another word, we have a far from ideal democracy in place, while the
economic challenges to develop the country is extremely pressing. Furthermore, the culture and
background of the societies, from the days of the Kingdoms and Sultanates, and the colonial
rules, are still embedded in our inner culture (and sometimes we call it our DNA). The tendency
is that the society reverts back to its customs and hence imbued our system with such mentality.
And believe me, the customs and culture are far reaching than what we could imagine.

I would like to take a quick digression of modern day Bali. Balinese by any count is a truly
description of Malay society prior to Islam and colonials. The Caste system is still embedded in
the "Adat" of the Balinese, and these adat is a clear system of justifications of the rights of the
upper caste to "collect rent" from the lower caste. And the lower caste "willingly" accepts that the
upper caste are rightfully party to get such privileges. Such is the culture and customs deep in the
Malay psyche. And it won't be strange if largely, many Malays still accepts certain privilege
groups have advantage over the others, "willingly".

For that reason, our societies tolerate rulers and leaders that continue the "corrupt practices" even
long after the colonials are gone, and democracy is being practised. Despite not being too happy,
people are willing to live under such conditions, and no riots or major upheaval such as
revolutions as in other places never happened. To say that they never do because of strong laws
and ruling elites restricting such activities would be a bit too apologetic, since if by nature people
would resists such, no body can stop it.

To conclude the discussion thus far - corruption has always been presence in our society, and it
has been somewhat an embedded part of our culture and customs. The only issue left is how do
we as society practice them today, and what would be the outcome of such practices?

For this reason I coined the term "democratization of corruption" - that is corruptions that are no
longer become a source of the elites, but economically spread out to a larger circle of people.
When corruption occurs at the top most, only few people benefits from it, and by and large it
discourage economic activities, and the lack of incentives at the lower level to perform cause
severe economic under performance. This is the case that you see today in some of the African
nations, where people have no incentives to do anything, because there are no incentives to do so.
For example, in the case of Sierra Leone, any farmers would not try to get better output, since for
example, the cocoa they produced extra will be of no extra benefit for them, since it will be
"taxed" heavily by the Cocoa board, which pays them not even 20% of the market price for
cocoa. They will just grow and plant, enough for them to eat and survive, since anything extra
will have no consequence for them.

The same case would be for local officers, if their incentives for income does not change whether
they worked a bit harder or do the same amount of work as normally expected out of them, then
the natural thing for them to do would be just work as normal. There is no need of extra efforts.
Due to such system, progress would be very slow, and any economic activities would take a long
time to be developed. they would just obey the order of the superiors, just to ensure that they will
keep their job (and salaries). With the dictator in power, he would order any of his project as
priority, and all the officers will just ensure that the jibs are done. But how much can any dictator
do? he cannot run the whole economy by himself.

However, when the small level officers are given some autonomy to make decisions on his own
levels, and by doing so, he can gain some extra incentives, we will see the opposite start to
happen. He will work extra hard, even at the extent of beyond normal duties to ensure that the
projects are successful and implemented on fast track basis. He is doing so not because of sudden
realization of duties and obligations - but rather, from the promise of extra rewards from the
projects that will be obtained by him - albeit illegally through corrupt means.

This is what I meant by democratization of corruption. It is bad and illegal, but it kept the
economy chugging along. Corruption in this case is no longer for the super elites, but also to
lower level people as well. In fact, as the cry for democracy gets wider, the higher level
corruption, which are a=obvious, will be gradually eliminated, and what's left are the lower level
corruptions.

Perhaps, as nations grew, economic development took place, hopefully, with better awareness, the
society will no longer condoned, even low level corruptions. That is my wish, and I hope that is
not too far of an achievement. For that I conclude that I am against any forms of corruption, high
or low, small or big. But to live in an idealistic world that in an overnight effort, from such an
embedded society and culture, it would take sometime and strong efforts before we can say that we
have succeed to have a corruption free society.

PART IV: STORIES ABOUT
HUMAN NATURE

Human Nature
Any business is always full problems – there can be technical problems, financial problems,
engineering problems, market problems, and so on. The most complicated problem relates to the
human beings. All other problems could be overcome with some solutions, but problems with
human beings are the toughest one to solve. More often than not, it ended up in some of litigation,
courts, lengthy quarrels, and alike. It will waste most of a person’s time, and sometimes, eat up all
the resources available. And at the end, in most cases, everyone loses, and very little is gained. This
is the nature of human beings.
What I am always dreadful of, in any business proposition, is not the business itself, but the people
involved. I sometimes joked that you may deal with 10 people, and get cheated by 11 people! How
could that be? Well, one of the people managed to cheat you twice. Cheating could be norm in so
many people. Telling lies, half truths, partial truth, partial lies, full lies, “bullshitting”, bragging,
and so on the list goes – happens every time and everywhere in business. Why this is the case? Is
there not a single honest person out there? Is it a necessity that one must take this downtrodden
path?
This is the never ending quest that I have taken long time back, when I started to get into business.
In the beginning, it puzzles me a lot that people took elaborate steps and scheme to be untruthful.
Then as time wears on, I begin to slowly developing some understanding of human nature. I am
not sure whether I have a full grasp of things, but I am sure it slowly started to sink upon me, that
this is the most delicate and complicated subject in business. The other problems could be dealt
with much easier, but when it comes to dealing with human nature, it is the hardest of all. In this
piece, I would like to share my views and thoughts about the human nature and how could we at
least have some understanding of it. And with this understanding, hopefully, we can have better
way to deal with it.
Benefits. Benefits is bestowed, given, or taken. It is bestowed upon you if it comes as an
endowment, such as what is bequeathed from your parents, or it is something that has been
endowed to you naturally from God (such as intelligent, wisdom, knowledge), or whatever that you
have gained from your own toils and labour. It is given to you by someone, either as a loan, gift,
or favours; and what is given could be taken back from you, since it is never yours to begin with.
The problems with benefits are not what is endowed, but by what is given. This is what is least
understood by most. We must seek to understand that whatever benefit given to us: monies, assets,
titles, gifts, favours, and so on – are something that doesn’t belong to us. It is to be given back to
the Giver, and hence it will be taken back from us. Therefore, we should never rejoice and be
exulted with such benefits, and in fact, if we can, avoid receiving any such benefits to begin with.
How many people borrowed money from friends, as if the money belongs to him, and would never
like to return it back! How many people, after receiving favours from someone, never even thanked
the person giving such favours? And worse still, some even believe that it is his right to receive
such benefits from another person (i.e. he should be favoured; monies should be given to him, etc.)
These are benefits being “traded” between human beings – whereas, whatever that has been

