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FROM COLONIAL CAPITALISM TO CRONY CAPITALISM.
HISTORICAL AND INSTITUTIONAL DETERMINANTS OF THE SOCIO-
ECONOMIC MODEL FROM THE MALAYSIAN PERSPECTIVE

During the period of colonialism the implementation of colonial capitalism resulted in the inte-
gration of Southeast Asia into the global economy, which directly influenced the local socio-
economic system. The changes occurring in the region since the 19th century, which is the period
discussed in this article, can be analyzed from many points of view. The following paper focuses
on the territory of present-day Malaysia, an exceptionally heterogeneous country, and it analyses
the results of this transformation and the influence it had on the current socio-economic system.

Colonialism has undeniably contributed to the economic growth of the Malay Peninsula while
excluding parts of the population and destroying local institutions and existing models of the so-
cio-economic system. Despite this apparent quantitative growth, oligarchic institutions were
created, impeding the area's actual qualitative socio-economic development. The decolonization
process did not change it sufficiently.

The first aim of the article is to indicate the direct historical relationship between colonial capi-
talism, violently implemented by colonial empires in the conquered territories, and the crony capi-
talism formed after the decolonization period. Secondly, the author tries to identify oligarchic in-
stitutions and the outcomes of their influence. These institutions were created in the historical
process within colonial capitalism and are still present today. They fundamentally influence the
politics and society of contemporary Malaysia, thus inhibiting qualitative socio-economic trans-
formation. Thirdly, the author, using a variety of indicators and indexes measuring, for example,
corruption, the democratization process, or social development, seeks to demonstrate the power
of crony capitalism and its institutions and their impact on impeding socio-economic develop-

ment.
Keywords: Malaysia; colonial capitalism; crony capitalism, economic development; institutional eco-

nomics; institutions; economic history.

1. Introduction Pei or “Accumulation in Post-Colonial Capitalism" edited

Research on the impact of the colonial period on the
society and economy of developing countries is crucial for
understanding the transformation of economic and social
development in these countries. The burden of colonia-
lism had introduced a new economic model — colonial
capitalism, which created barriers to development. These
barriers are still present today, even more than half a
century after the decolonization. The amount of literature
available on this socio-economic model has grown. Some
of the works cited in this area include "Alien Capital:
Asian Racialization and the Logic of Settler Colonial Capi-
talism" by lyko Day, "Egypt's Occupation: Colonial Eco-
nomism and the Crises of Capitalism" by Aaron G. Jakes.
Some of them are cited in this paper: "The Myth of the
Lazy Native: A Study of the Image of the Malays, Filipinos
and Javanese from the 16th to the 20th Century and Its

Function in the Ideology of Colonial Capitalism" by Syed
Hussein Alatas. There is also a growing literature on cro-
ny capitalism and its impact on economic and social de-
velopment, particularly about Asia. These include "Crony
capitalism, Corruption And Development In South Korea
And The Philippines" by David C. Kang, ,China's Crony
Capitalism The Dynamics of Regime Decay" by Minxin
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by Iman Kumar Mitra, Ranabir Samaddar, Samita Sen.
This paper aims to demonstrate how historical deter-
minants and institutions created during the colonial period
have influenced modern economic development and the
model of the socio-economic system. For this analysis,
the author uses the theories of institutional economics.
Institutional economics and its various approaches, such
as new institutional economics or neo-institutionalism, are
currently thriving. Examples of fundamental writings in
this area include Thorstein Veblen's pioneering "Theory of
Leisure Class", ‘"Institutional Economics" by John
R. Commons, "The evolution of institutional economics:
Agency, Structure and Darwinism in American Institutio-
nalism" by Geoffrey Hodgson, "Governing the Commons:
The Evolution of Institutions for Collective Action" by Eli-
nor Ostrom, "Institutions” by Douglass North, "The New
Institutional Economics" by Ronald Coase or "Economic
Institutions of Capitalisms" by Oliver Williamson.

In recent decades, many studies have been dedicated
directly to the institutional factors of development of par-
ticular countries, which have also popularized this school
of economics. These include: "Why Nations Failed?" by
Daron Acemoglu and James A. Robinson, "Institutional
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Change and Economic Development" edited by Ha-Joon
Chang, "In the Shadow of Violence. Politics, Economics,
and the Problems of Development" edited by Douglass
North et al., and "Europe’s Growth Champion," a book in
which Marcin Pigtkowski describes this issue from Po-
land's perspective.

2. Methods of the research

In preparing this article, the author used the method of
critical analysis, the historical-comparative method, and
comparative analysis. Scientific sources include Malay-
sian, Asian and international researchers. To see a com-
plete picture of colonial capitalism, the period of decoloni-
zation, and crony capitalism, it is beneficial to rely on au-
thors coming from outside the European cultural circle.

