
Overseas Development I^nstitute 

WORKING PAPER HO- 21 

TRADE AND FINANCING STRATEGIES A CASE STUDY OF MALAYSIA 

Mohamad A r i f f ^ 
T -^-fluthi ,Semudram' 

• ,V' 
J u l y 19&7 

DAY-28384353 

Return Date a „ 

Request Ref. No. 

DIGI-04 LOAN*24* S S 

If no other library indicated please return loan to:-
The British Library Document Supply Centre, Boston Spa, 
Wetherby, West Yorkshire, United Kingdom LS23 7BQ 



Acknowledgements 

ODI Working Papers p r e s e n t in p r e l i m i n a r y form work r e s u l t i n g from 
r e s e a r c h undertaken under the a u s p i c e s of the I n s t i t u t e . Views 
expressed are those of the authors and do not n e c e s s a r i l y r e f l e c t the 
views of ODI. Comments are welcomed and should be addressed d i r e c t l y 
to the a u t h o r s . 

T h i s working paper i s one of f i v e country papers prepared as p a r t of a 
study of the a p p r o p r i a t e c h o i c e of e x t e r n a l s t r a t e g i e s f o r 
i n t e r m e d i a t e l e v e l d e v e l o p i n g c o u n t r i e s i n the d i f f i c u l t t r a d e and 
investment c o n d i t i o n s of the 1980s. An e a r l i e r stage of the p r o j e c t 
a n a l y s e d the e x p e r i e n c e of 25 i n t e r m e d i a t e and more advanced 
d e v e l o p i n g c o u n t r i e s to determine whether the l e s s o n s t h a t have been 
drawn from the most s u c c e s s f u l appeared to apply to a l a r g e r number, 
and under d i f f e r i n g e x t e r n a l c o n d i t i o n s . The c o u n t r y s t u d i e s are 
intended to examine the same q u e s t i o n s at a much more d e t a i l e d l e v e l . 
I t i s hoped t h a t a f i n a l r e p o r t drawing c o n c l u s i o n s from both p a r t s of 
the study w i l l be p u b l i s h e d in 1988. The p r o j e c t i s d i r e c t e d at 001 
by S h e i l a Page. We are g r a t e f u l f o r f i n a n c i a l s u p p o r t from the 
Overseas Development A d m i n i s t r a t i o n , the Economic and S o c i a l Research 
C o u n c i l , and the I n t e r n a t i o n a l Development Research C e n t r e of Canada, 
but they are not r e s p o n s i b l e f o r the views expressed h e r e . 

Working Paper No. 20 Colombia 
Working Paper No. 21 M a l a y s i a 
Working Paper No. 22 T h a i l a n d 
Working Paper No. 23 Zimbabwe 

The f i f t h s t u d y , on P e r u , w i l l be p u b l i s h e d l a t e r i n 1987. 

Mohamed A r i f f i s a l e c t u r e r In the F a c u l t y of Economics and P u b l i c 
A d m i n i s t r a t i o n 

U n i v e r s i t y of M a l a y a , Kuala Lumpur 

Overseas Development I n s t i t u t e 
Regent's C o l l e g e 

Inner C i r c l e 
Regent's Park 

London NWl 4NS 

The f i n a l v e r s i o n of t h i s paper was r e c e i v e d In February 1987. 



T a b l e of Contents 

Page 

1. I n t r o d u c t i o n 1 

2 . E x t e r n a l s e c t o r 6 
2.1 D i r e c t i o n of t r a d e , e x p o r t s 8 
2.2 S t r u c t u r e o f imports 9 
2 . 3 D i r e c t i o n o f t r a d e , imports H 
2.4 Investment f lows 11 
2 . 5 S e r v i c e s account of b a l a n c e of payments 13 

2 . 5 . 1 Investment income payments 14 
2 . 5 . 2 F r e i g h t and i n s u r a n c e 15 

3 . Role of government and aggregate demand 16 
3 . 1 P e r i o d of f i s c a l r e s t r a i n t (83-86) 17 
3.2 Aggregate demand 20 
3 . 3 Revenue e f f o r t 23 

4. P o l i c y o p t i o n s 25 
4.1 The New Economic P o l i c y 29 
4 . 2 Budget d e f i c i t and f i n a n c i n g 33 
4 . 3 E x t e r n a l debt 34 
4 . 4 Export o r i e n t a t i o n 39 
4 . 5 Free Trade Zones 44 
4 . 6 Heavy i n d u s t r i a l i s a t i o n 45 
4 . 7 F o r e i g n investment 48 
4 . 8 S t r u c t u r e of p r o t e c t i o n 50 
4 . 9 R e g u l a t i o n and i n t e r v e n t i o n 53 
4.10 Exchange r a t e p o l i c y 58 

5 . C o n c l u s i o n 60 

Notes 64 

C h a r t s 65 

T a b l e s 67 



CHARTS AND TABLES 

C h a r t 1. % Changes i n GDP & and e x p o r t s 

C h a r t 2. % Changes i n r e a l e x p o r t s and imports 

T a b l e 1. D i r e c t i o n of t r a d e - e x p o r t s 

T a b l e 2. Exports by p r o d u c t and c o u n t r y 

T a b l e 3 . Import s t r u c t u r e 1970-85 

T a b l e 4. D i r e c t i o n of t r a d e - imports 

T a b l e 5. F o r e i g n investment in companies in p r o d u c t i o n by country as 

a t 31 December 1983. 

Table 6. F o r e i g n investment in companies in p r o d u c t i o n by 

s e l e c t e d c o u n t r y and i n d u s t r y as at 31 December 1983. 

T a b l e 7. T o t a l net r e s o u r c e flows to M a l a y s i a 1969-1981. 

T a b l e 8. Types of agreements 1970-83 

T a b l e 9. Balance of payments - c u r r e n t account 1978-85 (M$m). 

T a b l e 10. Summary of F e d e r a l Government f i n a n c e 1976-86 

T a b l e 11. S a v i n g s - I n v e s t m e n t b a l a n c e 1975-84 (as % of GNP) 

T a b l e 12. Aggregate e x p e n d i t u r e as % of GNP 1977-85 

T a b l e 13. Aggregate demand i n d i c a t o r s (1978 p r i c e s ) 

Table 14. Comparison of p u b l i c and p r i v a t e s e c t o r investment 

1978-85 

T a b l e 15. The d e t e r m i n a t i o n of p r i v a t e investment growth 

1970-85 

T a b l e 16. I n t e r n a t i o n a l comparison of revenue e f f o r t {% of GNP) 

T a b l e 17. Tax revenue buoyancies 1971-84 

T a b l e 18. Budget d e f i c i t and f i n a n c i n g 1981-87 (M$ b n . ) 

T a b l e 19. F e d e r a l Government o u t s t a n d i n g f o r e i g n debt (M$m.). 

T a b l e 20. Nominal and r e a l e f f e c t i v e exchange r a t e indexes 

(1980=100) 



1. INTRODUCTION 

During the 1970s, the Malaysian economy had the c h a r a c t e r i s t i c f e a t u r e s 

of a small open economy exposed to c y c l i c a l changes in world economic 

a c t i v i t y . Given the small domestic market and a comparative advantage 

o n l y i n primary e x p o r t s , an a b i l i t y to o b t a i n s t a b l e f o r e i g n exchange 

e a r n i n g s to f i n a n c e development i s s t i l l l i m i t e d . This shows how 

dependent the Malaysian economy i s on the f l u c t u a t i n g f o r t u n e s of i t s 

t r a d i n g p a r t n e r s , p a r t i c u l a r l y in the OECD c o u n t r i e s . 

C h a r t 1 shows that the 1970s were marked by a high degree of c o ­

o r d i n a t i o n between the growth of exports and of gross domestic p r o d u c t 

(GDP). During t h i s p e r i o d , on t h r e e o c c a s i o n s e x p o r t s i n c r e a s e d 

s i g n i f i c a n t l y , r e a c h i n g an annual growth i n excess of 16 per c e n t ; on 

the downturn, they f e l l by about 3 per c e n t . These ups and downs 

t e s t i f y to the f a c t t h a t the e x t e r n a l s e c t o r was an important c o n t r i ­

b u t i n g f a c t o r to the c y c l i c a l economic i n s t a b i l i t y e x p e r i e n c e d 

throughout the decade. In the 1980s, c o u n t e r - c y c l i c a l s t a b i l i s a t i o n 

p o l i c i e s and export booms and r e c e s s i o n s have exerted a l e s s e r 

i n f l u e n c e on growth r a t e s . 

Economic p l a n n i n g has been a hazardous e x e r c i s e in the M a l a y s i a n c o n ­

t e x t . The r i s k of economic p l a n s being d e r a i l e d by e x t e r n a l f o r c e s i s 

indeed h i g h . For example, the Fouth Plan (1981-5) had a n t i c i p a t e d 

s o a r i n g o i l p r i c e s and g e n e r a l l y high commodity p r i c e s in the 1980s, 

an e x p e c t a t i o n which has turned out to be t o t a l l y u n r e a l i s t i c . 

C o n s i s t e n t with i t s g e n e r a l l y o p t i m i s t i c o u t l o o k , the Plan had e n v i ­

saged an average r e a l GDP growth r a t e of 8 per cent per annum in the 

f i r s t h a l f of the decade and a f a s t e r growth of 8 . 5 per cent in the 

second h a l f . 

I t i s common knowledge t h a t the e a r l y 1980s d i d not t u r n out to be as 

good as the Fourth Plan had hoped. The economic growth r a t e has c o n ­

t i n u e d to d e c e l e r a t e ; in 1985 i t f e l l t o - 1 per c e n t . This suggests 

t h a t the p r o g n o s i s f o r the second h a l f of the decade does not appear to 

be p r o m i s i n g e i t h e r . A p r e l i m i n a r y e s t i m a t e has put the growth r a t e 

f o r 1986 at 0.5 per c e n t . A major turnaround i s not l i k e l y to o c c u r 

u n t i l the l a t e 1980s. Commodity p r i c e s are a l s o u n l i k e l y to p i c k up 

s i g n i f i c a n t l y in the f o r e s e e a b l e f u t u r e . The i m p l i c a t i o n s f o r the 

growth of e x p o r t s , s a v i n g s , investments and income are indeed s e r i o u s . 



The Mid-Term Review of the P l a n , which was r e l e a s e d i n 1984, s c a l e d 

down the planned t a r g e t s in the l i g h t of the ongoing r e c e s s i o n . 

In the m a r k e t - o r i e n t e d economy of M a l a y s i a , where the freedom of the 

market i s r e s p e c t e d and the p r i v a t e s e c t o r remains dominant, d e v e l o p ­

ment p l a n n i n g can only p l a y an i n d i c a t i v e r o l e . In other words, 

development p l a n s are meant to be no more than guide p o s t s , i n d i ­

c a t i n g the d i r e c t i o n s in which s e c t o r a l developments are expected t o 

p r o c e e d . The implementation of any p l a n , in the f i n a l a n a l y s i s , w i l l 

be h e a v i l y i n f l u e n c e d by i n t e r n a t i o n a l and domestic market f o r c e s . 

No d o u b t , t h e Fourth M a l a y s i a n P l a n , which c o n s t i t u t e d an important 

l i n k in the t w e n t y - y e a r O u t l i n e P r o s p e c t i v e Plan ( 1 9 7 1 - 9 0 ) , was bold 

and i n n o v a t i v e . Many of i t s d i a g n o s e s were r e a l i s t i c and many of i t s 

p r e s c r i p t i o n s were c a p a b l e of i m p l e m e n t a t i o n . The P l a n ' s main 

weakness l a y in i t s f a i l u r e to come to g r i p s with the harsh r e a l i t i e s 

and b a f f l i n g dynamics of the 1980s; i t s approach was o v e r s i m p l i f i e d 

and i t s assumptions too h e r o i c . In f a i r n e s s to i t s a r c h i t e c t s . It 

must be p o i n t e d out t h a t the p r o t r a c t e d c u r r e n t economic slowdown has 

taken a l l p u n d i t s by s u r p r i s e and no-one c o u l d have expected i t to l a s t 

so l o n g . 

Even the c u r r e n t F i f t h Plan (1986-90) became o b s o l e t e b e f o r e i t was 

l a u n c h e d . Although i t seems sober and modest in c o n t r a s t to the T h i r d 

and Fourth P l a n s , i t s t a r g e t of 5 per cent average annual growth over 

the second h a l f of the decade i s c l e a r l y f a r - f e t c h e d . Much w i l l , of 

c o u r s e , depend on how the e x t e r n a l s e c t o r performs and how the p r i v a t e 

s e c t o r r e a c t s . It i s noteworthy t h a t development e x p e n d i t u r e in the 

F i f t h Plan i s 8 per cent lower than i n the F o u r t h . 

R e c e s s i o n a l o n e cannot be blamed f o r the d e r a i l m e n t of the development 

p l a n s . There are a l s o problems of a s t r u c t u r a l n a t u r e which the p l a n s 

have not addressed i n a d o w n - t o - e a r t h and pragmatic manner. The 

u n w i l l i n g n e s s or i n a b i l i t y of the i n d u s t r i a l i s e d c o u n t r i e s to b r i n g 

about s t r u c t u r a l adjustments in t h e i r economies has c r e a t e d problems 

f o r c o u n t r i e s l i k e M a l a y s i a , and serves to s t r e s s the need f o r them t o 

take a hard look at t h e i r economic o b j e c t i v e s and s t r a t e g i e s . There 

i s no s u g g e s t i o n here that M a l a y s i a should r e v e r s e i t s o u t w a r d - l o o k i n g 



p o l i c y , f o r such a r e v e r s a l would not be in i t s l o n g - t e r m i n t e r e s t , 

g iven i t s f a c t o r and r e s o u r c e endowments and the c o n s t r a i n t s of the 

domestic market. But t h e r e i s c e r t a i n l y a need f o r i t to respond 

p o s i t i v e l y to the c h a l l e n g e s of the 1980s by r e s t r u c t u r i n g i t s own 

economy in l i n e with the s h i f t i n g p a t t e r n of comparat ive advantage and 

by a c t i v e l y seeking new markets f o r i t s p r o d u c t s so as to reduce i t s 

overdependence on the markets of the i n d u s t r i a l i s e d c o u n t r i e s . 

When the f i r s t o i l p r i c e r i s e o c c u r r e d M a l a y s i a was s t i l l a net 

importer of o i l . The o i l shock c e r t a i n l y had d e f l a t i o n a r y e f f e c t s on 

the M a l y a s i a n economy but these were cushioned by the general com­

modity boom of 1 9 7 3 - 4 . At the time of the second o i l p r i c e r i s e in 

1979-80, M a l a y s i a was s t i l l e x p e r i e n c i n g boom c o n d i t i o n s l a r g e l y 

supported by r i s i n g p r i c e s f o r a g r i c u l t u r a l commodit ies. In a d d i ­

t i o n , i t was a l s o a net e x p o r t e r of o i l . So the country in f a c t bene­

f i t t e d from the second o i l shock. The o i l account t r a d e b a l a n c e 

s t e a d i l y i n c r e a s e d from M$607 m i l l i o n in 1976 to M$3.4 b i l l i o n ('000 

m i l l i o n ) in 1980; crude petroleum exports grew by 29.5 per cent and 

t h e i r share in t o t a l commodity exports i n c r e a s e d to 25 per cent in 

1980. The s u r p l u s e s c o n t i n u e d to e x i s t d e s p i t e the implementation of 

an o i l d e p l e t i o n p o l i c y which slowed the r a t e of domestic e x t r a c t i o n 

d u r i n g 1979-80. 

In the e a r l y 1980s, the government pursued c o u n t e r c y c l i c a l domestic p o l i ­

c i e s to p r o t e c t domestic incomes and employment l e v e l s from the 

u n s t a b l e e x t e r n a l c o n d i t i o n s . These in p a r t were based on the 

h y p o t h e s i s t h a t the r e c e s s i o n would be s h o r t - l i v e d as in the p a s t . 

E x p e c t a t i o n s were t h a t the t u r n - a r o u n d would begin by about mid-1982, 

but the r e c e s s i o n c o n t i n u e d and, with d e c l i n i n g revenues and i n c r e a s e d 

c o s t of borrowings, t h e r e were c o n s t r a i n t s on the government's 

f i n a n c i a l p o s i t i o n which reduced i t s c a p a c i t y to c o n t i n u e the c o u n t e r ­

c y c l i c a l p o l i c i e s . 

The expected t u r n - a r o u n d in t h i s economic growth of the i n d u s t r i a l i s e d 

c o u n t r i e s , p a r t i c u l a r l y the US, came around mid-1983. Record US t r a d e 

and budget d e f i c i t s in 1983-84 spurred a strong c a p i t a l and consumer 

demand l e a d i n g t o a growth r a t e of 4.9 per cent in 1984 from 2.6 per 

cent in 1983. R e s t r i c t i v e monetary p o l i c i e s were i n t r o d u c e d i n the 



US to c o n t a i n i n f l a t i o n and t h i s generated new c a p i t a l i n f l o w s and 

thus s t r e n g t h e n e d the US d o l l a r a g i n s t a l l o t h e r c u r r e n c i e s . With 

these developments, world t r a d e began to expand, with e x p o r t s to the 

US i n c r e a s i n g at a f a s t e r pace. M a l a y s i a i n c r e a s e d i t s share of 

e x p o r t s to the US by 22.7 per c e n t between 1983 and 1984. 

From 1985, i t became c l e a r t h a t US p o l i c i e s were p r o v i n g d e t r i m e n t a l 

to domestic i n d u s t r i e s and c a l l s were made f o r i n c r e a s i n g p r o t e c ­

t i o n i s m as e x e m p l i f i e d by the J e n k i n s B i l l with r e s p e c t to t e x t i l e s . 

O u t r i g h t p r o t e c t i o n was r e j e c t e d in f a v o u r of l o w e r i n g the v a l u e of 

the US d o l l a r which would i n c r e a s e the c o m p e t i t i v e n e s s of the US o u t ­

put and promote growth, r a t h e r than s t i f l i n g the r e c o v e r y . 

M a l a y s i a ' s budgetary problems c o n t i n u e to p e r s i s t although s t r o n g 

measures were taken to reduce p u b l i c e x p e n d i t u r e s . For the f i r s t time 

i n the c o u n t r y ' s h i s t o r y , f t e x p e r i e n c e d a d e f i c i t on the o p e r a t i n g 

a c c o u n t (M$1.3 b i l l i o n ) r e s u l t i n g in an o v e r a l l budget d e f i c i t of 

M$8.8 b i l l i o n in 1986. F i n a n c i n g a d e f i c i t of t h i s magnitude w i l l 

impose p r e s s u r e s on l i q u i d i t y and i n t e r e s t r a t e s , i f f u r t h e r domestic 

borrowing i s attempted. Monetary management w i l l be t e s t e d to the 

f u l l in 1987 and 1988 when a r e d u c t i o n i s made in f o r e i g n b o r r o w i n g . 

T h i s w i l l reduce the b a l a n c e of payments s u r p l u s given the ever 

i n c r e a s i n g s e r v i c e s d e f i c i t u n l e s s , u n u s u a l l y , the t r a d e account has a 

s u r p l u s s u f f i c i e n t to produce a c u r r e n t account s u r p l u s . 

Economic r e s t r u c t u r i n g has become necessary to promote growth and the 

p r i v a t e s e c t o r has t h e r e f o r e been given the main r o l e in r e a c t i v a t i n g 

the economy. V a r i o u s i n c e n t i v e s have been p r o v i d e d to i n c r e a s e p r i ­

vate investment but to date no s i g n i f i c a n t changes in domestic p r i v a t e 

investment have been u n d e r t a k e n . Economic r e c e s s i o n , f i n a n c i a l s c a n ­

d a l s and p o l i t i c a l u n c e r t a i n t i e s have not p r o v i d e d the c l i m a t e f o r p r i ­

vate s e c t o r i n v o l v e m e n t . 

The New Economic P o l i c y (NEP) o b j e c t i v e s w i l l not be r e a l i s e d by 1990, 

and a more r e a l i s t i c framework i s c a l l e d f o r . There are some s i g n s 

o f a d e c r e a s e in i n t e r - e t h n i c economic d i s p a r i t i e s which i s the major 

o b j e c t i v e of the NEP. But there i s a l s o d i s t u r b i n g ev idence t h a t on 

the c o n t r a r y i n t r a - e t h n i c income i n e q u a l i t i e s are growing and need to 



be a r r e s t e d . It i s t r u e t h a t the NIEP's s t r i n g e n t requirements have 

r e s u l t e d i n huge economic r e n t s a c c r u i n g to the Bumiputra e l i t e , but 

t i m e s c a l e of 20 y e a r s i s too s h o r t and the b e n e f i t s of the NEP are not 

b e i n g d i s t r i b u t e d e v e n l y . 

The r e s t of t h i s paper i s d i v i d e d as f o l l o w s : In s e c t i o n 2, the 

e x t e r n a l s e c t o r i s d i s c u s s e d in d e t a i l , with emphasis on e x p o r t s , 

i m p o r t s , the d i r e c t i o n of t r a d e , investment flows and the s e r v i c e s 

account of the b a l a n c e of payments (BOP). In s e c t i o n 3 , the r o l e of 

government and i t s e f f e c t on aggregate demand i s a n a l y s e d . In s e c t i o n 

4 p o l i c y o p t i o n s are rev iewed, f o l l o w e d by c o n c l u s i o n s in s e c t i o n 5. 



2. EXTERNAL SECTOR 

As s t a t e d in the i n t r o d u c t i o n , i t i s mainly the e x t e r n a l demand f o r 

M a l a y s i a n p r o d u c t s that d i c t a t e s the pace at which the economy can 

move. The v u l n e r a b i l i t y of the M a l a y s i a n economy t o e x t e r n a l i n f l u e n ­

c e s i s a lso exacerbated by the high degree of c o n c e n t r a t i o n in the 

commodity-mix. Although exports have been d i v e r s i f i e d to some e x t e n t , 

commodities which have tended to f i g u r e more p r o m i n e n t l y as a r e s u l t 

of the d i v e r s i f i c a t i o n d r i v e , e . g . palm o i l , are j u s t as prone to 

p r i c e f l u c t u a t i o n s as the t r a d i t i o n a l items l i k e rubber and t i n . The 

economy enjoyed a r e a l export growth of 16-18 per cent d u r i n g the 

t h r e e boom p e r i o d s of the 1970s. R e l a t e d to the imports r e q u i r e d , the 

economy g e n e r a l l y performed as a net e x p o r t e r except f o r a b r i e f 

p e r i o d between 1973 and 1974 when the r e a l export index f l a t t e n e d 

a g a i n s t that of imports (Chart 2 ) . 

In the 1970s, through crop d i v e r s i f i c a t i o n , new primary commodities 

became the mainstay of e x p o r t s . The economy was a b l e to m a i n t a i n i t s 

share of world t r a d e by p r o v i d i n g a mix of a g r i c u l t u r a l and energy 

commodities r e q u i r e d by the i n d u s t r i a l i s e d c o u n t r i e s . Malaysian palm 

o i l , an i n s i g n i f i c a n t export item in the 1960s, accounted f o r about 45 

per cent of world p r o d u c t i o n in 1975. Saw logs and l a t e r in the 

decade petroleum were a l s o produced p r o f i t a b l y , sometimes in the f a c e 

of f l u c t u a t i n g p r i c e s . 

Complementing e f f o r t s in the a g r i c u l t u r a l s e c t o r , s t r o n g e r non-

t r a d i t i o n a l export bases were e s t a b l i s h e d , n o t a b l y in e l e c t r o n i c s and 

t e x t i l e s . T h i s development i n s u r e d the M a l a y s i a n economy a cont inued 

high trade share which was maintained and expanded. Manufactured 

export e a r n i n g s , p a r t i c u l a r l y from e l e c t r o n i c s , rose s h a r p l y from 

M$200m, in 1973 to M$2,832m, in 1980. The share of manufactured 

e x p o r t s i n c r e a s e d from 20 per cent in 1976 to more than 30 per cent in 

1980. 

In c o n t r a s t , the 1980s, in the f a c e of r e c e s s i o n a r y p r e s s u r e s , 

e x p e r i e n c e d a f a l l in r e a l exports w h i l e the domestic consumption of 

imports c o n t i n u e d unabated. Real import i n d i c e s rose a t h i r d f a s t e r 

than exports or on average by M$1.7 b i l l i o n per annum. The 



import/export r a t i o i n c r e a s e d from 0.91 per cent to 1.16 per cent in 

1982, l a r g e l y because of the preponderance of c a p i t a l imports. The 

c o u n t e r c y c l i c a l p o l i c i e s pursued in or around 1980 s t i m u l a t e d domestic 

a b s o r p t i o n , and a s u b s t a n t i a l part of the growth generated was 

t r a n s l a t e d i n t o imports which e x t e r n a l revenues c o u l d not s u s t a i n . 

By the b e g i n n i n g of 1986, t h e r e was a s i g n i f i c a n t d e c l i n e in i m p o r t s , 

p a r t i c u l a r l y in consumption goods, where the r e c e s s i o n and the d e c l i n e 

in the value of the r i n g g i t may have had the d e s i r e d e f f e c t s . 

In the primary s e c t o r , expansion in some s u b - s e c t o r s has been e x t r e ­

mely uneven. O v e r - r e a c t i o n to commodity p r i c e changes i s not uncommon. 

P r o d u c t i o n i s sometimes stepped up in the wake of f a l l i n g p r i c e s to 

n e u t r a l i s e t h e i r e f f e c t . Producers a l s o tend to go to extremes in 

t h e i r response to r i s i n g commodity p r i c e s . To make matters worse, 

t h e r e i s i n c r e a s i n g c o m p e t i t i o n from other c o u n t r i e s . Malaysian p o l i ­

c i e s themselves may have been r e s p o n s i b l e f o r t h i s phenomenon to some 

e x t e n t . M a l a y s i a ' s l a r g e - s c a l e a c q u i s i t i o n of f o r e i g n i n t e r e s t s in 

the p l a n t a t i o n s e c t o r , f o r example, may have encouraged f o r e i g n e r s to 

step up t h e i r investment a c t i v i t i e s e l s e w h e r e . M a l a y s i a may a l s o be 

l o s i n g i t s c o m p e t i t i v e edge in some of i t s t r a d i t i o n a l export i t e m s , 

owing to r i s i n g p r o d u c t i o n c o s t s and f a l l i n g p r o d u c t i v i t y . Lack or 

i n a d e q u a c i e s of R & 0 a c t i v i t i e s may a l s o c o n t r i b u t e t o the e r o s i o n of 

the c o u n t r y ' s comparative advantage in some a r e a s . 

In the manufactur ing s e c t o r , which was expanding r a p i d l y in the 1970s, 

b o t t l e n e c k s tend to thwart f u r t h e r e x p a n s i o n . I n d u s t r i e s t h a t c a t e r 

f o r the domestic market are a l r e a d y e x p e r i e n c i n g market s a t u r a t i o n , 

w h i l e e x p o r t - o r i e n t e d i n d u s t r i e s are beset by the c u r r e n t g l o b a l 

slowdown and p r o t e c t i o n i s t b a r r i e r s . The ambit ious d r i v e towards 

heavy i n d u s t r i a l i s t i o n , launched in the e a r l y 1980s, has aggravated 

the s i t u a t i o n not only by d i v e r t i n g s c a r c e r e s o u r c e s away from other 

i n d u s t r i e s but a l s o by imposing a d d i t i o n a l c o n s t r a i n t s and c o s t s on 

the economy. 



2.1 Oirecti'on o f Trade - Exports 

General t r e n d s in e x p o r t s can be seen in T a b l e s 1 and 2. With the 

e x c e p t i o n of cocoa and LNG, the performance of the o t h e r major com­

m o d i t i e s r e f l e c t s a d e c l i n i n g t r e n d . Exports of rubber have g r a d u a l l y 

d e c l i n e d over the p e r i o d 1970-83. Singapore remained the l a r g e s t 

o u t l e t f o r M a l a y s i a n rubber a l t h o u g h the volume exported has d i m i ­

n i s h e d . During the p e r i o d 1975-80, t h e r e was an upsurge in the 

e x p o r t s of petroleum and petroleum p r o d u c t s , mainly d e s t i n e d f o r Japan 

and S i n g a p o r e , but i n 1983 they f e l l s l i g h t l y . T in has performed p a r ­

t i c u l a r l y b a d l y , d e c l i n i n g d r a s t i c a l l y by about 50 per c e n t from 2 3 . 4 

per cent in 1970 to 10.70 per c e n t in 1980 and to 5.6 per c e n t in 

1983, most of i t being exported to the N e t h e r l a n d s and Japan in the 

form of u n a l l o y e d , unwrought t i n . I n c r e a s i n g q u a n t i t i e s are now being 

exported to the USSR. In r e c e n t y e a r s , palm o i l exports have w i t ­

nessed a s h i f t towards d e v e l o p i n g c o u n t r i e s such as P a k i s t a n and 

I n d i a , w h i l e e x p o r t s to Japan and the U n i t e d Kingdom have d e c r e a s e d . 

Exports of copper are small and d i r e c t e d mainly to Singapore and 

J a p a n . Over the y e a r s , t h e r e has been a s i g n i f i c a n t drop in pepper 

e x p o r t s from 1.2 per c e n t of t o t a l e x p o r t s in 1975 to 0.4 per c e n t i n 

1980 and f u r t h e r to only 0 . 2 per c e n t in 1983. Singapore c o n t i n u e s to 

be the main b u y e r , of both b l a c k and white pepper. In c o n t r a s t , 

exports of c o c o a , raw or r o a s t e d , have i n c r e a s e d s u b s t a n t i a l l y , from 

0.10 per c e n t in 1970 to 0.70 per c e n t i n 1983, the p r i n c i p a l markets 

being Singapore and the F e d e r a l R e p u b l i c of Germany (FRG). 

Exports of wood and cork have dropped s l i g h t l y , mostly taken up by 

C h i n a , (44.7 per c e n t ) . Hong Kong (10.5 per c e n t ) , the N e t h e r l a n d s 

(10.4 per c e n t ) , Japan ( 0 . 5 per c e n t ) , and K o r e a , ( 6 . 5 per c e n t ) in 

1983. 

LNG, n a t u r a l and manufactured gas, has been exported s i n c e 1983 s o l e l y 

to Japan. In the case of manufactured p r o d u c t s , t e x t i l e s , y a r n s and 

f a b r i c s have f a r e d u n f a v o u r a b l y , with t o t a l exports c o n t r a c t i n g from 

1.7 per c e n t i n 1980 to 1.2 per c e n t i n 1983. Exports of a r t i c l e s of 

apparel f a r e d only s l i g h t l y b e t t e r , and are d e s t i n e d mainly f o r the 

USA and the EEC. P o s i t i v e growth has been r e g i s t e r e d f o r the e x p o r t 

of e l e c t r i c a l machinery, with exports moving upwards by over 54 per 

c e n t in 1975 and 58.2 per c e n t in 1983. 



2.2 S t r u c t u r e of Imports 

The s t r u c t u r e of imports d u r i n g the p e r i o d 1970-84 ( T a b l e 3) can be 

c l a s s i f i e d under the f o l l o w i n g h e a d i n g s : 

a. 1970-75 import s u b s t i t u t i o n 

b. 1976-80 boom c o n d i t i o n s and import p r e f e r e n c e 

c . 1980-84 cont inued import p r e f e r e n c e 

d . 1984-86 a g e n e r a l d e c l i n e . 