bestowed is from God, and it is everlasting. So what we have to seek is benefits from God, and
whatever that he bestowed upon us, and for that we have to be grateful to Him alone.
Lying and dishonesty. People lie for all sorts of reasons, and it is most prevalent when comes to
business dealings. There are three levels of lying: i) out of necessity, ii) out of intention; and iii)
out of character. People lie because they want to protect themselves from the other party; for
example, by not telling the truth about his company to its competitors (or potential competitors).
This is lying out of necessity. Another set of people lie with the intention to deceive the other party,
to gain an advantage upon them or to avoid something from them. These forms of lies are out of
the intention. And finally, some people will just lie out his character; he will lie whenever he has
the chance to do so, and will always try to lie. The problem that we face in life is that we found too
many people who are lying to us out of intention and character. While we can accept the first type
of lies, since many did so, out of good intention. The key thing would be, how could we
differentiate between all these three types of lies?
Greed is the source of many evils. Even though greed has the positive aspect of driving someone
to extra length, causing a person to work extra hard, and pushing him to his limits. But the basic
element of greed is still evil. It causes someone to lose the real balance between what is right and
what is wrong. It transgresses boundaries of ethics and character. But it is there in most human
beings. It is also the source of many problems between human beings. Greed comes in many forms
and guises that we sometime don’t even realize. A simple example would be the rewards – most
people will feel that for whatever he does, he should get the rewards for it as he thinks he deserve.
But who can tell what exactly a person deserves? To a person, he would grade himself highly and
whatever he think that he is capable of, then he deserve to get his share of rewards based on that
assumption. The reality however, could be far from that. Everyone thinks that he deserve nothing
or little if any. His real contributions are far from significant. That would be the beginning of a
conflict. This happens most of the times in business dealings, and it is out of subliminal greed that
exists in most of us. Greed of the other degree is much more obvious – when someone knows that
he doesn’t even deserve it, still claims more than what he know he should get. And worse still, if
someone even goes the extra length to take whatever that belongs to somebody else; and the degree
can go to any extra length without any real limit.

Happiness in Life
Happiness should be the main object of life. Does happiness equals being wealthy? That is if you
are wealthy, you are happy. Or is the opposite is true: if you are happy, you are wealthy. This is an
important irony of life. Most human being will take the path of wealth acquisition with the
understanding that wealth with lead him to happy life. He will do this unknowingly that it is actually
the path of servitude and lifelong enslavement of oneself to the material being. Once a person
becomes a slave, the more wealth he acquire, the more enslaved he would be and it wouldn’t be
easy to break away from that bondage.
On the contrary, someone who has achieved the “true state of happiness” is actually extremely
wealthy. Because all the wealth and material beings are nothing more than his slaves, where he
ordered them what to do, and not the vice versa. It doesn’t matter whether he just own one horse,
instead of one thousand horses, if he is the master of that one horse, instead of servant of the 1,000
horses. Happiness is related to you being your own master, and not slave. Have we ever seen a
happy slave?
Why then we see that rich people are “happy”? They have the luxury to spend money on whatever
they want, buy anything that they wish, acquire any possession that they want, and out of that they
lead an extremely happy life. Is that the true picture of things? Do we see the hollowness inside
themselves, and actually what we saw as “happiness” is nothing more than a thin veneer on the
surface that hides a much uglier thing beneath? All the splurge of spending is nothing more than
“distractions” to run away from their real problems. I have seen so many rich people who keep on
buying new cars, of every possible newer version available. And for each car, he barely drove them
more than few thousand kilometres. He is driven more to boredom with each newer car that he
bought. Is this what happiness means?
Rich people are plagued by worries at all times, and I discovered that their worries even lead them
to be a paranoid person. They are so paranoid of losing. They even worried of losing a penny, and
in every business deal, they are worried that they are on the losing end, or gaining less. I knew a
multi billionaire, ranking in the top 10 of Forbes richest man in the world. Whenever after any
meal, his private doctor will bring him literally a “bowl of medicine”. It was for all sorts of medical
conditions, for high blood, for this and for that. His face was always stern, and he smiles extremely
rarely. One day, I hear that he was on a near comatose condition (at a young age of late 40s), and
need to be flown to a special hospital in the United States. The US doctors who treated him
understood the problems: too much medication and it has literally caused blood poisoning. The
first treatment was to fire his private doctor, and took him off all sorts of medicine. His body need
to recover naturally. It took him more than three months to come out from the hospital.
After that episode, the life even took a much worse turn for him; whereby he was taken by authority
and put under “special arrest”, and he was cut-off from all communications with his families and
the outer world. The arrest lasted for more than five years. When he came out, I went to see him
and spent three days with him. He was totally a different man. He shuns anything that is about
wealth; and what he only wants is to give away monies in charitable and awqaf (endowments). He
literally bought so many properties in the Two Holy Cities (Makkah and Madinah), and put them