The main representative of institutional economics
D. North assumed that evolving institutions significantly
impact economic growth. Moreover, transforming institu-
tions can significantly determine the course of socio-
economic life. Negative and positive effects following
changes in institutions can hinder the socio-economic
development. In his work "Institutions, Institutional
Change and Economic Performance" North considered
the role of ideas, attitudes, behaviours, beliefs or habits in
economic development. In addition, he emphasized the
role of institutions in the formation of patterns of beha-
viour (Stankiewicz, 2012: 34-35). He defined institutions
and their functions in a very broad way. He believed that :
(Chmielewski, 2011: 256-257; North 1991, 97):

- Institutions are systems of rules and procedures for
following them, as well as moral and ethical norms de-
signed to constrain the behavior of individuals;

- Institutions provide a framework within which human
beings interact. They establish the relations of coopera-
tion and competition that makeup society and, more spe-
cifically, its economic order;

- Institutions are at the source of rules of the game in
society, or more formally, are the humanly devised con-
straints that shape human interactions;

- Institutions reduce uncertainty, giving structure to
everyday life.

Another representative of the contemporary thoughts
of institutional economics — new institutional economics,
O. Williamson, treats institutions very broadly and sepa-
rates them into four levels that interact with each other
and overlap themselves (Chmielewski, 2011: 254-255;
Wozniak-Jechorek, 2014: 399): The first two levels are
analysed in this thesis.

- First level: informal institutions, i.e., customs, tradi-
tions, norms, religion, culture;

- Second level: formal institutions, i.e., constitutions,
property rights, politics, bureaucracy, which define the
rules of the game of economic, social and economic life;

- Third level: rules of transactions, i.e., institutions that
manage, direct, regulate the economic process and
"game";

- Fourth level: the sphere of economic decision-
making, e.g., resource allocation, employment, price and
production levels. The central point becomes the eco-
nomic unit.

The study of the impact of formal and informal institu-
tions on the modern economy has its practical reflection
in the reports and analysis of many organizations. They
examine the economy in terms of transaction costs, in-
vestment opportunities, markets and the economic envi-
ronment, competitiveness, economic activity, international
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cooperation. They conduct studies on culture and public
trust and the rule of law, corruption, or democratization.
Examples of such reports are the Worldwide Governance
Indicator by the World Bank. Several specific indicators
examine the quality of institutions, like the Rule of Law
Index, Corruption Perception Index, Index of Economic
Freedom or Democracy Index.

3. The economic history of Malaysia and the for-
mation of institutions of colonial capitalism

3.1 Colonial capitalism

Before the emergence of colonial states, a highly di-
verse region created its own socio-economic develop-
ment models, which was hampered by the influence of
colonial states. At the beginning of the 20th century, we
can speak of two parallel realities. In the background to
the activities of colonial states, the first was the traditional
reality of the servants and aristocratic elites of local socie-
ty. The second was exploitation-oriented colonial capital-
ism. The socio-political system was created and regulated
by Western empires (Hirschman, Bonaparte, 2001: 9).
Alatas lists the following characteristic features of colonial
capitalism, the presence of which he dates from the 18th
to the first half of the 20th century (Alatas, 1977: 2):

- predominant control of and access to capital by an
alien economic power,

- the control of the colony by a government run by
members of the alien power, acting on its behalf,

- the highest level of business, trade and industry,
held by the alien dominating community,

- direction of the country's export and import trade to
suit the interest of the alien ruling power,

- a bias towards the agrarian mode of production as
opposed to that of industry,

- the minimal expansion of technological and scientific
skill,

- the organization of production around semi-free la-
bour,

- the absence of guilds or trade unions as a counter-
weight to exploitation,

- the non-involvement of large sections of the popula-
tion in direct capitalist enterprise,

- the presence of a set of antitheses in the colonized
society described by the term dualism.'

This system created formal and informal institutions
whose main aim was to ensure the highest possible prof-
its for the British Empire. The economic system was
based on monopolies, maximum exploitation of cheap or
even free labour, and the plunder of resources originally
belonging to local communities. The political system was
authoritarian. It legitimized racist practices based on the
belief in the intellectual superiority of whites (Hirschman,
Bonaparte, 2001: 9). Its foundation was Social Darwin-
ism. Based on this idea, colonists assumed that only the
Western Enlightenment could bring about modern political
and social reforms or introduce economic progress.
These racist theories continue to justify colonialism and
its modern version as attempts to enlighten the inferior
races or create exclusionary institutions (Alatas, 1977:
44-45).

From about 1760, the British Empire began to show
more interest in Malaya because of its natural resources
and attractive location. In 1824, under the Anglo-Dutch
Treaty, Malacca and the Malay Peninsula were ceded to
the British Empire. This treaty irreversibly divided South-
east Asia and not only highlighted economic differences,
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but also cultural and even linguistic differences. The ad-
ministrative and political effects of this division are still
visible today. They introduced formal institutions, i.e., a
standardised law enforcement system, primarily based on
the British law system.

As early as the 1870s, the expediting demand for raw
resources, such as tin, in particular, resulted in an in-
creasing demand for labour. In the case of the Malaya
region, the vast majority of labourers came from China.
As early as the 17th century, Chinese emigrants formed
syndicates called kongsi. These Chinese immigrants set
up an institution to manage individuals' economic activi-
ties and to regulate the social order as well as relations
between the newcomers and the local rulers. The nature
of this institution had a markedly conflicted character.
Struggles for influence between kongsi were constant.
They represented local leaders, who were often mine
managers (Kaur, 2004: 48-49).