During 1 9 7 0 - 7 5 , imports of investment goods were r i s i n g r a p i d l y to meet 

the high investment demand generated p a r t i c u l a r l y by the p u b l i c s e c t o r 

through the implementation of the NEP. I n t e r m e d i a t e goods a l s o grew 

at a pace m a r g i n a l l y higher than the GNP growth r a t e . Consumer goods 

i m p o r t s , on the o t h e r hand, lagged b e h i n d . During 1975-80, a p e r i o d 

of unprecedented growth, a l l t h r e e c a t e g o r i e s grew s i g n i f i c a n t l y and 

well ahead of the GNP growth r a t e and t h i s c o n t i n u e d i n the 19a0s, in 

the f j j -e of i n t e r n a t i o n a l r e c e s s i o n , u n t i l 1985, when t o t a l imports 

d e c l i n e d by 7.3 per c e n t , f o l l o w e d by a f u r t h e r d e c l i n e of 8 per cent 

i n 1986. 

Of the three c a t e g o r i e s , the import of investment goods has been 

i n c r e a s i n g f a s t e s t , p a r t i c u l a r l y investment goods f o r m a n u f a c t u r i n g . 

Intermediate goods e v e n t u a l l y go i n t o the p r o d u c t i o n of consumption 

goods. Not only i s M a l a y s i a i m p o r t i n g more f i n a l consumer p r o d u c t s , 

but i t i s a l s o i n v e s t i n g h e a v i l y in p l a n t and machinery that r e l y 

n e a v i l y and i n c r e a s i n g l y on imported i n t e r m e d i a t e p r o d u c t s . 

" h e r e f o r e , net export r e c e i p t s from the export of manufactures must 

'̂ ave d e c l i n e d i m p l y i n g that net f o r e i g n exchange savings d i m i n i s h as 

tne imports of investment goods r i s e . 

' l a t investment goods imports have r i s e n f a s t e r than i n t e r m e d i a t e 

goods even in the 1980s i s due to the c o u n t r y ' s d e s i r e to 

' i n d u s t r i a l i s e . But the sharp r i s e in consumer d u r a b l e s r e l a t i v e to 

511 other c a t e g o r i e s i m p l i e s t h a t consumers p r e f e r imported consump-

-.'on goods. 



I f one e s t i m a t e s import r e s p o n s i v e n e s s to changes in income (income 

e l a s t i c i t y ) , consumer d u r a b l e s rank very h i g h . Intermediate goods 

a l s o have an income e l a s t i c i t y higher than one. T h i s i m p l i e s t h a t the 

import share of GNP i s r i s i n g , r e s u l t i n g in c u r r e n t account d e f i c i t s . 

Imports as a p e r c e n t a g e of GNP rose to 50.7 per cent in 1982 and s i n c e 

then d e c l i n e d raarginally to 4 7 . 8 and 44 per cent to 1983 and 1984 

r e s p e c t i v e l y . 

The c l e a r t r e n d in the i n c r e a s e i n the volume of imports suggests that 

i t i s l a r g e l y due to an i n c r e a s e in volume r a t h e r than p r i c e s ( T a b l e 3 ) , 

whereas export volume i n c r e a s e d by only 15 percentage p o i n t s , i m p l y i n g 

a stagnant growth in exports in the 1980s. M a l a y s i a ' s terms of t r a d e 

in the 1980s s t a g n a t e d , b a s i c a l l y r e f l e c t i n g the r i s e in import v o l u ­

mes. Imports c o n s t i t u t e d an extremely high p r o p o r t i o n of the domestic 

market, r e f l e c t i n g the high import content nature of domestic 

p r o d u c t i o n . 

During 1 9 8 4 - 8 5 , food and consumer d u r a b l e imports d e c l i n e d by 2 . 3 and 

6.1 per cent r e s p e c t i v e l y , and are s t i l l d e c l i n i n g . A s i g n i f i c a n t 

drop (11.2 per c e n t ) was r e g i s t e r e d i n the imports of investment 

goods, and they d e c l i n e d f u r t h e r in 1986, l a r g e l y r e f l e c t i n g c u tb a c k s 

i n government investment and the u n f a v o u r a b l e economic c l i m a t e which 

made p r i v a t e investment u n p r o f i t a b l e . 

The growth in manufactured e x p o r t s , encouraged by the d e p r e c i a t i o n of 

the r i n g g i t , i s shown in the i n c r e a s i n g imports of i n t e r m e d i a t e goods 

f o r m a n u f a c t u r i n g . Imports of i n t e r m e d i a t e goods f o r c o n s t r u c t i o n 

d e c l i n e d by 2 5 . 2 per cent d u r i n g 1 9 8 4 - 8 5 , l a r g e l y i n d i c a t i n g the 

extremely slow growth in the c o n s t r u c t i o n i n d u s t r y . In t o t a l , imports 

of i n t e r m e d i a t e goods dropped by 7.6 per cent d u r i n g the same p e r i o d . 

F u r t h e r d e c l i n e s in v a r i o u s c a t e g o r i e s of imports were experienced in 

1986, as the economy a d j u s t e d i t s e l f to the r e c e s s i o n a r y environment. 



2 . 3 D i r e c t i o n of Trade: Imports 

Machinery and t r a n s p o r t equipment form the l a r g e s t share of the t o t a l 

i m p o r t s , almost 39 per cent in 1980 and r i s i n g to 4 2 . 8 per cent i n 

1983. Manufactured goods have c o n s i s t e n t l y accounted f o r around 16 

p e r cent of t o t a l imports over the p e r i o d 1975-83. There has been a 

s l i g h t drop in the imports of mineral f u e l s from 1 5 . 2 per cent in 1980 

to 13.8 per cent in 1983 and these are mainly imported from S i n g a p o r e . 

Food and l i v e animals come mainly from T h a i l a n d and A u s t r a l i a and have 

shown a gradual d e c l i n e from 1 6 . 4 per cent in 1975 to 8 . 3 per cent in 

1983. Chemical imports averaged about 8 . 3 per cent of t o t a l imports 

d u r i n g 1975-83; the USA, Japan and the FRG are the major chemical 

s u p p l i e r s . Imports of minor items such as beverages and tobacco 

comprised l e s s than 1 per cent of t o t a l imports d u r i n g 1980-83 and are 

M s t l y imported from the US and F r a n c e . 

Japan, the US, Singapore and the FRG cont inued to be the major 

s u p p l i e r s , a c c o u n t i n g f o r 6 0 . 4 per cent of t o t a l imports in 1983. 

Among the major t r a d i n g p a r t n e r s , Japan maintained the l e a d i n g p o s i ­

t i o n , r e f l e c t i n g mainly the i n c r e a s e in imports of machinery and 

t r a n s p o r t equipment. A l l t h i s can be seen in Table 4, which p r o v i d e s 

data on imports by source of s u p p l y . 

2.4 Investment Flows 

F o r e i g n investment in M a l a y s i a c o n s i s t s of both d i r e c t and p o r t f o l i o 

components. External l i n k a g e s e s t a b l i s h e d by d i r e c t investment are 

much s t r o n g e r and more l a s t i n g . D i r e c t f o r e i g n investment may be 

f u r t h e r c a t e g o r i s e d i n t o : 

(1) j o i n t v e n t u r e s 

(2) wholly foreign-owned p r o j e c t s 

(3) turnkey o p e r a t i o n s 

(4) l i c e n s i n g and f r a n c h i s i n g o p e r a t i o n s and 

(5) management c o n t r a c t s 



J o i n t ventures account f o r the bulk of the d i r e c t f o r e i g n investment. 

New forms of f o r e i g n investment, namely l i c e n s i n g and f r a n c h i s i n g 

arrangements and management c o n t r a c t s , are growing i n impor t ance. 

T a b l e 5 p r e s e n t s f o r e i g n investment in companies by c o u n t r y as at the 

end of 1983. It i s e v i d e n t t h a t S i n g a p o r e , Japan, and the United 

Kingdom are the most important s o u r c e s of f o r e i g n invest ment ; j o i n t l y 

they accounted f o r about 66 per cent of g r o s s f o r e i g n c a p i t a l i n v e s t ­

ment and more than 59 per cent of f o r e i g n f i x e d a s s e t s . 

T a b l e 6 p r o v i d e s comparative s t a t i s t i c s r e l a t i n g to f o u r of the most 

important s o u r c e s of f o r e i g n investment by i n d u s t r y . The bulk of 

S i n g a p o r e ' s c a p i t a l has been in food m a n u f a c t u r i n g , n o n - m e t a l l i c 

mineral p r o d u c t s and b a s i c m e t a l s . The p a t t e r n i s very d i f f e r e n t f o r 

B r i t i s h i n v e s t m e n t : food m a n u f a c t u r i n g , beverages and t o b a c c o , c h e m i ­

c a l p r o d u c t s and petroleum r e p r e s e n t the major i n d u s t r i e s of impor­

tance to B r i t i s h i n v e s t o r s . The American investment i n t e r e s t s in 

M a l a y s i a are somewhat s i m i l a r to the B r i t i s h in terms of i n d u s t r i a l 

c o v e r a g e , except f o r the strong American presence in the e l e c t r i c a l 

and e l e c t r o n i c s i n d u s t r i e s . Japanese investment has c e n t r e d on t e x t i l e s 

and the e l e c t r i c a l and e l e c t r o n i c s i n d u s t r i e s ; these r e p r e s e n t the two 

most important e x p o r t - o r i e n t e d manufactur ing a c t i v i t i e s in M a l a y s i a , 

which are a l s o l a b o u r - i n t e n s i v e . It appears t h a t investments from 

Singapore and B r i t a i n have gone mainly i n t o i m p o r t - s u b s t i t u t i o n a c t i ­

v i t i e s . American investment a l s o seems to focus on a c t i v i t i e s which 

c a t e r f o r the M a l a y s i a n domestic market, with the n o t a b l e e x c e p t i o n of 

investment in the e l e c t r i c a l and e l e c t r o n i c s i n d u s t r i e s i n the Free 

Trade Zones which are c o m p l e t e l y e x p o r t - o r i e n t e d . 

On the b a s i s of the above o b s e r v a t i o n s a l o n e , one should not jump to 

the c o n c l u s i o n t h a t Japanese investment has a s t r o n g e r export o r i e n ­

t a t i o n than American investment in M a l a y s i a . Not a l l investment in 

a p p a r e n t l y e x p o r t - o r i e n t e d a c t i v i t i e s (eg. t e x t i l e s ) can be regarded 

as r e a l l y ' o u t w a r d - l o o k i n g ' , s i n c e a s u b s t a n t i a l p r o p o r t i o n of such 

i n d u s t r i e s ' output i s a l s o marketed l o c a l l y . In f a c t , t h e r e i s some 

evidence to the c o n t r a r y : i t appears t h a t Japanese a f f i l i a t e s in 

M a l a y s i a s e l l the bulk of t h e i r output in the l o c a l market, w h i l e 

American a f f i l i a t e s export the bulk of t h e i r o u t p u t , and that export 



s a l e s to the i n v e s t o r s ' home country account f o r a much s m a l l e r p r o ­

p o r t i o n of t o t a l s a l e s f o r Japanese f i r m s than f o r American ones. 

Thus, not only do Japanese f i r m s in M a l a y s i a export a s m a l l e r p r o p o r ­

t i o n of t h e i r output than t h e i r American c o u n t e r p a r t s but they a l s o 

export much l e s s to Japan than the American f i r m s do t o the US. 

Some general o b s e r v a t i o n s are worth making. F i r s t , the p r o p o r t i o n of 

d i r e c t investment in t o t a l p r i v a t e c a p i t a l f lows seems to be 

d e c l i n i n g , although the share of p r i v a t e f l o w s in t o t a l f o r e i g n 

r e s o u r c e f lows has been i n c r e a s i n g (Table 7 ) . Second, the share of 

d i r e c t f o r e i g n investment in g r o s s domestic investment a l s o appears to 

be d e c l i n i n g ( T a b l e 7 ) . T h i r d , the number of technology agreements 

with f o r e i g n companies has been i n c r e a s i n g (Table 8 ) . In t h i s c o n ­

t e x t , i t i s of i n t e r e s t to note t h a t t e c h n i c a l a s s i s t a n c e and know-how 

agreements account f o r more than 50 per cent of such agreements d u r i n g 

the p e r i o d 1970-83. Most of these agreements have been made with 

J a p a n , the U n i t e d Kingdom and the United S t a t e s . A l l these are i n d i ­

c a t i v e of the s h i f t away from the t r a d i t i o n a l f o r e i g n investment 

package towards 'new' forms of investment i n v o l v i n g g r e a t e r 

unpackaging of f o r e i g n c a p i t a l and t e c h n o l o g y . T h i s s h i f t i s l a r g e l y 

a t t r i b u t a b l e to the New Economic P o l i c y (NEP) g u i d e l i n e s governing 

e q u i t y . The NEP t a r g e t of no more than 30 per cent f o r e i g n e q u i t y 

share by 1990 has o b v i o u s l y rendered the t r a d i t i o n a l investment package 

u n s u i t a b l e f o r M a l a y s i a , although the government has r e c e n t l y r e l a x e d 

the e q u i t y requirements in the c o u n t r y . 

2 . 5 S e r v i c e s Account of B a l a n c e of Payments 

The b a l a n c e of payments (BOP) s u r p l u s e s , p a r t i c u l a r l y in the l a t e 

1970s, were l a r g e l y supported by l a r g e t r a d e b a l a n c e s r e s u l t i n g from 

high commodity p r i c e s . In the 1980s, the s u r p l u s e s were trimmed owing 

to the s i g n i f i c a n t drop in commodity p r i c e s and the s i z e a b l e i n c r e a s e s 

in the s e r v i c e s account of the BOP. The c u r r e n t account b a l a n c e came' 

i n t o d e f i c i t f o r the f i r s t time in 1980. The years 1981-3 saw the BOP 

in the r e d , although e x t e n s i v e f o r e i g n borrowings were undertaken to 

cushion the s u b s t a n t i a l n e g a t i v e e f f e c t s generated by the c u r r e n t 

account d e f i c i t s . From 1984 to 1986, the BOP has been i n s u r p l u s , l a r g e l y 

owing to new f o r e i g n borrowings by the p u b l i c s e c t o r . D e s p i t e the 



drop in the o i l p r i c e in 1986 (from US$27.60pb to US$14.76pb) M a l a y s i a 

c o n t i n u e d to r e g i s t e r t r a d e s u r p l u s e s from 1983 onwards, but the d e f i ­

c i t on the s e r v i c e s account i n c r e a s e d markedly as shown in T a b l e 9. 

Some of the important components of the i n v i s i b l e account are i n v e s t ­

ment income payments, f r e i g h t and i n s u r a n c e , and t r a v e l . 

2 . 5 . 1 Investment Income Payments 

T h i s i s one of the l a r g e s t items of the i n v i s i b l e s account d e f i c i t , 

with i t s c o n t r i b u t i o n r e a c h i n g 53.5 per cent of the d e f i c i t in 1985. 

Net investment income payments have been i n c r e a s i n g from M$1.8 b i l l i o n 

in 1980 to about M$5.6 b i l l i o n in 1985. These payments comprise 

mainly i n t e r e s t r a t e payments on f o r e i g n loans and income accrued to 

f o r e i g n investments i n M a l a y s i a i n c l u d i n g u n d i s t r i b u t e d p r o f i t s and 

d i v i d e n d s . The r e l a t i v e share of investment income began to d e c l i n e 

from 51.4 per cent in 1978 to 31.3 per cent in 1980. This was p r o ­

bably because of the r e s t r u c t u r i n g of most of the companies involved 

in conimodities and payment of most of the debt accumulated p r i o r to 

1980. B e f o r e 1980, investment income payments were mainly r e t a i n e d 

p r o f i t s and d i v i d e n d s on f o r e i g n i n v e s t m e n t s , but a f t e r that d a t e the 

l a r g e s t component of t h i s s u b - s e c t o r was the i n t e r e s t payments on the 

e x t e r n a l borrowings of the p u b l i c s e c t o r . I n t e r e s t payments w i l l p r o ­

bably i n c r e a s e from M$4 b i l l i o n in 1985 to about M$6 b i l l i o n in 1987. 

T h i s t rend w i l l c o n t i n u e even in the f a c e of r e s t r a i n e d borrowing on 

the p a r t of the government u n t i l the c a p i t a l sum i s p a i d . 

The i n c r e a s e in p r o f i t r e p a t r i a t i o n i s o f f s e t to some extent by the 

r e s t r u c t u r i n g of a l a r g e number of companies. T h i s o b v i o u s l y led to 

the r e d u c t i o n of f o r e i g n ownership of c o r p o r a t e e q u i t y from about 60 

p e r c e n t in 1970 to about 40 per cent in the e a r l y 1980s. Although 

t h e r e was a r e d u c t i o n in f o r e i g n e q u i t y , the trend in p r o f i t 

r e p a t r i a t i o n i s on the r i s e , probably owing to M a l a y s i a ' s dependence 

on f o r e i g n investment in the manufacturing and petroleum s e c t o r s . 



2 . 5 . 2 F r e i g h t and Insurance 

F r e i g h t and i n s u r a n c e t o g e t h e r are the second l a r g e s t source of 

payments a b r o a d , with f r e i g h t forming about 90 per c e n t . Net payments 

from t h i s s u b - s e c t o r i n c r e a s e d from M$1.7 b i l l i o n in 1980 to M$2.2 

b i l l i o n in 1984, thus accounting f o r 30.6 per cent and 22.1 per cent 

of t h e s e r v i c e s d e f i c i t r e s p e c t i v e l y . T h i s r e f l e c t s the inadequate 

p r o g r e s s made by M a l a y s i a n s h i p p i n g and a i r c a r g o e s . 

E f f o r t s to reduce the s i z e of the s e r v i c e s b i l l have not been very 

s u c c e s s f u l , as shown by the e x p e r i e n c e in s h i p p i n g . Only 15 per cent 

of M a l a y s i a n exports are t r a n s p o r t e d i n M a l a y s i a n v e s s e l s . I t i s the 

overseas importer who d i c t a t e s which ship i s to be u s e d , as goods are 

exported on an f . o . b . b a s i s . For example, l e s s than 4 per cent of the 

cargo in the M a l a y s i a n - J a p a n s e a l a n e i s handled by Malaysian s h i p s , 

w h i l e the M a l a y s i a n p r e s e n c e i s n i l in the t r a d e with the US and West 

A s i a . It i s s i g n i f i c a n t only i n the M a l a y s i a n - E u r o p e s h i p p i n g route 

where M a l a y s i a n s h i p s acccount f o r 18 per cent of the c a r g o . 

M a l a y s i a n p r a c t i c e has always been to export f . o . b and import c . i . f . 

Even i f measures are taken to export c . i . f . so as to c r e a t e a c a p t i v e 

market f o r l o c a l export s u p p l y , which in some ways c o u l d a r r e s t the 

o u t f l o w s of f r e i g h t payments by about M$l b i l l i o n a y e a r , massive 

investments in the s h i p p i n g i n d u s t r y would be r e q u i r e d . It has a l s o 

been the p r a c t i c e of i m p o r t e r s of Malaysian goods to nominate t h e i r 

own s h i p p i n g v e s s e l s so t h a t the c . i . f . on M a l a y s i a n exports a c c r u e to 

them. To s o l v e t h i s problem l a r g e - s c a l e investment in the s h i p p i n g 

i n d u s t r y would be needed, not only to purchase new s h i p s but a l s o to 

r e o r g a n i s e the whole i n d u s t r y so as to reap the p o s s i b l e b e n e f i t s of 

expanded s h i p p i n g w i t h i n the c o n t e x t of ASEAN. 



3. ROLE OF GOVERNMENT AND AGGREGATE DEMAND 

The r o l e of f i s c a l p o l i c y in M a l a y s i a needs to be e v a l u a t e d in the 

context of the impact of the e x t e r n a l s e c t o r on the government budget. 

M a l a y s i a i s one of the most t r a d e - d e p e n d e n t economies in the world: 

e x p o r t s accounted f o r n e a r l y 62 per cent of GNP in 1980 and, as men­

t i o n e d above, the economy i s h i g h l y v u l n e r a b l e to export i n s t a b i l i t y . 

However, t h e r e i s l i t t l e e v i d e n c e of export i n s t a b i l i t y c a u s i n g 

damage to the economy. T h i s has been l a r g e l y minimised through 

export d i v e r s i f i c a t i o n , s t r u c t u r a l leakages {imports and p r o f i t 

r e p a t r i a t i o n ) and high i n t e r n a l demand. 

The government's commitment to a programme of a c c e l e r a t e d development 

l a r g e l y stemned from the commodity boom of the l a t e 1970s, and the 

s u b s t a n t i a l growth of o i l exports a f t e r 1977. During the t h r e e years 

1 9 7 9 - 8 3 , the F e d e r a l budget remained h i g h l y e x p a n s i o n a r y ; t o t a l 

F e d e r a l Government e x p e n d i t u r e rose by 96.6 per cent from M$11.7m. 

in 1978 to M$26.8 b i l l i o n in 1981. This sharp i n c r e a s e in 

government spending was a major f a c t o r b o o s t i n g the economy in the 

i n i t i a l phase of the c u r r e n t r e c e s s i o n (Table 1 0 ) . 

In the 1980s the s i t u a t i o n took a turn f o r the worse, p a r t i c u l a r l y 

a f t e r 1985. Revenues rose by well over 29 per cent of GNP during 

1 9 8 1 - 8 5 , w h i l e o p e r a t i n g e x p e n d i t u r e s i n c r e a s e d m a r g i n a l l y l e s s d u r i n g 

the same p e r i o d , g i v i n g an o p e r a t i n g s u r p l u s of 0.7 per cent of GNP. 

Development e x p e n d i t u r e s , on the other hand, reached a maximum of 20.5 

p e r cent of GNP in 1981; they d e c l i n e d c o n s i d e r a b l y by the end of 1985 

r e g i s t e r i n g an average of 14.9 per cent of GNP, which r e s u l t e d in a 

d e f i c i t on the Federal Budget of 14.3 per cent of GNP d u r i n g 1981-85. 

In terms of the c o n s o l i d a t e d p u b l i c s e c t o r , the o v e r a l l d e f i c i t was 16 

per cent of GNP d u r i n g 1981-85. In value terms, the o v e r a l l d e f i c i t 

d e c l i n e d from M$11.3 b i l l i o n in 1981 to M$7.5 b i l l i o n in 1985 (MS12.5 

b i l l i o n in 1986). F i n a n c i n g of t h i s d e f i c i t d u r i n g the p e r i o d 1981-85 

c a l l e d f o r f o r e i g n b o r r o w i n g , l a r g e l y because of g r o s s l y inadequate 

domestic s a v i n g s ( T a b l e 1 1 ) . As a r e s u l t , f o r e i g n borrowing was main­

t a i n e d at an average of 5 per cent of GNP d u r i n g the p e r i o d . Thus, 

the p e r i o d of high o v e r a l l d e f i c i t was a l s o accompanied by a l a r g e r 



s a v i n g s - i n v e s t m e n t gap. In 1978, the s a v i n g s - i n v e s t m e n t gap recorded 

a s u r p l u s amounting to 4 . 7 per cent of GNP. However, from 1980, i t 

went i n t o d e f i c i t amounting to 13.4 per cent of NGP in 1983. 

3.1 P e r i o d of F i s c a l R e s t r a i n t (1985-86) 

M a l a y s i a ' s economic growth r a t e - averaging 7.3 per cent d u r i n g 

1980-84 - was the envy of many T h i r d World c o u n t r i e s . The crunch 

came in 1985 when the economy r a p i d l y d e c e l e r a t e d to r e g i s t e r -1 per 

cent growth in r e a l GOP. The b a l a n c e of payments began to show s i g n s 

of s t r a i n even e a r l i e r . For a country which had become used to 

s u b s t a n t i a l t r a d e and o v e r a l l payments s u r p l u s e s and r a p i d economic 

growth f o r many y e a r s , the c u r r e n t slowdown was d i f f i c u l t to t o l e r a t e . 

In the p a s t , M a l a y s i a n p o l i c y makers had responded to downturns by 

adopting c o u n t e r c y c l i c a l monetary and f i s c a l measures with some degree 

of s u c c e s s . B u t , t h i s time round, t h e r e seems to be a major p o l i c y 

d e p a r t u r e in that there i s c o n s i d e r a b l e r e l u c t a n c e on the part of the 

government to r e s o r t to d e f i c i t f i n a n c i n g , not because i t i s s c e p t i c a l 

of the e f f i c i e n c y of such measures, but because i t does not have the 

r e s o u r c e s to spend i t s way out of the r e c e s s i o n . C o u n t e r c y c l i c a l 

p o l i c y w i l l work e f f e c t i v e l y i f r e s e r v e s b u i l t up in boom y e a r s are 

run down in lean y e a r s . This o b v i o u s l y has not been the case in 

M a l a y s i a . M a l a y s i a n p l a n n e r s have shown a strong tendency to get 

c a r r i e d away in good t i m e s , as evidenced by many an ambit ious 

programme mounted in the e a r l y 1980s. The heavy i n d u s t r i a l i s a t i o n 

progrannme, on which we s h a l l have more to say l a t e r , i s a c l a s s i c 

example of the d r a i n i n g away of s c a r c e r e s o u r c e s . The f i n a n c i n g of 

p r e s t i g i o u s p r o j e c t s l i k e the Penang B r i d g e , the a c t i v i t i e s of 

N o n - F i n a n c i a l P u b l i c E n t e r p r i ses (NFPEs) c r e a t e d under the New Economic 

P o l i c y , and the outf low of f o r e i g n exchange to f i n a n c e the a c q u i s i t i o n 

of f o r e i g n e q u i t y i n t e r e s t s in p l a n t a t i o n s are c a s e s in p o i n t . 

The upshot of a l l these has been that the government had no means to 

subdue the c u r r e n t r e c e s s i o n . I t s impact c o u l d have been l e s s severe 

had the government handled the s i t u a t i o n d i f f e r e n t l y . Expansionary 

f i s c a l p o l i c i e s were r u l e d o u t , as they would have meant i n c r e a s e d 

e x t e r n a l borrowing. Expansionary monetary p o l i c i e s were p o s t p o n e d . 



because of f e a r of u n l e a s h i n g i n f l a t i o n a r y f o r c e s . I n s t e a d , the 

government r e s o r t e d to a b e l t - t i g h t e n i n g e x e r c i s e . There was a sense 

of withdrawal and r e t r e a t in i t s r e s p o n s e s . Development t a r g e t s have 

been p r e - a d j u s t e d to changing c i r c u m s t a n c e s without new t a r g e t s being 

sought. The p u b l i c s e c t o r has been assigned a low p r o f i l e and the 

government has l e f t the task of p u l l i n g the economy out of the 

r e c e s s i o n to the p r i v a t e s e c t o r . The p r i v a t e s e c t o r r e s p o n s e , 

however, has not been f o r t h c o m i n g , s i n c e the environment i s not c o n g e ­

n i a l . Economic r e c e s s i o n , f i n a n c i a l s c a n d a l s and p o l i t i c a l u n c e r t a i n ­

t i e s h a r d l y c o n s t i t u t e the c l i m a t e in which the p r i v a t e s e c t o r can 

s t r i v e or t h r i v e . Budgetary p o l i c y i s under another c o n s t r a i n t , 

namely p o l i t i c a l expediency. With a strong p o s s i b i l i t y of snap e l e c ­

t i o n s in 1986, the Budget was not able to address the r e c e s s i o n 

s q u a r e l y . 

With the general e l e c t i o n s out of the way, i t was thought t h a t the 

government would b r i n g about s i g n i f i c a n t f i s c a l changes in the 1987 

Budget, but t h e r e were again c o n s t r a i n t s . One of these was the f a c t 

t h a t the p r i v a t e s e c t o r was in such poor shape that i t c o u l d not 

w i t h s t a n d tough f i s c a l measures. The 1987 Budget t h e r e f o r e c o n t a i n e d no 

major tax i n c r e a s e s . Adjustments have been made mostly on the expen­

d i t u r e s i d e to cut c o r n e r s wherever p o s s i b l e , with a few tax I n c e n ­

t i v e s here and t h e r e . The 1987 Budget has turned out to be yet 

another a u s t e r i t y budget, which p r o b a b l y makes s e n s e , e s p e c i a l l y s i n c e 

government revenue i s e s t i m a t e d to have f a l l e n i n 1986 by M$2 b i l l i o n . 

Even with o p e r a t i n g e x p e n d i t u r e s l a s h e d by M$1.4 b i l l i o n t h e r e was an 

e s t i m a t e d budget d e f i c i t of M$1.3 b i l l i o n . T o t a l government expen­

d i t u r e f o r 1987 has been e s t i m a t e d at M$27.4 b i l l i o n , which i s 11 per 

cent l e s s than the e s t i m a t e f o r the p r e v i o u s y e a r . O p e r a t i n g expen­

d i t u r e i s expected to be trimmed down by a f u r t h e r 6 per cent to 

M$20.7 b i l l i o n , and development e x p e n d i t u r e by 25 per cent to M$6.6 

b i l l i o n . N o t w i t h s t a n d i n g these e x p e n d i t u r e c u t b a c k s , the d e f i c i t i s 

expected t o double i t s e l f to M$2.7 b i l l i o n . It can be argued that 

t h i s a u s t e r i t y d r i v e i s a good t h i n g , given the severe r e s o u r c e 

c o n s t r a i n t s . B u t , at the same t i m e , i t cannot be denied that i t has 

tended to have a d e f l a t i o n a r y e f f e c t , which makes the macroeconomic 

s i t u a t i o n even worse. 



The government kept the l i d on monetary expansion t o o . In an attempt 

to s t i m u l a t e i n v e s t m e n t , the C e n t r a l Bank d e l i b e r a t e l y suppressed 

i n t e r e s t r a t e s on loans and d e p o s i t s . As a consequence, the l o a n -

d e p o s i t r a t i o i n c r e a s e d s h a r p l y . T h i s has meant that banks are 

o b l i g e d to borrow in the i n t e r - b a n k money market, with i n t e r - b a n k 

i n t e r e s t r a t e s r i s i n g to extremely high l e v e l s . The C e n t r a l Bank's 

p o l i c y of keeping i n t e r e s t r a t e s low was in c o n f l i c t with i t s i n t e r ­

v e n t i o n s in the f o r e i g n exchange market to prevent the d e p r e c i a t i o n 

of the r i n g g i t , which r e s u l t e d in the r i n g g i t being mopped up. It 

appears that t h e r e has been too much government i n t e r f e r e n c e and that 

the C e n t r a l Bank has not been f r e e to f o l l o w what i t c o n s i d e r e d to be 

the best p o l i c y . It i s t h i s lack of autonomy which seems to have led 

to much of the c o n f u s i o n which has come to c h a r a c t e r i s e M a l a y s i a n 

monetary p o l i c y in r e c e n t t i m e s . 

The l a t e s t C e n t r a l Bank s t a t i s t i c s show that in the f i r s t h a l f of 

1986, money supply Ml ( c u r r e n c y and demand d e p o s i t s of the p r i v a t e 

s e c t o r ) d e c l i n e d by 0 . 4 per c e n t , whi l e M2 (Ml plus p r i v a t e s e c t o r 

h o l d i n g s of f i x e d and savings d e p o s i t s with commercial banks, nego­

t i a b l e c e r t i f i c a t e s of d e p o s i t and c e n t r a l bank c e r t i f i c a t e s ) i n c r e a s e d 

by only 5.2 per c e n t , with M3 (M2 plus p r i v a t e s e c t o r d e p o s i t s with 

f i n a n c i a l i n s t i t u t i o n s other than commercial banks) r i s i n g by 7.5 per 

c e n t . T h i s compares p o o r l y with the growth of M2 and M3 r e g i s t e r e d in 

the c o r r e s p o n d i n g p e r i o d of 1985. 