under Waqf. While he ensures that he leave more than sufficient for his children and family, he
does not want to have anything left to him. He is the happiest man that I have seen in my life.
Few years ago, I got the news that he passed away, and it was in the last 10 days of Ramdahan. He
passed away while he was in the Holy City of Makkah, at the age of 64. He has done what he wants
to do in this life, and he has accomplished all things he wants to accomplish. And I pray (and know)
that he died as a happy man; happy not because of the wealth that he possess, but for all the deeds
that he has done. Wealth and richness were not the ones that make him happy, but giving away
wealth for the goodness of many was the real pleasure. May Allah bless his soul.
The richest men on the earth are two people: One of them is cursed until the end of the world, and
one is blessed. Qarun and Prophet Sulaiman. Qarun has his wealth by smartness and trades, while
Prophet Sulaiman by his ability to command anything under the sun, including the Jinns. Qarun
and his wealth were swallowed by the earth, while remnants of Prophet Sulaiman’s wealth remain
a mystery. These stories present us two contrasting case, where one, achieved fame and glory
(while in life) through wealth, while the other, achieved fame and glory through knowledge – and
wealth fame and glory were the results of it. One achieved a miserable death, and cursed till the
end of time, while the other, glorified till the end of time, not for his wealth, but his knowledge. It
just demonstrates us one thing – the thing that lasts is not wealth, but knowledge.
Seneca the Philosopher and poet – was a great roman stoic philosopher, who lived during the time
of Emperor Nero; Stoic philosophers are people who are known for their attitudes of “indifference”
to the material beings. Neither too little of it, nor too much of it, changed their views and ways of
life. Pursuit of material beings are being seen as futile and gullible part of human being, while
pursuit of ultimate happiness, through ultimate wisdom and knowledge is the only meaningful
purpose of life. Knowledge, understanding, wisdom, and perfect vision of one’s life – is the
ultimate happiness. And hence, death is achieved with welcoming hand, once you have attained
such happiness.
Another major Roman stoic philosopher is Emperor Marcus Aurelius, who is better understood as
philosopher king – where to him power, is only meaningful if it is for its purpose, which is to
benefit other human beings on achieving better understanding of life rather than only for purpose
of rule and law. His treatise “Meditations” is among the best philosophy book that one can read –
that is to reflect one’s mission in life.
While these are gems left by the Roman philosophers, are of great value, many more gems are
being left by great Islamic scholars – which carry on the same basic philosophical underpinnings,
except that it is under the Islamic teaching and beliefs. The greatest of them all is al-Imam Al
Ghazally, which we can learn from many of his writings, such as “Ihya’ Ulumuddin” (revival of
Islamic knowledge), Al Kimiyatus Sa’adah (Alchemy of happiness), and many other shorter
treatise. Imam Ibnu Qayyim Al Jauzi is another scholar with many writings that are of the same
approach. Among his writing is “as-Sabr and As-Sykur” (patience and gratitude). And the greatest
writing that I have found is by Imam Ahmad Ibnu Hanbal, “Az-Zuhud”. They all guide us to the
path to attain happiness in life.

As a final note, happiness in life is all about working hard and smart enough to get sustainable
sustenance in life for yourself, your dependents, and the rest is about pursuing the intent and real
meaning of life. Seneca – use his knowledge and skill to attain wealth, only to give it all away and
die as a philosopher, rather than a rich man; Marcus Aurelius, attain all the powers that be, and die
to disdain and detach himself to all these powers that were; Imam Al Ghazally died alone, with all
the treatise that are will be read and followed till the end of time; Imam Ahmad, a successful trader,
left us with so many of his knowledge, which today is known as Mazhab Hanbali. Happiness, is to
die with grace and realizing that now we understand why we are here for, and where we are going
– that is to meet the ultimate creator – with the understanding that who He really is; and to leave
the rest of the people with that understanding so that they can follow the same path.
Wealth and material being were, are and will never be part of it. It is only means to the ends.

Life is short – but long enough.
If you have only four weeks to live, what will you do? That is the question for a house fly, since
their life span is only that long. Well, within that much time, a house fly achieved all that they need
to achieve in its life – namely time to grow up from eggs to a larvae, during which period they eat
ferociously in order to grow in size and strength, and then it hatches as an adult, when it then feeds
as well as mates, and lay as many eggs as possible, and then dies. In the eye of a fly, that four week
is as long as the 70 years or so of a life span of a human being, in relative terms that is. Every
animal, plants, and living things have their own life span; and within that life span, they will have
to fulfil whatever functions that they supposed to accomplish. To a human being, life can fly as
fast as short as four weeks, or as long as 70 years or more, depending on what that life is being
filled with.
A fly will not waste even a single second of its life, except to fulfil its purpose; but a human being
can spend the entire 70 years on useless things, which means that his life can be counted as zero
“days” of purposeful time, or he can spend only 30 days, or more. It all depends on whether that
time spent is for his purpose in this life, or not. What counts as our “days in life” are what days or
hours, which we spent for our purpose of creation, and not for others purposes.
How much we spent our time wasted on things that have no benefits to us; neither for our benefit,
nor for someone else benefit, except a pure waste of time. And yet, we complaint of lack of time,
and we fear death and old age as it comes; as if, we have not had enough time to achieve and get
what we want in life. How many old people still scrambles daily as if all his past life was not
enough. And yet, we find so many young people spent their time as is all the time is in their favour,
and every moment seems to have no value for them.
Why all of these things happen is because we don’t even understand the purpose of our life, and
even confuse what do we want, and finally got lost in all the struggles of life, where we finally
want to be; and of course what type of death that we would prefer to be, and how could we prepare
for such a death. Death is a certainty, except the time and manner could rarely be known to us.
Thus death is the finality of life, and life is the transient portion of life before death. If death is
certain, then life couldn’t be of any more purpose than to prepare for that eventuality. For the case
of the fly, death is certain within the span of four weeks, so he has to do all that is necessary within
that period to perform what is needed, namely to lay as many eggs as possible to let next generation
of flies to continue its existence. But for a human being, there must be greater purpose than just
purely procreation.