As revenue from tin mining had already become a
significant part of the empire's income, the British began
to realise the consequences that unrest in economically
valuable areas could have. Through an agreement with
the Sultan of Perak, the British established the first resi-
dencial system in Malaya, which had the characteristics
of a formal institution. Similar systems were quickly intro-
duced in Selangor, Negari Sembilan and Pahang. The
British were officially supposed to have an advisory role,
but de facto they managed the entire administration, ex-
cept for matters relating to religion and traditional law,
which remained in the sultan's hands. In addition to mili-
tary protection, the sultan maintained his political status,
which was important, especially in preserving the tradi-
tional hierarchy. The Europeans understood that only
through indirect rule, but with the implementation of mo-
dern institutions, the key economic gains could be pre-
served. The residential system also in some ways consol-
idated the power of the sultans themselves. Until then,
the fragmented local trade and population had been cont-
rolled by Malay chiefs (mal. orang kaya — rich man).
Maintaining their position, military and administrative sup-
port, and the sultans' approval strengthened the position
of the orang kaya in society. This enabled the British to
control the entire Malay social hierarchy thus to create the
elites whose role was to assist in the economic and ad-
ministrative management of the occupied areas.

The residencial system contributed directly to the con-
solidation of a social hierarchy corresponding to British
and colonial capitalism. The British gathered around the
Sultan to manage the interests of the mining companies
focused on tin and rubber plantations. The administrative
structures created by the Empire however did not fit into
the traditional Malay style of governance. From the Euro-
pean perspective, this was effective. According to Drab-
ble, by the end of the 19th century tin exports from Ma-
laysia supplied just over half the world output (Drabble,
2000: 39-40). It was then that the British became inter-
ested in the large parcel. They systematically and suc-
cessively took over or leased large parts of land in all the
sultanates. The commodification of land provided the
opportunity to impose new taxes, which fed an inefficient
administration. After these reforms the provincial local
landowners had to pay a tax on their land area for the first
time. The tax burden notoriously exceeded the original
owners' ability to pay. As a result, with mounting debts,
the land was lost to new emigrants from China or to In-
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dian lenders. The Malays were completely unable to cope
with the new monetary economy imposed on them.

The constant need for labour for colonial capitalist
needs also creating efficient exclusionary institutions.
One of these was the truck system. It was created by the
Chinese, who were rapidly gaining increasing economic
influence. Secret Chinese syndicates widely supported
the so-called fowkays (mal. entrepreneurs, bosses). They
provided transport, food and accommodation for new
migrants from China. Exploiting asymmetry of informa-
tion, they offered high-interest loans in exchange for care
and assistance. The newcomers, who were then used as
cheap labour, were unable to repay the loans. Thus, they
went into debt and consequently tied themselves to their
towkay legally and financially, becoming de facto slaves.
The result was a typical institution based on the peonage
system (Andaya, Andaya, 1982: 160-161, 177).

Another consequence of the residential system was
the introduction and growth in the importance of money
capital in the region’s economy. It was used for long-term
investment in assets and short-term financing of corpo-
rate operations. One example of the exclusionary institu-
tions thus created was the so-called revenue farming as a
specific financial management technique. The reason for
the introduction of this institution was the sultan's inability
to tax Chinese settlers directly. It allowed people to buy
from the government and gave the ruler the right to col-
lect taxes in a fixed period, for goods in high demand,
such as alcohol, opium or even gambling proceeds. The
most frequent beneficiaries of this opportunity were weal-
thy Chinese, who collected taxes from local Malay com-
munities. Next to them, the biggest beneficiary of this
system was the British. The funds collected led to ex-
traordinary domination of a narrow group of Chinese en-
trepreneurs in the mining industry (tin) and allowed for
subsequent diversification of investments into the produc-
tion of more technologically advanced goods, trade or
banking. On the other hand, however, this has led to
growing wealth inequality between and within ethnic
groups (Drabble, 2000: 56).

Because of the need to unify land management, la-
bour, taxation or logistical issues between areas, the Bri-
tish decided to federalise the Malay states. In 1895, they
signed treaties with all four Malay sultanates: Selangor,
Perak, Negari Sembilan and Pahangu and the Federated
Malay States (FMS) were established. As Andaya and
Andaya point out, the traditional Malay rulers did not rea-
lise the consequences of these changes, which resulted
in a drastic decline in their importance. The role of the
sultanates became almost entirely ceremonial and sym-
bolic (Andaya B., Andaya L., 1982: 183).

One of the most significant formal institutions taken
from the West was Torrens system of regulations, which
introduced procedures for registering titles over land. It
assumed that an official system would administer land
rights under the control of the empire. In addition, every
transaction involving land was to be registered. This re-
sulted in the final transfer of control over land in the fede-
rated states from the traditional rulers — the sultans — to
the colonisers.

In evaluating the socio-economic development of Ma-
laya at the time, scholars point to the increasingly accen-
tuated inequalities between the Malay people and their
elites. Debt, which shaped social relations, played a ma-
jor role here. It is true that in the 1880s representatives of
the British Empire cancelled the debts of slave labourers
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in the colonies, but paradoxically the situation of the pre-
viously indebted population did not improve. This was
because landowners, who had hitherto exploited slave
labour, were no longer obliged to provide shelter and food
for those freed from the burden of debt. The former
slaves did not own land and the wages offered were ex-
tremely low by the end of the 19th century. The district
administrators of the time, like the peasants, had also lost
their sources of income. Nevertheless, it has been indi-
cated that life in the provinces and the living conditions of
those making a living from agriculture were not totally
hopeless (Drabble, 2000:114).