The c o u n t r y has been denied the r e f l a t i o n a r y measures t h a t c o u l d have 

p r o v i d e d the t o n i c which i t badly needs. The a u t h o r i t i e s seem to be 

w o r r i e d about the impetus such r e f l a t i o n a r y p o l i c i e s might g i v e to 

imports and the consequent s t r a i n on the b a l a n c e of payments. They 

a l s o appear a p p r e h e n s i v e of the p o s s i b l e i n f l a t i o n a r y consequences. 

These r i s k s are r e a l but they seem worth t a k i n g to counter the 

r e c e s s i o n a r y s p e l l . For one t h i n g , a c u r r e n t account d e f i c i t c o u l d be 

accommodated without much d i f f i c u l t y now t h a t M a l a y s i a r e t a i n s a 

f a i r l y good c r e d i t r a t i n g . For a n o t h e r , consumer p r i c e i n d i c e s have 

remained so f l a t of l a t e t h a t a mild i n c r e a s e might have a s t i m u l a t i n g 

e f f e c t on the economy. 

The government has acted out of a strong d e s i r e to r e s t r a i n p u b l i c 

e x p e n d i t u r e s , p a r t i c u l a r l y those of the NFPEs whose c a p i t a l spending 



has served to exacerbate the d i f f i c u l t budgetary s i t u a t i o n . S i n c e 

1984, the NFPEs have come under the s c r u t i n y of the Treasury and have 

s u f f e r e d d r a s t i c c u t s in t h e i r e x p e n d i t u r e s , w h i l e some of them are 

b e i n g p r i v a t i s e d . 

3.2 Aggregate Demand 

The M a l a y s i a n economy i s b a s i c a l l y demand-driven. The s i g n i f i c a n t 

r e d u c t i o n s in government development e x p e n d i t u r e s d u r i n g 1983-85 had 

s u b s t a n t i a l e f f e c t s on the components of aggregate demand. During the 

p e r i o d 1 9 7 8 - 8 2 , p u b l i c aggregate e x p e n d i t u r e s ( p u b l i c consumption plus 

investment) as a p r o p o r t i o n of GNP i n c r e a s e d from 24.6 per cent to 

38.2 per cent as a r e s u l t of the expansionary f i s c a l p o l i c y . From 

1983, s t e p s were taken to reduce p u b l i c investment and consumption so 

as to d i m i n i s h the r o l e of government in the economy, and t h i s 

r e s u l t e d in the p u b l i c aggregate e x p e n d i t u r e s as a p r o p o r t i o n of GNP 

being reduced to 32.7 per cent i n 1985. For the p e r i o d 1 9 8 0 - 8 5 , t o t a l 

domestic aggregate e x p e n d i t u r e s c o n t i n o u s l y exceeded gross n a t i o n a l 

income. In 1980, domestic aggregate e x p e n d i t u r e as a p r o p o r t i o n of 

GNP was 101.2 per c e n t , and the r a t i o i n c r e a s e d to a maximum of 112.4 

per cent in 1983 b e f o r e i t d e c l i n e d to 102.2 per cent in 1985 ( T a b l e 

1 2 ) . 

The s i g n i f i c a n t i n c r e a s e in p u b l i c e x p e n d i t u r e s , p r i o r to 1983, had a 

m u l t i p l i e r e f f e c t on incomes, and t h i s , in t u r n , r a i s e d the l e v e l of 

i m p o r t s , as the income e l a s t i c i t y of import demand among M a l a y s i a n s i s 

above u n i t y . In 1980, imports of goods and s e r v i c e s amounted to 6 5 . 7 

per cent of GNP and t h i s i n c r e a s e d f u r t h e r to 6 9 . 2 per cent and 7 1 . 3 

per c e n t of GNP in 1981 and 1982 r e s p e c t i v e l y . Thus, the expansionary 

f i s c a l p o l i c y led to i n c r e a s e d a b s o r p t i o n of imports in the f a c e of 

d e c l i n i n g e x p o r t s . F u r t h e r m o r e , expansion of p u b l i c e x p e n d i t u r e s can 

worsen the b a l a n c e of payments p o s i t i o n and t h i s was the dilemma which 

c o n f r o n t e d the p o l i c y makers in mid-1982 and which r e s u l t e d in the 

d e c i s i o n t o abandon the p r e v i o u s a n t i - c y c l i c a l p o l i c y . 

I t has been r e c o g n i s e d even from the e a r l i e s t days of independence 

that investment in f i x e d c a p i t a l i s needed to t r a n s f o r m a r u r a l 

a g r a r i a n economy i n t o an i n d u s t r i a l one. Investment ( p r i v a t e and 



p u b l i c ) was t h e r e f o r e accorded high r a n k i n g in a l l M a l a y s i a ' s d e v e l o p ­

ment p l a n s . T a b l e 13 shows the e f f e c t of these plans on domestic 

demand components in the 1970s. Investment outpaced t o t a l demand and 

GDP growth i n every p e r i o d . When one looks at aggregate demand b e t ­

ween 1970 and 1985, the p e r i o d of f a s t e s t r e a l growth can be i d e n ­

t i f i e d as 1979-82, when r e a l aggregate domestic demand rose by 11.3 

per cent per annum. 

The nature of p u b l i c demand changed s i g n i f i c a n t l y from the e a r l y 1970s 

onwards. The NEP i n t r o d u c e d s p e c i f i c s o c i a l and p o l i t i c a l dimensions 

to p u b l i c s p e n d i n g . B e s i d e s expanding the p r o d u c t i v e base from which 

f u t u r e growth was to come, i t added the r e s p o n s i b i l i t y of e n s u r i n g 

g r e a t e r and more e q u i t a b l e growth. 

At the b e g i n n i n g of the 1980s, a f u r t h e r dimension was i n t r o d u c e d when 

slow economic a c t i v i t y t h r e a t e n e d to a r r e s t the e x p o r t - l e d growth of 

the 1970s. To s t a b i l i s e the economy a g a i n s t e x t e r n a l i n f l u e n c e s , 

c o u n t e r c y c l i c a l expansionary domestic p o l i c i e s were employed. 

Consumption and investment p r o p e n s i t i e s f u r t h e r a c c e l e r a t e d as tax 

i n c e n t i v e s and t a r i f f p r o t e c t i o n were introduced through the budgets 

to combat r e c e s s i o n . 

It i s t r u e t h a t these expansionary p o l i c i e s , which began in 1979, d i d 

support growth r a t e s . B u t , i n other r e s p e c t s , they have tended to be 

d e s t a b i l i s i n g . S t i m u l a t i n g t o t a l demand at a r a t e which c o u l d not be 

f i n a n c e d by h igher l e v e l s of savings has meant a f u r t h e r widening of 

the r e s o u r c e gap. I n v a r i a b l y , other sources of f i n a n c i n g have been 

needed, r e s u l t i n g in h igher domestic and e x t e r n a l d e b t . 

The f i n a n c i a l r e p e r c u s s i o n s of s t a b i l i s a t i o n were q u i c k l y n o t i c e d and 

the f i s c a l brakes were a p p l i e d towards the end of 1982. The r e s u l t was 

that the p u b l i c d e f i c i t was reduced from 24 per cent in 1982 to 12 per 

cent in 1985. P u b l i c consumption, which averaged 16 per cent growth 

c u r i n g 1979-82 f e l l t o r o u g h l y 3 per cent in 1 9 8 2 - 8 5 , w h i l e i n v e s t -

• ênt growth sank from 33 per cent to a mere 3 per c e n t . 

With r a p i d changes in the p u b l i c s e c t o r involvement, p r i v a t e i n v e s t -

'^ent became more v o l a t i l e than consumption and f o r the f i r s t time in 

r e c e n t y e a r s , n e g a t i v e growth was recorded in 1981-82. From an 



average i n c r e a s e of 8 . 0 per c e n t d u r i n g 1983-84, p r i v a t e investment 

slumped by about 20 per c e n t in 1985, and t h i s d e c l i n i n g t r e n d c o n ­

t i n u e d in 1986 as w e l l . 

The boom c o n d i t i o n s of 1976-80 were t r a n s l a t e d i n t o a s i g n i f i c a n t 

i n c r e a s e in demand f o r many n o n - t r a d e a b l e goods {such as r e a l e s t a t e 

and c o n s t r u c t i o n ) . P r i c e s of n o n - t r a d e a b l e s rose r e l a t i v e to t r a -

d e a b l e s , and t h i s i n i t i a t e d massive movements of c a p i t a l and l a b o u r 

i n t o t h i s s e c t o r . A sharp r e d u c t i o n in domestic a b s o r p t i o n by means 

of f i s c a l r e s t r a i n t s brought a r e d u c t i o n i n t o t a l demand, thus l e a d i n g 

to a squeeze on n o n - t r a d e a b l e s which caused u n d e r u t i l i s a t i o n of f a c ­

t o r s of p r o d u c t i o n in the n o n - t r a d e a b l e s e c t o r . 

Government p a r t i c i p a t i o n in the economy i n c r e a s e d r a p i d l y d u r i n g 

1976-80. P u b l i c e x p e n d i t u r e rose from M$8 b i l l i o n in 1978 to almost 

M$26 b i l l i o n by 1985. I n e v i t a b l y as the p u b l i c s e c t o r share grew, the 

p r i v a t e s e c t o r involvement a l s o i n c r e a s e d {Table 1 4 ) . 

Gross investment c o n t r i b u t e d roughly about o n e - t h i r d of the GDP growth 

e x p e r i e n c e d over the decade 1975-85. Between 1975 and 1980, f o r 

example, i t averaged 12 per c e n t per annum growth and c o n t r i b u t e d 

about 3 per c e n t of the 9 per c e n t o f GDP growth e x p e r i e n c e d . In the 

second h a l f of the dedade t h i s f i g u r e was reduced to roughly 2 per 

c e n t out of 6 per c e n t growth throughout the economy. 

S t a t i s t i c a l a n a l y s i s of the determinants of p r i v a t e investment r e v e a l s 

t h a t the d i r e c t impact of an i n c r e a s e in the share of the government 

has had a moderate e f f e c t . A c c o r d i n g to the e s t i m a t e s , p r i v a t e 

investment i n c r e a s e d by 0.3 per c e n t f o r every 1 per c e n t i n c r e a s e in 

government investment. The magnitude of the l i n k a g e i s no doubt com­

pensated by d i r e c t leakages in the form of c a p i t a l and i n t e r m e d i a t e 

i m p o r t s , which the e s t i m a t e suggests to be q u i t e s i z e a b l e (Table 15). 

The l a r g e r e x t e r n a l d e f i c i t on the c u r r e n t account r e f l e c t e d the more 

r a p i d expansion in domestic demand r e l a t i v e to o u t p u t , as i n d i c a t e d in 

T a b l e 12. Domestic demand i n c r e a s e d by 7.3 per c e n t to M$73.2 b i l l i o n 

i n 1983 compared to M$68.0 b i l l i o n in 1982. As noted e a r l i e r , 

domestic aggregate e x p e n d i t u r e s as a percentage of GNP stood at 112.4 

per c e n t in 1983. The intended o b j e c t i v e of the s h i f t in f i s c a l 

p o l i c y - to reduce the e x t e r n a l d e f i c i t - d i d not f u l l y m a t e r i a l i s e . 



.3 Revenue E f f o r t 

h e performance of the p u b l i c s e c t o r in r e c e n t years has been 

aakened, p a r t l y because of the d e c l i n e in tax buoyancy which has 

f f e c t e d r e v e n u e s , and a l s o because of the s i g n i f i c a n t i n c r e a s e in 

x p e n d i t u r e s . R i s i n g employment and wage l e v e l s are a major d r a i n on 

e s o u r c e s , but the governments's concern i s the c o s t of debt 

e r v i c i n g . 

o r many y e a r s , p u b l i c sav ings have been b u t t r e s s e d by tax revenues 

r o m petroleum and t h i s has obscured the u n d e r l y i n g d e t e r i o r a t i o n in 

he balance between c u r r e n t revenues and e x p e n d i t u r e s . The d e p l e t i o n 

petroleum and timber r e s o u r c e s by 1990, with the maintenance of 

atroleum p r o d u c t i o n at 425,000 bpd up to 1985, and 510,000 bpd in 

986 and t h e r e a f t e r , suggests that other measures must be taken to 

Ligment revenues in the short term to r e p l a c e the income from 

e t r o l e u m . 

n e way of a s s e s s i n g the adequacy of the revenue e f f o r t i s by a c r o s s -

c u n t r y comparison of revenue shares in t o t a l o u t p u t . By Asian s t a n -

i r d s , and even those of the i n d u s t r i a l i s e d c o u n t r i e s , the revenue 

e f f o r t in M a l a y s i a i s r e s p e c t a b l e ( T a b l e 1 6 ) . With taxes c o n s t i t u t i n g 

e a r l y 80 per cent of t o t a l revenue, i t tops the l i s t i n terms of t a x 

f f o r t . N e v e r t h e l e s s , i t i s s t i l l i n s u f f i c i e n t to meet c u r r e n t and 

u t u r e r e q u i r e m e n t s . Furthermore, revenue buoyancies have d i m i n i s h e d 

n recent years with the g r e a t e s t d e c l i n e o c c u r r i n g i n i n d i r e c t taxes 

" a b l e 1 7 ) . Several f a c t o r s a r e r e s p o n s i b l e f o r t h i s t r e n d : 

the r e d u c t i o n in export d u t i e s c o l l e c t i o n which i s r e l a t e d to the 

a l l in export u n i t v a l u e s d u r i n g the c u r r e n t r e c e s s i o n and the s w i t c h 

D the c o s t - p u s h method i n computing t h e tax burden, so as t o r e l i e v e 

le burden on the p r o d u c e r . 

changes in t h e s t r u c t u r e of import d u t i e s and the e x t e n s i o n of 

- D e r a l exemptions with the consequent l o s s in t a x buoyancies of 

- p o r t d u t i e s , although the i n c r e a s e in d u t i e s on l u x u r i e s in 1984 

' " o w e d f o r some r e c o v e r y . 

the r e d u c t i o n i n t h e number of e x c i s e s i n 1982, r e s u l t i n g i n low 

e v e n u e p r o d u c t i v i t y of e x c i s e t a x e s . 



l i b e r a l exemptions f o r c o r p o r a t i o n s , l e a d i n g to r e d u c t i o n s 

mber of f i r m s s u b j e c t to c o r p o r a t e t a x . 



4. POLICY OPTIONS 

S n o r t - and medium-term p r o s p e c t s f o r the M a l a y s i a n economy are by no 

-eans p r o m i s i n g . The c u r r e n t d i f f i c u l t i e s cannot be l e g i t i m a t e l y 

a t t r i b u t e d e n t i r e l y to depressed e x t e r n a l demand, s i n c e t h e r e are a l s o 

s t r u c t u r a l problems on the supply s i d e which have c o n t r i b u t e d to the 

o r o d u c t i o n g l u t . Our p r o j e c t i o n of a p o s i t i v e growth in r e a l GDP in 

1986-87 i s based on a number of p r e m i s e s . F i r s t , demand f o r primary 

commodities may respond p o s i t i v e l y to the f a l l in t h e i r p r i c e s , so 

t h a t i n c r e a s e d output may o f f s e t , to some e x t e n t , the p r i c e d e c l i n e . 

Second, the f a l l in the p r i c e of o i l w i l l s t i m u l a t e growth in the 

i n d u s t r i a l i s e d and newly i n d u s t r i a l s i i n g c o u n t r i e s , r e s u l t i n g in 

i n c r e a s e d demand f o r raw m a t e r i a l s . T h i r d , expansion in other s e c t o r s 

of the economy may be a b l e to more than compensate f o r the c o n t r a c t i o n 

in the commodity s e c t o r . F o u r t h , government p o l i c y to s t i m u l a t e o u t -

D u t and employment may help to a l l e v i a t e the problem. F i n a l l y , t h e r e 

are c l e a r i n d i c a t i o n s that the Consumer P r i c e Index w i l l remain 

i-emarkably s t a b l e . 

N o n e t h e l e s s , t h e r e i s l i t t l e doubt t h a t the M a l a y s i a n economy i s in 

•for another rough r i d e in 1987 , which may s t r e t c h i n t o 1988, although 

t h e r e are s i g n s that the worst i s over. T h i s i s m a n i f e s t e s p e c i a l l y in 

terms of growing unemployment. A c c o r d i n g to the l a t e s t r e l i a b l e e s t i ­

mates, the number of unemployed i s around 4 5 0 , 0 0 0 , y i e l d i n g an 

unemployment r a t e of 8.2 per c e n t . The i n c r e a s e i n unemployment was 

e s p e c i a l l y pronounced in the l a s t q u a r t e r of 1985 and the f i r s t 

q u a r t e r of 1986, d u r i n g which p e r i o d about 27,000 workers were shed 

from e l e c t r o n i c s f a c t o r i e s , automobile assembly p l a n t s , t i n mines and 

p l a n t a t i o n s . Unless the primary s e c t o r r e c o v e r s s h a r p l y , unemployment 

w i l l r e a c h very uncomfortable l e v e l s in 1987 and 1988. 

It a l s o appears that unemployment i s c o n c e n t r a t e d in c e r t a i n c a t e ­

g o r i e s of workers, i n c l u d i n g M a l a y s i a n s who were p r e v i o u s l y employed 

in Singapore and workers a f f e c t e d by retrenchment in the e l e c t r o n i c s 

and t i n i n d u s t r i e s . About 60,000 M a l a y s i a n s r e t u r n e d home in 1986 

a f t e r l o s i n g t h e i r jobs in S i n g a p o r e . About 20,000 t i n mine workers 

have become j o b l e s s as more than 100 mines went out of p r o d u c t i o n in 

1986. To make matters worse, an a d d i t i o n a l 200,000 j o i n e d the labour 

f o r c e e a r l y in 1987, as school l e a v e r s entered the labour market. 



It i s the e x t e r n a l s e c t o r which i s most a f f e c t e d by the c u r r e n t 

slowdown. F o r t u n a t e l y , the drop in exports as a r e s u l t of f a l l i n g 

commodity p r i c e s i s more than o f f s e t in the b a l a n c e of payments by a 

f a l l in imports due to r e c e s s i o n a r y i n f l u e n c e s . C o n s e q u e n t l y , the 

c o u n t r y ' s merchandise t r a d e s u r p l u s r e g i s t e r e d a s u b s t a n t i a l i n c r e a s e 

in 198B, although t h i s s u r p l u s was not s u f f i c i e n t to wipe out the huge 

d e f i c i t in the s e r v i c e s a c c o u n t . The terms of t r a d e d e c l i n e d by 20 

p e r cent in 1986, mainly owing to a sharp d e t e r i o r a t i o n in export 

p r i c e s . 

Exports have been f a l l i n g s t e e p l y but imports have been s h r i n k i n g even 

more. A c c o r d i n g to the l a t e s t trade s t a t i s t i c s , M a l a y s i a ' s trade 

s u r p l u s i n c r e a s e d to M$16.04 b i l l i o n d u r i n g the p e r i o d J a n u a r y - O c t o b e r 

1986 from M$5.7 b i l l i o n f o r the c o r r e s p o n d i n g p e r i o d i n 1985. 

However, the i n v i s i b l e s d e f i c i t has been growing so r a p i d l y that the 

c u r r e n t account d e f i c i t in the b a l a n c e of payments p e r s i s t s . It has 

been est imated that the d e f i c i t on the s e r v i c e s account in 1986 

amounted t o M$10.03 b i l l i o n . 

During the f i r s t ten months of 1986, exports dropped to MS29.32 

b i l l i o n from M$31.73 b i l l i o n in the c o r r e s p o n d i n g per iod in 1985, 

w h i l e imports f e l l to M$23.28 b i l l i o n from M$26.03 b i l l i o n . The sharp 

d e c l i n e in crude o i l p r i c e s has c e r t a i n l y put a s t r a i n on the b a l a n c e 

of payments in r e c e n t t i m e s . In 1986, o i l exports f e l l by 37 per 

c e n t , due to lower p r i c e s coupled with p r o d u c t i o n c u t b a c k s implemented 

by the government in sympathy with OPEC e f f o r t s . In the l a s t q u a r t e r 

of 1986, P e t r o n a s , the n a t i o n a l o i l c o r p o r a t i o n , r a i s e d crude p e t r o ­

leum p r i c e s by 55-60 US c e n t s a b a r r e l , pushing M a l a y s i a n crude above 

US$14 a b a r r e l . An i n c r e a s e of 55 US c e n t s in o i l p r i c e s i s est imated 

to have generated US$75 m i l l i o n per month a d d i t i o n a l revenue f o r the 

government. 

The s i t u a t i o n i s l i k e l y to improve g r a d u a l l y from 1987 onwards. O i l 

p r i c e s may r i s e to a s l i g h t l y more c o m f o r t a b l e l e v e l and manufactured 

e x p o r t s , n o t a b l y e l e c t r o n i c s , t e x t i l e s and wood p r o d u c t s , are l i k e l y 

to r i s e , a l b e i t s l o w l y , with i n c r e a s e d demand in developed c o u n t r i e s . 

R i n g g i t d e p r e c i a t i o n i s l i k e l y to make M a l a y s i a n manufactured exports 

c o m p e t i t i v e in t r a d i t i o n a l markets such as the US, Japan and the EEC. 



Commodity p r i c e s a r e , however, l i k e l y to remain depressed f o r some 

time and no major t u r n - a r o u n d i s expected in the next two y e a r s or so. 

However, much w i l l depend on the economic performance of the US, Japan 

and the EEC. The sharp d e c l i n e in o i l p r i c e s i s seen as a powerful 

c a t a l y s t that w i l l s t i m u l a t e i n d u s t r i a l p r o d u c t i o n in t h e s e c o u n t r i e s . 

But t h e r e are a l s o d i s t u r b i n g s i g n s that economic growth in Japan i s 

d e c e l e r a t i n g owing to the sharp i n c r e a s e in the e x t e r n a l value of the 

y e n . 

I t i s extremely d i f f i c u l t to f o r e c a s t movements in primary com­

m o d i t i e s , as there are f a r too many d e t e r m i n a n t s which are hard to come 

to g r i p s w i t h . In what f o l l o w s , an attempt i s made to assess the 

s h o r t - and medium-term p r o s p e c t s of M a l a y s i a n e x p o r t s . 

P r o s p e c t s f o r t i n exports s t i l l remain b l e a k . There i s no end in 

s i g h t f o r the i n t e r n a t i o n a l t i n c r i s i s which i s h u r t i n g M a l a y s i a , the 

w o r l d ' s l a r g e s t e x p o r t e r , very b a d l y , f o l l o w i n g the suspension of 

o p e r a t i o n s by the I n t e r n a t i o n a l T in C o u n c i l (ITC) on 24 October 1985. 

The l a s t - d i t c h e f f o r t to r e v i v e ITC b u f f e r stock o p e r a t i o n s f a i l e d as 

Indonesia and T h a i l a n d d e c i d e d not to p r o v i d e any more money. Trading 

in the Kuala Lumpur Tin Market (KLTM) which resumed on 3 February 1986 

a f t e r more than three months s u s p e n s i o n , has remained d u l l . T i n p r i ­

ces have r i s e n s l i g h t l y s i n c e t h e n , however, and t h e r e are s i g n s t h a t 

they may go up to M$18 a kg. But the overhang of the world t i n 

s u r p l u s , est imated at about 60,000 t o n s , i s expected to c o n t i n u e , and 

the g l u t problem w i l l worsen i f the c r e d i t o r banks, to which the ITC 

owes £ 4 0 0 m i l l i o n , decide to s e l l o f f t h e i r t i n h o l d i n g s . 

Rubber p r i c e s have been in the doldrums s i n c e e a r l y 1984 with p r i c e s 

p l u n g i n g to the lowest l e v e l f o r ten y e a r s . However, the medium-term 

outlook f o r n a t u r a l rubber i s somewhat b e t t e r than that f o r t i n . For 

one t h i n g , the I n t e r n a t i o n a l Rubber O r g a n i s a t i o n (INRO) i s l e s s 

exposed than the ITC, as i t does not deal in the h i g h l y f l u i d f u t u r e s 

market. For a n o t h e r , the r a t i o of b u f f e r s t o c k s to commercial s t o c k s 

i s much s m a l l e r in the case of r u b b e r , and rubber s t o c k s are a l s o 

expected to ease s l i g h t l y as a r e s u l t of p r o d u c t i o n c u t b a c k s . This 

does not mean the worst i s over. Rubber i s not expected to bounce 

back f o r some t ime. World consumption of rubber i s f o r e c a s t to r i s e 



m a r g i n a l l y in 1987 by 90,000 tons to 4.45 m i l l i o n t o n s , w h i le p r o d u c ­

t i o n i s expected to i n c r e a s e by 80,000 tons to 4.40 m i l l i o n t o n s . 

Thus, the s u r p l u s i s expected to p e r s i s t f o r the time b e i n g . Natural 

rubber e x p o r t s are expected to r e g i s t e r marginal i n c r e a s e s owing to a 

s l i g h t f i r m i n g of p r i c e s . Annual domestic p r o d u c t i o n , however, i s 

expected to remain stagnant at around 1.5 m i l l i o n tons in the next few 

y e a r s . 

Palm o i l , which has been branded as M a l a y s i a ' s golden c r o p , i s 

undergoing a depressed s p e l l . With p r i c e s h o v e r i n g around M$430 a ton 

i n mid-1986 in comparison with an average p r i c e of over MSIOOO in 

1985, palm o i l export r e c e i p t s are e s t i m a t e d to have d e c l i n e d by about 

50 per cent in 1986 d e s p i t e an i n c r e a s e in volume from 3.2 to 3.9 

m i l l i o n t o n s , w h i l e output i n c r e a s e d from 4.1 m i l l i o n tons in 1985 to 

4 . 6 m i l l i o n tons in 1986. However, t h e r e are a l r e a d y s i g n s i n e a r l y 

1987 that palm o i l p r i c e s w i l l p i c k up, and the f o r e c a s t of M$800 per 

ton does not appear u n r e a l i s t i c . 

Cocoa p r i c e s have been t u m b l i n g . The p r o d u c e r s ' l i n g e r i n g hopes that 

a new I n t e r n a t i o n a l Cocoa Agreement would a r r e s t and r e v e r s e the p r i c e 

t r e n d have been s h a t t e r e d by Ivory C o a s t , the w o r l d ' s l a r g e s t p r o ­

d u c e r , o p t i n g o u t . The v a l u e s of M a l a y s i a n cocoa exports are e s t i ­

mated to have f a l l e n from MS550 m i l l i o n i n 1985 to M$530 m i l l i o n in 

1986, d e s p i t e an 11 per cent i n c r e a s e in p r o d u c t i o n . M a l a y s i a n cocoa 

beans have s u f f e r e d a d i s c o u n t in i n t e r n a t i o n a l m a r k e t s , p a r t l y due to 

t h e i r i n f e r i o r q u a l i t y i n comparison with standard Ghana c o c o a . 

Pepper seems to be the o n l y e x c e p t i o n to the a l l - r o u n d d e c l i n e s in 

r e c e n t t i m e s . There i s upward p r e s s u r e on pepper p r i c e s , as t h e r e i s 

a worldwide s h o r t f a l l of 25,000 t o n s . The uptrend may not l a s t , 

however, once r e h a b i l i t a t i o n and r e p l a n t i n g programmes in the major 

p r o d u c i n g c o u n t r i e s l i k e B r a z i l , I n d i a and Indonesia are completed. 

P r i c e s are not l i k e l y to stay f i r m at more than MSIOOO per ton in the 

medi um term. 

The medium-term p r o s p e c t s f o r M a l a y s i a ' s manufactured e x p o r t s are not 

bad. With lower i n t e r e s t r a t e s and lower o i l p r i c e s , consumer demand 

i n i n d u s t r i a l i s e d c o u n t r i e s i s expected to p i c k up. As mentioned 

e a r l i e r , there are s i g n s of a rebound in the semiconductor and t e x t i l e 



i n d u s t r i e s . M a l a y s i a i s a l r e a d y the w o r l d ' s t h i r d l a r g e s t producer 

and e x p o r t e r of semiconductor components. E l e c t r o n i c s e x p o r t s e s t i ­

mated at M$S b i l l i o n i n 1985 account f o r 38 per c e n t of the c o u n t r y ' s 

t o t a l manufactured e x p o r t s . I t appears t h a t the worst i s over f o r the 

e l e c t r o n i c s i n d u s t r y which was a f f e c t e d by widespread job c u t b a c k s 

i n 1985. The gloom i s now l i f t i n g ; the American semiconductor com­

panies in M a l a y s i a have changed gear and i n c r e a s e d t h e i r p r o d u c t i o n , 

and i n the p r o c e s s , some of the workers p r e v i o u s l y l a i d o f f have been 

r e - e m p l o y e d . The outlook f o r t e x t i l e s and c l o t h i n g (the second 

l a r g e s t manufactured exports a f t e r e l e c t r o n i c s ) i s a l s o e n c o u r a g i n g , 

j u d g i n g from e x p o r t orders r e c e i v e d . The upturn i s p a r t i c u l a r l y 

v i s i b l e in Penang where there are 300 f a c t o r i e s employing 22,000 

workers. 

In what f o l l o w s , v a r i o u s p o l i c y i s s u e s are examined in the l i g h t of 

the above medium-term s c e n a r i o f o r the M a l a y s i a n economy. The a n a l y ­

s i s takes a hard c r i t i c a l look at some of the major p o l i c i e s pursued by 

the government, which seem to have become i r r e l e v a n t or i n a p p r o p r i a t e 

in the wake of changes t a k i n g p l a c e d o m e s t i c a l l y and i n t e r n a t i o n a l l y . 

4.1 The New Economic P o l i c y 

The New Economic P o l i c y i s aimed at e r a d i c a t i n g poverty and r e s t r u c ­

t u r i n g s o c i e t y so t h a t the p a t t e r n of employment, ownership and 

c o n t r o l in the economy w i l l r e f l e c t the r a c i a l c o m p o s i t i o n of the 

country by 1990. To a c h i e v e these o b j e c t i v e s , the government i n t r o ­

duced l e g i s l a t i o n and g u i d e l i n e s and e s t a b l i s h e d a number of p u b l i c 

e n t e r p r i s e s which w i l l hold i n t r u s t the Bumiputera ( i n d i g e n o u s 

Malay) share of the e q u i t y . The impact of the NEP c o u l d have been 

a d v e r s e , had the s t r a t e g y not been accompanied by the p r o v i s i o n t h a t 

i t s o b j e c t i v e s s h o u l d be achieved through c o n t i n u o u s growth r a t h e r 

than the d i s r u p t i v e r e d i s t r i b u t i o n of a stagnant economy. Economic 

growth s i n c e 1970 c e r t a i n l y has been i m p r e s s i v e , but i t i s not c l e a r 

to what e x t e n t the NEP has c o n t r i b u t e d to or b e n e f i t e d from t h i s 

growth. 