Can we Live for 1000 Years?
Let me start with the following verse from Al Quran:
“And you will surely find them (the Jewish people) the most greedy of people for life - [even]
more than those who associate others with Allah . One of them wishes that he could be granted
life a thousand years, but it would not remove him in the least from the [coming] punishment
that he should be granted life. And Allah is Seeing of what they do.” Al Baqarah 2:96
I have come across this verse many years ago, while studying the Tafseer (meaning) of the Quran.
I never get the full meaning of it until recently. Surely, most tafseer explains that the Jewish people
are greedy and hence they wish and think that they can and should live for 1,000 years. And surely
those who study tafseer, understood that 1,000 years is a parable, which implies that they want to
live forever. 1,000 years (“alf sanah”) is used in the Quran to describe long period of time and
sometimes, it symbolizes an infinitum.
I was not satisfied with the explanations, and it seems to be missing something. I understand the
negative part of it – namely, against the greedy behaviour, which is epitomized by the Jewish
people. How about the “positive” lessons of it? Is there any?
I have dealt with prominent people from Jewish origins; even worked with them in some fashion
or another; and interacted with many over the years of my business life. I could understand some
of the truth of the tafseer, but always questioning whether are there anything else to learn or could
be understood?
The answer only came to me couple of years ago. When I have the chance to sit with someone
(whose name, I avoid mentioning here, for the sake of confidentiality). He is of Jewish origin, aged
more than 80 years old. He is physically impaired by old age, and could not move well due to the
physical conditions.
We met and set for seven straight hours –debating everything from business to world economics
and politics – non-stop. His energy is like someone who is 20 years old, and his vibrancy is like he
is going to live at least for another 100 years or more. We discuss about his business and his plans
– he works and strategize, and plan, as well as execute them, as if the business will last for few
hundred years.
Well, was he then being “greedy”, and that’s why he behaves this way? On the contrary it was the
opposite. He is holding one the greatest treasures of Islamic civilization under his collections. They
are worth few billion dollars. And yet he is not even thinking of benefiting himself, but to preserve
such treasures for the next 1,000 years, as it was kept for the last 1,000 years, and more.
It dawn on me then what is the meaning of living 1,000 years – that is to preserve the legacy – way
after you are gone. He knows he will not last much longer and yet he talks, plan and work – in
order that the legacy could last 1,000 more years.

Most of us plan for the next day, week, month or a year at the most. Few spent great deal of time
to think even beyond ten years. And yet, they think, plan, and work for hundreds of years ahead, if
not 1,000 years. They plan and execute their planning – we don’t. They can be greedy, but greed
drives them to plan that long and we don’t. We claim to have loftier goals and reasons better than
them, and yet we do nothing of that sort, in terms of planning.
It is easier to look at the negative side, and trump the drum that we are better. But once you look
on the positive side, the drive to live 1,000 years brings people to greatness and success. The only
difference, as the verse, is that we have to do it out of loftier objectives, not merely worldly
sustenance and glory.
May Allah guide us to the right path, and give us the full meaning of the Al Quran, which
unfortunately, being taken for granted by most of us.

Five Minutes Story
My simple rule of thumb is if someone can’t explain his business in five minutes; then he is actually
in no business of doing such business. Often when I talk to entrepreneurs (or those claiming to be
on, or aspiring to be one), the first question that I asked is what kind of business you are doing? In
my own mind, I would like to see whether he can explain the business in about five minutes. If he
can’t, babbling around and try to explain this and that, then I would say (to myself at least), he is
not a capable business person.
Why that is the case? And why such rule is true? The answer is “Ockham’s Razor” (or sometimes
called Occam’s razor). It is a principle of parsimony, economy used in logic and problem solving
– which says that all complex things lies in its simplicity. Anything that is formulated as simplified
version of logic could easily be falsified, and hence understood to be true or false. There is a whole
length of philosophical discussions that I would rather avoid it here. Let me bring along a few
examples to explain the point.
Once, I was approached by a fund manager of an asset management company, which claimed that
they can give me returns, day in day out, about 4% per month on my investments. I asked him to
explain to me the opportunity in five minutes; so he gave me a five minutes answer – it is based on
a very complex and complicated currency and commodity trading model they employed, running
out of their Singapore outfit. It is the so called their “secret trading recipe”. It was simple
explanation and quick– and my answer was also simple as well: it must be false! Whatever they
claimed must be a fake or may involve some forms of fraudulent elements. Because such a
statement actually hides its true form business activities; once anyone say that the business model
is a “secret” and involves extremely complex variables, then the truth is exactly the opposite – there
is nothing behind it. True enough, many months later, they went bust, and few people were charged
under the laws, and it turn out that the trading operations were run by a former singer, who have
no training and clue about currency and commodities trading. The whole investment is nothing
more than another “Ponzi scheme”, guised under trading gains. Much money was lost, including
one large public investment institution. The name of the company and the institution is for you to
guess.
One more example is in the case of some people trying to sell you a piece of land or project. The
person would come to you with some documents, such as copies of land titles, development order,
cash flows, and so on. My approach would be to barrage the person within five minutes with so
many questions – the location of the land, status of development, prices of units to be sold,
construction costs (or GDC), costs of construction per square foot, average selling prices, and so
on. And then I would sit back and see the response: could he quickly answer me without going
through the papers. If he keeps on referring to the papers, then it would take him more than 15
minutes or even half an hour to answer. So what does Occam’s razor tells me? He is a broker, and
a bad one at it and it will be a clear waste of your time. Some are honest enough to tell that he is a
broker upfront, and he is in it for commissions. But it doesn’t matter, since he is clearly a bad
broker that would not worth any penny that he wants to gets out of the deal – because he can’t
deliver whatever that you need for the deal to be consummated.