Another informal institution, the so-called free port
mentality, became a barrier to the industrial development
of the Malays of the time. In the public interest and an
influential group of businessmen and administration, it
was important to preserve the traditional free port status
and continue to concentrate on the export of raw mate-
rials. In the four decades between 1875 and 1915, the
volume of exports increased more than seventeen fold
(Lafaye de Micheaux, 2017: 38). The export of tin, rubber
and other raw materials was extremely profitable. In addi-
tion, the extraction of raw materials required huge
amounts of labour and at the same time brought a satisfy-
ing income. It was seen as irrational and inefficient to shift
labour to develop sectors that were higher in risk in com-
parison. Data shows that in 1931, when the Malay econ-
omy recorded its highest level of exports, only 12.7% of
the population worked in manufacturing (Drabble, 2000:
136-137).

Colonisation shaped the economy and the narrative of
norms and traditions associated with society's culture and
value system. Colonial conquest did not only involve the
shaping of formal institutions, such as laws to ensure the
effective plunder of the colony but also engaged in chan-
ging informal institutions. As Shamsul points out, in a
slow but steady process, the colonisers interfered with the
local mental models and their perception of the social and
natural world, thus increasingly depriving the natives of
the possibility to define their world. Consequently, local
institutions were replaced by Western ones (Shamsul,
2001: 357).

Alatas emphasises that from the documents wrote by
Western observers, an image emerges of a gullible and
seemingly polite Malay: sensitive to insults, violent, ex-
plosive. Colonialists saw Asians as an inferior type of
people. The British described the Malays as not inclined
to hard, incessant work, and their characteristics were
well suited to servants who had to perform simple, unam-
biguous tasks. The attitude towards the labour by the
Malays is also negative in this account. They are a lazy
and idle-loving group, lacking creativity and the ability to
think abstractly or desire to enrich themselves. They are
untrustworthy, treacherous and devious, and show loyalty
only to patrons from their own society. Similarly, Western
authors have described the Chinese as savage and un-
scrupulous or the Indians trying to cheat at every turn
(Alatas, 1997: 44-45, 114-115).

Despite the obviously racist nature of such thoughts, it
is also linked to the fact that colonial authorities based on
this knowledge could adopt policies or institutions to suit
the 'character' of colonial society. This perpetuated for
decades the lack of self-esteem in Malays as inferior indi-
viduals. Modern Malay identity has its foundations in the
colonial period and is orientalist-colonial in nature. The
racist narrative present during the colonial period has
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shaped the mutual perceptions of the different ethnic
groups and influenced the culture and institutions of mo-
dern Malaysia (Shamsul, 2001: 357).

3.2 World War Il and decolonization

British Malaya was attacked by Japan on 8 December
1941 and was quickly defeated. The Japanese adminis-
tration had a specific policy towards the people of the
occupied areas depending on their ethnicity. To win over
the Malay masses, the Japanese occupier played the
nationalist card by rapidly increasing the powers of the
Sultan and organising all kinds of demonstrations and
marches or conferences of an ethnic-nationalist nature.
The Japanese occupation contributed significantly to the
impoverishment of Malaysian society and the destruction
of the region's economy. Exports were focused solely on
the needs of the Japanese war machine. The local popu-
lation, on the other hand, tried to be as self-sufficient as
possible (Andaya, Andaya, 1982: 248).

After the war, the British Empire sought to ensure a
capitalist system and institutional order in preparing to
cede power. This was to ensure the development and
stability of a multi-ethnic post-colonial state with the paral-
lel political influence of Britain. They feared communist or
radical leftist guerrillas who might take control, especially
the countryside, as happened a few years later during the
Darurat Malaya uprising in 1950. Malaysia at that time
was regionally one of the most resilient economies,
reaching a GDP per capita at the level of Japan. The Bri-
tish were also concerned about the intensification of eth-
nic conflicts, particularly between Malay and Chinese. In
early 1946 Malayan Union was formed, whose system
was based on a capitalist economy with a democratic
government that granted citizenship to all ethnic groups.
Malays and Chinese and Indians who had been born in or
resided in Malaya ten of the fifteen years before 1942
(Tajuddin, 2012: 101-102).

Initially, the British were skeptical about the idea of
creating an axis of political conflict running between eth-
nic groups. However, the 1955 elections demonstrated
the efficiency of this system from a political perspective
and the distribution of parliamentary seats along ethnic
lines. UMNO (United Malays National Organisation) fully
represented this policy, a coalition bloc of parties bringing
together the three most important ethnic groups. On the
one hand, ethnic-based political representation ensured
stability; on the other, this representation was provided by
pro-Western, free-market-oriented elites. Thus Britain's
economic interests were protected. The westernised
elites of all ethnic groups realised that only consolidation
of power and cooperation could bring about national de-
velopment and peace in this extremely diverse coun-
try.The Federation of Malaya (later Malaysia) achieved
independence on 31 August 1957.