T o t a l investment i n the Amanah Saham Nasional (ASN) - a u n i t t r u s t 

scheme s e t up to i n c r e a s e the Bumiputera stake in the economy - had 



reached M$2.28 b i l l i o n by the end of June 1985, w h i l e about M$753.8 

m i l l i o n had been redeemed. In the f i r s t q u a r t e r of 1985, 41,816 new 

u n i t h o l d e r s j o i n e d the scheme with an a d d i t i o n a l investment of about 

M$210 m i l l i o n , of which M$113 m i l l i o n was s u b s e q u e n t l y redeemed, 

c o n t r i b u t i n g a net investment of M$96.7 m i l l i o n . In the second 

q u a r t e r of the y e a r , the number of new u n i t h o l d e r s l e a p t to 232,000, 

who pumped in a net investment of M$100.4 m i l l i o n ( i e. M$227.8 

m i l l i o n i n v e s t e d l e s s M$127.4 m i l l i o n redeemed). The l a r g e amounts 

redeemed e a r l y by small i n v e s t o r s p r e s e n t problems which c o u l d 

f r u s t r a t e NEP i m p l e m e n t a t i o n . 

Another problem f a c i n g the government i s that the 1.73 m i l l i o n ASN 

i n v e s t o r s r e p r e s e n t only 35 per cent of e l i g i b l e Bumiputeras. In 

a d d i t i o n , n e a r l y 74 per cent of them have only a stake of 500 u n i t s or 

l e s s e a c h , which is f a r below the 50,000 u n i t s t a r g e t e d . The i m p l i c a ­

t i o n i s t h a t the b e n e f i t s of the NEP are not t r i c k l i n g down f a s t or f a r 

enough. 

Meanwhile, many small Bumiputera companies have c r i e d f o u l over the 

u n f a i r c o m p e t i t i o n from g i a n t l o c a l c o r p o r a t i o n s such as Permodalan 

Nasional Berhad (PNB), Sime Darby, G u t h r i e , and M a l a y s i a Mining 

C o r p o r a t i o n (MMC) i n t h e i r b i d s f o r l o w - v a l u e government t e n d e r s . The 

a c t i v i t i e s of s t a t e development c o r p o r a t i o n s (SEDCs) and t h e i r 

numerous s u b s i d i a r i e s have a l s o been c r i t i c i s e d f o r v e n t u r i n g i n t o 

b u s i n e s s where small Bumiputera e n t e r p r i s e s are a l r e a d y a c t i v e l y 

i n v o l v e d . 

Bumiputera c o r p o r a t e ownership measured in terms of p a i d - u p c a p i t a l 

was e s t i m a t e d to be more than MS14 b i l l i o n as at the end of 1985. 

T h i s , however, f a l l s short of the 2.1 per cent t a r g e t under the 

Mid-Term Review of the Fourth M a l a y s i a P l a n . Of the 900 t r u s t com­

p a n i e s set up by the government to speed up Bumiputera p a r t i c i p a t i o n 

in commercial a c t i v i t i e s , about 600 have s u f f e r e d l o s s e s . 

A c c o r d i n g t o the new g u i d e l i n e s i n t r o d u c e d i n 1986 by the M i n i s t r y of 

Trade and I n d u s t r y , Bumiputera i n v e s t o r s , both companies and i n d i v i ­

d u a l s , w i l l from now on be a l l o c a t e d 30 per cent of the shares 

a v a i l a b l e f o r p u b l i c s u b s c r i p t i o n in a l l f u t u r e p u b l i c i s s u e s . 



Bumiputera j o i n t - v e n t u r e companies w i l l soon enjoy e x t r a p r i v i l e g e s 

under a new g u i d e l i n e being drawn up by the Trade and Industry 

M i n i s t r y . Such j o i n t v e n t u r e s are to be accorded ' o f f i c i a l r e c o g n i ­

t i o n ' so t h a t they can enjoy s i m i l a r r i g h t s to those of wholly-owned 

Bumiputera companies. 

I t i s g e n e r a l l y accepted t h a t the NEP o v e r a l l has b e n e f i t e d the 

Bumiputera middle and upper group r a t h e r than the Bumiputera poor. 

However, as one M a l a y s i a n s o c i a l s c i e n t i s t concluded i n h i s study 

( 1 ) , many poor peasants regard the achievement of a few Bumiputeras 

with some p r i d e as a symbol of Bumiputera success in the economic 

f i e l d . Even s o , f o r the Bumiputera p o o r , the r e j o i c i n g at some 

Bumiputera c a p i t a l i s t s u c c e s s e s w i l l be s h o r t - l i v e d , should there be 

no c o n c r e t e and t a n g i b l e economic g a i n s f o r themselves as w e l l . This 

w i l l widen the gap and c r e a t e d i s s a t i s f a c t i o n between the ' lower-

c l a s s ' Bumiputeras and t h e i r ' u p p e r - c l a s s c o u n t e r p a r t s ' . 

The NEP o b j e c t i v e s are indeed l a u d a b l e , and i t i s not our i n t e n t i o n 

here to q u e s t i o n them in any way. N e v e r t h e l e s s , w h i l e the NEP i s thus 

f u l l y endorsed, i t s i m p l i c a t i o n s and r a m i f i c a t i o n s should not be l o s t 

s i g h t o f . It cannot be denied that the NEP has imposed a d d i t i o n a l 

c o n s t r a i n t s on b u s i n e s s a c t i v i t i e s . These c o n s t r a i n t s , e s p e c i a l l y 

with r e s p e c t to employment and ownership, have tended to i n h i b i t e c o ­

nomic a c t i v i t i e s in some s e c t o r s . The i m p l i c a t i o n s of the NEP were 

p a r t i c u l a r l y adverse f o r f o r e i g n i n v e s t o r s . The f o r e i g n share of the 

c o r p o r a t e wealth of the country has to be reduced from more than 60 

per cent to 30 per c e n t , in s p i t e of a b s o l u t e i n c r e a s e s in the amounts 

of f o r e i g n c a p i t a l . F o r e i g n i n v e s t o r s have found i t d i f f i c u l t to 

comply with the NEP g u i d e l i n e s , e s p e c i a l l y with regard to Bumiputera 

e q u i t y involvement in t h e i r b u s i n e s s v e n t u r e s . Shortage of s k i l l e d 

manpower and the low p r o p e n s i t y to save in the Bumiputera community 

have tended to thwart attempts to a c h i e v e the NEP g o a l s . 

I t i s no s e c r e t t h a t the NEP's s t r i n g e n t requirements have r e s u l t e d i n 

huge economic r e n t s a c c r u i n g to the Bumiputera e l i t e . In r e t r o s p e c t , 

i t i s r e a d i l y obvious that the t a r g e t s set were too h i g h , c o n s i d e r i n g 

the short t ime-frame of 20 y e a r s . Worse s t i l l , the b e n e f i t s of the 

NEP are not e q u i t a b l y d i s t r i b u t e d w i t h i n the Bumiputera community. 



It can be i n f e r r e d from the above a n a l y s i s t h a t the implementation of 

the NEP l e a v e s much to be d e s i r e d and i s not e n t i r e l y i n keeping with 

the s p i r i t in which i t was d e s i g n e d . One major drawback of the 

implementing machinery has been inadequate s u r v e i l l a n c e of the 

numerous government a g e n c i e s which were set up to help a c h i e v e the NEP 

o b j e c t i v e s . The t r u t h remains t h a t many of them have f a i l e d to d e l i v e r 

the goods and have c o n s t i t u t e d a d r a i n on s c a r c e r e s o u r c e s . 

I t i s now e v i d e n t that the NEP t a r g e t w i l l not be achieved by 1990 and 

i t i s almost c e r t a i n t h a t the NEP w i l l c o n t i n u e beyond 1990 under a 

new l a b e l . New t a r g e t s and s t r a t e g i e s f o r implementation in the 1990s 

are now being s t u d i e d . 

Meanwhile, the government has r e l a x e d the r u l e s governing f o r e i g n 

e q u i t y . Any company set up with f o r e i g n c a p i t a l between October 1985 

and December 1990 w i l l be permanently exempted from the need to 

r e s t r u c t u r e i t s e q u i t y along NEP l i n e s , p r o v i d e d a) i t e x p o r t s or s e l l s 

to FTZ f i r m s or l i c e n s e d manufactur ing warehouses at l e a s t 50 per cent 

of i t s output and b) i t employs at l e a s t 350 f u l l - t i m e M a l a y s i a n 

workers in p r o p o r t i o n s correspondng to the r a c i a l c o m p o s i t i o n of the 

c o u n t r y . In a d d i t i o n , a company with a p a i d - u p c a p i t a l of LIS$2 

m i l l i o n w i l l q u a l i f y to employ at l e a s t f i v e e x p a t r i a t e s . The new 

c o n c e s s i o n s are a l s o extended to e x i s t i n g companies which are wholly 

or p a r t l y f o r e i g n - o w n e d , i f they expand t h e i r o p e r a t i o n s and p l a c e the 

new u n i t s under a s u b s i d i a r y . 

There are c l e a r s i g n s t h a t the government wants to be pragmatic about 

the NEP. It r e c o g n i s e s t h a t c o n s t r a i n t s imposed by the NEP have 

tended to d e l a y economic r e c o v e r y . Hence the d e c i s i o n to downplay the 

NEP. However, t h i s does not mean t h a t i t w i l l be suspended in t o t o . 

Only those a s p e c t s which c u r r e n t l y have a dampening i n f l u e n c e on the 

economy, such as the NEP c o n d i t i o n s with r e s p e c t to e q u i t y , are to be 

h e l d in abeyance, whi le the NEP s t i p u l a t i o n with regard to employment 

w i l l r e m a i n . 



4 . 2 Budget D e f i c i t And F i n a n c i n g 

S i n c e mid-1982, c utbac ks began in government e x p e n d i t u r e in an e f f o r t 

to r e v e r s e the h i g h l y expansionary f i s c a l p o l i c i e s t h a t had taken 

p l a c e between 1980 and 1982. The new f i s c a l s t r a t e g y was e f f e c t i v e l y 

l a i d out in the 1984 Budget in which the government attempted to 

reduce the budget d e f i c i t as a p r o p o r t i o n of GNP from 19 per cent in 

1982 to about 6 per cent by 1985. Sharp cutbacks in development 

e x p e n d i t u r e had reduced the d e f i c i t to 7.9 per cent in 1985, but as we 

saw i n the p r e v i o u s c h a p t e r , r e c e s s i o n a r y c o n d i t i o n s and d e c l i n i n g tax 

buoyancy meant an upward surge in the d e f i c i t f o r 1986. 

Although the budget d e f i c i t was reduced s i g n i f i c a n t l y between 1980 and 

1985, the monetary s t i m u l u s a r i s i n g from d e f i c i t f i n a n c i n g was not s i m i ­

l a r l y r e d u c e d ; purchases of government debt by domestic i n s t i t u t i o n s 

other than Bank Negara and a s s e t drawdown i n s t e a d d e c l i n e d in tandem 

with the d e f i c i t . The e x p l a n a t i o n appears to l i e in the sharp d e c l i n e 

of government s e c u r i t y h o l d i n g s by commercial banks s i n c e 1981, the 

r a t i o of government s e c u r i t i e s as a p r o p o r t i o n of t o t a l d e p o s i t s 

having f a l l e n from 13.6 per cent in 1981 to 9.2 per cent in 1985. A 

great p r o p o r t i o n of the budget d e f i c i t has been f i n a n c e d from o v e r s e a s 

borrowings (Table 1 8 ) . F e d e r a l government net f o r e i g n borrowing 

d e c l i n e d d u r i n g 1982-85 but began to show an upward trend t h e r e a f t e r 

l a r g e l y because of an i n c r e a s e in f o r e i g n borrowing to r e f i n a n c e 

repayment and i n t e r e s t r a t e charges on p r e v i o u s d e b t . N e v e r t h e l e s s , 

o v e r a l l , f o r e i g n borrowing has been d e c l i n i n g s i n c e 1983. 

The Federal Government's o v e r s e a s borrowing was the main powerful f a c ­

t o r s u p p o r t i n g the o v e r a l l b a l a n c e of payments and by i m p l i c a t i o n 

monetary growth. Given that f o r e i g n borrowing i s expected to d e c l i n e 

i n the f u t u r e , the monetary impact of f i s c a l r e s t r a i n t may well be 

f e l t in 1988 or t h e r e a f t e r . 

A broader way to look at the t o t a l p o t e n t i a l monetary impact of the 

government's e x t e r n a l debt p o s i t i o n might be to c o n s i d e r the concept 

of the o v e r a l l net balance of payments e f f e c t of the e x t e r n a l 

borrowings which i s d e f i n e d as new e x t e r n a l borrowings minus i n t e r e s t 

r a t e payments on e x i s t i n g d e b t . It can be seen from T a b l e 18 that the 



net BOP impact of the F e d e r a l Government's o v e r a l l debt p o s i t i o n has 

c o n t r a c t e d from i t s peak in 1982. In f a c t , by 1985, i n t e r e s t payments 

on f o r e i g n debt exceeded new borrowings by the F e d e r a l Government. To 

set t h i s a g a i n s t the o v e r a l l BOP i m p l i e s that roughly h a l f of the 

d e t e r i o r a t i o n in n o n - t r a d e f o r e i g n - e x c h a n g e e a r n i n g s can be e x p l a i n e d 

by the f a l l in the F e d e r a l Government's borrowings r e l a t i v e to 

i n t e r e s t r a t e payments on e x i s t i n g d e b t . 

C l e a r l y , however, the major i n c r e m e n t a l n e g a t i v e b a l a n c e of payments 

impact of the e x t e r n a l debt p o s i t i o n i s yet to come. P r e s s u r e s on 

l i q u i d i t y and i n t e r e s t r a t e s are expected to be s i g n i f i c a n t in 1988 

and t h e r e a f t e r , u n l e s s and u n t i l some r e - a d j u s t m e n t in the exchange 

r a t e i s c o n s i d e r e d . 

4 . 3 External Debt 

E x t e r n a l borrowing c o n s i s t s of p r o j e c t loans and market l o a n s . 

P r o j e c t l o a n s are o b t a i n e d from m u l t i l a t e r a l l e n d i n g i n s t i t u t i o n s such 

as the World Bank, the A s i a n Development Bank and the I s l a m i c Bank and 

from government-to-government b i l a t e r a l s o u r c e s at c o n c e s s i o n a r y r a t e s 

of i n t e r e s t , whereas market loans are l a r g e l y s y n d i c a t e d loans 

o b t a i n e d in i n t e r n a t i o n a l markets at commercial r a t e s of i n t e r e s t . 

Market loans have grown r e l a t i v e l y more important over t i m e . Thus, 

the r a t i o of market loans to t o t a l e x t e r n a l debt i n c r e a s e d from 50 per 

cent i n the p e r i o d 1975-79 to 65 per cent in the p e r i o d 1980-85 (see 

T a b l e 1 9 ) . About 75 per cent of market loans are denominated in US 

d o l l a r s w h i l e the r e s t are denominated in other c u r r e n c i e s i n c l u d i n g 

the y e n , pound s t e r l i n g and Deutschemark. 

The c o u n t r y ' s p u b l i c s e c t o r e x t e r n a l debt stood at M$20.847 b i l l i o n at 

the end of 1984. This f i g u r e , however, does not i n c l u d e the M$7.105 

b i l l i o n e x t e r n a l loans made to the o f f - b u d g e t agencies which were 

guaranteed by the government. In a d d i t i o n , the p r i v a t e s e c t o r e x t e r ­

nal debt amounted to M$9.218 b i l l i o n . A l l in a l l , the n a t i o n a l e x t e r ­

nal debt t o t a l l e d some M$37 b i l l i o n at the end of 1984. I n t e r e s t 

payments on government loans amounted to M$4.3 b i l l i o n in 1984, and 

t h i s f i g u r e i s e s t i m a t e d to have i n c r e a s e d to M$4.7 in 1985. 

Government e x t e r n a l debt i s est imated to have i n c r e a s e d to M$21.813 



b i l l i o n , with debt s e r v i c i n g s t a n d i n g at M$5.5 b i l l i o n . Debt s e r ­

v i c i n g ( i n t e r e s t and p r i n c i p a l payments) in 1984 was e s t i m a t e d to be 

2 2 . 5 per cent of export e a r n i n g s . For l o n g - t e r m d e b t s , however, t h e 

debt s e r v i c e r a t i o worked out to be only 1 2 . 3 per cent in 1984 and 14 

per cent in 1985, a f a i r l y small burden in comparison to t h a t of many 

o t h e r d e v e l o p i n g c o u n t r i e s . With export earnings f a l l i n g and the 

r i n g g i t d e p r e c i a t i n g a g a i n s t the major c u r r e n c i e s , the debt s e r v i c i n g 

r a t i o had exceeeded 20 per cent by the end of 1985. 

M a l a y s i a was the f i f t h l a r g e s t borrower in the A s i a - P a c i f i c r e g i o n in 

1984. It signed 16 d e a l s worth US$1,163 b i l l i o n (M$.791 b i l l i o n ) in 

t h a t y e a r . However, e x t e r n a l borrowing was 19 per cent l e s s than in 

1983, when M a l a y s i a was ranked f o u r t h in the A s i a - P a c i f i c r e g i o n with 

loans of US$1,435 b i l l i o n . It i s of i n t e r e s t to note t h a t government 

e x t e r n a l borrowings in 1984 were j u s t over h a l f the US$2,619 b i l l i o n 

borrowed in 1982. 

E x t e r n a l debt i n c r e a s e d by 7 per cent in 1985 compared to 31 per c e n t 

in 1983 and 18.2 per cent i n 1984. However, e x t e r n a l debts i n c u r r e d 

by o f f - b u d g e t a g e n c i e s , guaranteed by the government, c o n t i n u e d to 

r i s e s h a r p l y by about 21 per c e n t to t o t a l M$9.1 b i l l i o n at the end of 

1985. Although M a l a y s i a has slowed down i t s e x t e r n a l b o r r o w i n g s , i t 

s t i l l owed the r e s t of the world M$40.2 b i l l i o n (both p u b l i c and p r i ­

vate) at the end of 1985. This r e p r e s e n t e d 55.6 per cent of GNP, as 

a g a i n s t 50.6 per cent in 1984. 

A major concern in r e c e n t y e a r s has been the r i s i n g l e v e l of debt s e r ­

v i c i n g in the f a c e of weak export e a r n i n g s . During the p e r i o d 

1 9 8 1 - 8 5 , debt s e r v i c i n g I n c r e a s e d at a r a t e of 28.5 per cent per y e a r . 

I n t e r e s t payments alone i n c r e a s e d at the r a t e of 30.2 per cent per 

annum. It i s mainly t h i s concern which led the government to seek 

r e f i n a n c i n g in 1984 and 1985, to take advantage of more f a v o u r a b l e 

terms as well as to avoid the p o t e n t i a l 'bunching' of loans in the 

l a t e 1980s. Thus, the government r e f i n a n c e d US$2.6 b i l l i o n s y n d i c a t e d 

loans through f o u r r e f i n a n c i n g e x e r c i s e s undertaken i n 1 9 8 4 - 8 5 , which 

r e s u l t e d in sav ings of M$217 m i l l i o n . Other debt management measures 

adopted i n c l u d e d i v e r s i f y i n g the c u r r e n c i e s , i n s t r u m e n t s , markets and 

s o u r c e s of e x t e r n a l l o a n s . The government's net e x t e r n a l borrowings 



i n 1986 have been e s t i m a t e d at M$2.8 b i l l i o n ; of t h i s sum, M$1.3 

b i l l i o n c o n s t i t u t e d new l o a n s , with M$1.5 b i l l i o n r e p r e s e n t i n g 

borrowings to repay o l d l o a n s . 

M a l a y s i a has been s w i t c h i n g from c o n v e n t i o n a l s y n d i c a t e d l o a n s to more 

d i v e r s e instruments l i k e f l o a t i n g r a t e notes (FRNs). Thus, in 

November 1984, f o r example, i t secured a US$600 m i l l i o n FRN, most of 

which was used to r e f i n a n c e e x i s t i n g US d o l l a r - d e n o m i n a t e d l o a n s which 

had s h o r t e r m a t u r i t i e s and h i g h e r m a r g i n s . In March 1985, i t c l i n c h e d 

another US$600 m i l l i o n pegged at a r a t e never b e f o r e o f f e r e d to any 

d e v e l o p i n g c o u n t r y . The loan i s to be r e p a i d in 15 y e a r s - the 

l o n g e s t m a t u r i t y p e r i o d secured by a d e v e l o p i n g country from p r i v a t e 

f i n a n c i a l i n s t i t u t i o n s . 

M a l a y s i a i s t u r n i n g i n c r e a s i n g l y to the s y n d i c a t e d l o a n s market, a f t e r 

having some of i t s l o a n s s u c c e s s f u l l y r e f i n a n c e d by FRN i s s u e s . The 

FRN market i s no l o n g e r o f f e r i n g s i m i l a r terms to those of 1984 and 

1985, p a r t l y because M a l a y s i a ' s c r e d i t r a t i n g has been t a r n i s h e d 

somewhat i n r e c e n t t i m e s . Moreover, i t i s not keen on the l o n g - d a t e d 

i s s u e s which M a l a y s i a i s s e e k i n g . M a l a y s i a t h e r e f o r e r e - e n t e r e d the 

s y n d i c a t e d l o a n s market in 1986 to r a i s e US$350 m i l l i o n , which, 

f o l l o w i n g heavy o v e r - s u b s c r i p t i o n , was r a i s e d to US$500 m i l l i o n . The 

o v e r - s u b s c r i p t i o n may be i n t e r p r e t e d to mean t h a t M a l a y s i a i s s t i l l 

c o n s i d e r e d a l o w - r i s k c o u n t r y . S y n d i c a t e d loans a r e , of c o u r s e , 

c o s t l y compared with FRN s u b s t i t u t e s . 

To u n d e r s t a n d the r o l e of e x t e r n a l debt i n the M a l a y s i a n economy, one 

needs to take a s y s t e m a t i c look at the s t r u c t u r e and p r o f i l e of e x t e r ­

nal d e b t . A c c o r d i n g to the Treasury r e c o r d s , the e a r l i e s t f o r e i g n 

l o a n s e c u r e d by the F e d e r a l Government was US$4.5 m i l l i o n from the 

World Bank in 1965 to f i n a n c e the f i r s t phase of the Muda I r r i g a t i o n 

Scheme in Kedah and P e r l i s . P r i o r to t h a t , M a l a y s i a had r e l i e d 

l a r g e l y on d i r e c t a i d from developed n a t i o n s , e s p e c i a l l y from B r i t a i n . 

By the end of 1985, the World Bank had given M a l a y s i a 44 l o a n s 

t o t a l l i n g US$1.26 b i l l i o n to f i n a n c e v a r i o u s development p r o j e c t s . A 

breakdown of these l o a n s shows t h a t a g r i c u l t u r e was the main b e n e f i ­

c i a r y (US$700 m i l l i o n ) , f o l l o w e d by e d u c a t i o n (US$230 m i l l i o n ) , 

t r a n s p o r t and communications (US$206 m i l l i o n ) , i n d u s t r y (US$61 



m i l l i o n ) , p u b l i c u t i l i t i e s (US$39 m i l l i o n ) and h e a l t h (US$22 m i l l i o n ) . 

The s o c i a l and economic b e n e f i t s of these p r o j e c t s have never been 

suspect and can h a r d l y be d e n i e d . The World Bank i t s e l f has 

acknowledged the s u c c e s s of these schemes, as m a n i f e s t e d by i t s c o n ­

t i n u e d support f o r M a l a y s i a ' s development programmes. Indeed, they 

p r o v i d e o u t s t a n d i n g examples of how p r o p e r l y managed f o r e i g n loans can 

b e n e f i t the r e c i p i e n t c o u n t r y . As a r e s u l t , M a l a y s i a ' s r e p u t a t i o n f o r 

making good use of loans has shot up in i n t e r n a t i o n a l f i n a n c i a l 

c i r c l e s . 

The Asian Development Bank (ADB) has been the second major m u l t i l a ­

t e r a l source of f o r e i g n loans f o r M a l a y s i a . 49 loans t o t a l l i n g 

US$1,174 b i l l i o n were given f o r v a r i o u s p r o j e c t s d u r i n g the p e r i o d 

1968-85. A g a i n , a g r i c u l t u r e took the l e a d by absorbing US$376 

m i l l i o n , f o l l o w e d by t r a n s p o r t a t i o n (US$225 m i l l i o n ) , energy (US$217) 

and water supply (US$90 m i l l i o n ) . 

A h i r d major source of e x t e r n a l loans has been the Jeddah-based 

I s l a m i c Development Bank (IDB) s i n c e 1981. As at the end of 1985, the 

IDB had loaned US$49 m i l l i o n to M a l a y s i a . The p r o j e c t s supported by 

the IDB loans i n c l u d e the c o n s t r u c t i o n of the B i n t u l u deep-water p o r t 

and the e s t a b l i s h m e n t of three v o c a t i o n a l secondary s c h o o l s . 

B i l a t e r a l loans from developed c o u n t r i e s have a l s o c o n t r i b u t e d s i g n i ­

f i c a n t l y to the f i n a n c i n g of development programmes in M a l a y s i a . 

Japan tops the l i s t with loans amounting to M S 3 . i l b i l l i o n extended 

d u r i n g the p e r i o d 1968-85. Other c o u n t r i e s which have given loans to 

M a l a y s i a are the USA (MS408 m i l l i o n ) , France (MS356 m i l l i o n ) , Saudi 

A r a b i a (M$256 m i l l i o n ) . West Germany (MS187 m i l l i o n ) , Kuwait (M$139 

m i l l i o n ) , Sweden (M$57 m i l l i o n ) , Canada (M$31 m i l l i o n ) , A u s t r a l i a 

(M$4.2 m i l l i o n ) , A u s t r i a (M$2.1 m i l l i o n ) and Hol land (MSI.4 m i l l i o n ) . 

The bulk of the Japanese loans has been used to f i n a n c e t r a n s p o r ­

t a t i o n , e l e c t r i c i t y , o i l and g a s , p o r t s and r o a d s , b r o a d c a s t i n g and 

t e l e c o m m u n i c a t i o n s . Most of the Japanese loans were o f f e r e d under yen 

c r e d i t agreements. 

The loans secured from m u l t i l a t e r a l and o f f i c i a l s o u r c e s have c a r r i e d 

c o n c e s s i o n a l i n t e r e s t r a t e s . Rates on World Bank loans have v a r i e d 
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from 5.5 to 11.6 per c e n t , w h i l e those on Japanese yen loans have 

ranged between 3.25 and 5.75 per c e n t . IDB which o p e r a t e s on an 

i n t e r e s t - f r e e b a s i s has imposed a 3 per c e n t s e r v i c e c h a r g e . 

M a l a y s i a has now reached a p o i n t at which i t has become i n c r e a s i n g l y 

d i f f i c u l t to o b t a i n loans from i n t e r n a t i o n a l f i n a n c i a l i n s t i t u t i o n s 

and developed c o u n t r i e s at c o n c e s s i o n a l r a t e s of i n t e r e s t . The country 

i s no longer regarded as p o o r ; hence the low p r i o r i t y a c c o r d e d . 

Meanwhile, i t s needs have a l s o changed c o n s i d e r a b l y with i n c r e a s e d 

emphasis being p l a c e d on i n d u s t r i a l p r o j e c t s r a t h e r than on b a s i c s e c ­

t o r a l developments. As m u l t i l a t e r a l i n s t i t u t i o n s do not p r o v i d e loans 

f o r such p u r p o s e s , M a l a y s i a i s f o r c e d to look elsewhere f o r l o a n s . 

The consequence has been the d r a m a t i c i n c r e a s e in market l o a n s , which 

has been a s s o c i a t e d mainly with g r e a t e r government involvement in the 

economy under the New Economic P o l i c y through o f f - b u d g e t a g e n c i e s 

(DBAs) some of whose market loans have been guaranteed by the g o v e r n ­

ment. Market loans secured d i r e c t l y by the government ( o u t s t a n d i n g ) 

i n c r e a s e d s h a r p l y from M$1.35 b i l l i o n in 1975 to M $ i : . 4 6 b i l l i o n in 

1985. These f i g u r e s do not i n c l u d e o u s t a n d i n g market loans obtained 

with government g u a r a n ; e e s , which have i n c r e a s e d from M$588 m i l l i o n in 

1975 to M$9.1 b i l l i o n in 1985. Most of the market loans in 1985 were 

f o r the purpose of r e f i n a n c i n g o l d loans with h i g h e r i n t e r e s t r a t e s . 

Thus, out of M$5.36 b i l l i o n market loans secured in 1985, M$5.06 

b i l l i o n was used f o r repayment. 

While such r e f i n a n c i n g of f o r e i g n loans makes c o n s i d e r a b l e s e n s e , the 

borrowings of DBAs in the past have been a major source of c o n c e r n . 

Much of M a l a y s i a ' s e x t e r n a l debt problem i s c l o s e l y a s s o c i a t e d with 

the DBAs. In 1985 a l o n e , about 40 OBAs had borrowed M$2.015 b i l l i o n in 

the f o r e i g n market. It i s now l e a r n t t h a t many of these OBAs are in 

such bad shape f i n a n c i a l l y t h a t they can h a r d l y repay the loans 

guaranteed by the government. In a d d i t i o n , some of the prograrmes 

which the government has mounted, e s p e c i a l l y heavy i n d u s t r i a l i s a t i o n 

p r o j e c t s i n c l u d i n g the n a t i o n a l c a r p l a n t and i r o n and s t e e l complexes 

which have been f i n a n c e d mainly by borrowed money, have turned out to 

be extravagant investments t h a t are i n e f f i c i e n t and n o n - v i a b l e . 

The c u r r e n t abhorrence attached to e x t e r n a l debt i s thus mainly the 

r e s u l t of the ways in which e x t e r n a l debts have been abused in r e c e n t 



t imes by some OBAs and d i s s i p a t e d in huge p r o j e c t s which are de facto 

white e l e p h a n t s . The government f o r i t s part seems to have grown 

wiser and i s keeping a c l o s e watch on the a c t i v i t i e s of the OBAs. But 

i t a lso seems to have developed a p h o b i a a g a i n s t e x t e r n a l d e b t , to 

such an extent t h a t i t no longer dares to use e x t e r n a l loans to f i g h t 

economic downswings, although there i s no economic r a t i o n a l e f o r such 

b e h a v i o u r . M a l a y s i a enjoys a good c r e d i t r a t i n g i n t e r n a t i o n a l l y ; and, 

prov ided that loans are p r o d u c t i v e l y used, they can be s e l f -

l i q u i d a t i n g . U n f o r t u n a t e l y , at p r e s e n t , the a u t h o r i t i e s seem more 

concerned with what i s needed to s e r v i c e the debt r a t h e r than with 

what e x t e r n a l l o a n s , i f p r u d e n t l y a p p l i e d , can do to the sagging 

economy. 

4.4 Export O r i e n t a t i o n 

M a l a y s i a began to a d j u s t i t s i n d u s t r i a l i s a t i o n p o l i c y from import 

s u b s t i t u t i o n towards export o r i e n t a t i o n in the e a r l y 1970s. Several 

f a c t o r s were r e s p o n s i b l e f o r t h i s p o l i c y r e o r i e n t a t i o n . F i r s t and 

most important was the f a i l u r e of the e a r l i e r p o l i c i e s to generate 

growth of manufactur ing output and employment. Second was the s p e c ­

t a c u l a r success of e x p o r t - l e d i n d u s t r i a l i s a t i o n in the Asian NICs 

( K o r e a , Taiwan, Hong Kong and S i n g a p o r e ) . T h i r d , t h e r e was a change 

in the i n t e l l e c t u a l c l i m a t e towards g r e a t e r emphasis on exports and 

the growing b e l i e f a s s o c i a t i n g exports with e f f i c i e n c y and import 

s u b s t i t u t i o n with i n e f f i c i e n c y . 

