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EXECUTIVE SUMMARY

This chapter investigates the 1Malaysia Development Berhad (IMDB) controversy
by analyzing the system of financial misreporting that allowed for the large misuse
of funds and the roles and duties that were overlooked. Cultural, sociological,
and political contexts that exacerbated the problem are examined. This chapter
elucidates the effects of the scandal on the Malaysian economy, the reactions of
various stakeholders, and the lessons it offers for corporate governance. Finally,
corrective measures like new regulations and institutional shifts are discussed to
drive home the point that strong corporate governance is essential to the success
of businesses and the economy as a whole.

1. INTRODUCTION

In recent years, the corporate world has been rife with examples of financial
fraud, embezzlement, and unethical behaviors, which have eroded public trust in
institutions. The 1Malaysia Development Berhad (1MDB) scandal stands out as a
glaring manifestation of this trend. It not only captured global headlines but also
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shed light on the complexities of financial mismanagement within state-owned
entities, while simultaneously offering a poignant lesson on the importance of
effective corporate governance.

The 1Malaysia Development Berhad (1MDB) scandal, including a sophisticated
web of corruption and embezzlement involving billions of dollars, is one of the most
prominent financial frauds in history (Marzuki et al., 2020). IMDB was a state-
owned development corporation established in 2009 by then-Prime Minister Najib
Razak. Its stated mission was to advance initiatives that would boost Malaysia’s
economy. However, the fund became a vehicle for widespread theft and monetary
corruption (Abadi, 2022).

The 1MDB affair, at its core, was a case of gross financial mismanagement,
poor corporate governance, and outright corruption within a Malaysian state-
owned investment company. Billions of dollars meant for economic development
were siphoned off, leading to a political upheaval, international investigations, and
serious ramifications for global financial entities (Zreik, Marzuki, & Igbal, 2023).
This vast and intricate network of deceit not only had direct financial implications
but also posed fundamental questions about the integrity and accountability of those
at the helm of large corporations, especially when they are tied closely to political
establishments.

Around 2015, reports began appearing indicating that roughly $4.5 billion had
been siphoned off the fund (Dettman, 2020). Misappropriated funds were utilized for
everything from investing in personal art and real estate to producing the Hollywood
film “The Wolf of Wall Street” (Teichmann & Falker, 2021). The trail of money led
to other nations and included prominent politicians, businesses, and public figures,
prompting a global probe.

Financial embezzlement was only one aspect of the controversys; it also revealed
widespread corruption, alack of accountability, and flaws in the Malaysian regulatory
system. It was a devastating breach of public confidence that served as a clear
example of what can happen when corporate governance checks and balances fail.
The 1MDB scandal severely impacted Malaysia’s economy and sent shockwaves
through the global investment community.

The Malaysian public was the main target of the scandal, which exploited the
public’s trust and stole from the country. In 2018, Prime Minister Najib Razak’s
administration fell because of the scandal, which sparked widespread protests, legal
lawsuits, and substantial political upheaval (Neo, 2021).

The 1IMDB crisis is significant because of the ripple effects it has had on
corporate governance, financial regulation, and public faith in government. It serves
as an example of how widespread corruption and a lack of accountability can lead
to massive financial embezzlement and serves as a case study for the catastrophic
collapse of checks and balances in a corporate governance structure. Insightful
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