3.3 The modern economy and crony capitalism

Decolonisation brought economic transformation, the
expulsion of empires and the dismantling of colonial capi-
talism. However, the institutions and the historical deter-
minants created crony capitalism (see Graph 1). It can be
defined as a market economy system in which those
close to political authorities who make and enforce rules
receive economic favors that enable them to earn returns
above what would prevail if factors were priced by the
market (Limoeiro, 2020: 12).
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Graph 1. A Simplified model of the economic system in the region (Source: own elaboration).

Together with the Malay elites, the British attempted
to pursue a model that would ensure the increased indu-
strialisation of the country while preserving their vested
interests. In 1958 the government adopted the recom-
mended suggestions of the World Bank and in 1960 in-
troduced a programme of investment incentives for for-
eign corporations. This can be seen as the beginnings of
crony capitalism in Malaysia. Investments are supposed
to develop automotive, electronics and textile industries.
Because the government subsidised foreign corporations,
the number of companies with a majority of foreign capital
among all the largest enterprises in Malaysia increased
from 38.5% in 1959 to 60.7% in 1970. In such sectors as
agriculture, extraction of raw materials or trade, we can
speak of foreign-owned companies' hegemony. Evidently
threatened, Chinese entrepreneurs closed in on their own
group and exploited their own business development op-
portunities mostly in construction or trade. During this
period, Malay businesspeople, lacking capital and expe-
rience, could not find their way into the new reality (Hir-
schman, 1998: 77).

During the first decade of independent Malaysia, eco-
nomic development was limited. However, the policies
pursued resulted in rapid economic growth rates of about
6% per annum. In parallel relatively little reduction in ab-
solute poverty levels was noted. The poor, especially the
Bumiputera living in the province, remained in the tradi-
tional economic system, characterised by low productivity
and low value-added goods. Foreign corporations were the
main beneficiaries of growth, followed by Chinese entre-
preneurs. The income gap between rural and urban
households also widened. Widespread poverty was ac-
companied by high unemployment, which reached 8% by
the end of the period. This contributed to increasing income
inequality and caused even more frustration for most of the
population, mainly ethnic Malays (Ragayah, 2014: 21).

In 1969, anti-Chinese riots erupted, the causes of
which could be traced to both inter-ethnic wealth dispari-
ties and the fueling of sentiments by Malay politicians and
activists. The aftermath of the riots was the introduction of

the New Economic Policy — NEP (mal. Desar Ekonomi
Baru — DEB) in 1970. This policy lasted until 1990 as a
programme for economic and national development in a
multi-racial society. The NEP had two main objectives.
The first was to reduce and further eradicate poverty by
increasing income and creating employment opportunities
for the entire population. This objective focused mainly on
the poorest ethnic group, the Bumiputera. The second
objective was to change the structure of society. An at-
tempt was made to redefine the different ethnic groups'
existing roles in the economic system.

Malaysia abandoned the laissez-faire policies it had
pursued since the 1950s favoring more active state inter-
vention by introducing licenses, quotas, or regulated pric-
es. The government created free trade zones and sup-
ported the establishment of licensed workshops and fac-
tories. The implemented policies aimed to encourage
producers to export manufactured goods (Ragayah,
2008: 122-123). The New Economic Policy implementa-
tion can be considered the birth of the modern Malaysian
economy (Lafaye de Micheaux, 2017: 152). The NEP
brought about a remarkable socio-economic transforma-
tion of the country. There has been an impressive reduc-
tion in poverty both among ethnic groups and between
rural and urban areas. Poverty among the Bumiputera fell
by 41.8 p.p. over the two decades of DEB implementation
and by 2014 this problem could be considered eliminated
(poverty level of 0.8%) (see Table 1). The real economic
miracle was particularly evident from 1988 to the Asian
financial crisis in 1997, when the Malaysian economy
achieved growth of 10% per annum (Economic Planning
Unit, URL...). The NEP's success continued under the
National Development Policy — NDP (mal. Dasar Pem-
bangunan Nasional, DPN) programme was implemented
from 1991 to 2000, with the priority objective of achieving
a standard of living for Malaysians similar to economically
developed countries. The most visible effect was increas-
ing the level of socio-economic development among the
underprivileged, especially Bumiputera, through affirma-
tive action.

Table 1. — Poverty rate by ethnic group and area in Malaysia, 1970-2019

1970 | 1976 | 1979 | 1987 | 1989 | 1995 | 1999 | 2004 | 2009 | 2014 | 2016* |2019*
Malaysia 49.3 | 37.7 | 374 | 194 | 165 | 8.7 8.5 5.7 3.8 0.6 7.6 5.6
Bumiputera 64.8 | 46.4 | 49.2 | 26.6 23 122 | 123 | 83 5.3 0.8 9.7 7.2
Chinese 26.0 | 174 | 165 | 7.0 5.4 2.1 1.2 0.6 0.6 0.1 2.2 14
Indian 39.2 | 27.3 | 19.8 | 9.6 7.6 2.6 34 2.9 25 0.6 5.5 4.8
Urban population| 21.3 | 154 | 17.5 | 85 71 3.6 3.3 2.5 1.7 0.3 4.8 3.8
Rural population | 58.7 | 45.7 | 45.8 | 24.8 | 21.1 | 149 | 148 | 11.9 | 84 1.6 17.5 | 12.4