However, export o r i e n t a t i o n i n M a l a y s i a d i d not mean an abandonment of 

import s u b s t i t u t i o n . A c c o r d i n g l y , the i n d u s t r i a l p o l i c y r e o r i e n t a t i o n 

d i d not amount to a withdrawal of government s u p p o r t f o r i n d u s t r i e s 

o r i e n t e d towards the domestic market. Export o r i e n t a t i o n and import 

s u b s t i t u t i o n have been pursued in p a r a l l e l f a s h i o n , although stronger 

accent has a p p a r e n t l y been p l a c e d on the former. Pains were taken to 

channel s i z e a b l e p r o p o r t i o n s of the new investments i n t o e x p o r t -

o r i e n t e d m a n u f a c t u r i n g a c t i v i t i e s . 

Investment i n c e n t i v e s were r e s t r u c t u r e d so as to o f f e r a v a r i e t y of 

export i n c e n t i v e s i n c l u d i n g export al lowances and a c c e l e r a t e d d e p r e ­

c i a t i o n , in a d d i t i o n to tax h o l i d a y s and investment tax c r e d i t and 



o t h e r f i s c a l i n c e n t i v e s , which were aimed i n c r e a s i n g l y at e x p o r t -

o r i e n t e d i n d u s t r i e s . Pre-shipment and p o s t - s h i p m e n t export c r e d i t 

r e f i n a n c i n g f a c i l i t i e s at c o n c e s s i o n a r y r a t e s of i n t e r e s t were a l s o 

i n t r o d u c e d . 

The e s t a b l i s h m e n t of f r e e t r a d e zones (FTZs) r e p r e s e n t e d a p o s i t i v e 

measure taken by M a l a y s i a to promote manufactured e x p o r t s from 1971 

onwards. These FTZs have been o p e r a t i n g l i k e f o r e i g n ' e n c l a v e s ' with 

d u t y - f r e e a c c e s s to imported i n p u t s and machinery , w h i l e at the same 

time e n j o y i n g a wide range of investment and export i n c e n t i v e s . The 

fragmented s t a t i s t i c a l e v i d e n c e s u g g e s t s t h a t n e a r l y t h r e e - f o u r t h s of 

the FTZs in M a l a y s i a are f o r e i g n - o w n e d . T h i s a c t u a l l y u n d e r s t a t e s the 

importance of wholly foreign-owned f i r m s in the M a l a y s i a n FTZs, as 

they account f o r more than 90 per cent of t o t a l d i r e c t employment 

generated w i t h i n the FTZs. 

N o t w i t h s t a n d i n g the s u c c e s s f u l i n i t i a t i o n of e x p o r t - o r i e n t e d 

i n d u s t r i a l i s a t i o n , t h e r e have been mounting c r i t i c i s m s l e v e l l e d 

a g a i n s t i t and growing s c e p t i c i s m about the f u t u r e p r o s p e c t s of manu­

f a c t u r e d e x p o r t s , which q u e s t i o n both the d e s i r a b i l i t y and f e a s i b i l i t y 

of such an i n d u s t r i a l i s a t i o n s t r a t e g y . To be s u r e , t h e r e i s no 

e m p i r i c a l or t h e o r e t i c a l b a s i s which s u g g e s t s t h a t e x p o r t - o r i e n t e d 

i n d u s t r i a l i s a t i o n i s more c o n d u c i v e to economic growth than import 

s u b s t i t u t i o n . In any c a s e , i t would be i n a p p r o p r i a t e to c h a r a c t e r i s e 

the M a l a y s i a n e x p e r i e n c e as ' e x p o r t - l e d ' i n d u s t r i a l i s a t i o n . The 

growth r a t e s of the M a l a y s i a n manufactured e x p o r t s , although 

i m p r e s s i v e , p a l e in comparison with the s p e c t a c u l a r t r a c k r e c o r d of 

the A s i a n NICs. 

However, t h e r e are s u g g e s t i o n s in the c u r r e n t l i t e r a t u r e which p o i n t 

to the s u p e r i o r performance of the o u t w a r d - l o o k i n g s t r a t e g y ^ . 

F i r s t l y , the i n t r o d u c t i o n of such a s t r a t e g y y i e l d s o n c e - a n d - f o r - a l 1 

e f f i c i e n c y gains in an economy which had p r e v i o u s l y been s u b j e c t e d to 

import s u b s t i t u t i o n . Second, dynamic g a i n s (eg. s c a l e economies) 

tend to be more s i g n i f i c a n t under the e x p o r t - o r i e n t e d s t r a t e g y than 

under import s u b s t i t u t i o n . T h i r d l y , the o u t w a r d - o r i e n t e d regime tends 

to be more f l e x i b l e and b e t t e r able to a d j u s t than an i n w a r d - l o o k i n g 

regime. F o u r t h l y , the o u t w a r d - l o o k i n g regime i s more conducive to 



b e t t e r economic p o l i c y making, as i t r e l i e s h e a v i l y on p r i c e r a t h e r 

than q u a n t i t a t i v e i n t e r v e n t i o n s , which c h a r a c t e r i s e i n w a r d - l o o k i n g 

r e g i m e s . 

N e v e r t h e l e s s , i t i s p o s s i b l e to overdo export p r o m o t i o n , and 

d e v i a t i o n s towards ' e x c e s s i v e ' export promotion are as u n d e s i r a b l e as 

those i n the o p p o s i t e d i r e c t i o n . One a s p e c t of export promotion p o l i ­

c i e s which has been s u b j e c t e d to much c r i t i c i s m i s the FTZs. While 

these c r i t i c i s m s are mainly d i r e c t e d at non-economic i s s u e s such as 

labour c o n d i t i o n s and l i f e - s t y l e s , an important economic c o n s i d e r a t i o n 

i s whether the s u b s t a n t i a l p u b l i c investment in FTZs can be j u s t i f i e d 

in c o n v e n t i o n a l c o s t - b e n e f i t terms. Although there i s no c o n c l u s i v e 

e m p i r i c a l e v i d e n c e on t h i s , FTZs are viewed as c o n s t i t u t i n g one 

p o s s i b l e example of the government overdoing the export promotion 

s t r a t e g y . N e v e r t h e l e s s , i t may be argued t h a t such e x c e s s e s are l e s s 

l i k e l y in an o u t w a r d - l o o k i n g regime because the c o s t s are more 

v i s i b l e . It may a l s o be argued t h a t the dynamic g a i n s of export p r o ­

motion tend to exceed the s t a t i c l o s s e s from r e s o u r c e s mi s a l l o c a t i o n . 

The impact of e x p o r t - o r i e n t e d i n d u s t r i a l i s a t i o n on employment, wages 

and income d i s t r i b u t i o n i s hard to a s s e s s . Although theory t e l l s us 

t h a t t r a d e b e n e f i t s the abundant f a c t o r ( S t o l p e r - S a m u e l s o n theorem), 

i t does not n e c e s s a r i l y f o l l o w that e x p o r t - o r i e n t e d i n d u s t r i a l i s a t i o n 

in the l a b o u r - s u r p l u s M a l a y s i a n economy w i l l b r i n g about a b e t t e r 

income d i s t r i b u t i o n than import s u b s t i t u t i o n does. In p r a c t i c e , the 

a c t u a l r e l a t i o n s h i p i s f a r more complex. Much depends on such f a c t o r s 

as the p r o d u c t - m i x , technology and i n t e r s e c t o r a l l i n k a g e s . A r g u a b l y , 

generous i n c e n t i v e s may tend to reduce the share of income a r i s i n g 

-rom manufactured e x p o r t s a c c r u i n g to both government and l a b o u r , 

while f i s c a l i n c e n t i v e s may encourage e x c e s s i v e c a p i t a l i n t e n s i t y , 

"here i s some b a s i s to support t h i s , as the i n c e n t i v e s are o f t e n beyond 

:ne reach of the l a b o u r - i n t e n s i v e s m a l l - s c a l e f i r m s . I t may a l s o be 

contended, along Rybczynski l i n e s , t h a t the i n f l o w of c a p i t a l w i l l 

'aad to i n c r e a s e d p r o d u c t i o n of c a p i t a l - i n t e n s i v e goods r e s u l t i n g in 

'educed demand f o r l a b o u r . It i s , however, c o n c e i v a b l e t h a t , under 

cynamic c o n d i t i o n s , demand f o r both c a p i t a l and l a b o u r w i l l i n c r e a s e . 

:n the M a l a y s i a n c a s e , t h e r e i s some e v i d e n c e which shows f a v o u r a b l e 

r ' f e c t s of e x p o r t - o r i e n t e d i n d u s t r i a l i s a t i o n on employment. 



Employment c o e f f i c i e n t s based on i n p u t - o u t p u t t a b l e s show t h a t exports 

from the t y p i c a l export (E) s e c t o r (eg. FTZ) are more l a b o u r -

i n t e n s i v e than manufactured exports as a whole ^. The c o e f f i c i e n t s 

are a l s o h i g h e r f o r t o t a l manufactured e x p o r t s than f o r t o t a l manufac­

t u r e d p r o d u c t i o n in M a l a y s i a . In other words, e x p o r t - m a n u f a c t u r i n g i s 

r e l a t i v e l y more l a b o u r - i n t e n s i v e . 

The I n d u s t r i a l Master P l a n (IMP) which was r e l e a s e d on February 3 

1986, p l a c e s high e x p e c t a t i o n s on the manufactur ing s e c t o r . The IMP, 

which c o n s i s t s of 22 r e p o r t s , envisages a 6.4 per cent annual GDP 

growth d u r i n g the p e r i o d 1986-95, with t o t a l investment growing at the 

r a t e of 5.7 per cent per annum. The IMP p r o j e c t i o n s have a l s o put the 

t a r g e t growth r a t e of the manufactur ing s e c t o r at 8 . 8 per cent per 

annum i n r e a l terms. The IMP expects that 705,400 new jobs w i l l be 

c r e a t e d , b r i n g i n g the t o t a l number of workers in the manufactur ing 

s e c t o r to 1.5 m i l l i o n by 1995. 

The IMP s i n g l e s out s e v e r a l i n d u s t r i e s f o r s p e c i a l f o c u s . I t aims to 

make the rubber p r o d u c t s i n d u s t r y one of the l e a d i n g s e c t o r s in the 

expansion of the r e s o u r c e - b a s e d i n d u s t r i e s , by r a i s i n g the l o c a l c o n ­

sumption of rubber from 65,000 to 308,000 tons by 1995, and to develop 

the i n d u s t r y i n t o an e x p o r t - o r i e n t e d one. The tyre i n d u s t r y i s to be 

the p r i o r i t y i n d u s t r y . 

The IMP a l s o s t r e s s e s the development of downstream palm o i l and palm 

k e r n e l o i l - b a s e d p r o d u c t s such as o l e o c h e m i c a l s . Food p r o c e s s i n g has 

a l s o r e c e i v e d a t t e n t i o n , the main f o c u s being on the m a n u f a c t u r i n g of 

cocoa p r o d u c t s and animal f e e d s . Exports of processed foods are p r o ­

j e c t e d t o grow at the r a t e of 6.8 per cent per annum from 1986 to 1990 

and at 7.8 per cent per annum between 1990 and 1995. The IMP p l a n s to 

t r a n s f o r m the wood-based i n d u s t r y i n t o a major r e s o u r c e - b a s e d a c t i v i t y 

by c o n c e n t r a t i n g on the p r o d u c t i o n of downstream p r o d u c t s mainly f o r 

the export market. 

In the case of n o n - f e r r o u s metal p r o d u c t s , the s t r a t e g y i s import 

s u b s t i t u t i o n f o r aluminium and copper and export o r i e n t a t i o n f o r t i n . 

P r o d u c t s with growth p o t e n t i a l in the n o n - m e t a l l i c m i n e r a l s i n d u s t r y 

i n c l u d e cement, g l a s s and c e r a m i c s . 



The IMP laments the heavy import c o n t e n t of e l e c t r o n i c s products and 

the i n d u s t r y ' s heavy dependence on e x t e r n a l r e s o u r c e s . None the l e s s , 

i t expects employment in the i n d u s t r y to double and exports to t r i p l e 

by 1995. 

As regards automobile m a n u f a c t u r i n g and assembly, the IMP c a l l s f o r a 

r a t i o n a l i s t a i o n of the i n d u s t r y so t h a t t h e r e w i l l be only t h r e e manu­

f a c t u r e r s i n the country by 1995. The r a t i o n a l i s a t i o n programme 

i n c l u d e s the upgrading of p l a n t s and t h e i r s c a l e . 

The o v e r a l l message o f the IMP i s loud and c l e a r : M a l a y s i a must r e s o r t 

to l a r g e - s c a l e manufactured e x p o r t s in o r d e r to m a i n t a i n high 

i n d u s t r i a l growth. The IMP s t r a t e g y which w i l l s t e e r the country 

towards t h i s goal c o n s i s t s of the f o l l o w i n g : (a) b a l a n c e d i n c e n t i v e s 

f o r import s u b s t i t u t i o n and e x p o r t s ; (b) a f r e e - t r a d e regime a p p l i e d 

to a l l e x p o r t e r s r e g a r d l e s s of p r o d u c t s ; and (c) a p p l i c a t i o n of the 

'market p r i n c i p l e ' i n the c h o i c e of a c t i v i t i e s to be undertaken by 

i n d i v i d u a l f i r m s . 

The main drawback of the IMP i s t h a t i t does not take f u l l c o g n i z a n c e 

of the f a c t t h a t the economy i s u n l i k e l y to r e g i s t e r a growth r a t e of 

5.4 per c e n t on average over the p e r i o d 1986-95. Even i f the economy 

p i c k s up towards the end of the 1980s and gathers momentum i n the 

e a r l y 1990s, the high growth r a t e s in the l a t t e r h a l f of the IMP 

p e r i o d may not f u l l y make up f o r what was l o s t in the f i r s t h a l f . I t 

i s u n l i k e l y t h a t the average growth r a t e d u r i n g the IMP p e r i o d w i l l 

exceed 4 . 0 per c e n t . 

tis have no q u a r r e l with the IMP o b j e c t i v e s . The IMP was probably 

••ight about the i n d u s t r i e s i t has s e l e c t e d f o r s p e c i a l emphasis. The 

a c c e n t on e x p o r t - o r i e n t e d r e s o u r c e - b a s e d i n d u s t r i e s , in p a r t i c u l a r , i s 

w e l l - p l a c e d , as they have p o t e n t i a l comparative advantage, but the 

t-iining seems to be wrong. The problem of market access f o r these p r o ­

ducts has not been addressed f u l l y in the IMP. Given the p r o t e c ­

t i o n i s t t rends in developed country m a r k e t s , i t w i l l be d i f f i c u l t to 

axport r e s o u r c e - b a s e d manufactured p r o d u c t s , s i n c e the h i g h e r the 

s g r e e of p r o c e s s i n g and f a b r i c a t i o n , the g r e a t e r are the p r o t e c ­

t i o n i s t b a r r i e r s . 



4 . 5 F r e e Trade Zones 

In the c o n t e x t of our d i s c u s s i o n c o n c e r n i n g manufactured e x p o r t s , i t 

appears t h a t the o v e r a l l c o n t r i b u t i o n of the FTZs to l a b o u r a b s o r p t i o n 

in M a l a y s i a i s somewhat l i m i t e d . Employment in the 11 FTZs amounts to 

l e s s than 100,000 p e r s o n s , or only about 11 per c e n t of the manufac­

t u r i n g workforce or 1.6 per c e n t of the t o t a l l a b o u r f o r c e . 

In a d d i t i o n , FTZs i n M a l a y s i a have a very narrow f o c u s in the sense 

t h a t they c o n c e n t r a t e h e a v i l y on c e r t a i n i n d u s t r i e s o n l y . Thus, 

e l e c t r o n i c s and t e x t i l e s account f o r more than 70 per c e n t of FTZ 

employment and 95 per c e n t of FTZ e x p o r t s . I t i s a l s o noteworthy t h a t 

over 80 per c e n t of the c o u n t r y ' s t e x t i l e s e x p o r t s come from the FTZs'^-

Wages and working c o n d i t i o n s in FTZs have a t t r a c t e d much a t t e n t i o n , as 

the zones are an important f o c u s of the e x p o r t d r i v e . However, no 

c l e a r ev idence emerges from the comparison of wage l e v e l s i n the zones 

and those in the r e s t of the m a n u f a c t u r i n g s e c t o r . No major d i f f e r e n ­

ces are apparent. Trade unions are v i r t u a l l y excluded and there i s 

some e v i d e n c e to suggest t h a t l a b o u r r e g u l a t i o n s c o n c e r n i n g minimum 

wages and working hours are v i o l a t e d to some e x t e n t . ^ However, com­

p a r i s o n of wages and c o n d i t i o n s in the FTZs and elsewhere must be 

i n t e r p r e t e d with g r e a t c a u t i o n . For one t h i n g , not a l l the v a r i a b l e s 

in the comparison are s t a n d a r d i s e d . I t i s a l s o important to note t h a t 

female workers account f o r 90 per c e n t of t o t a l u n s k i l l e d employees. 

Both these f a c t o r s tend to depress wage l e v e l s r e l a t i v e to other a c t i ­

v i t i e s . For another t h i n g , a l though l a b o u r r e g u l a t i o n s are o f t e n 

v i o l a t e d , there i s no e v i d e n c e to suggest t h a t t h i s o c c u r s on a wider 

s c a l e in FTZs than in the r e s t of the economy. The fundamental 

q u e s t i o n i s whether l a b o u r would have been b e t t e r o f f in the absence 

of e x p o r t m a n u f a c t u r i n g a c t i v i t i e s . There i s no e v i d e n c e to suggest 

t h a t t h i s i s s o . 

Another i s s u e i s the q u e s t i o n of l i n k a g e s and e x t e r n a l i t i e s . There i s 

f r e q u e n t c r i t i c i s m t h a t e x p o r t m a n u f a c t u r i n g a c t i v i t i e s have very few 

l i n k a g e s with the r e s t of the economy. T h i s i s t r u e f o r FTZs, but i t 

does not apply to a l l e x p o r t - o r i e n t e d i n d u s t r i e s . There i s ev idence 

to suggest t h a t p r o d u c t i o n - s p r e a d e f f e c t s and employment-spread 

e f f e c t s are s i g n i f i c a n t f o r M a l a y s i a n e x p o r t - o r i e n t e d a c t i v i t i e s , 

e s p e c i a l l y f o r the n a t u r a l r e s o u r c e - b a s e d i n d u s t r i e s . ^ 



However, high l i n k a g e s per se are not n e c e s s a r i l y d e s i r a b l e . While 

high e x t e r n a l i t i e s in the form of technology and s k i l l d i f f u s i o n are 

i m p o r t a n t , high l i n k a g e s in the i n p u t - o u t p u t sense may be i n d i c a t i v e 

of a more c l o s e d , i n w a r d - l o o k i n g economy. 

Net f o r e i g n - e x c h a n g e e a r n i n g s r e l a t i v e to t o t a l exports are low f o r 

FTZ i n d u s t r i e s . This i s because about 97 per c e n t of t h e i r raw 

m a t e r i a l i n p u t s and about 80 per c e n t of t h e i r c a p i t a l goods are 

imported. However, i t s h o u l d be emphasised t h a t l i n k a g e s i n the sense 

of l o c a l procurement are only a small p a r t of the broader i s s u e of 

e x t e r n a l i t i e s i n the f o r m of technology and s k i l l d i s s e m i n a t i o n and 

o t h e r s p i l l - o v e r e f f e c t s . These wider b e n e f i t s appear to be minimal 

i n the case of FTZ i n d u s t r i e s , s i n c e t h e i r a c t i v i t i e s c o n s i s t p r i ­

m a r i l y of l a b o u r - i n t e n s i v e assembly o p e r a t i o n s . Other e x t e r n a l i t i e s , 

such as those r e s u l t i n g from i n c r e a s e d knowledge of and c o n t a c t with 

i n t e r n a t i o n a l markets and t e c h n o l o g i e s , are l i k e l y to be more 

b e n e f i c i a l . 

Having s a i d a l l t h i s , we must hasten to add t h a t , in our judgement, 

FTZs have probably made a p o s i t i v e net c o n t r i b u t i o n to the M a l a y s i a n 

economy, e s p e c i a l l y in terms of employment c r e a t e d . For an economy 

where there i s a g l u t of l a b o u r , employment c o n s i d e r a t i o n s tend to 

outweigh a l l o t h e r s in e v a l u a t i n g the r o l e of FTZs. 

4 . 6 Heavy I n d u s t r i a l i s a t i o n 

The economic p l a n n e r s were a m b i t i o u s enough to i d e n t i f y the 1980s and 

1990s as the decades of heavy i n d u s t r i a l i s a t i o n f o r M a l a y s i a . I t was 

f e l t t h a t M a l a y s i a had a c h i e v e d a f a i r l y r a p i d growth in the 1970s and 

t h a t the time was r i p e to take the economy f u r t h e r i n t o an advanced 

stage of i n d u s t r i a l i s a t i o n . A p p a r e n t l y , the p l a n n e r s were swept o f f 

T h e i r f e e t by the Korean e x p e r i e n c e . 

The e s t a b l i s h m e n t of the Heavy I n d u s t r i e s C o r p o r a t i o n of M a l a y s i a 

(HICOM) by the government marked the l a u n c h i n g of the heavy 

i n d u s t r i a l i s a t i o n programme. T h i s was y e t another m a n i f e s t a t i o n of 

a c t i v e s t a t e p a r t i c p a t i o n and i n t e r v e n t i o n i n the c o u n t r y ' s i n d u s t r i a l 

development. 



The term 'heavy i n d u s t r y ' has been used l o o s e l y in M a l a y s i a and i s 

hard to d e f i n e p r e c i s e l y . It i s o f t e n a s s o c i a t e d with high c a p i t a l 

i n t e n s i t y , long g e s t a t i o n p e r i o d s and s u b s t a n t i a l s c a l e economies. In 

the M a l a y s i a n c o n t e x t , 'heavy i n d u s t r i a l i s a t i o n ' has meant the s e t t i n g 

up of i r o n and s t e e l p l a n t s , p e t r o c h e m i c a l m a n u f a c t u r i n g u n i t s and the 

m a n u f a c t u r i n g of motor v e h i c l e s . 

It now appears t h a t the d e c i s i o n in f a v o u r of heavy i n d u s t r i a l i s a t i o n 

has been made too h a s t i l y , without regard f o r market s i z e and s c a l e 

economies. The f a c t t h a t some of these industries are based on 

domestic r e s o u r c e s , i e . o i l and n a t u r a l g a s , cannot compensate on i t s 

own f o r other shortcomings such as the l i m i t e d domestic market and 

inadequate t e c h n i c a l s k i l l s . 

The s t e e l i n d u s t r y i s a l r e a d y in deep t r o u b l e and i s saddled with 

excess c a p a c i t y . The problem with M a l a y s i a ' s f l e d g i n g i r o n and s t e e l 

i n d u s t r y i s that i t produces too many bars and wire rods and too few 

b i l l e t s f o r the domestic market. There are s ix s t e e l m i l l s in o p e r a ­

t i o n in the c o u n t r y , with the HICOM-Perwaja s t e e l m i l l having the 

l a r g e s t c a p a c i t y (615,000 tonnes per y e a r ) . A g l u t of s t e e l products 

has emerged in the domestic market with Hicom's s t e e l w o r k s in 

Terengganu coming on stream r e c e n t l y . 

The c u r r e n t slump in world s t e e l p r i c e s has brought e x - M a l a y s i a n p o s t -

d e l i v e r y p r i c e s to new low l e v e l s . HICOM is now l o b b y i n g hard f o r 

t a r i f f p r o t e c t i o n f o r i t s s t e e l p r o d u c t s and f o r a subsidy to cut down 

i t s huge e l e c t r i c i t y b i l l s which form 22 per cent of i t s p r o d u c t i o n 

c o s t s . 

L o c a l s t e e l consumption i s p r o j e c t e d in the I n d u s t r i a l Master Plan to 

grow at between 7.5 and 10 per cent a n n u a l l y in the next ten y e a r s . 

Given the p r o t r a c t e d economic slowdown, a growth r a t e at the lower end 

i s more l i k e l y . Moreover, t h e r e seems to be l i t t l e p r o s p e c t f o r s t e e l 

exports from M a l a y s i a n f o u n d r i e s f o r the next ten y e a r s , given c u r r e n t 

world p r o d u c t i o n and low p r i c e s . There i s no way that M a l a y s i a n s t e e l 

e x p o r t s can become c o m p e t i t i v e in the f o r e s e e a b l e f u t u r e . P r o d u c t i o n 

c o s t s w i l l r i s e , as l o c a l p r o d u c e r s i n c r e a s e the domestic content by 

using d o m e s t i c a l l y produced b i l l e t s i n s t e a d of imported ones. There 



are plans to r a i s e the t a r i f f s on imported s t e e l b i l l e t s to p r o t e c t 

the hot b r i q u e t t e d i r o n (HBI) products from the Sabah Gas I n d u s t r i e s 

in Labuan. The country would have been f a r b e t t e r o f f , had i t c o n ­

c e n t r a t e d on expanding and modernis ing e x i s t i n g i r o n and s t e e l f a c i l i ­

t i e s s e t up almost two decades p r e v i o u s l y , i n s t e a d of e s t a b l i s h i n g new 

modern ones under the patronage of HICOM, 

The p r o d u c t i o n of the n a t i o n a l c a r r e p r e s e n t s another ' m i l e s t o n e ' in 

the development of heavy i n d u s t r i e s in M a l a y s i a . 'Proton Saga' h i t 

the road i n September 1985. In the f i r s t p r o d u c t i o n y e a r , only 7,500 

u n i t s were produced. P r o d u c t i o n in 1986 stood at 40,000 u n i t s and i s 

expected to i n c r e a s e to 67 ,000 u n i t s in 1987 and 105,100 in 1988. 

Given the slow growth of domestic demand f o r passenger c a r s , the p r o ­

j e c t e d expansion in p r o d u c t i o n i s u n l i k e l y to m a t e r i a l i s e . 

The f i r s t batch of c a r s i n c o r p o r a t e d 16 types of l o c a l l y manufactured 

components, which put the domestic c o n t e n t at 38 per c e n t . By the end 

of 1986, the c a r was f i t t e d with 52 types of l o c a l l y manufactured com­

p o n e n t s . In the f o u r t h phase which ends i n August 1987, another 48 

types of l o c a l components w i l l be added. The f i f t h and s i x t h phases 

w i l l add 37 and 10 types of l o c a l components r e s p e c t i v e l y , g i v i n g a 

grand t o t a l of 147 l o c a l p a r t s f o r the n a t i o n a l c a r . 

The M i n i s t r y of Trade and Industry has produced a l i s t of 102 types of 

components t h a t can be manufactured l o c a l l y w i t h v a r i o u s i n c e n t i v e s . 

To d a t e , a t o t a l of 282 such components have been i d e n t i f i e d . How 

many of these can be produced e c o n o m i c a l l y i s , of c o u r s e , a d i f f e r e n t 

s t o r y . However, more than 50 l o c a l f i r m s have a l r e a d y sent t h e i r 

a p p l i c a t i o n s to MIDA to take advantage of the tax i n c e n t i v e s . 

The government had b u l l d o z e d the p r o j e c t t h r o u g h , b e l i e v i n g t h a t , 

d e s p i t e i t s heavy c o s t , i t was necessary to p r o v i d e the p r o p u l s i o n to 

l a u n c h M a l a y s i a i n t o the heavy i n d u s t r y o r b i t . The argument t h a t 

motor c a r m a n u f a c t u r i n g i s a must f o r heavy i n d u s t r i a l i s a t i o n i s not 

a t a l l c o n v i n c i n g , however, nor does i t make economic s e n s e . The c a r 

c o s t s twice as much to produce at home a s , say, in J a p a n . Increased 

volume of p r o d u c t i o n i n the coming y e a r s i s u n l i k e l y to reduce the 

u n i t c o s t s u b s t a n t i a l l y , as the domestic market i s not l a r g e enough to 



e x p l o i t economies of s c a l e f u l l y . In a d d i t i o n , the programme to 

i n c r e a s e the domestic c o n t e n t p r o g r e s s i v e l y over the y e a r s w i l l tend 

to keep p r o d u c t i o n c o s t s h i g h . Gains from s c a l e economies are l i k e l y 

to be o f f s e t to a great e x t e n t by h i g h e r c o s t s a r i s i n g from i n c r e a s e d 

l o c a l c o n t e n t . 

The government has a p p a r e n t l y d i s r e g a r d e d c r i t i c i s m of the n a t i o n a l 

c a r p r o j e c t from l o c a l c a r assemblers and e c o n o m i s t s . It i s now 

c l a i m e d t h a t the c a r s are ' c o m p e t i t i v e l y p r i c e d ' . This c e r t a i n l y does 

not mean c o m p e t i t i v e n e s s in the i n t e r n a t i o n a l sense. It simply means 

t h a t the government has given the c a r a market edge by imposing high 

t a r i f f s on imported c a r s , exempting Proton from import duty on the CKD 

pack f o r the Saga and s c r a p p i n g e x c i s e d u t i e s on these c a r s . In o t h e r 

words, consumers f i n d the c a r ' c o m p e t i t i v e ' because i t i s i m p l i c i t l y 

h e a v i l y s u b s i d i s e d . 

Meanwhile, the automotive s e c t o r i s in c h a o s , with c a r s a l e s d w i n d l i n g 

to 2,000 u n i t s per month in e a r l y 1987 from 7,000 u n i t s a y e a r ago. 

Of the f i v e assemblers of Japanese v e h i c l e s in the c o u n t r y , three have 

shut down t h e i r p l a n t s , w h i l e the o t h e r two have reduced t h e i r p r o d u c ­

t i o n d r a s t i c a l l y . The number of workers in the automobile assembly 

i n d u s t r y had d e c l i n e d to 1,559 by the end of 1986 from more than 4,500 

i n the i n d u s t r y ' s heyday. 

4.7 F o r e i g n Investment 

A v a i l a b l e data g ive a c l e a r i n d i c a t i o n of the importance of f o r e i g n 

i n v e s t m e n t , e s p e c i a l l y in the i n d u s t r i a l s e c t o r . These data a l s o 

r e v e a l the heavy c o n c e n t r a t i o n of sources of f o r e i g n investment as 

well as of the a l l o c a t i o n of f o r e i g n investment in a few i n d u s t r i e s . 

There have been s h i f t s in the s e c t o r a l a l l o c a t i o n p a t t e r n in favour of 

e x p o r t - o r i e n t e d i n d u s t r i e s in r e c e n t y e a r s , in accordance with the 

s h i f t in i n d u s t r i a l p o l i c y with s t r o n g e r emphasis on export o r i e n ­

t a t i o n . Although there are s i g n s t h a t new forms of f o r e i g n investment 

are emerging, d i r e c t f o r e i g n investment s t i l l r e p r e s e n t s by f a r the 

most important form of f o r e i g n investment in the c o u n t r y . 