Another trick employed by others would be to present a nice power point presentation of their
business, with all the nice graphics and pictures. It is accompanied with all sorts of market figures,
data, forecast, and SWOT analysis, and so on. It is an impressive work of arts. My personal
tendency would be, to ask the person, not to deliver his power point, and just simply talk. And talk
should last within five minutes, to see whether he understood his subject well or not. Within that
period of time, you could pretty much make up your mind whether the whole session would be a
waste of your time or not. I am not saying that details are not necessary; it is absolutely necessary.
But the necessity is only relevant to support the subject, but not to convince you of the major thesis
of the business. The major thesis of the business should be clear to you right from the inception,
not at the end. At the end of the presentation, would only to prove that you are right with your
thesis, that: Yes, it is a possibly viable business, and worth your time going through it. You have
made that thesis in your mind in the first five minutes (and not the last five minutes, as what most
people do).
Well, for the people who supposed to hear the proposal, using Occam’s razor could be understood.
But what’s the fuss with this five minutes explanation issue has to do with the presenter? This is
going back to the issue of “Market for Lemons” and asymmetry problems that is explained in other
section of the book. If you are a Lemon (i.e. false), then it is not easy for you to grasp things and
explain them off hand with full of confidence in a very short time. But on the other hand, if you
have been “sleeping with the issues” groping with them for enough time; studied the subject
thoroughly again and again, grasping the numbers and facts at your fingertips, thought out of the
various risks and variable elements in the business carefully, and so on: you should have then
developed your business thesis extremely well. As in any thesis statements: it should be short and
concise on one end, and it should be tested quite easily whether the thesis is true or false.
Thesis statement should be clear and strong. Weak thesis statements are prelude to weak business
propositions. And similarly, vague thesis statements, is a problem as well; because vague
statements are neither falsifiable, nor proven to be true. An example of a weak statement is as
follows: “This business is extremely viable because there will be a shift in the market conditions,
that will increase the demand for this product” – you can’t prove that it is true, since “shift in
market conditions” is vague, and the correlation between the “shift (if any)” and the “increase in
demand for the product” is also vague. You will find that most of the time, business proposals are
filled with so many vague and weak statements. And finally, you can’t make anything out of it,
except wasting your afternoon; with some occasional benefit of learning from the data, and human
behaviour.
As comparison let us observe the following statements: “The Company is a small high-technology
company, focused on the development and production of the world's finest electric vehicles, drive
trains and battery systems. Our goal is to revolutionize the super-sport car industry. Our motor
and battery systems provide the highest power and energy density currently available on the
market. The high power, combined with our high quality standards, makes our products the ideal
choice for dedicated users market for high performance sporty EVs. Our competitive advantage is
in the development of high performance propulsion systems, components and vehicles. We plan to
produce not more than 3 cars per year, customized made to order basis, manufactured under our

own fabrication outfit. The market for such is well established and the market requirement would
only be on our ability to beat the performance of other similar competitors existing in the market.”
The statements contains many claims which are strong, and yet verifiable. The company’s focus
and advantage are clearly spelled out, the business plan is well explained and the targets are clearly
not too ambitious (3 cars a year), and its deliverables and ability to gain the intended market is also
clearly said. The above statement though sounds hypothetical, is actually a thesis statement of a
boutique high-performance sports EV company. Of course there are lot more information is
missing, but the idea is, quickly you get a sense of what they are trying to do; and whether they
know exactly what they are doing. The technical aspects of it, such as “highest power and energy
density” could be left for later explanations. The Company today is already producing its second
car, and the order for 3rd was already being made – each car was priced in the range of Euro 1
million and above; and it is for the “hobby market” among the wealthy, serious hobbyist and
collectors market. And until now, I have not even touch about profitability and cash flows; and in
fact in its main presentation, the Company leaves the financials to the last few pages – which
exactly should be the case.
The meeting I had with the founder of the Company, even though very brief, was pretty impressive.
In less than 5 minutes, he explained to me what his business is all about. The factory visit took me
only 15 minutes, and the rest of the time we spent discussions about the EV markets, automobile
market, and other technical stuffs. It was fun and productive. And you would be very surprise if
tell you that the guy is only 24 years old, and had no previous experience in business. The business
was fully funded by him and his family, and it was grown out of his personal hobby. I would dub
him as the future “Steve Jobs” in EV industry. Enclosed below is a picture of the actual car that he
manufactured out of his “garage”, and it even got the FIA certificates. Even though my knowledge
on EV and automobile is limited, I know for certain that he is destined for success (baring any
stupid steps that he might make in the future, god forbids).
That’s what the Five Minutes Story is all about!

Rock & Pebbles, and High Jumps!
It is easy to understand that to lift a one ton rock is harder to lift pebbles. That’s what we understand
from the Nature. Only few people could raise a big piece of rock on his own and with the joint
efforts of few people, you can move pebbles of the same weight. The same is true for case of
fundraising for business ventures. Many times entrepreneur finds that when he talks to investors,
they would shun investing despite how attractive the business proposition that he offers. Every
potential investor just walks away without parting with any money – despite all the nice words that
they offer. Why? The investor is actually being presented with piece of rock rather than pebbles. It
doesn’t matter how capable the investor is to lift that rock; for him it is just a piece of rock, period!
As we know, marbles are just a piece of rock, before they are being cut out and polished into nice
pieces that eventually occupy the floor space of any homes or offices. Pieces of marbles can be
thought of the same way as the pebbles. They are easily understood, and the individual weights are
not heavy as any piece of rock. This is the issue that any entrepreneur must understand, and
understand it well. Before he can present any investment opportunity to any investor, breakdown
the investments into pieces that easily understood, and being able to be carried upon by the
investors – doesn’t matter how rich (or cash laden) the investor is. No investors want to be a stone
cutter, either he is too lazy to do that, or it is too cumbersome.
This is what I found in most cases of investment proposals by entrepreneurs. They are “selling”
rocks rather than pebbles. He can’t even dissect the investment problems to pieces, and arrange
them in ways that are “investable” by larger pool of potential investors. That’s the reason why, we
find in the US or other developed countries, they develop stock markets even for most
unimaginable investments – and yet funny enough, there are takers for the investments. Why?
Because putting the investments through venture exchange carries the same logic as breaking the
rock into pebbles, and offer them to investors. The logic is the same. In this case, the “pebbles” are
even more sellable, since it is standardized as unit shares that are tradable.
I found out the same case for Silicon Valley venture funds; what they typically do is to spread their
investments into small pieces in many ventures; instead of concentrating the capital into few large
investments. Some typically invests maximum of few million dollars in start-up companies; and
not more. Entrepreneurs, on the hand understood the same concept and prepare their investment
models based on the same basis; whereby they will structure for the investor pools to be spread,
typically between 3 to 10 venture funds, mix with private investors and their own private funds.
Furthermore, the investments are prepared to be made in a few rounds, upon accomplishment of
milestones, when more capital is required to move to the next milestones, etc. In another word,
they are really good in lining the “pebbles”, from very early on. Small pieces of investments from
the investors pools, a step at a time. After more than 40 years, it seems that Silicon Valley has
perfected this art.
Another way to look at entrepreneur point of view is as follows: You will not die if you jump down
at a height of three feet, ten times (a total of 30 feet); and especially so, if you jump over a period