* Since 2016, the poverty line in Malaysia has been changed from 980RM to 2208RM.
Source: Household Income, Poverty and Household Expenditure, URL: http://epu.gov.my/en/socio-economic-
statistics/household-income-poverty-and-household-expenditure, (Accessed: 27.12.2020)
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The Asian financial crisis was a significant event from
the perspective of the economies and the societies of
Southeast Asia. It is not uncommon for scholars to identi-
fy the causes of the crisis in the fragility of informal institu-
tions, especially the client-patron relationship. This exclu-
sionary institution’s roots can be traced back to feudal
times and consolidated during colonial capitalism. The
crisis hit in a situation where the local rich elite, due to the
cultural and social norms, was practically not subject to
any control by society. Their relations with the govern-
ment were based largely on corrupt links. As in colonial
times, these elites became the beneficiaries of incoming
foreign capital (Sowa, 2008: 15-17). The causes of the
crisis can also be traced to the Chinese business model
prevalent in Southeast Asia. This mainly concerns the
control over large corporations by individual families, often
of Chinese origin, the lack of distinction between ownership
and management of a given company, close investor rela-
tions with banks (Rasiah, 2010: 110). During the crisis, the
government chose not to implement the orthodox policies
suggested by international organisations like IMF. It ba-
lanced between neo-liberalism and statism. It was quite
successful, especially when comparing the results of indi-
vidual countries in the region, such as Thailand and Indo-
nesia, where we can still see the consequences of that
economic actions today (Gliniak, 2016: 77-79).

Close relationships between government and private
companies were common. Not infrequently these rela-
tions were of an obscure nature, as people from the cir-
cles of power, usually a very exclusive group, influenced
the company's management. Popular opinion among in-
vestors, including foreign ones, was that such an ar-
rangement guaranteed the solvency of a given company.
Thus, financiers saw an investment opportunity for grant-
ing loans, regardless of the actual financial situation of
the company. Such an arrangement also guaranteed the
granting of state subsidies and created and protected
monopolies. It is believed that the political relationship
with business, which contributed to the misallocation of
investment and thus a decline in returns on capital, re-
sulted in a drastic decline in foreign investors' confidence
in the markets of the region (/LO Regional Office for Asia
and the Pacific, 1998: 11).

The level of corruption is measured by many indica-
tors, including the Corruption Perception Index (CPI).
After UMNO's defeat in the 2018 elections, the new go-
vernment has strengthened the fight against corruption
and is trying to improve transparency in lawmaking, ten-
dering or budgeting (Durairaja, 2019: 9). This has contri-
buted to the improvement of this indicator. According to
the 2019 data, Malaysia ranks 57th out of 180 countries
analysed with a 51/100 and has seen a drop of six places
compared to 2019 (Transparency International, URL...).
In popular opinion, it may seem that Malaysians accept
corruption if it can benefit them. This is somewhat con-
firmed by the World Values Survey conducted in 2018. As
many as 42.4% of survey participants indicated that it is
always or often the case for them to pay a bribe, give a
gift or do a favour to local officials to deliver services. At
the same time, as many as 22.8% of Malaysians indi-
cated that giving bribes is justified to some extent. This is
much higher than countries in the region. For Thailand
this figure was only 2.8% and for Indonesia — 7.1% of
respondents (World Values Survey, URL...).

Corruption in politics is a real threat and can lead to a
decline in confidence in the democratisation process.
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Some wealthy Malaysian businesses owe their growth to
preferential treatment from the government. About one-
fifth of companies that applied for building permits ex-
pected to have to pay a bribe during visits with officials. In
addition, about 40% of firms said that corruption was a
moderate if not a major obstacle to their ongoing busi-
ness activities. About 11% of total annual sales had in-
formal gifts or payments to government officials to "get
things done" to be distributed. The researchers note that
due to the declarative nature of the responses, the actual
degree of corruption may be much higher (Yusof, Arshad,
2020: 12).

Between 2001 and 2010, the government introduced
the National Vision Policy — NVP (DWN, mal. Dasar Wa-
wasan Negara). The NVP contained all the previous de-
velopment goals and issues outlined in the NEP and
NDP. It included several main points, including building a
strong, tolerant and just society by promoting social co-
hesion and reducing poverty and inequality between eth-
nic groups and regions. Attention was also given to de-
veloping human capital and creating a better-educated
workforce. Today, Malaysia is in a key phase of economic
transformation under the Vision 2020 (mal. Wawasan
2020) plan. The overarching goal of Wawasan 2020 was
to have Malaysia join the group of developed countries by
2020. Despite isolated bumps associated with crises,
Malaysia's economy has continued to grow rapidly,
achieving growth of 5% between 2001 and 2018, exclu-
ding 2009. The HDI between 1990 and 2018 increased
from 0.644 to 0.804 (United Nations Development Pro-
gramme, URL...). However, it should be remembered that
once a certain level of GDP is reached, with this nature of
the economy, there is the problem of the middle-income
trap that the country is currently facing (Lafaye de Mi-
cheaux, 2017: 149-150, 178).