M a l a y s i a has been a c t i v e l y seeking f o r e i g n investment f o r a number of 

reasons and through a v a r i e t y of i n c e n t i v e schemes. M o d e r n i s a t i o n of 



the economy, d i v e r s i f i c a t i o n of the p r o d u c t i o n s t r u c t u r e , employment 

c r e a t i o n , technology t r a n s f e r s , i n d u s t r i a l d i s p e r s i o n , and e x p o r t 

o r i e n t a t i o n of the m a n u f a c t u r i n g s e c t o r have been some of the impor­

t a n t p o l i c y o b j e c t i v e s . Investment i n c e n t i v e schemes have been 

designed to a c h i e v e these p o l i c y g o a l s . The c o n t r i b u t i o n of f o r e i g n 

investment in these areas has been somewhat l i m i t e d , presumably 

because of a b u i l t - i n b i a s i n favour of l a r g e - s c a l e , c a p i t a l - i n t e n s i v e 

p r o j e c t s , and a l s o because of p o l i c y c o n f l i c t s . D e s p i t e the a c t i v e 

encouragement given to f o r e i g n investment, the New Economic P o l i c y has 

imposed l i m i t s on i t s r o l e . As we saw e a r l i e r , the NEP would l i k e to 

see f o r e i g n e q u i t y share in the c o r p o r a t e s e c t o r reduced to not more 

than 30 per c e n t by 1990. Although t h i s i s not n e c e s s a r i l y i n c o n ­

s i s t e n t with an a b s o l u t e i n c r e a s e in f o r e i g n i n ve s tme n t, prov ided 

t h a t domestic investment can grow s u f f i c i e n t l y f a s t e r , the NEP does 

a c t as a c o n s t r a i n t . 

On the one hand, i t c a l l s f o r reduced f o r e i g n e q u i t y p a r t i c i p a t i o n , 

w h i l e , on the o t h e r hand, i t s s t r a t e g y r e q u i r e s s u b s t a n t i a l i n j e c t i o n s 

of f o r e i g n c a p i t a l and t e c h n i c a l and managerial knowhow so that the 

r e s t r u c t u r i n g of s o c i e t y can take p l a c e smoothly through the r a p i d 

expansion of n a t i o n a l r e s o u r c e s r a t h e r than through d i s r u p t i v e 

r e d i s t r i b u t i o n of the e x i s t i n g n a t i o n a l ' c a k e ' . This c o n t r a d i c t i o n i s 

p a r t l y r e s o l v e d by r e s o r t i n g to new forms of f o r e i g n i n v e s t m e n t , i e . , 

by unbundl ing the investment package through l i c e n s i n g and f r a n c h i s i n g 

agreements, management c o n t r a c t s and the l i k e . 

Much as M a l a y s i a might l i k e to reduce the ownership or e q u i t y com­

ponent of f o r e i g n i n v e s t m e n t , the c u r r e n t t r e n d s in the b a l a n c e of 

payments may well render such a p o l i c y extremely u n d e s i r a b l e . As 

d i s c u s s e d in an e a r l i e r s e c t i o n , M a l a y s i a has been running i n t o huge, 

p e r s i s t e n t d e f i c i t s i n the c u r r e n t account in the e a r l y 1980s, and a 

l a r g e part of the d e f i c i t has been ' f i n a n c e d ' by f o r e i g n c a p i t a l 

f l o w s . In o t h e r words, the b a l a n c e of payments d e f i c i t would have 

been more s e r i o u s in the absence of f o r e i g n c a p i t a l i n f l o w s . 

Morevoer, the new a c c e n t on 'heavy i n d u s t r i a l i s a t i o n ' a l s o i n t r o d u c e s 

a new d i m e n s i o n . Such a p o l i c y tends to i n c r e a s e the c o u n t r y ' s depen­

dence on f o r e i g n investment s i g n i f i c a n t l y , at l e a s t in the s h o r t and 



medium term. Thus, i t i s extremely d i f f i c u l t to r e c o n c i l e the HE? 

e q u i t y o b j e c t i v e with o t h e r n a t i o n a l a s p i r a t i o n s . 

One t h i n g seems c l e a r : M a l a y s i a w i l l have to r e l y on d i r e c t f o r e i g n 

i n v e s t m e n t , not only to i n j e c t g r e a t e r dynamism i n t o i t s economy but 

a l s o to s o l v e i t s balance of payments problem. F o r e i g n debts cannot 

p r o v i d e l o n g - t e r m s o l u t i o n s , as these w i l l need to be s e r v i c e d 

r e g a r d l e s s of the c o u n t r y ' s e x p o r t performance, whereas f o r e i g n 

i n v e s t m e n t s i n e x p o r t - o r i e n t e d a c t i v i t i e s w i l l have to generate s u f ­

f i c i e n t f o r e i g n - e x c h a n g e e a r n i n g s b e f o r e p r o f i t s can be r e p a t r i a t e d . 

However, i t i s d i f f i c u l t to a s c e r t a i n whether the v a r i o u s i n c e n t i v e s 

g iven to f o r e i g n I n v e s t o r s are r e a l l y n e c e s s a r y . In any c a s e , i t i s 

dangerous to make g e n e r a l i s a t i o n s in t h i s regard as c o n d i t i o n s d i f f e r 

g r e a t l y between i n d u s t r i a l p r o j e c t s and between i n d u s t r i a l l o c a t i o n s . 

T h a t there are enormous s o c i a l c o s t s i n v o l v e d in these tax c o n c e s s i o n s 

and exemptions i s r e a d i l y o b v i o u s . Although tax i n c e n t i v e s are seldom 

c i t e d by i n v e s t o r s as the main reason f o r i n v e s t i n g i n the c o u n t r y , i t 

does appear that they are viewed as compensation f o r c o s t s or i n c o n ­

v e n i e n c e a s s o c i a t e d with p o l i t i c a l l y - e n g i n e e r e d r e g u l a t i o n s . Thus, 

one might argue t h a t l e s s r e g u l a t i o n or d e r e g u l a t i o n would make a l o t 

more economic sense than i n c r e a s e d tax i n c e n t i v e s . 

4 . 8 S t r u c t u r e of P r o t e c t i o n 

There i s no doubt t h a t i n d u s t r i a l i s a t i o n in M a l a y s i a was f a c i l i t a t e d 

to a c o n s i d e r a b l e e x t e n t by the p r o t e c t i v e system, a l t h o u g h the p r o ­

t e c t i v e measures were r a t h e r m i l d in nominal terms by modern s t a n ­

d a r d s . While nominal r a t e s of p r o t e c t i o n (NPR) r e f l e c t the e x t e n t of 

p r o t e c t i o n given to the f i n a l p r o d u c t s which i n f l u e n c e s consumer d e c i ­

s i o n s , e f f e c t i v e r a t e s (EPR) measure p r o t e c t i o n given to the p r o d u c ­

t i o n p r o c e s s which a f f e c t i n v e s t o r s ' d e c i s i o n s and hence r e s o u r c e 

a l l o c a t i o n . 

There i s e v i d e n c e showing t h a t , a l t h o u g h NPRs have been r a t h e r low, 

average EPRs have been s i g n i f i c a n t l y h i g h . C l e a r l y M a l a y s i a ' s p r o t e c ­

t i o n system has undergone s u b s t a n t i a l changes In both nominal and 

e f f e c t i v e terms. The average nominal r a t e f o r m a n u f a c t u r i n g i n c r e a s e d 

from 13 per c e n t i n 1965 to 18 per c e n t In 1970, wh i le the average 



a f f e c t i v e r a t e i n c r e a s e d from 4 per cent in 1965^ to 44 per cent in 

1970^ and s u b s e q u e n t l y to 55 per cent in 1973.^ 

"he NPRs e x h i b i t e d a general upward trend in the 1970s, the average 

";?R f o r a l l s e c t o r s i n c r e a s i n g from 16 per cent in 1970 to 22 per cent 

in 1978. However, the p a t t e r n of nominal p r o t e c t i o n d i d not change 

s i g n i f i c a n t l y , as shown by the f a c t t h a t the p r o p o r t i o n of i n d u s t r i e s 

r e c e i v i n g NPRs of l e s s than 40 per cent d e c l i n e d raarginally, from 92 

par cent in 1970 to 88 per cent in 1978.10 The p a t t e r n of t a r i f f 

e s c a l a t i o n changed very l i t t l e over t h i s p e r i o d . In g e n e r a l , e f f e c ­

t i v e p r o t e c t i o n accorded to the major groups exceeded nominal p r o t e c ­

t i o n . The average EPR i n c r e a s e d from 25 per cent i n 1965 to 39 per 

cent in 1978. However, the f i g u r e peaked at 444 per cent in 1970, 

s u g g e s t i n g t h a t average e f f e c t i v e p r o t e c t i o n in M a l a y s i a d e c l i n e d 

d u r i n g the 1970s. 

N e v e r t h e l e s s , t h e r e have been major changes in the s t r u c t u r e of e f f e c ­

t i v e p r o t e c t i o n . In 1965, 39 per cent of manufactur ing i n d u s t r i e s had 

n e g a t i v e EPRs, w h i l e o n l y 8 per cent of them had EPRs of more than 100 

per c e n t . The p r o p o r t i o n of i n d u s t r i e s with n e g a t i v e EPRs was reduced 

to 31 per c e n t in 1970 and to 14 per cent in 1978, w h i le the p r o p o r ­

t i o n of i n d u s t r i e s with EPRs exceeding 100 per cent i n c r e a s e d to 15 

per cent in 1970 but subsequently d e c l i n e d to 10 per cent in 1978. 

Moreover, both NPRs and EPRs have e x h i b i t e d wide d i s p e r s i o n s , as shown 

b y the c o e f f i c i e n t s of v a r i a t i o n . In the case of NPRs, the l a t t e r 

shows no o b v i o u s t r e n d . By c o n t r a s t , the EPRs show a c l e a r downward 

trend in d i s p e r s i o n , with the c o e f f i c i e n t f a l l i n g from 102 in 1963 to 

50 in 1973, with a marginal i n c r e a s e to 654 in 1978. 

Marked changes i n EPRs f o r the major p r o d u c t c a t e g o r i e s are a l s o 

apparent. E f f e c t i v e p r o t e c t i o n f o r consumer d u r a b l e s i n c r e a s e d 

s h a r p l y from 5 per cent in 1965 to 173 per cent in 1978. N o n - d u r a b l e 

consumer goods ranked second i n terms of e f f e c t i v e p r o t e c t i o n r e c e i v e d 

by i n d u s t r y groups in 1978. Intermediate p r o d u c t s with a lower l e v e l 

of f a b r i c a t i o n have obtained much l e s s p r o t e c t i o n than those with a 

h ig h e r l e v e l . E f f e c t i v e p r o t e c t i o n granted to beverages and t o b a c c o , 

d e s p i t e the high average NPR of 147 in 1978, has been eroded by high 

t a r i f f s on i n p u t s . 



A l t h o u g h the system of p r o t e c t i o n in M a l a y s i a appears to be l e s s 

severe than elsewhere in t h a t the t a r i f f r a t e s , both nominal and 

e f f e c t i v e , are r e l a t i v e l y moderate, i t has tended to pamper some f i r m s 

and c e r t a i n s u b - s e c t o r s with an u n m i s t a k a b l e b i a s in f a v o u r of import 

replacements and to p e n a l i s e export a c t i v i t i e s . Such b i a s e s , 

i n c l u d i n g the a n t i - e x p o r t t r a d e b i a s , are l a r g e l y a t t r i b u t a b l e to the 

ad hoc c a s e - b y - c a s e approach which has c h a r a c t e r i s e d the M a l a y s i a n 

system of t a r i f f a d m i n i s t r a t i o n . It cannot be denied t h a t these 

b i a s e s have caused g r e a t d i s t o r t i o n i n the m a n u f a c t u r i n g s e c t o r . 

S e v e r a l a s p e c t s of the s t r u c t u r e of p r o t e c t i o n deserve emphasis. High 

EPRs are i n d i c a t i v e of e i t h e r high r e n t s in the form of excess p r o f i t s 

which l u r e f a c t o r s i n t o the i n d u s t r y or high l e v e l s of i n e f f i c i e n c y . 

In e i t h e r c a s e , they s y s t e m a t i c a l l y p e n a l i s e e f f i c i e n c y . A l s o , there 

i s c o n s i d e r a b l e d i s p e r s i o n of EPRs, as m a n i f e s t e d by t a r i f f e s c a l a ­

t i o n . High EPRs f o r f i n i s h e d goods have led to weak l i n k a g e s . On the 

whole, the s t r u c t u r e appears to be b i a s e d in f a v o u r of consumer goods 

i n d u s t r i e s at the expense o f producer goods i n d u s t r i e s . Moreover, i t has 

penal i s e d e x p o r t s . Several e x p o r t a c t i vi t i e s s u f f e r from n e g a t i v e p r o t e c ­

t i o n . Even f o r those i n d u s t r i e s with p o s i t i v e and s i z e a b l e EPRs, the 

a n t i - e x p o r t b i a s tends to be strong s i n c e the v a l u e added of export 

s a l e s i s o f t e n l e s s than t h a t of domestic s a l e s . Domestic s a l e s enjoy 

the s h e l t e r p r o v i d e d by the p r o t e c t i v e u m b r e l l a whereas f o r e i g n s a l e s 

f a c e the h i g h l y c o m p e t i t i v e and r e s t r i c t e d i n t e r n a t i o n a l market. The 

i m p l i c i t p e n a l t y on manufactured e x p o r t s , b u i l t i n t o the s t r u c t u r e of 

p r o t e c t i o n has a l s o been a g g r a v a t e d , t o some d e g r e e , by e x c h a n g e - r a t e 

o v e r v a l u a t i o n . 

The i n c o m p a t i b i l i t y of the p r o t e c t i o n s t r u c t u r e with the c o u n t r y ' s 

s t r a t e g y of e x p o r t - o r i e n t e d i n d u s t r i a l i s a t i o n i s r e a d i l y c l e a r . This 

anomaly i s the r e s u l t of an i n d u s t r i a l p o l i c y that pursues import 

s u b s t i t u t i o n and export o r i e n t a t i o n s i m u l t a n e o u s l y . A d m i t t e d l y , the 

i m p l i c i t p e n a l t y on manufactured e x p o r t s has been m i t i g a t e d to some 

extent by c o u n t e r v a i l i n g s u b s i d i e s in the form of v a r i o u s export 

i n c e n t i v e s , such as export al lowances and export c r e d i t f a c i l i t i e s at 

c o n c e s s i o n a r y r a t e s of i n t e r e s t . But such s u b s i d i e s have been i n a d e ­

quate to o f f s e t the a n t i - e x p o r t b i a s . Moreover, c o u n t e r v a i l i n g s u b ­

s i d i e s are u n d e s i r a b l e as a p o l i c y i n s t r u m e n t . D i s t o r t i o n s c r e a t e d by 



the system of p r o t e c t i o n should be removed at t h e i r source and not 

n e u t r a l i s e d by the i n t r o d u c t i o n of compensatory measures. 

4 . 9 R e g u l a t i o n and I n t e r v e n t i o n 

Government i n t e r v e n t i o n in general and r e g u l a t i o n in p a r t i c u l a r 1s 

q u i t e p e r v a s i v e in the M a l a y s i a n economy. Much of the r e g u l a t i o n and 

i n t e r v e n t i o n r e v o l v e s around the NEP. As a r e s u l t , the extent of 

d i r e c t government involvement in the economy has i n c r e a s e d d r a m a t i ­

c a l l y in the l a s t 17 y e a r s . P u b l i c s e c t o r e x p e n d i t u r e , f o r i n s t a n c e , 

as a p r o p o r t i o n of GNP i n c r e a s e d from 28 per c e n t in 1975 to about 36 

per c e n t at the peak in 1982. It f e l l s l i g h t l y , however, to 33 per 

c e n t i n 1984. 

The I n d u s t r i a l C o o r d i n a t i o n A c t (ICA) of 1975 r e p r e s e n t s the most 

i m p o r t a n t p i e c e of r e g u l a t o r y and l i c e n s i n g r e g u l a t i o n governing the 

i n d u s t r i a l s e c t o r . It r e q u i r e s , among o t h e r t h i n g s , a l l m a n u f a c t u r i n g 

companies with a p a i d - u p c a p i t a l of M$250,000 or more to o b t a i n a 

l i c e n c e from the M i n i s t e r of Trade and Industry who i s empowered to 

r e f u s e a l i c e n c e in the n a t i o n a l i n t e r e s t . The M i n i s t e r may impose 

any c o n d i t i o n ( i n c l u d i n g compliance with the 30 per c e n t share of 

Bumiputeras in l i n e with the NEP) b e f o r e a l i c e n c e i s i s s u e d or 

renewed. P r o v i s i o n s such as t h i s are d e s c r i b e d by businessmen as 'too' 

r e s t r i c t i v e ' . 

More r e c e n t l y , the government i n t r o d u c e d new l e g i s l a t i o n a f f e c t i n g the 

b u s i n e s s environment. The Companies A c t 1965 was t i g h t e n e d by the 

Companies (Amendment] B i l l 1984 c o n t a i n i n g 73 amendments, one of which 

c a l l s f o r the s e t t i n g - u p of a panel to a d m i n i s t e r , s u p e r v i s e and 

c o n t r o l t a k e o v e r s and mergers. Another amendment r e q u i r e s companies 

to d i s c l o s e s u b s t a n t i a l s h a r e h o l d i n g s of 5 per c e n t or more so as to 

improve the r e l e v a n t a u t h o r i t i e s ' s u r v e i l l a n c e of predatory moves. 

Although the new r e g u l a t i o n s are designed not to s t i f l e the a c t i v i t i e s 

of p r i v a t e e n t e r p r i s e s , t h e r e are areas of some c o n c e r n . In p a r ­

t i c u l a r , the w i d e - r a n g i n g powers of the R e g i s t r a r of Companies and the 

f u n c t i o n s of the proposed panel on t a k e o v e r s and mergers - whose d e c i ­

s i o n i s f i n a l and cannot be c h a l l e n g e d in a c o u r t of law - has s e r i o u s 

i m p l i c a t i o n s f o r the b u s i n e s s community. 



The spate of l e g i s l a t i o n may not have c r e a t e d an environment of u n c e r ­

t a i n t y but has c e r t a i n l y caused the b u s i n e s s environment to take on a 

h i g h l y r e g u l a t e d l o o k . Government i n t e r v e n t i o n s seem to have i n c r e a s e d 

r e c e n t l y , a p p a r e n t l y prompted by the economic slowdown, as m a n i f e s t e d 

by the measures taken by the government to prop up the l o c a l stock 

m a r k e t , which has been wallowing in a deep d e p r e s s i o n . The F i n a n c e 

M i n i s t r y has a l s o been e x e r t i n g p r e s s u r e on the commercial banks 

(through the C e n t r a l Bank) to channel funds i n t o c e r t a i n s e c t o r s and 

to a d j u s t t h e i r l e n d i n g and d e p o s i t r a t e s . While some of these p o l i c y 

a c t i o n s are commendable and t i m e l y , they n e v e r t h e l e s s amount to tam­

p e r i n g with market f o r c e s . 

P u b l i c e n t e r p r i s e s have been the main i n s t r u m e n t s of d i r e c t government 

involvement in the economy. That a l l i s not wel l with t h e s e e n t e r p r i ­

ses i s r e a d i l y o b v i o u s . Some of them have f a i l e d to perform and have 

i n c u r r e d huge l o s s e s . With the worsening economic c o n d i t i o n s and 

budgetary c o n s t r a i n t s , the burden imposed by these p u b l i c e n t e r p r i s e s 

has become too heavy f o r the government to s h o u l d e r . As a c o n ­

sequence, the government p l a n s to p r i v a t i s e many of them. During 

1984-85 i t was announced t h a t a number of p u b l i c s e c t o r a c t i v i t i e s 

were to be p r i v a t i s e d , i n c l u d i n g the f o l l o w i n g : the Telecommunication 

Department, the C o n t a i n e r Terminal in P o r t K l a n g , the M a l a y s i a n 

A i r l i n e system. Lady Templer's H o s p i t a l , the M a l a y s i a n I n t e r n a t i o n a l 

S h i p p i n g C o r p o r a t i o n , A i r c r a f t Maintenance and the Malayan R a i l w a y s . 

The Telecommunications Department has been p r i v a t i s e d , and p l a n s are 

under way to p r i v a t i s e the p o s t a l s e r v i c e s . 

P r i v a t i s a t i o n in the M a l a y s i a n c o n t e x t means not only the c o n v e r s i o n 

of p u b l i c e n t e r p r i s e s i n t o p r i v a t e ones but a l s o the entry of p r i v a t e 

e n t e r p r i s e s i n t o i n d u s t r i e s which were h i t h e r t o government monopol ies. 

An example of the l a t t e r i s the p r i v a t e t e l e v i s i o n network, TVS, which 

competes with the two government-owned networks. N e g o t i a t i o n s are 

under way f o r the e s t a b l i s h m e n t of a number of p r i v a t e r a d i o s t a t i o n s 

i n the c o u n t r y . There i s no doubt about the government's 

s e r i o u s n e s s i n d i s p o s i n g of i t s stake in b u s i n e s s . It has s o l d 15 per 

cent of i t s shares in the M a l a y s i a n A i r l i n e System (MAS), r e d u c i n g i t s 

stake in MAS to 55 per c e n t . MAS was the f i r s t government-owned com­

pany to go p u b l i c under the p r i v a t i s a t i o n programme in 1985. The 



government p l a n s to d i v e s t f u r t h e r to reduce i t s stake in MAS to 30 

per c e n t . Next in l i n e f o r government divestment i s the M a l a y s i a n 

I n t e r n a t i o n a l S h i p p i n g C o r p o r a t i o n (MISC) which i s expected to go 

p u b l i c in 1987. 

The r o l e of the s t a t e seems to be c h a n g i n g . I t i s i n c r e a s i n g l y b e i n g 

seen as one of f a c i l i t a t i n g and promoting p r i v a t e s e c t o r a c t i v i t i e s . 

The government p h i l o s o p h y thus seems to favour no more than minimal 

government p a r t i c i p a t i o n in b u s i n e s s . But there has been very l i t t l e 

attempt to d e r e g u l a t e the economy so f a r , a p a r t from piecemeal p r i v a ­

t i s a t i o n e f f o r t s . 

W h i l s t t h e r e are sound economic j u s t i f i c a t i o n s f o r some of the r e g u l a ­

t i o n s , and p o l i t i c a l p r e s s u r e s render some o t h e r s necessary and i n e v i ­

t a b l e , most of them bear l i t t l e r e l a t i o n to the r e a l i t i e s of the 

r e g u l a t o r y environment. Some of them are so complex t h a t they cannot 

be e f f e c t i v e l y e n f o r c e d , w h i l e o t h e r s are being implemented on an ad 

hoc b a s i s . One consequence of the r e g u l a t o r y system i s t h a t i t 

c r e a t e s i n c e n t i v e s f o r c o r r u p t i o n , e s p e c i a l l y where the o f f i c i a l s have 

s u b s t a n t i a l d i s c r e t i o n a r y a u t h o r i t y . 

The system of r e g u l a t i o n c e r t a i n l y has profound i m p l i c a t i o n s f o r the 

b u s i n e s s environment. Its very c o m p l e x i t y causes u n c e r t a i n t y and 

u n p r e d i c t a b i l i t y which do not augur well f o r l o n g - t e r m p l a n n i n g . More 

o f t e n than n o t , the implementation of r e g u l a t i o n s i s a r b i t r a r y . 

Businessmen o f t e n encounter lengthy d e l a y s in o b t a i n i n g a p p r o v a l s . 

B u r e a c r a t i c red tape can be extremely f r u s t r a t i n g . Worse s t i l l , o f f -

t h e - c u f f press statements by c a b i n e t m i n i s t e r s are o f t e n i n t e r p r e t e d 

as p o l i c y g u i d e l i n e s by the b u r e a u c r a t s , c a u s i n g much c o n f u s i o n . In 

s h o r t , the environment c r e a t e d by r e g u l a t i o n s and i n t e r v e n t i o n s i s not 

c o n d u c i v e to u n d e r t a k i n g l a r g e - s c a l e ventures with long g e s t a t i o n 

p e r i o d s . Under such c i r c u m s t a n c e s , businessmen n a t u r a l l y p r e f e r to 

i n v e s t in s h o r t - t e r m , q u i c k - y i e l d i n g p r o j e c t s . 

That the p r i v a t e s e c t o r in M a l a y s i a has grown in s t r e n g t h and s i z e i s 

u n d e n i a b l e and government c o n t r i b u t i o n s to i t s development cannot be 

i g n o r e d . In the p o s t - i n d e p e n d e n c e e r a , v a r i o u s measures taken by the 

government to s t i m u l a t e trade and investment have p r o v i d e d new o p p o r -



t u n i t i e s f o r the p r i v a t e s e c t o r . In a d d i t i o n , the p r i v a t e s e c t o r has 

b e n e f i t e d c o n s i d e r a b l y from the v a r i o u s i n c e n t i v e schemes launched by 

the government. While we should acknowledge a l l t h i s , we must not 

l o s e s i g h t of the f a c t t h a t the c h a r a c t e r of p r i v a t e s e c t o r d e v e l o p ­

ment has been t a i n t e d by the very nature of i t s government s u p p o r t . 

There are a number of f e a t u r e s of p r i v a t e s e c t o r development which 

ought to be h i g h l i g h t e d . F i r s t , the p r i v a t e s e c t o r has grown so used 

to governmental s u p p o r t t h a t i t f i n d s i t d i f f i c u l t to operate i n d e p e n ­

d e n t l y of i t . T h i s tendency i s p a r t i c u l a r l y s t r o n g in Bumiputera 

e n t e r p r i s e s which have been 'pampered' by the NEP c o n c e s s i o n s . 

Second, under the i m p o r t - s u b s t i t u t i o n i n d u s t r i a l p o l i c i e s , p r i v a t e 

s e c t o r e n t e r p r i s e s have become so i n w a r d - l o o k i n g t h a t they tend to shy 

away from v e n t u r i n g out i n t o i n t e r n a t i o n a l and r e g i o n a l markets. The 

a n t i - e x p o r t b i a s c r e a t e d by the p r o t e c t i o n regime i s l a r g e l y r e s p o n ­

s i b l e f o r t h i s . 

T h i r d , the e x p o r t - o r i e n t e d i n d u s t r i a l i s a t i o n s t r a t e g y of the 1970s 

s t i m u l a t e d m u l t i n a t i o n a l c o r p o r a t i o n s , e s p e c i a l l y those l o c a t e d in the 

FTZs, w h i l e l o c a l p r i v a t e e n t e r p r i s e s remained i n s u l a t e d . The e n c l a v e 

nature of FTZ o p e r a t i o n s meant an absence of domestic l i n k a g e s which 

would have p r o v i d e d a f i l l i p to l o c a l e n t e r p r i s e s and r e o r i e n t e d them 

towards the g l o b a l market. 

F o u r t h , i t appears t h a t e x p o r t i n c e n t i v e s have f a i l e d to e n t i c e l o c a l 

p r i v a t e e n t e r p r i s e s i n t o e x p o r t i n g . Many M a l a y s i a n manufacturers who 

were e l i g i b l e f o r e x p o r t i n c e n t i v e s d i d not a v a i l themselves of the 

f a c i l i t y e i t h e r because of ignorance or owing to the cumbersome p r o c e ­

d u r e s . M o r e o v e r , as was seen e a r l i e r , the e x p o r t s u b s i d i e s i m p l i c i t 

in the e x p o r t i n c e n t i v e s were i n s u f f i c i e n t to o f f s e t the a n t i - e x p o r t 

b i a s c r e a t e d by the p r o t e c t i o n regime. 

L a s t but not l e a s t , the system of i n c e n t i v e s has favoured l a r g e - s c a l e 

i n d u s t r i a l u n i t s with enormous c a p i t a l and has s i d e s t e p p e d medium- and 

s m a l l - s c a l e e n t e r p r i s e s . Although investment i n c e n t i v e s in g e n e r a l , 

and e x p o r t i n c e n t i v e s in p a r t i c u l a r , d i d not openly d i s c r i m i n a t e 

a g a i n s t l o c a l e n t e r p r i s e s , i t i s f o r e i g n i n v e s t o r s who have b e n e f i t e d 

most from them by v i r t u e of the f a c t t h a t they had more c a p i t a l to 



i n v e s t . Medium- and s m a l l - s c a l e e n t e r p r i s e s were edged out in the 

p r o c e s s , not only because they had l i t t l e c a p i t a l but because they 

l a c k e d the necessary t e c h n o l o g i c a l know-how. 

To put a l l t h i s in a n u t s h e l l , the system of i n c e n t i v e s has rendered 

the l o c a l e n t e r p r i s e s e s s e n t i a l l y i n w a r d - l o o k i n g , c a t e r i n g f o r the 

domestic market. This e x p l a i n s , at l e a s t in p a r t , why M a l a y s i a n p r i ­

vate e n t e r p r i s e s have not been keen to p a r t i c i p a t e in e x p o r t - o r i e n t e d 

m a n u f a c t u r i n g a c t i v i t i e s . However, i t must a l s o be p o i n t e d out t h a t 

r e c e n t changes in the domestic economy have helped to r e o r i e n t l o c a l 

manufactures towards e x p o r t markets. The domestic consumer market, 

a l r e a d y a f f l i c t e d by the r e c e s s i o n , has been reduced f u r t h e r by the 

d e f l a t i o n a r y i n f l u e n c e s of the government's a u s t e r i t y d r i v e , thus 

f o r c i n g manufacturers to seek export o u t l e t s f o r t h e i r p r o d u c t s . I t 

i s a l s o noteworthy t h a t t h i s process has been f a c i l i t a t e d by the 

d e p r e c i a t i o n of the r i n g g i t to some e x t e n t . 

N o n e t h e l e s s , the system of r e g u l a t i o n and i n t e r v e n t i o n has tended to 

produce impediments to p r i v a t e s e c t o r i n i t i a t i v e s . The adverse i m p l i ­

c a t i o n s r e f e r r e d to e a r l i e r need not be repeated here. S u f f i c e i t to 

s t r e s s t h a t i n c e n t i v e s cannot make up f o r what d i s i n c e n t i v e s e x c l u d e . 

I t i s no e x a g g e r a t i o n to say t h a t a good deal of the time and r e s o u r ­

ces of p r i v a t e e n t e r p r i s e s has been d i s s i p a t e d in c i r c u m v e n t i n g r e g u l a ­

t i o n s . Nor can i t be denied t h a t many of them are t e c h n i c a l l y 

o p e r a t i n g i n b r e a c h of the law. Under such c i r c u m s t a n c e s , the c l i m a t e 

of u n c e r t a i n t y i s not c o n d u c i v e to the growth of e n t r e p r e n e u r s h i p . 

Local e n t e r p r i s e s tend to spread t h e i r r e s o u r c e s t h i n l y in view of 

t h i s u n c e r t a i n t y . They are so p r e o c c u p i e d with coming to terms with 

l o c a l r e g u l a t i o n s t h a t they can h a r d l y a f f o r d to venture out i n t o the 

r e g i o n a l market. In a d d i t i o n , d i r e c t involvement in the marketing of 

t h e i r manufactures abroad means encounters with r e g u l a t i o n s in o t h e r 

c o u n t r i e s , with which they are c o m p l e t e l y , u n f a m i l i a r , and f o r which, 

u n l i k e the m u l t i n a t i o n a l s , they possess n e i t h e r the r e s o u r c e s nor the 

e x p e r t i s e . I t should be n o t e d , however, t h a t the e x t e n t of government 

i n t e r v e n t i o n in the economic a f f a i r s of the country has d e c r e a s e d over 

t i m e . Moreover, a l though the economy looks o v e r r e g u l a t e d , the degree 

of o v e r r e g u l a t i o n i s r e l a t i v e l y m i l d compared with s e v e r a l o t h e r 

c o u n t r i e s in the r e g i o n . 