of time. But if you take a single jump of 30 feet (equivalent, in terms of the total height), your
probability of dying is almost 90%. That is the case when you can estimate the height; what if you
have no clue at all about the height? It can be 10 feet, 30 feet, or even 100 feet! Then only luck,
can save you. The philosophy is the same as the “rock & pebbles”, except that now we talk about
from the entrepreneur point of view rather than investor point of view.
Again, I found that most entrepreneurs have very little clue about the extent of risks (or the height
of the jump) that he is embarking upon. He only knows it when he reached the bottom, which is
then a little too late. Damages are already incurred, and if the risks are large enough, he is wiped
out.
This lesson is the same as the asymmetric issue of risks (that has been explained earlier), one big
jump, will put you right into the riskier zone, very fast (see notes below), while smaller steps will
make you to remain within the safety domain much longer. The same thing that we can learn from
high jumper in Olympics – most jumpers will not start with the highest that he could achieve; he
started from lower levels, until only few competitors left, and the final jump will be only against a
few instead of the whole lot. That is off course, if you know your own limits. You take first few
jumps at the level that you can pass easily; until the final phase, when the jump are against your
own limits when you are stretch to the maximum.
Key lessons:
1. Break up your investment needs into smaller pieces, as small as possible to allow investors
to come in and participate with your venture with ease and confidence. Investors want to
spread their risks, not only in type of ventures, but also in time.
2. Know the extent the bottom side of the business risks; take steps that limit your early
exposures to tolerable levels, until you reach a certain comfort level to take a higher degree
of risks. Lessons from earlier steps will make you to be better prepared for the bigger jump;
and even that, you do it with calculated risks, against your own capability limits, which you
have tested earlier.

Note: asymmetry here goes as follows: for example, the risks of opening one shop is say X. But
opening two shops doesn’t mean the risks are 2Xs, and three shops are 3Xs, and so on (i.e. the risks
are linear). But rather, it could be anything like X2 and X3, or X! (i.e. the risks are exponential)
This can be explained graphically. Even though the mathematical logic here is simple; you will
find that most entrepreneurs overlook these facts most of the time. I found this out that many “Class
A – Kontraktor Berwibawa Program” failed due to this fact. They were successful, when they
started the business with smaller projects (such as building rural roads, and smaller size projects),
but once they were given slightly bigger projects, it is something totally beyond their
comprehension; and they started to fall down like leaves from trees in European Autumn. How
many of the Class A Kontraktor Berwibawa” are still around today?

Linear vs exponential graph.
In smaller steps, the risks tends to be linear, but once it out of the shorter (smaller domain of jumps),
it can grow in exponential manner extremely quickly!

Fragility
Fragility is a negative word; it denotes frailty, vulnerability, weakness, instability, and all the
characteristics related to it. Unfortunately, it is the most suited word to describe the state of the
world financial system today. We can recall that at one stage, the capitalistic system of the United
States scorn at the central planning economy of the Soviet Union, China and other communists’
nations; and today, we see the whole western world is taking their economy back into government
hands. Now, they are taking “shares” in their banks, their companies (the US auto makers is an
example), insurance companies – because these companies are “too important” to fail. If they
criticize China for having so many of its companies to be “government owned”, then today, China
may have a point to argue back.

We have seen over the last few months, companies that are in the top 50 of Fortune 500 list,
suddenly gone into oblivion. China, as the manufacturing giant of the world, being brought to its
knees in a sudden twist of fate; has to announce a RMB4 trillion fiscal stimulus almost without
much waiting – since it realizes that without such measure, the country can go into quick economic
tailspin – with massive layoffs and unemployment in the ten of millions. The magnitude of financial
problems for most of the developed countries is pretty much well known by now – except that we
may not know yet how deep will they be in recession and how long it will be.

Commodity prices is also taking a rough and tumble downward spin: palm oil down to US450 from
a high of US1500 per metric ton; steel down to US450 from a high of US1,200 per ton; crude oil,
down to US60 from a high of US140 per barrel; and so on. All of these happened just over a period
of less than six months! Similarly, stock markets and exchanges – the whole world are down by
more than 50% in about the same period. Suddenly, the whole direction shift from inflationary
pressures into a quick and deep depreciation of everything.

All of the above, plus many other events never before happened in the modern history of mankind.
As I have said in the beginning: the best word to describe and to explain what’s going on as we see
it is: fragility. The whole world financial system is extremely fragile; the banking system is fragile;
and now the trade system (due to the crisis) is also is in fragile mood; even normal business people,
who used to trade and deal with each other, probably based on some elements of trusts – are no
longer trusting each other and may not deal with each other as freely as before; lack of confidence
is extremely high; people’s confidence in their own governments is quite shaky. That is the state
of the affair today, and it is a very scary scenario. In short: the whole human beings are in an
extremely fragile state right now.

Why we are in the current state of affairs today is rather a very hard and extremely tough question
to answer. Some are quick to blame the capitalistic system, while others blame it on lack of
regulations, and some on weak governments, internet, explosion of communications, etc. Probably
we can blame them all and probably it is true that each has its own contribution to the problems.
However, I don’t think anyone can really make any definitive conclusions; and probably no one
ever will. However can we learn anything from it? Can we do anything about it? Is there something
that I should do or shouldn’t do for my own good? These are the subjects that I would like to share
my bit here.