3.4 Malaysia's contemporary economy and the
quality of its institutions

An empirical assessment of the contemporary eco-
nomy can also be made from the perspective of evalua-
ting institutions, especially those most affected by crony
capitalism. Formal institutions that negatively influence
social cohesion have their roots in the colonial system,
including the division of the political scene along ethnic
lines. On the one hand, the constitution's design has been
influenced by the colonial past and the institutional condi-
tions associated with it; on the other hand, a significant
influence of Asian values can be seen. There are clear
differences between the Western, liberal view of human
rights and the rights in The Federal Constitution of Malay-
sia. Only nine articles are devoted to these human rights
issues, which are very general in nature.

Various exclusionary institutions also contribute to the
distortion of democracy in Malaysia. These include infor-
mal institutions associated with Asian values, such as
hierarchy, and formal institutions, such as authoritarian
laws, which have their roots in colonial times. This leads
to the radicalisation of the Malay majority and the disinte-
gration of the multi-ethnic society. Despite considerable
progress in recent years, linked to the 2017 general elec-
tion and the imposition of a state of emergency and sus-
pension of parliament during the COVID-19 pandemic
(The Diplomat, URL...). Malaysia is considered a "flawed
democracy" by The Economist Intelligence Unit, which pro-
duces Democracy Index reports, and ranks 39th in 2020
(see Graph 2) (The Economist Intelligent Unit, URL...).
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Graph 2. Democracy Index 2006 — 2020, Malaysia.
(Source: The Economist Intelligence Unit, Democracy Index 2020: In sickness and in health?,
URL: https://www.eiu.com/n/campaigns/democracy-index-2020 (Accessed 10.07.2021)).

The situation is similar when it comes to freedom of
expression. Although the eleventh article of Malaysia's
constitution indicates that every person has the right to
follow their own religion, in practice this right is violated.
Freedom of religion is a component of the Social
Progress index. For 2019, Malaysia ranks only 117th glo-
bally in this category, despite its overall score being 49th
out of 149 countries assessed (2020 Social Progress
Index, URL...). Freedom House also has many concerns
on this issue. In 2019, Malaysia's civil rights score accor-
ding to this research institution had admittedly improved,
but this has not been affected by the religious freedom
component of the index. The country scores 31 out of 60
in this category, and such a low score is mainly related to
the dominance of Islam over other religions and its influ-
ence on the country's politics (Freedom House Report
2019 Malaysia, URL...).

Also, part of the assessment of democratic institutions
is media freedom, suppressed in Malaysia. However, with
the recent change of power, the situation is improving. In
the press freedom ranking organized by the international
NGO, Reporters Without Borders, Malaysia ranks higher
than in 2020, but still ranks 119th. In recent years, Malay-
sia has ranked between 123rd and 147th out of 180 coun-
tries analyzed (2021 World Press Freedom Index,
URL...). The government still has authoritarian laws that
can restrict media freedom and freedom of expression,
for instance the 1998 Communications and Multimedia
Act; the 1984 Printing Presses and Publications Act, the
1972 Official Secrets Act, and the 1948 Sedition Act. Au-
thorities have the power to search editorial offices, have
strict control over publishing licenses, and journalists can
be sentenced to 20 years in prison on charges of sedition
and anti-government activities. These restrictions pose a
constant threat to journalists who, despite relative
progress in the area of freedom of expression made in
recent years, cannot work with full freedom (Reporters
Without Borders (RSF), URL...).

The high level of corruption in the country is linked to
the lack of an independent judiciary and legislature. The
level of corruption is high, especially among the elite con-
sisting of paliticians, business people and officials. Ac-
cording to reports, 43.7% of those arrested for corruption
were public officials, 13.4% were businessmen and 1.4%
were politicians (Durairaja, 2019: 3). A feature of the Ma-
laysian public sector is the close relationship between the
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political class and civil servants. As a result, the position
of the administrative and political elite in Malaysia is con-
sidered disproportionately high compared to countries
with mature democratic systems (Chin, 2011: 148, 150-
151). The patronage mechanism has resulted in a corrupt
and inefficient administration that affects ordinary citizens.

4. Conclusions

As the author shows, Malaysia's economic history
clearly demonstrates that the formal and informal institu-
tions created under colonial capitalism, despite the revo-
lutionary change in the economic model during decoloni-
zation, continue to influence society and the economy all
the time. Political and business elites have created oligar-
chic institutions. The overarching goal of any institutional
change should be to achieve inclusive socio-economic
development. Economic change cannot be achieved in a
vacuum. Despite an increase in Democracy Index (Graph
2.) or a reduction in corruption, democratization needs to
be accelerated. Laws that have their roots in colonial ca-
pitalism, that suppress personal freedoms should be
quickly removed. The apparent change in the ruling party
after the 2018 Malaysian General Election has not led to
significant changes in the composition of these elites.
There is still a lack of proper reform of state organizations
and a change of personnel that would eliminate clientel-
ism and nepotism, curbs corruption and as resulted crony
capitalism. The democratic institutions present in the
country need strengthening, both at the national, state
and local levels. Policymakers should also not forget the
relevance of civil society and NGOs in social control of
power, which plays a key role in countries with mature
democracies. Malaysia, to ensure social cohesion for all
Malaysians, should end politics based on ethnic division.
Unfortunately, neither the years of the infamous Prime
Minister Najib Razak, nor the recent period of Mahathir
Mahomad's and later Muhyiddin Yassin rules shows no
real attempt at change. In the second half of 2021, Ma-
laysia undergoes another political crisis that is the after-
math of the pandemic, but also of institutional failure.