4.10 Exchange-Rate P o l i c y 

S i n c e September 1975, the r i n g g i t has been t i e d to a basket of c u r r e n ­

c i e s which have not been s p e c i f i e d . U n o f f i c i a l l y i t has c l o s e t i e s 

with the Singapore d o l l a r because of the h i s t o r i c a l l i n k s in economics 

and f i n a n c e . Up to the end o f 1984, s t r o n g adherence to the US d o l l a r 

and the Singapore d o l l a r had been the norm but t h i s was broken when 

the a u t h o r i t i e s adopted a more f l e x i b l e e x c h a n g e - r a t e management 

p o l i c y in response to s l u g g i s h economic a c t i v i t y and an overvalued 

exchange r a t e . 1 2 

The exchange r a t e as an i n s t r u m e n t of p o l i c y can serve as an a l t e r ­

n a t i v e to tax and t a r i f f p o l i c i e s i n support of the p r o c e s s of 

i n d u s t r i a l i s a t i o n by r e a l i g n i n g the r e l a t i v e p r i c e s of e x p o r t s and 

imports so t h a t the p r i c e s of d o m e s t i c a l l y produced goods become more 

c o m p e t i t i v e . E s t i m a t e s show t h a t the exchange r a t e had been o v e r ­

valued to the tune of 20 per c e n t by the end of 1984.13 By m a i n ­

t a i n i n g a s u i t a b l y undervalued exchange r a t e , M a l a y s i a can c r e a t e 

r e l a t i v e p r i c e s which are able to r e d i r e c t r e s o u r c e s from imports to 

e x p o r t s and i m p o r t - s u b s t i t u t i o n a c t i v i t i e s . In e f f e c t , an exchange 

r a t e t h a t i s below the e q u i l i b r i u m value reduces domestic l a b o u r c o s t s 

and promotes p r o d u c t i o n of t r a d e a b l e goods. 

The p r o t e c t i o n o f f e r e d by an undervalued exchange r a t e has a c o s t and 

t h i s c o s t i s j u s t i f i e d i f s t e p s are taken to improve p r o f i t a b i l i t y i n 

m a n u f a c t u r i n g through e f f i c i e n t p r o d u c t i o n and marketing of e x p o r t s . 

The exchange r a t e i s an important i n s t r u m e n t of m a c r o - p o l i c y f o r l o n g -

run i n d u s t r i a l s t r a t e g y as long as some t a r g e t r e a l r a t e i s adhered to 

f o r a l o n g p e r i o d . 

M a l a y s i a e x p e r i e n c e d an a p p r e c i a t i n g r e a l e f f e c t i v e r a t e d u r i n g the 

p e r i o d 1 9 7 5 - 8 4 , as a r e s u l t of boom c o n d i t i o n s in which e x p o r t e a r n i n g s 

i n c r e a s e d owing to s t r o n g world demand and r i s i n g commodity p r i c e s . 

The r e s u l t was t h a t a l a r g e p r o p o r t i o n of these e a r n i n g s was spent in 

the p r o d u c t i o n of n o n - t r a d e a b l e goods ( c o n s t r u c t i o n , s e r v i c e s e t c . ) . 

As a consequence the r e l a t i v e p r i c e s of n o n - t r a d e a b l e s / t r a d e a b l e s 

r o s e , e x e r t i n g p r e s s u r e on wages and r e s u l t i n g in r e a l e x c h a n g e - r a t e 

a p p r e c i a t i o n . 



F o l l o w i n g the r a p i d expansion in development e x p e n d i t u r e s d u r i n g 

1975-80 and c o u p l e d w i t h the i n c r e a s e i n e x p o r t e a r n i n g s , p r i c e s in 

the r e a l e s t a t e s e c t o r rose s i g n i f i c a n t l y . Wages f o l l o w e d with p a r ­

t i c u l a r l y sharp i n c r e a s e s in 1981-83. Both the r e a l and the nominal 

exchange r a t e s a p p r e c i a t e d (Table 2 0 ) . 

The d e p r e c i a t i o n of the r i n g g i t a g a i n s t the d o l l a r s i n c e the t h i r d 

q u a r t e r of 1984 has brought down the r e a l e f f e c t i v e r a t e . But whether 

t h i s i s the a p p r o p r i a t e l e v e l from both the s h o r t - r u n and the l o n g - r u n 

p e r s p e c t i v e depends l a r g e l y on the response of the economy to t h i s 

r a t e . Given the p r e s e n t economic c i r c u m s t a n c e s , i t i s hard to judge 

the a p p r o p r i a t e l e v e l ; but i n d i c a t i o n s are t h a t the d e p r e c i a t i n g 

r i n g g i t has helped the m a n u f a c t u r i n g s e c t o r from 1986 onwards. 

The r e a l e f f e c t i v e exchange r a t e a p p r e c i a t e d by 10 per c e n t from the 

second q u a r t e r of 1981 to the f o u r t h q u a r t e r of 1984 and began to 

d e p r e c i a t e m a r g i n a l l y i n e a r l y 1985, f i n a l l y r e g i s t e r i n g an e f f e c t i v e 

d e p r e c i a t i o n of almost 9 per c e n t by the second q u a r t e r of 1986. 

E x c h a n g e - r a t e p o l i c y has to be b a l a n c e d in terms of s e v e r a l o b j e c ­

t i v e s : export growth and the adjustment of the b a l a n c e of payments, 

the e f f e c t on domestic i n f l a t i o n , and the l o n g - t e r m p r o c e s s of 

i n d u s t r i a l development. Although the r e a l e f f e c t i v e r a t e now appears 

to have d e p r e c i a t e d to the l e v e l of 1973 ( q u a r t e r l y a v e r a g e ) , i t does 

not n e c e s s a r i l y i n d i c a t e t h a t t h i s i s the t a r g e t r a t e f o r the f u t u r e . 

T h i s t a r g e t r a t e l a r g e l y depends on developments in the domestic and 

the i n t e r n a t i o n a l economic arenas where the M a l a y s i a n m a n u f a c t u r i n g 

s e c t o r p a r t i c i p a t e s and competes. 



5. CONCLUSION 

The M a l a y s i a n economy e x p e r i e n c e d an average growth r a t e of 7.2 per 

c e n t d u r i n g the p e r i o d 1975-80, and t h i s was a p e r i o d of unprecedented 

growth i n the c o u n t r y ' s h i s t o r y . The f i r s t h a l f of the 1980s, 

however, w i t n e s s e d an average growth r a t e of 5.5 per c e n t , with the 

lowest ever recorded growth r a t e of - 1 per c e n t in 1985. P a r t of the 

e x p l a n a t i o n f o r the d e t e r i o r a t i o n in growth and t h e r e f o r e in the s t a n ­

dard of l i v i n g i s the worldwide r e c e s s i o n which l e d commodity p r i c e s 

to drop to very low l e v e l s . I r o n i c a l l y , the government's macroecono­

mic p o l i c i e s have caused the r e c e s s i o n to l a s t l o n g e r than i t would 

o t h e r w i s e have done. The b a s i c s t r u c t u r a l problems of the economy were 

not a d d r e s s e d , but attempts were made to spend through the r e c e s s i o n to 

generate growth and demand. Government e x p e n d i t u r e s rose from M$11.7 

b i l l i o n in 1978 to M$26.8 b i l l i o n in 1981, an i n c r e a s e of 96.6 per 

c e n t . T h i s sharp i n c r e a s e in government spending was a major f a c t o r 

b o o s t i n g the economy i n the i n i t i a l phase of the c u r r e n t r e c e s s i o n . 

In the 1980s, the whole p i c t u r e of government f i n a n c e s took a t u r n f o r 

the worse when the o v e r a l l d e f i c i t d u r i n g 1981-85 reached 16 per c e n t 

of GNP. In value terms, i t i n c r e a s e d from M$11.3 b i l l i o n in 1981 to 

12.5 b i l l i o n in 1986. Although development e x p e n d i t u r e s have been 

reduced d r a s t i c a l l y s i n c e 1984, the revenue p i c t u r e looked worse 

because of the d e t e r i o r a t i o n in commodity p r i c e s , thus l e a d i n g to a 

d e f i c i t f o r the f i r s t time in the o p e r a t i n g account in 1985. 

F i n a n c i n g the d e f i c i t c a l l e d f o r f o r e i g n borrowing to supplement 

g r o s s l y inadequate domestic s a v i n g s . As a r e s u l t , f o r e i g n borrowing 

was m a i n t a i n e d at 5 per c e n t of GNP d u r i n g 1981-85. Thus, the p e r i o d 

of high o v e r a l l d e f i c i t was a l s o accompanied by a l a r g e s a v i n g s -

i n v e s t m e n t gap. 

Given the world economic environment and the p r o s p e c t s f o r growth in 

the i n d u s t r i a l i s e d c o u n t r i e s , the s h o r t - and medium-term p r o s p e c t s f o r 

the M a l a y s i a n economy do not appear p r o m i s i n g . At b e s t , the economy 

may have bottomed out and the worst may be o v e r . Commodity p r i c e s 

show s i g n s of r e c o v e r y , but are u n l i k e l y to reach the high l e v e l s 

e x p e r i e n c e d towards the end of the 1970s. 



I t i s expected t h a t the growth r a t e may c l i m b to 3-4 per cent f o r the 

r e s t of the 1980s. T h i s growth i s l a r g e l y expected to come not only 

from f i r m n e s s in commodity p r i c e s , but a l s o through the p r o v i s i o n of 

i n c e n t i v e s and some changes in the I n d u s t r i a l C o - o r d i n a t i o n Act to 

encourage f o r e i g n investment in the manufactur ing s e c t o r . The lower 

o i l p r i c e s and the r e s u l t a n t growth p r o s p e c t s in the i n d u s t r i a l i s e d 

c o u n t r i e s are expected to g e n e r a t e demand f o r commodit ies. The 

government, on the o t h e r hand, has taken s e v e r a l s t e p s : export i n c e n ­

t i v e s , a l t e r a t i o n s to the NEP with regard to f o r e i g n i n v e s t m e n t , the 

s e t t i n g up of a New Investment Fund, and changes to the I n d u s t r i a l 

C o - o r d i n a t i o n A c t , i n order to s t i m u l a t e growth through export promo­

t i o n . But the growth expected in 1987 and beyond may not be s u f ­

f i c i e n t to absorb the number of unemployed est imated to be in the 

r e g i o n of 450,000 or 8 . 2 per cent of the labour f o r c e . 

The economy appears to be o v e r r e g u l a t e d . Some d e r e g u l a t i o n i s 

necessary so t h a t the b u s i n e s s environment can become more c o n d u c i v e 

to p r i v a t e s e c t o r i n i t i a t i v e s . The government should go slow on the 

NEP, however l a u d a b l e i t s o b j e c t i v e s a r e . They can only be achieved 

through growth in the economy. With a stagnant economy new t a r g e t s 

and new t i m e t a b l e s must be i n t r o d u c e d . 

Export promotion has been the government's s t r a t e g y over the l a s t few 

y e a r s to enhance growth p r o s p e c t s and, towards t h i s end, s e v e r a l 

i n c e n t i v e s have been p r o v i d e d i n c l u d i n g changes in the NEP and ICA. 

Export o r i e n t a t i o n must c o n t i n u e to ensure g r e a t e r e f f i c i e n c y in 

r e s o u r c e a l l o c a t i o n . Given the small domestic market, import s u b s t i ­

t u t i o n w i l l impose heavy c o s t s under heavy p r o t e c t i o n . 

' h e r e i s need f o r t a r i f f reform e s p e c i a l l y t o reduce t a r i f f e s c a l a t i o n 

arid to reduce the a n t i - e x p o r t b i a s . Although the system of p r o t e c t i o n 

appears to be l e s s severe in M a l a y s i a than in other c o u n t r i e s , i t has 

tended to p e n a l i s e export a c t i v i t i e s with an unmistakable b i a s in 

-avour of import r e p l a c e m e n t s . Such b i a s e s , i n c l u d i n g the a n t i - e x p o r t 

f a d e b i a s , are l a r g e l y a t t r i b u t a b l e to the ad hoc c a s e - b y - c a s e 

a t t r o a c h which has c h a r a c t e r i s e d the system of t a r i f f a d m i n i s t r a t i o n 

•- M a l a y s i a . 



The e s t a b l i s h m e n t of the Heavy I n d u s t r i e s C o r p o r a t i o n of M a l a y s i a 

(HICOM) marked the l a u n c h i n g of a heavy i n d u s t r i a l i s a t i o n programme. 

The d e c i s i o n to set up such a programme was made in haste without 

regard to market s i z e and s c a l e economies. Given the p r e s e n t economic 

environment, a second hard look i s needed. Phasing the programme out 

now may be uneconomical as a l o t of c a p i t a l has a l r e a d y been sunk i n t o 

these i n d u s t r i e s ( i r o n and s t e e l , p e t r o c h e m i c a l , ' cement and motor 

v e h i c l e m a n u f a c t u r i n g ) . It i s important not only to i n j e c t no more 

c a p i t a l i n t o the u n p r o f i t a b l e i n d u s t r i e s , but a l s o not to s t a r t up new 

ones. E f f o r t s must be made to r e o r i e n t the heavy i n d u s t r i e s towards 

the export market or at l e a s t the ASEAN r e g i o n a l market. 

M a l a y s i a has been a c t i v e l y seeking f o r e i g n investment f o r a number of 

reasons and through a v a r i e t y of i n c e n t i v e schemes. I t s emphasis on 

d i r e c t f o r e i g n p r i v a t e investment would not only help promote growth 

but a l s o help a l l e v i a t e b a l a n c e of payments problems. F o r e i g n e q u i t y 

investment i s s u p e r i o r to f o r e i g n l o a n s , as the l a t t e r need to be s e r ­

v i c e d , w h i l e the former w i l l s e r v i c e i t s e l f . 

External borrowing needs to be watched c a r e f u l l y to ensure that the 

debt burden does not get out of hand. The debt s e r v i c e r a t i o stood at 

12.3 per cent and 14 per cent of export e a r n i n g s in 1984 and 1985 

r e s p e c t i v e l y , and these r a t i o s appear small in c o n p a r i s o n with other 

c o u n t r i e s . But in 1986, in the f a c e of f a l l i n g export e a r n i n g s , the 

r a t i o i s e s t i m a t e d to have exceeded 20 per c e n t . However, there i s no 

l o g i c in t u r n i n g one's back on e x t e r n a l debt i f i t can be p r o d u c t i v e l y 

used. 

The e x c h a n g e - r a t e p o l i c y p r i o r to 1985 has been very r i g i d e s p e c i a l l y 

in i t s adherence to the US and Singapore d o l l a r s . E f f e c t i v e appre­

c i a t i o n of the r i n g g i t from 1978 to 1985 has not helped the manufac­

t u r i n g s e c t o r , p a r t i c u l a r l y d u r i n g the r e c e s s i o n a r y p e r i o d of the 

1980s. From 1986, the exchange r a t e has been more f l e x i b l e in terms 

of market f o r c e s and has begun to d e p r e c i a t e e f f e c t i v e l y , and t h i s 

trend has no doubt helped the manufactur ing s e c t o r . A l i b e r a l 

e x c h a n g e - r a t e system i s c a l l e d f o r with i n t e r v e n t i o n in the market in 

times of e x c e s s i v e s p e c u l a t i o n , but m a i n t a i n i n g a l o n g - t e r m t r e n d r a t e 

that i s c o n d u c i v e to the promotion of e x p o r t s . 



Free Trade Zone areas have played a u s e f u l r o l e . Some of the c r i t i ­

cisms l e v e l l e d a g a i n s t them seem m i s p l a c e d . Of t h e i r very n a t u r e , FTZ 

i n d u s t r i e s cannot have e x t e n s i v e l i n k a g e s or s u b s t a n t i a l t e c h n o l g i c a l 

t r a n s f e r s . T h e i r main o b j e c t i v e was employment c r e a t i o n in which they 

have s u c c e e d e d . N o n e t h e l e s s , there i s a need to take another look 

at them. There i s o v e r c o n c e n t r a t i o n in e l e c t r o n i c components, i e . 

s e m i c o n d u c t o r s , and a need f o r g r e a t e r d i v e r s i f i c a t i o n . There i s a l s o 

an ' o v e r p r e s e n c e ' of f o r e i g n companies which i s not a bad t h i n g in 

i t s e l f , but e f f o r t s must be made to encourage l o c a l companies as wel l 

to p a r t i c i p a t e in the FTZ o p e r a t i o n s . 
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TABLE 1 

DIRECTION OF TRADE- EXPORT (%) 

HEW 1970 1975 19B0 1983 

RUBBQ! 40.20 23.80 19.70 l l .BO 

CHINA « • 5.90 6.30 

GEnm, FED REP 6.20 7.10 6.40 ft 
KOfiEfl, REP i t ft 5.80 

SINGAPORE 25.30 25.70 25.90 18.60 

USSR 11.10 8.30 6.70 6.80 

IMITES KINGDGH B.90 6.90 f 1 

USA 11.60 11.20 7.60 11.10 

NQOD ti cant 19.90 13.10 17.00 13.60 

AUSTRALIA 4.30 ft * I 

CHINA 45.10 40.90 46. ao 44.70 

HONE KONB 13.60 10.30 7.90 10.50 

JAPW » 10.20 7.70 8.50 

KOREA, REP 12.80 13.20 7.30 6.50 

NETimflNDS 4.S0 3.70 9.30 10.40 

PETROLElll l PKUDUCTS 9.50 11.40 29.40 27.50 

AUSTItALIA 16.00 ft ft ft 
JAPAN I 36.20 41.60 22.30 

PHILIPPINES 18.80 12.40 4.10 2.50 

5INSAP0RE 46.30 29.30 23.30 45.80 

THAILAND 7.10 11.10 3. lb 13.10 

USA » ft 26.90 ft 
TIN 23.40 14.20 10.70 5.60 

CANAM 3.30 ft t ft 
INDIA ft 2.70 ft ft 
ITALY 6.50 3.00 3.20 ft 
JAPW 26.90 13.60 2{>.20 30.30 

•ETHBUWBS B.40 31.00 32.50 43.80 

USSR ft 6.20 9.30 10.70 

USA 36.80 ft 15.20 ft 
PALX DIL [ C R t I £ ] 6.20 12.90 3.90 4.60 

INDIA t » 12.40 19.60 

IRAS 17.10 8.00 ft 7.10 

JAPftN ft ft 12.70 7.40 

NETICHJMB 8.30 17.00 14.90 ft 
PAKISTAN ft 6.50 13.00 22.00 

SINGAPORE 30.60 ft ft ft 
USSR ft ft ft 12.10 

UNITED KINGDOM 22.10 17.00 9.40 1 

USA 5.30 26.00 ft ft 



COPPER 

flUSTRflLIfl 

GERMANY, FEB REP 

INDIA 

JAPAN 

PHILIPPINES 

KCREA, REP 

SI NTS AFORE 

Tl-aiLAND 

USA 

FTPEH [BLACK i WHITE] 

CCriMANY, FED REP 

HO'E KONG 

JAPAN 

SIf.'GAPQRE 

UNITED KIlffiDOM 

CO:OA [RAW OR ROASTEDl 

AUSTRALIA 

GZ.fJ1ANY, FED REP 

tETHERLANDS 

SINGAPORE 

LKITED KINGDOI 

USA 

JAPAN 

rV-UFACTURING EXPORT 

C3RK i WOOD PRODUCTS 

AUSTRALIA 

H0.-;G KONG 

JA'AN 

SINGAPORE 

raiTHD KINGDOM 

USA 

T E X T I L E S K f t R N !> FABRICS 

A«:T^ALIA 

CAKADfi 
C C M N Y 

HJMB ms 
JAPAN 

m ZEALAND 

PHILIPPINES 

0.04 0.02 0.01 0.02 

11.20 ft ft ft 
4 .40 ft ft ft 

f 12.60 12.00 ft 
32.20 21.40 13,90 

* ft ft 2,50 

ft ft 5,90 
66.20 28.80 54.00 58.B0 

» 2.70 ft 2. BO 

ft ft ft 
1.40 1.20 0.4ft O.20 

ft 10.10 2.10 5,80 

ft ft 0.80 ft 
ft ft 0,70 13.50 

82.20 73.10 73.10 68.00 

ft t 1,50 2.60 

0.10 0 , 4 0 0.70 0.70 

t i 7,20 ft 
10.60 42.70 32.30 13.50 

26.20 10.80 9,30 ft 
47.70 17.80 35,20 52,60 

t 4.40 ft 7.10 

ft 5.30 6.20 7.73 

- - - 100.00 

2.00 2.40 2.00 1.60 

ft 7.00 ft ft 
ft ft 5,70 4.70 

20.00 18.80 7.30 7.30 

7.50 16.80 33.00 39.10 

27.30 21.40 13.20 14,90 

29.10 14.20 13.20 10.90 

0.40 0.90 i;70 1.20 

ft 12.60 8.80 7.50 

ft ft ft 5.50 

ft 15.50 6.60 ft 
* ft 11.60 13.C0 

ft ft 9.40 7.60 

4.00 8.90 ft ft 
7.70 ft ft f 



SINEAPORE 2 7 . 4 0 17.40 7 . 1 0 9 . 2 0 
UNITED KIN6D0H 17.10 * t f 

USA 15.00 11.00 t » 

NON FERROUS METALS 2 3 . 5 0 14.20 10.80 5.80 

CANADA 3 . 3 0 * • • 
INDIA t 3 .00 » 

ITALY 6.40 t * 

JAFAM 26. SO 13.50 2 5 . 9 0 2 9 . 6 0 
lETHERLANDS 8 . 4 0 3 0 . 8 0 32 . 10 4 2 . 4 0 
USSR i 6.10 9 .10 10.40 
USA 3 6 . 7 0 2 9 . 4 0 15.00 4.00 

ELECTRICAL MACHINEFV 0 . 3 0 3 . 6 0 10.90 13.50 

GERMANY, FED REP 3 . 5 0 7 . 3 0 6.30 
H3KG KONG i 3 . 5 0 7 .10 5 . 5 0 
INDONESIA 5 . 8 0 • » » 

ISAG 11.90 * I 1 

JAPAN t 6.60 4 . 8 0 6.60 
SADDI ARABIA 9 . 2 0 i 1 1 

SINGAPORE 34 . 8 0 18 .90 14.50 10.50 
THAILAND 9 . 3 0 t 
USA i 5 4 . 6 0 53.20 5 8 . 2 0 

ARTICLES OF APPARa 0 . 4 0 1 .20 1.40 1.60 

AUSTRALIA * 7.60 i 

CA'WIA 8 . 3 0 • i 1 

FRANCE t 17.60 12.60 5 . 3 0 
GZRMANY, FED REP t 2 5 . 1 0 2 3 .30 15.50 

CTHEUiJlNDS t 9 . 3 0 i 

PHILIPFItES 6.90 i 1 

SIlSAPaSE 7.50 t t 4 . 3 0 

SWEDEN * 6.40 t 

UNIIED KINGDBI * * 7.(|0 5 . 4 0 

USA 6 4 . 2 0 12.70 2 0 . 2 0 4 5 . 7 0 

i\GTE: Table 1 r e f e r s t o c o o a o d i t y e x p o r t s as a percentage o-t t o t a l e x p o r t s . 

W i t h i n each c o a t o d i t y c a t e g o r y , c o u n t r i e s ' percentage of u p o r t s of t h a t p a r t i c u l a r c o H o d i t y 

a r e g i v e n . T h i s a p p l i o o t e Table 2 nhere d i s a g g f j g a t D d coamodhty e x p o r t s a r e g i v e n . 
S i m i l a r H i U i - f retat ion i s accorded t o T a b l e 3 . 



Table 2 

DIRECTION OF TRADE - EXPORTfX) 

Year 1970 1975 1980 1983 

aiifiEEE 

LATEX CONTAINIIMS OVER 1/2X 

AMMONIA-CENTRIFUGE CONCENTRATED 10.1 10.3 14.2 10,1 

I t a l y 6.9 7,9 4,5 

Japan 12 X 7.9 % 

Korea,Rep * * * 5.3 

Singapore 9 8.4 7.4 3.8 

Taiwan % t 4.2 

USSR 10.2 21 .2 24.8 13.7 

United Kingdom 21 .8 11 ,6 t t 

USfl 9.S 7.7 5.7 

RUBBER RIBBED SMOKED SHEET RSS 1 25.6 15,8 13,6 9.6 

China * 7.5 * 14.3 

France 5.5 13.3 •9.6 

Serniany, Fed Rep K. t 5.9 8,2 

Singapore 24,6 29.2 23, 1 19,4 

Spain t 6.3 1 t 

USSR 32.2 22.9 15.1 

United Kingdom 5.2 6.5 % 

USA 5.1 •t 5.1 10.2 

RUBBER RIBBED SMOKED SHEET RSS 2 14.5 13.1 11.7 5,6 

China 6.6 17.3 10.7 15.3 

France 6.3 5,8 1 1 .9 13,7 

Germany, Fed Rep 8.3 6.5 * % 

Singapore 42.9 46.8 43.9 20.1 

S^pain * 5,8 * t 

USSR 8.4 * 3.7 10,1 

USfl t % 3.5 9.1 

RUBBER RIBBED SMOKED SHEET RSS 3 11.5 12 2 n .7 15,7 

China 13.8 6.2 19.3 12.5 

Sermany, Fed Rep 5.3 8.7 4.4 3.6 

Japan * * % 10.9 

Korea, Rep X 4.1 * 
Poland * 10,9 * 
Singapore 39.1 50.4 52.9 52.9 

USA 7, 1 6,7 2.9 f 

Yugoslavia 3.3 * 

RUBBER RIRFfD SMOKED SHEET RSS A <5.9 3.3 4.1 3,7 

China n . 9 8.4 t 

Japan * 4,5 10, 1 24,9 

Singapore * 54.6 72.8 58,3 

USfl t 15,1 •t 8,4 

RUBBER SOLE CREPE WHITE <5.9 2 <1 .2 <3,7 

E i r e 5,7 * * 
Sermany Fed Repub * 6.9 * * 



Year 1970 1975 1980 1983 

Spain * 6.2 « 
United Kingdom * 10,7 t 

USfl 42.5 t .« 

RUBBER ESTATE BROUN CREPE INCL COMPO 5.9 •'.2 •'1 .2 -.3,7 

Canada 6.8 f * 
I t a l y 6.3 * * t 

Singapore 12.9 

Spain 7.1 t * * 
USfl 40. 1 t t :t 

OTHER RUBBER RIBBED SMOKED SHEET <5.9 <2 1 .2 <3,7 

Germany, Fed Repub * 10.3 :t 

Singapore * t 67.2 

Spain * % 10.3 i 

STD MALAYSIAN RUBBER 12.5 <2 <1 .2 C3.7 

France 7.4 t •* * 
Germany, Fed Repub 12,7 t 

I t a l y 10.2tc 

United Kingdom 21 .1 * * 
USA 20.6 t t 

STD MALAYSIAN RUBBER 5CV <S.9 3.4 5.2 <3,7 

Canada 6 t » 

France * t 10.9 i; 

Germany, Fed Repub * 18.7 22.8 * 
I t a l y * e.6 10.2 * 
United Kingtlom * 10.9 7,4 * 
USfl * 30.2 21 .2 t 

STD MALAYSIAN RUBBER CV '5,9 <2 <1 .2 4,8 

Canada * t 6.9 

Germany Fed Repub * * 7,5 

I t a l y * t 6.6 

Netherlands * C 6,9 

USfl t 41 ,8 

MALAYSIAN RUBBER 5L <S. 9 4,2 3.2 <3.7 

Germany, Fed Repub * 11 .3 * M 
I t a l y * 12.6 6.3 t • 
Japan * 8.2 9.5 t 

Korea, Rep * * 14 

Singapore * 8.9 6.6 * 

USA 24 33.6 

STD MALAYSIAN RUBBER - L <5.9 <2 <1 .2 4,6 

I t a l y t t i 5,6 

Japan * f 7 

Korea * * * 21 ,6 

Singapore * * 3,6 

USfl * 36,3 

STD MALAYSIAN RUBBER 10 <5,9 d.S 5.6 8.2 



Year 1970 1975 1980 1983 

Belgium 9.8 13.3 

France 13.1 10,6 tc 

Germany,Fed Rep ;t 18.1 23.2 15,7 

Korea, Rep * 11.1 

Singapore * 8,4 

United Kingdom * 15.3 12.5 12,5 

USA * 9.7 * 

Yugoslavia 10.3 

MALAYSIAN RUBBER 20 <S.9 13.4 17,6 21 .4 

China * 5.3 5,5 9.9 

I t a l y * 6.3 11 7,3 

Korea, Rep * * 8,6 8.5 

Simgapore 13.3 14,4 * 

United Kingdom « 14,2 * 5,6 

USA 17.2 6,1 10,2 

CENTRIFUSE CQNC UNDER 1/25 AMMONIA <5.9 3.7 <1 .2 <3.7 

Germany, Fed Rep 8 t ;* 

Japan 11 .8 * 
Poland * 7,8 

USSR 19.9 

USA t 1 1 .2 t 

m 

UNUROUGHT TIN ALLOYED 100 100 100 99,0 

Canada 3.3 * * * 
India t 2.7 

I t a l y 6.5 3 3.2 

Japan 26.9 13,6 26,2 30.3 

Netherlands 3.4 31 32.5 43.8 

USSR * 6.2 9.3 10.7 

USA 36,8 * 15.2 * 

WOOD Si CORK 

Netherlands * * 15 f 

United Kingdom * 1 1 .8 -t 

WOOD, NON CONIFEROUS e x c l TEAK PLANED, 

TEAK, GROOVED, etc NOT FOR PARQUET 

OR WOOD BLOCK FLOORING <5.6 <35.2 2.1 <27, 1 

A u s t r a l i a * * 38.4 t 

Japan t * 15,5 t 

Korea Rep * 6,2 

Netherlands * 7 

USA * 11 .5 

PALM OIL 

PALM OIL 100 <100 <11 ,1 :.8.8 

Netherlands 8.3 * * 
Singapore 30.6 * * 

Iraq 17,1 * * t 

United Kingdom 22.1 * t 



7 3 

Year 1970 1975 1930 1983 

USA 5.3 t * 

PALH OIL CRUDE 

Germany, Fed Rep t * 10.8 t 

Iraq * 8 X 

Netherlands * 17 39.7 t 

Pakistan 6.5 * 
United Kingdom 17 37 * 
USA 26.8 t i 

NEUTRALIZED PALH OIL <I00 <100 11,1 8.8 

India .t * 6,4 65.8 

I raq * 9,9 23,8 

Netherlands 1 , 1 

Pak i s t a n * * 57 t 

USA t * 23,3 * 

NEUTRALIZED BLEACHED 

DEODORIZED PALM OIL <100 <100 13,9 <'8,8 

India * * 12 

Japan * * 25.7 

Netherlands * 12 

Pakistan * * 13,3 * 
USA •t * 15.8 

REFINED BLEACHED 

DEODORIZED PALM OIL <100 <100 49,4 91 .2 

India t t 20.3 15,1 

Japan i t 18.4 8,1 

pak i s t a n t * 9,7 24,2 

USSR t * 10.6 13,2 

USA t 7.3 7.8 

SAULOGS NON CONIFER MERANTI 8.9 <35,2 ''2.1 <27, 1 

Taiwan 15.4 t 

Japan 53.4 * 
Korea, Rep 21 .6 * t i 

SAULOGS & VENEER LOGS, 

NON CONIFER 50 60.2 <̂ 2.1 <27, 1 

Japan 54.9 66.3 * 
Korea, Rep 18.0 17.1 t t 

Singapore 17.7 t X 

SAUN TIMBER NDN CONIFER RAMIN 5.6 '.35.2 ^2.1 <27, ! 