What can we learn? The market imbalance is simply too large: the difference of standard of living
between developed world and developing or under developed world is really too large and
unsustainable. The financial system poured in trillion of dollars into houses in developed countries,
that was never meant to be; and yet we have hundred of millions if not over billion of people still
lives in poverty and have no “proper homes”. The developed countries “easy credits” made
everyone lives in luxury on borrowed monies (in mortgages, car loans and credit cards), whereas
many people are still struggling for basic food, water, medicine and just how to make the day’s end
met. The list can go on and on.

The “money” is growing too fast! We have easily more than hundred times more money in
circulation than what we need and use. Money got to earn money, and therefore we have a situation
whereby we have “too much money” chasing the same thing – and cause many things to spiral
upwards uncontrollably. The world is just drowned in money. Here probably we can learn a bit
from the Islamic banking system, whereby prohibition of exchange between money and money is
the central tenet; exchange is allowed only when there is an added value that has been created.
Even then I do not proclaim that Islamic banking is safe from all of these, except that it helps to
slow things down a bit.

Regulations: neither more nor less of it is required. Regulations were there; risk management
system was there; Basel II was implemented; exchange and sharing of information among central
bankers was there; market surveillance was present; and so on. So, do we need extra piece of
legislation and more of it? The answer is: No! We probably have enough of them; if any, only
streamlining of regulations is probably needed, but not more of it because almost all facets of issues
are covered in the laws. In fact we have too many laws written, without only one thing to be
forbidden: greed, which is the real source of many financial evils. What happened was, we have
regulations favoring “size”: big banks and financial institutions are given leeway, while small and
medium enterprises are being shut out totally from participating. The old days of personal bond,
character and reputation is no longer applicable; what matters is what “brand name” does you as
a financial manager carry? If your brand is “big”, you can command respect; otherwise, you are
among minnows. The institutions are so big, and doing massive scale trades; and when they fail,
they also fail big and bring along everyone else with it. My argument is: we probably would have

survived with the same sets of regulations (or probably a bit less of it), but allow entrepreneurships
back into the system; allow small players to play games of their sizes. Probably, this is the best
chance for them to pick up the pieces and build the trust back into the system. However, this
proposition just remains a probable suggestion – because it also requires a whole set of change in
the value system – which until now is still governed by greed.

Basic human lives and conditions are extremely important: if we can focus on what human needs
for their daily lives, then we are doing a lot of good. If we can save more in order to help the less
fortunate; if we can increase more trade in order for us to share the prosperity through our mutual
exchanges; if we can reduce our excesses (such as the US is consuming almost 1/6 of world oil
production for its automobiles) it will help to reduce volatility (in this case oil price – which has
hurt so many poor people and countries); if we can do more business, products, solutions that are
centered around this motives; if we can channel financial resources to build nations, infrastructures,
resources that provide enabling tools for other people; and so many other that you can imagine of.
The only caveat that I have is that of all above can only remain as an “if”; if you do not take your
initiatives.

What has happened is more of “human crisis” than any other thing. Human being, living in a
common world under the same sky breathing the same air, has to act together to save its own
destiny. Economic and financial system is a “human creation”. It is what we human being
“produced”. It is a test from God that whether can we human being in the whole world, collectively
put our act together? In the human history, this type of events has happened before; probably in a
more miniature scale and in an isolated environment, the nature of the test is the same, even though
not in similar form. In the past human being did survive the test, and I am sure we will survive the
current one.

Trials and tribulations produced leaders; whether it is by way of pure coincident or God’s plan, I
can’t tell. But it did happen, and will be repeated again. For the United States, they may have
Obama to lead; for others, it is yet to be seen. For Malaysia, the so called UMNO election already
gave its verdict for Najib to lead. Whether he can stand to it or not is yet to be seen. What is clear
to me, the outlook for the year 2009 is extremely bleak and will put a lot of nerve to tests
everywhere. Whether the year 2009 is the beginning of the end, or it will be beginning of the new
future, is rather hard to guess. It will depend on how parties and economic agents going to behave
and react to each other. At this time, I can only pray that 2009 will be the dawn of the new future.
I am saying so, because that is what I hoped for; even though I am fully aware that the dark side is
very much a highly probable scenario. I ask God for His Forgiveness and Mercy.

If any, the following verse from The Koran may help to enlighten: “Verily we created the human
being to be restless; whenever he suffers hardships, he will frowned; and whenever goodness
begets him, he will forget; Except those who performs his prayers”.