Rapid growth has been present in Malaysia for at
least several decades. It has resulted in a significant
decrease of poverty level (Table 1.) and inequality among
the entire population and all ethnic groups. Its foundations
can be traced back to the formal institutions inherited
from the British and successful economic reforms, includ-
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ing implementing the NEP. 2010s led to large-scale social
and cultural change It has produced a modern, wes-
ternized civil society capable of contesting the current
"managed democracy”, old elites and institutions. Howe-
ver, this needs a strong opposition, not only parliamenta-
ry, but also a developed civil society. This will make it
possible to eliminate, or radically reduce, the influence of
ethnic considerations in politics on the economic and so-
cial objectives adopted and formulate progressive, demo-
cratic, and inclusive principles for developing a multi-
ethnic Malaysian society. This development continues to
be hampered by mutual bickering and resentment not
only on personal, but also on ethnic and religious
grounds. However, as the numerous pro-democracy pro-
tests showed, the undermining of social hierarchies is
becoming the norm. Economic growth has produced a
stronger and more aware and united middle class which
has become the hope and the future of the country.
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BI/] KOJ/IOHIAJIbHOIO 10 XPOHIYHOIO KAMITA/I3MY.
ICTOPUYHI TA IHCTUTYLIUHI AETEPMIHAHTU COLIA/IbHO-EKOHOMIYHOI MOAE/I
3 MAJIAU3INCbKOI TOYKU 30PY

Y nepion KonoHianiamy BnpoBaKeHHA KOJIOHianbHOro Kanitaniamy npusseno Ao iHterpauii lNisaeHHo-
CxipgHoi As3ii y cBiTOBY eKOHOMIKy, L0 6e3nocepeAHbO BNIMHYNO Ha MicLeBY coLlianbHO-eKOHOMiIYHY CUCTEMY.
3MmiHun, wo BiaGynucsa B perioHi 3 XIX cTtonitra (came uen nepion AoCnigXKYyeETbLCA B CTaTTi), NpoaHanizoBaHo 3
6araTbox TOYOK 30py Ha NpUKNagi Takoi HeOAHOPIAHOI KpaiHW, K cyyacHa Mana#usis. ABTop nokasye, Lo Koso-
Hianiam, 6e3nepey4yHo, cCNpuUsiB eKOHOMiIYHOMY 3poCcTaHHIO ManaicbKoro niBoCTpoBa, arne 3any4eHol [0 LuX
3MiH BUAIBMNacs nuiue YacTMHa HacereHHs, Npyu LboMy Gyno 3pyiHoBaHO MicleBi iIHCTUTYTU Ta icHyroui Mmogeni
couianbHO-eKOHOMiIYHOI cuctemMun. HesBaxaroum Ha ouyeBUAHE KinbKiCHe 3pOCTaHHA, YTBOPUITUCA TaKOX orirap-
Xi4Hi iIHCTUTYTW, sIKi NepelKoKanu peanbHOMY sIKICHOMY couianbHO-eKOHOMIYHOMY PO3BUTKY perioHy. Mpouec
AEeKONOoHi3aLjii He 3MiHMB NOro B AOCTaTHIN Mipi.

OGrpyHTOBaHO NPSAMUA iICTOPUYHUMK 3B’A30K MiXK KONOHIaNbHUM KanitaniaMom, HacMNbHO BNPOBamXeHUM
KOMOHianbHUMMN iMNepiAMKU Ha 3aBOMOBaHUX TEPUTOPIAX, Ta XPOHIYHMM KaniTaniamom, Lo yTBOpUBCA nicnsA
nepioay AekonoHisaujii. Oxapaktepu3oBaHO osirapxiyHi IHCTUTYTM Ta pe3ynbTaTu ix BnnuBy. lMoka3saHo, wWo ui
iHCTUTYLT 6ynu cTBOpeHi B iCTOPpMYHOMY npoueci B paMKax KOMOHianbHOro kanitaniamy i BOHM A0 CbOroaHi
MalTb CyTTEBMM BMNSIMB Ha NOMITUKY Ta CycninbcTBO cy4vyacHoi Manansii, ranbmyro4un, TakKUM YMHOM, SAIKICHI co-
uianbHO-eKOHOMi4YHi nepeTBopeHHs. [parHyyn npoaemMoHCTpyBaTK CUMY iIHCTUTYTIB XPOHIYHOrO Kanitaniamy ta
iX ranbMiBHUM BNNMB Ha coLiiaNbHO-€KOHOMIYHMW PO3BUTOK KpaiHW, aBTOP BUKOPUCTOBYE Pi3HOMaHiTHi nokas-
HUKM Ta iHAEKCW, WO BUMIPIOIOTb KOpynuito, Npouecu geMoKkpaTtusadii 4 cycnisibHOro po3BuTKy.

Knro4doei cnoea: Manalsis; KonoHianbHUl Karnimarsniam; XpoHidHUU Kanimariam, eKOHOMIYHUU pO38UMOK; iHCmumy-
UitiHa eKoHoMiIKa, IHcmumymu,; eKOHOMIYHa icmopisi.
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