“Humbug”
You may ask me what “HUMBUG” is. Well it is a polite word and more “correct” way of saying
another word, namely: “Bullshit”. Off late I came across a book about the subject, and it was
interesting indeed that someone took the effort to write about it and even provide elaborate
philosophical explanations on it. What humbug (as I will use this terms throughout this writing
instead of bullshit) is all about lies people tell to achieve whatever objectives that they want. It is
something that people do every day and used everywhere by almost everyone. So what can we say
and do about it?
First, we have to say that humbug is a culture that is pervasive among human beings. They do it
because it is their very own nature or because it is so common that it becomes an acceptable
behaviour among the people. Why that is the case? Because it started and promoted by the highest
levels of the society, namely the political leaders. They even have no qualms about “humbugging”
the people publicly through the mass media; and they are not even ashamed about it. Take for
example money politics in UMNO: who in their right mind say that it is not present and endemic.
But you see that all leaders of UMNO say publicly that they will not condone such activities, while
at the same time they perfectly know well that if no money dished out, their chance of winning
diminishes significantly. So what to do? Humbug the public. The public knows that they are
humbugging, and they know that the public knows; but that is the way how things should be
handled. It teaches the people it is okay to humbug because it is done by these visible leaders, so
what’s wrong if I do the same thing!
Second, the western culture (so much of it can be seen from the movies and media) is so rampant
with humbug behaviour. As I have witnessed it in the US when I was there for almost 12 years,
everyone practiced it every day to each other, and it is commonly condoned and accepted. This
culture permeates and day by day becomes acceptable culture to most urban societies of today.
Even though this culture was foreign to Asians culture; today it is the norm. As it becomes endemic,
the level of trusts and the values of honesty are quickly eroding from our society.
Third, for the businessmen, humbug is a necessity. Why? Because humbug is so pervasive among
businessman and you can’t survive without humbug. Humbug becomes the rules rather than
exception. After a while it is also becoming an art rather than a skill. Loan application to banks
won’t get through if it is not full of humbug; business proposals will not look “viable” if the truth
is presented – hence must contain full of humbug to make it look good. You need to humbug to let
the other side of the business to have confidence in you and so on.
Fourth, for the common people, humbug is a daily routine. Some people humbug their spouse
because of scared to be discovered of the truth. Some humbug their parents for the same reason.
While other humbug their friends so that they will be viewed with envy or not being looked down
upon. Women are humbugging the people by their makeups and dresses to uncover the ugly part
of them. It is human to humbug, and it is also human to be humbugged.
Fifth, there are people who are just pure humbug. Whatever they say and whatever they do, it is
full of humbug. In fact they are full of it and the foul smell of their humbug can be smelt even from

distance away. These are the people that are sick and suffered from the humbug disease. We should
avoid them at any rate.
Humbug, despite being a negative attribute of us is not that harmful, if they are done with no serious
intent of harm, injury or deceit. It is only so when does humbug should be prohibited. Otherwise,
I am sure that coffee talks among friends will be dull, and many healthy discussions cannot take
place without some humbug being presence. Therefore, make sure that you “close” your nose a bit
when you are among people as you know that there are some humbugs “stink” to be around. If the
humbug is manageable, then it is probably okay. Otherwise, as for me, I will leave the place as
soon as possible as I can’t stand the stench.
While we ourselves may indulge in some form of humbug, we have to practice restraint and
developed a more honest and sincere attitude. Probably that way, whenever we go to sleep at night,
we can have more peace with our own soul. And for that matter, always ask God for His forgiveness
for our shortcomings.

Luck, Chance & Skills
Throughout our life, do we ever know how many accidents that didn't happen to us? The truth is
we never know. For example, when you drive home from work, and arrive safe and sound without
any scratch – and nothing strange or extra ordinary happen. You would say that no accident
happened. That’s all, and you will continue the same thing day after day, and it never occur to your
thoughts that actually those seemingly mundane things of going back and forth to work safely are
actually mired in so many things that you didn't see and so many accidents that may happen and
didn't happen to you. And that is actually the grace of God upon you that you never even realize
and for many never ever thank God for it. In actuality, this is a major and fundamental
understanding of our life – which so many things happen smoothly in our life, is actually something
that has been bestowed upon us unknowingly to our normal conscience. Only with a deep thought
then we realize how great are the mercy and grace of God that we enjoyed at every second of our
lives.

Life is mired with risks at every moment passing by. An earthquake can strike at any moment,
things can fall from a building and fall upon someone, tires can burst and cars stray off the roads,
brakes that failed, reckless drivers hitting bystanders, and so on. We see them in the news almost
daily. But it happens to someone else and not to us. God chose upon whom the calamity is befallen
upon at the time and place He chose. The more important point is – He chose that it didn't happen
to you. And that what is meant by “accident that didn't happen”.

Daily we make choices at every moment of our steps – to take this road instead of the other, to go
left instead of right, to write these words instead of the others, to say the certain things and so on.
Some of them we do them knowingly, and some others, just by pure reaction. Out of each action,
there are results and reaction – when you sway left, the other car has to give way to you, or braking
in order not to hit you at the back; when you say nice words, the other person responded with
possibly nice words too, and so on. Do we know that whether any of those actions avert any
accident (or wrong reactions)? We never know! It is only by Grace of God, that we got the right
reaction and nothing bad happens. However, the truth and actuality is – anything can happen, and
something terribly wrong may result out of these actions – except that God determines that it
shouldn't happen. And therefore, we move on without realizing that God has indeed save us.

This subject is indeed a deep and major philosophical issue that is being addressed by many Muslim
scholars about the Qadha’ and Qadar; similarly by philosophers about fate and destiny; by scientists
about probabilities and outcomes; and so on. While the approach may differ between different
religious beliefs, the subject is the same – it is about understanding events in life.

Nasseem Nicholas Taleb wrote two books about the matter under the title of “Fooled by
Randomness” and “Black Swan”. Which I found to be rather interesting read. Al Farabi and Al
Ghazally did write long treatise on this matter. Ahlul Kalam has been debating them for centuries.
Many people got lost in the discussions and understanding them, whilst most common people just
got themselves confused.

The best writing that I found on this matter is by Ibnu Qayyim Al Jawzi – under the title of “Sabr
and Syukr” (Patience and Gratefulness). This is summarized by one hadith of Prophet Muhamad
in generic translation says “Verily the affairs of the Believers are quite unique – when anything
good befallen upon them, they say their Grace to God; and when anything bad happens, they will
invoke their patience”. They accept whatever happens as purely from God, and for that they are
rewarded for whatever things that happen – good or bad.

One thing that we have to realize in our life, the balance between Patience (Sabr) and thankfulness
(grace or Syukr) is not the same. To be thankful should be the most prominent act of our life, while
to be patience is indeed very minuscule We have to thank God for every breath that we take, for
every blessings that he gave; and very little, if any we have to invoke our patience. However, for
this little patience that is required from us, we fail. And we totally forgot to thank God for anything
that we have, as if they are rightfully belongs to us, and not as something as providence from God.
Many human beings do not possess patience; and very few indeed are the grateful lot. (Wa qaliilan
min ‘ibaadiyas Syakuur – very few indeed of the men are grateful).
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