A u s t r a l i a 9.4 * t 

Germany, Fed Repub 20.4 * * •t: 

I t a l y 19.7 * * * 
United Kingdom 23.7 * * 
USA 7.9 * * t 

SAUN TIMBERS NON CONIFERS 17.6 35,2 <2.1 <27.1 

A u s t r a l i a 15.3 8.1 t 



Year 1970 1975 1980 1983 

Belgium 9.e 3,7 t t 

Japan 12.8 * t 

Netherlands 12.4 23.8 

Singapore 1-3.8 22.4 * * 
United Kingdom t 6.4 

OTHER SAULOGS & VENEER LOGS, 

NON CONIFEROUS IN THE ROUGH <5.G <35.2 65.5 66.6 

Japan t 3 67.4 63.5 

tiorea. Rep * -t 11.6 15.1 

Taiwan * * 13.2 14.5 

UDOD NON CONIFEROUS, SAUN 

LENGTHWISE, BUT NOT FURTHER 

PREPARED, OF A THICKNESS 

EXCEEDING Smm - OTHER <5.6 <35.2 26,9 27,1 

A u s t r a l i a 5.2 4.3 

Belgium * * 6,2f 

France * 4.7 •i 

Netherlands 24.8 30 

Singapore * 22.6 20.4 

United Kingdom * * * 4.2 

Yemen Arab Repub 5.1 

WOOD NON CONIFEROUS, SAUN 

LENGTHWISE, BUT NOT FURTHER 

PREPARED, OF A THICKNESS 

EXCEEDING Snim - RAMIN <35.2 2.6 -'27, 1 

Denmark * 5.8 t 

Germany Fed Repub * 5.8 * 
I t a l y * * 12,2 

PETROLEUM AND PETROLEUM PRnnurT-": 

PETROLEUM CRUDE 45.2 75.2 <97.2 <14.8 

A u s t r a l i a 23.2 * 
Burma 6.2 t * 
Japan 6.1 34.7 •t 

P h i l i p p i n e s 40.6 16.5 t 

Singapore * 21 .3 * t 

Thailand 8.6 14.7 t t 

PETROLEUM PARTLY REFINED 10.5 13.9 <97,2 ^14.8 

Japan « 68,8 * * 
Singapore 99.1 30.9 * 
OTHER PETROLEUM SPIRIT 

MAX 72F FLASHPOINT 12.1 <13,9 <97.2 <14.8 

Singapore 99,3 •* 

RESIDUAL FUEL OILS 14.4 <13.9 <97.2 <-14.8 

Singapore 93 * :t :t 



Year 1970 1975 1980 1983 

PETROLEUM OILS,CRUDE, AND 

CRUDE OILS OBTAINED FROM BITUMINOUS 

MATERIALS < 10, 5 -.13.9 97,2 78. 1 

Japan * *• 42.7 21 .6 

Korea t t 8.3 

Singapore < 21 ,3 45.6 

Thailand * * 13.4 

USA * t 27,6 t; 

PETROLEUM OIL CRUDE '..10.5 <I3.9 <97.2 14,8 

Japan * t * 28.9 

Singapore * 44,5 

Thai land * •t 13.9 

COPPER 

WIRE OF UNALLOYED COPPER 25. 1 -'16.3 •:2.4 25, 1 

A u s t r a l i a 44.7 t t 99.6 

Germany, Fed Repub 17.6 <• f 

Singapore 34.6 t •f 

WROUGHT BARS AND RODS OF 

UNALLOYED COPPER 10.3 •i'lfa.S -•2,4 12,6 

Singapore t 77,3 

Thai land •t t 22,6 

WROUGHT BARS AND RODS OF BRASS >.'10.3 < 16 .3 •:2.4 7,1 

Japan * t •"'2 2 

Singapore t 77.7 

WROUGHT BARS, RODS,ANGLES,SHAPES 

AND SECTIONS OF OTHER COPPER ALLOYS ^'10.3 < 16.3 <2.4 1 1 

Singapore t t 97,5 

OTHER WROUGHT BARS, RODS, ANGLES 

SHAPES AND SECTIONS OF OTHER 

COPPER ALLOYS 47.3 <16,3 <2,4 --7. 1 

Singapore 99,7 :* t 

WIRE OF BRASS < 10.3 16.3 <2.4 -•.7 ..) 

Japan t 65.9 t t 

Thai land 16.5 r. 

WIRES OF OTHER COPPER ALLOYS 10.3 <16.3 •2.4 •'7.1 

Singapore 99.8 t t 

WROUGHT PLATES, SHEETS & STRIP 

OF UNALLOYED COPPER •f 10.3 = 16.3 25.6 •:7.1 

Singapore t t 100 t 



Year 1970 1975 1930 1933 

UROUGHT PLATES, SHEETS S, 

STRIP OF BRASS -'10,? 66,3 61 . 6 25 

India t 19 19, 5 t 

Japan 32,3 34 , 7 49,2 

Korea, Rep * • 23,9 

Singapore 43.5 34 , 9 13.9 

WROUGHT PLATES, SHEETS & 

STRIP OF OTHER COPPER ALLOYS 10,3 -'16.3 ,4 9 

P h i l i p p i n e s :t H :i 27,2 

Singapore * t 100 47.7 

USA t t. 9,1 

TUBES AND PIPE FITTINGS OF BRASS <10.3 16.3 2 4 -7.1 

Singapore t t 100 •t 

PEPPER 

PEPPER, BLACK. UN6R0UND 54.7 ;'38.4 ' 33 .4 -'35.2 

Singapore 91 . 1 t •« t 

PEPPER, WHITE GROUND 45.3 ^'38.4 33 ,4 <̂ 35 2 

Germany, Fed Repub 12.8 i 6 o t 

Hong Kong t i 2 .5 f 

Japan t t 17 . 2 

Singapore 70,9 * 62 2 * 
Sweden 4.7 * t: t 

United Kingdom 4 .6 t 

PEPPER WHITE, UNGROUND -s45.3 38.4 <33 .4 35,2 

Germany, Fed Repub * 26.4 •t. 16,5 

-Japan t 10.6 • 17,4 

Singapore t 52.1 47,6 

United Kingdom t * 7,4 

PEPPER BLACK, UNGROUND <45.3 61 .6 66 ,5 64,7 

•Japan t 9 ,1 11 .4 

Singapore 36.3 73 ,5 79 



Year 

CQCOfl 

COCOA BEAN-; RAU OR ROASTED 

A u s t r a l i a 
Germany, Fed Repub 
N e t h e r l a n d s 
Singapore 
U n i t e d Kingdom 
USA 

SflS. NATURAL AND MAlf.'FACTURED 

LIQUIFIED GASEOUS HYDROCARBONS, 
EXCL PROPANE S BUTANE 

Japan 

Thai land 
U n i t e d Kingdom 
Rest of the U o r l d 

CH^HICALS 

Germany, Fed Repub 
Japan 
U n i t e d Kingdom 
USA 
Rest of the U o r l d 

f l l S C TRANS r n M m O I T T F S 

Germany, Fed Repub 
N e t h e r l a n d s 
Singapore 
U n i t e d Kingdom 
USA 
Rest of the U o r l d 

1970 1975 1980 198-3 

99, ,9 96, , 1 80. 9 80,7 

t * 7, 2 { 

10, 42 ,7 32, 3 13,5 

26, O 10 , 8 9, 3 * 

47, ,7 17 ,8 35, -/ 52,6 

t 4 ,4 t 7.1 

t 5 , 3 6, 7,7 

_ 100 

- - - 100 

•*• t * 3,42 

1 1 ,40 1 1 ,50 9, . 11".' t 

17, ,20 12 ,70 9, 10 16,20 

15, ,00 1 1 , 10 14, 10 1 0.60 

19 ,90 24 .20 17, ,70 17.70 

22 ,40 14 ,60 9, , 10 8.60 

10 ,50 14 ,60 21 ,90 23.10 

1 1 ,00 )4 .80 18, ,50 1 7.20 

* * * 17.00 

5 ,00 t 

50 ,00 * 
15 ,10 21 .10 5, ,90 5.50 

8 ,90 8 .80 28, ,00 19.40 

4 ,60 1-3 .90 23, ,20 1 4,40 



Year 1970 1975 19S0 1983 

TOTAL 

A u s t r a l i a t * 5, ,50 * 
Germany, Fed Repub t * :* 5, 10 

Japan 17.50 20, 10 22, ,90 25, 30 

Singapore 7.50 8. 50 1 1 , ,70 13, 90 

United Kingdom 13,50 10, 00 •t t 

USA 8.60 10, , 70 15 ,00 16, 10 

Rest of the Uorld 25.60 21 , ,20 23 ,00 20, 40 

Note: Rest of the Uorld excludes Australia, China, France, Germany, Hong 

kong, India, Indonesia,, Japan, Netherlands, Singapore, Thailand, USSR, 

UK, USft. 



TABLE 3 : IMPORT STRUCTURE 1970-1905 {%) 

RATES OF GROWTH PROPORTIOU OF TOTAL IMPORTS 

YEAR 1970-1975 1976-1980 1980-1985 19B1 1982 1983 1984 1985 

CONSUMPTION GOODS 9 . 1 22 8.7 20 19.2 18.9 ! 9 . 7 2 1 . 6 

FOOD 7 13.7 9 . 3 b 5.9 5 . 6 5.7 6.1 
CONSUMER DURABLES 11.4 47.7 3 . 6 4.1 3 . 8 3 . 9 4 . 9 4 . 9 

OTHER 9 . ; 2n.B 8.4 9.9 9.5 9 . 3 9.1 10.6 

INVESTMENT bOQDS 25.1 2 5 . 9 6 2 0 . 2 31.1 3 1 . 8 32.7 3 1 . ; 
MACHIICRV 18.9 : 3 . 4 1.6 10.8 1".9 10.7 a 10. E 

TRANSPORT EQUIPMENT 2.7 45.1 7.1 3.6 5 . 5 5 . 4 4.1 4 . 3 

METAL PRODUCTS 15.4 39.1 - 0 . 4 6.5 7.1 6.7 6.3 J . 1 
01 HER i O . 5 9 13.7 7.3 7.6 9 11.3 10.5 

INTERMEDIATE GOODS 22.1 3 5 . 2 7 . i 5U.3 48.1 4 7 . 6 46.5 4 6 . ; 

MANUFACTURING 17 3 6 . 8 5.7 27.4 2 6 . 8 28.4 30.1 29.4 

CONSTRUCTION J 3 . 1 2 4 . 2 9 . 3 3 . 5 4.4 3 . 9 3 . 7 3 

AGRICULTURE 17.9 26.8 - 2 . 2 2 . 8 2 . 2 1.9 2 . 3 2 . 5 

[RUDE PETROLEUM 70 3 4 . 3 -J 7.7 5 5 . 3 3 . 9 3.6 
OTHER 2 0 . 3 4 9 . 2 7.4 8 . 0 9.7 8 . 1 6.5 7.8 

TOTAL IMPORTS 16.5 2 0 . 3 

GNP GROWTH RATE 13.7 16.9 6.b 

SOURCE: ECONOMIC REPORTS, MINISTRY OF FINANCE 

DUARTERLV ECONOMIC BULLETIN, BANK NEGARA 



YEAR 

FOOD 

AUSTRALIA 

CHINA 

SINBAPORE 

THAILAND 

USA 

REST OF THE WORLD 

6FVERABE5 !< TOBACCO 

CHINA 
FRANCE 
H0N6 KONB 
SINGAPORE 
UNITED KINGDOM 
USA 

REST OF THE WORLD 

CRUDE MflTEftlflLS INEDIBLE 

ALISTRALIA 

CHINA 

INDONESIA 

JAPAN 

SINGAPORE 

THAILAND 

UNITED KINGDOM 

USA 

SEST OF THE WORLD 

MINERAL FUELS, LUBRICANT 

AUSTRALIA 

INDIA 

INDONESIA 

JAPAN 

KUWAIT 

NETHERLANDS 

SAUDI ARABIA 

SINGAPORE 

UNITED KINGDOM 

USA 

REST OF THE WORLD 

ANIMAL, VEG. OILS *, FATS 

AUSTRALIA 

CHINA 

INDIA 

TABLE 4 

DIRECTION OF TRADE -IMPORT 

1970 1975 1980 

17.70 30.30 27.90 

14.20 15.20 7.20 

6.90 4.50 t 

14.20 17.80 19.40 
t * 5.50 

27.60 16.30 22 .70 

* t 

19.20 32.60 3U.30 

14.9(1 17. Jn 8.00 

t 5.00 5 .60 

9.60 11.1.30 6.2i) 

37.80 21 .80 39 .20 

7.40 « 

• 12.20 25.10 
6.20 * 

7.90 24.10 7. Oil 
+ * 

6.60 t * 

10.90 9.60 9.10 
• 6.00 * 

t i 10.3o 

58 .30 31 .10 29.611 

» O.tn 

* * * 

t • 

* 0.60 O.50 
* t 

0.70 It i 

t 1̂  * 

15.7u 29.10 42.40 
1.511 U.71J 0. .'.0 

1.70 t o.3o 

79.20 68 .20 55.90 

13.00 2 6 . 5 0 t 

12.20 * ft 
i * * 

1983 19B4 1905 

22.20 22 .60 21.40 

8.3u 8 .40 7 .70 

« * ft 
22.80 25.20 25.80 

fl.of. 6.80 7.2^1 

21 .70 19.60 21.3u 

3 .30 

32 .60 34 .40 32.30 

111.40 5.20 5 .50 

6 .00 3.30 ft 
fa.jO 5 .30 5 . 3 " 

3(1.2o 39.40 33 .10 

ft 6.O0 

18.40 16.00 18.5" 
i 6 . 3 " 9. t o 
* ft ft 

5 .40 t £ 

ft ft 
6 .60 13.20 7.50 

* t » 

12.00 11.50 6 . 7 0 

40.50 34.20 38.60 

1.20 1.10 0 .80 

0 . 5 0 ft ft 
O.Bo 2.60 1.40 

* ft « 

5 . 6 i i 13.40 

» ft ft 
t 311.10 16 .90 

57 .20 57.30 65.30 
* ft ft 
* ft ft 

39.211 ft ft 

* ft ft 
3.40 ft ft 
ft ft 13.20 



INBONESIA » 

JAPAN » 

NETHERLANDS « 

SINGAPORE :4 . 4 t i 

THAILAND « 

UNITED KINBDON 11.40 

REST OF THE UORLD 17.20 

CHEMICALS 

GERMANY, FED REP 15,00 

JAPAN 19. ; o 

SINGAPORE * 

ONITED KINGDOM 22.40 

USA 10.50 
REST OF THE WORLD 11.00 

HANUFACTURED BOODS BY MATERIALS 

AUSTRALIA * 

CHINA 7.40 

GERMANY * 

INDONESIA 39.40 

JAPAN * 

SINGAPORE 8.60 

UNITED KINGDOM 11.40 

USA I 

REST OF THE WORLD 15.Oo 

MACHINERY i, TRANSPORT EOUIPMENT 

GERMANY 10.40 

JAPAN 26.20 

SINGAPORE » 

ONITED KINGDOM 27.00 

USA 18.30 

REST OF THE WORLD 8.50 

niSC. MANUFACTURED ARTICLES 

CHINA 8.70 

HONGKONG n . l O 

JAPAN 20.40 

SINGAPORE 12.00 

UNITED KINGDOM 17,40 

USA . 

REST OF THE WORLD » 

MISC. TRANS. I COMMODITIES 

GERMANY, FED REP * 

JAPAN » 

NETHERLANDS 5.00 

SINGAPORE 50.00 

UNITED KINGOOM 15.10 

USA 8.90 

* 9.60 13, ,30 15.60 

6.90 7, 4(1 5.90 3, ,70 6.00 
t 7, 40 * ft ft 

15.80 44, 40 48.10 35, ,30 29.20 
i * 3,40 4, ,50 12.40 

11.50 9, 10 * ft ft 
12.70 9. 10 16.20 29, ,60 ft 

11.10 14, Ifl l " . 6 i j 11, ,30 11.10 

24.20 17. 70 17.70 15, ,90 15.6U 
* t • 9 .60 11.30 

14.50 9, Ml 8.60 ft # 

14.60 21. 90 23.10 ,30 20.60 

14,30 18. 50 17.20 17, ,60 16.30 

t 5. ,10 * ,70 4.30 
t • ft ft t * 4.00 ft ft 
* * ft ft 

43.30 37, ,60 39.00 ,40 34.90 

7.20 6, ,60 6.60 7, ,5o 6.9o 

8.30 * ft ft ft 
5.80 5, ,50 4.40 5, .50 5.20 

17.10 25, ,B0 27.80 28, ,50 27.1(1 

9.80 a. ,50 7.50 -i .20 5.60 

28.30 35, ,10 37.00 37, ,80 33.00 
* 7.20 8 .60 10.50 

17.60 7, 60 ft ft ft 
18.30 25, 60 26.20 24, .80 24.00 

10,90 H I , ,71.1 U . O y 13, ,20 1 6 . 1 « 

» » ft ft ft 
ft n 8.20 10. ,311 7.80 

16.50 19, ,60 27.10 29 ,40 29.20 

12.80 10. 3u 8.90 a. ,30 3.70 

11.90 11. 60 ft ft ft 
24.40 14. ,90 15.80 14, ,20 14.50 

9.40 14, ,60 15.50 15 ,70 l c . 3 0 

» 17,1.10 ft ft 
9.30 5, ,5o ft 4, .20 3 . 9 0 

* ft ft * 

27.20 25, ,50 33.90 27, ,40 24,00 
21.10 5, ,90 5.50 ;,8, ,40 43.50 

8.80 28, 00 19.40 15, ,90 11.50 



REST OF THE WORLD 

TOTAL 

AUSTRALIA 

GERMANY, FED REP 

JAPAN 

SINGAPORE 

UNITED KINGDOM 

USA 

REST OF THE WORLD 

4.611 13.911 23.:TI 14.Id 6.50 9.40 

t * 

17.51.1 2 0 . 1 " 
7.50 8.50 

13.50 10.00 

8.60 10.70 

25.60 21.20 

5.50 * 

« 5.10 

22.90 25.30 

11.70 13.90 

t * 
15.00 16.10 

23.00 20.40 

* * 
4.10 4.50 

2 6 . 5 0 23.00 

13.00 15.90 

fr * 

16.30 15.20 

16.!o 17.00 

NOTE: REST OF THE WORLD EXCLUDES AUSTRALIA, CHINA, FRANCE, GERMANY 

HONG KONG, INDIA, INDONESIA, JAPAN, NETHERLANDS, SINGAPORE, 

THAILAND, USSR, UK, USA (FROM 1984, IT ALSO EXCLOOES KOWAiT AND SAODI ARABIA) 



TABLE 5 

HALAYSIfl: FOREIfiN INVESTMENT IN COMPANIES IN PPflDUCTlON 

BY COUNTRY 

AS AT : l s t DECEMBER 1983 

SINGAPORE 

JAPAN 

UNITED KINGDOM 

USA 

HUNG K0N6 

W. GERMANY 

AUSTRALIA 

NETHERLANDS 

INDIA 

OTHERS 

TOTAL 

PAID- UP 

CAPITAL 

M I m . 

1053.2 

524.5 

502.3 

180.7 

304.1 

8 5 . 8 

79 

41.7 

3 9 . 2 

337.6 

3277.1 

LOANS 

H J m . 

284.4 

179.2 

6 2 . 5 

4 6 . 6 

6 B . 6 

2 3 . 5 

7.9 

10.3 

18.2 

8 2 . 4 

783.6 

TOTAL CAPITAL 

INOESTHEHT FIXED ASSETS 

Mf m . 'I. 

1336.6 32.9 

703.7 17.3 

644.8 

227.3 

15.9 

5.6 

372.7 9.2 

109.3 2.7 

8 6 . 9 2.1 

52 1.3 

57.4 1.4 

470 11.6 

4O£,0.7 lOo 

H t m . 

804.2 

704 

680 

306 

357.5 

109.6 

4 4 . 5 

7 4 . 5 

5 2 . 3 

606.8 

3819.4 

1 

23.1 

18.4 

17.3 

8 

9.4 

2 . 9 

1.2 

1.9 

1.4 

15.9 

100 

SOURCE: CALCULATED FROM UNPUBLISHED DATA PROVIDED BY MALAYSIAN INDUSTRIAL DEVELOPMENT AUTHORITY 

HlDrt 



ThBLE 6 

HflLAVSIft: FOREIGN INVE5THENT IN COMFANIES IN PROOUCTION 

BV SELECIED COUNTRY AND INDUSTRY 

AS AT 3 l 5 t DEGEMBER 1933 

FOOD MANUFACTURING 

BEVERAGES h TOBACCO 

TEXTILE d TEXTILE PRODUCTS 

LEATHER !. LEATHER PRODUCTS 

WOOD i WOOD PRODUCTS 

FURNITURE !. FIXTURES 

PAPER, PUBLISHING i PRINTING 

CHEMICAL & CHEMICAL PRODUCTS 

PETROLEUM S. COAL 

RUBBER !, ROBBER PRODUCTS 

PLASTIC PRODUCTS 

NDN- METALLIC MINERAL PRODOCTS 

BASIC METAL PRODUCTS 

FABRICATED METAL PRODUCTS 

MACHINERY 

ELECTRICAL f. ELECTRONICS 

TRANSPORT EOUIPMENT 

SCIENTIFIC !, MEASURING EPUIPMENT 

MISC. MANUFACTURES 

HOTEL !, TOURIST COMPLEXES 

TOTAL 

S I N G A P O R E 

m m . 

290 

2B.8 

7 7 . 2 

5.4 

6 0 . 3 

14.6 

21.7 

6 3 . 4 

2 5 . 3 

8.4 

1911.5 

15U.3 

4 2 . 9 

9 

8 0 . 9 

6 1 . 4 

1.4 

148.3 

1336.6 

JAPAN 

•/. nt m . v. 

2 1 . 7 7 4 . 6 

5.9 

5.8 224.3 

0.4 

67 

1.4 

0 . 2 

19.5 

4 . 5 

1.1 

1.6 

4.7 

I. 9 

0 . 6 

14.3 

11.4 

3 . 2 

0 . 7 

6.1 

4 . 6 

0.1 

I I . 1 

11.8 

11.9 

53.7 

48.7 

19.2 

19.9 

109.2 

2 2 . 6 

2 

11.3 

4.9 

Ht m . 

10.6 137.4 

U.F. USA 

V. Mf m . 

1.9 

9 . 5 

0 . 2 

1.7 

1.7 

7.6 

6.9 

2.7 

2 . 3 

15.5 

3.2 

0 . 3 

1.6 

0.7 

104.2 

6.4 

4.9 

2.7 

2.8 105.8 

100.5 

19.3 

0.9 

38.8 

16.8 

16.7 

0 . 5 

2 1 , 3 

16,2 

1 

0.4 

16.4 

15.6 

0.1 

6 

2 . 6 

4 

2 . 6 

5 . 5 

' . 9 

0 . 6 

0.1 

11.5 

5 . 5 

0 . 5 

0.4 

10.7 

100 703.7 100 644.8 

1.6 

6.9 

3 5 . 5 

5.1 

4 

6.6 

227.3 

5.1 

23 

2.4 

1.2 

0.2 

0 . 2 

4.5 

0.4 

0.7 

15.6 

2.2 

1.8 

2 . 9 

SOURCE: CALCULATED FROM UNPUBLISHED DATA PROVIDED BY MALAYSIAN INDUSTRIAL DEVELOPMENT AOTHORITY 

MIDA 



TOIfll NEl k C E O l K E FLOWS TO m H f b l f i , 1969-1931 

SHfiftE OF 

AVERAGE SHAKE OF SHARE OF SHARE OF DIRECT FOREIGN 

ANNUAL OFFICIAL PRIVATE UIRECI INVESTMENT IN 

PERIOD NEl FLOWS FLOWS IN FLOWS IN INVESTMENT GRoSS DOMESTIC 

U S i r a - TOTAL (•/.) TOIAL (V.) IN l O l A L 17.) INVESTMENT (7.) 

1949-71 8U.4 71.3 ;'B.7 3 1 . 3 3 . I S 

1971'-76 49.7 5 0 . 3 36.7 4 . 5 

1977-81 5 6 9 . 3 36.6 6 3 . 4 2 4 . 8 2 . 5 

SOURCE: HILL, H., AND B. JOHNS, (19841 TABLE 1 AND 2. 

S1971 ONLY 

TABLE e 

TYPES OF AGREEIiENTS 1970-1983 

TYPE QF AGREEMENTS 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 (981 198: 193: TOTAL (V.i 

1. TECHNICAL ASSISTANCE 

8. KNOW-HOW 9 15 33 34 28 27 30 21 48 54 57 64 48 61 529(53.51 

2 . MANAGEMENT - 1 13 5 3 12 7 7 11 13 13 6 10 13 114(11.5) 

3. JOINT VENTURE - 2 7 6 7 6 6 4 7 8 14 22 14 14 117(11.S) 

4. SERVICE 4 2 9 5 12 5 1 12 3 6 6 7 2 7 85( B.6) 

5. TRADEMARKS/PATENTS 3 2 4 3 6 1 5 - 4 4 4 8 8 7 59( 6.0) 

6. BASIC ENGINEERING - - - - - - - - - - 5 5 4 4 i a ( l . B l 

7. OTHERS - - - - - - - - - - 15 19 B 25 671 6.6) 

SOURCE: MINISTRY OF TRADE AND INDUSTRY, MALAYSIA. 



TABLE 9 

Balance o l P a y t e n t s - C u r r e n t Accntint 1978- 8 5 ( M $ m ) i 

1978 1979 1980 1981 1982 1983 1984 1985 

EXPOBTB(f.o.b) 16932 24060 28013 26900 27946 31762 38452 37585 

inPDRTS(f.o.b) 13242 17152 22775 27143 29704 3o76o 31466 2a;u9 

TflADE BALAfCE 3690 6906 5238 - 2 4 3 -1758 1002 31466 28709 

lET NQN FACTOR SERVICES -1621 -2867 -3993 -3476 -3867 -489u -5558 -4931 

FREIGHT i, INSURANCE -1061 -1316 -1781 -2008 -2154 -2132 -2120 -1732 

OTHER TRANSPORTATION 143 21 - 5 6 7 154 53 - 9 9 -2B 

TRAVEL -324 - 5 5 3 -885 -672 - 7 7 5 -1104 -1249 -1392 

eOVT-TRANSACTIQNS ( n . i . e t 5 - 1 3 - 7 7 59 35 23 27 

OTHER SERVICES - 3 8 4 -1004 -1264 -810 -1151 -1742 - 2 1 1 3 -1806 

lET FACTOR SERVICES -1756 -1991 -1820 -1836 -2679 -4208 -5255 -5665 

NET INVESTI1ENT INCOME -1756 -1991 -1820 -1836 -2679 -42o6 -5255 -5665 

lET SERVICES - TOTAL -3377 -4858 -5813 -5312 -6546 -9098 -10313 -10596 

NET TRANSFERS -104 - 1 7 - 4 5 - 7 8 - 7 5 - 2 1 - 9 0 - 1 3 0 

CURRENT ACCOUNT BALAANCE +249 +2033 - 6 2 0 -5633 -8409 -8117 -3917 -1795 

CA as a percentage of GNP 0 . 6 9 4.58 1.20 10.13 14.09 12.46 5.28 2.50 

As a p r o p o r t i o n of S e r v i c e s account b a l a n c e 

FREIGHT k INSURANCE 31.42 27.13 30.64 37.80 32.91 23.43 19.61 16,35 

OTHER TRANSPORTATION 

TRAVEL 9.59 11.3B 15.22 12.65 11.84 12.13 11.55 13.14 

GOVT-TRANSACTIONS ( n . i . e ) 

OTHER SERVICES 11.37 20.67 21.74 15.25 17.58 19.15 19.54 17.04 

INVESTMENT INCOME 52.00 40.98 31.31 34.56 40.93 4 6 . 2 5 48.60 5 3 . 4 6 

S u b - s e c t o r e s t i o a l e s are p r e l i n i n a r y 

SOURCE: BANK NEGARA, OUARTERLV ECONOMIC BULLETIN, VARIOUS ISSUES 



TABLE i n 

BUHllflRY OF FEDERAL GOVERNMENT RIUANCE, 1976-8 

ITEM 1976 1977 1978 1979 1980 19G1 1982 1983 1964 1985 1966 

GOVERNMENT 

REVENUE 
$ MILLION 
GROWTH (7.) 

AS A PERCENTAGE OF GNP 

6157 

2 0 . 3 

2 2 . 8 

7760 
26 
25 

8B41 
13.9 
21.4 

10505 
18.8 
24.4 

13926 
3 2 . 6 
2 ? . 8 

15606 
13.5 
29.1 

16690 

5 . 6 

2 3 . 5 

18606 
11.5 

29 

20305 
11.3 
2B.0 

21115 
1.5 

29.4 

1915B 
- 9 . 3 
2 9 . 0 

OPERATING EXPENDITURE 

t MILLION 

GROWTH (7.) 

AS A PERCENTAGE OF GNP 

5B2B 

1S.9 

21.6 

739B 

2 6 . 9 

2 3 . 8 

8041 

8.7 

22.2 

10040 

2 4 , 9 

2 3 . 3 

13692 

3 6 . 4 

27.4 

15696 

14.6 

2 8 . 9 

16672 

6 . 3 

2 6 . 5 

18374 

10.2 

28.6 

19606 

7 . 8 

26.7 

2 i » i t 6 

1.3 

27,9 

2..4S6 

31.1 

SURPLUS e DEFICIT 

t MILLION 

AS A PERCENTAGE OF GNP 

329 

1.2 
362 

1.2 

600 

2.2 

465 

1.1 

234 

0 . 5 
120 

0 . 2 

18 

0 . 0 3 

234 
0.4 

999 

1.3 
1048 

1,5 

-1340 

2 . 0 

DEVELOPMENT EXPENDITURE 

i MILLION 

GROWTH C.) 

AS A PERCENTAGE OF GNP 

2334 

10.2 

8 . 6 

3138 

34.4 

10.1 

3699 

17.9 

10.2 

4150 

12.2 

9 . 6 

7336 
7 6 . 8 
14,7 

11135 

5 1 . 7 

2 0 . 5 

11189 

0 , 5 

19,1 

9417 

- 1 5 . 8 

14.7 

6074 

- 1 4 . 3 

10.9 

675B 

- 1 6 . 3 

9,4 

7521 

U . i 

11.4 

TOTAL EXPENDITURE 

i MILLION 

GROWTH (7.1 

AS A PERCENTAGE DP GNP 

8162 

16.3 

3 0 . 2 

10536 
29.1 
3 3 . 9 

11740 

11.4 

32.5 

14190 
2 0 . 9 
3 2 . 9 

21(530 

48,2 

42.1 

26821 

2 7 . 5 

4 9 , 5 

27861 

3 , 9 

4 7 , 6 

27791 

- 0 . 3 

4 3 . 2 

27880 

0 . 3 

37.0 

26622 
- 3 , 8 
37.4 

28019 

4 . 5 

4 2 . 5 

OVERALL SURPLUS S DEFICIT 

J MILLION 

AS A PERCENTAGE OF GNP 

-2005 

7.4 
-2776 

8 . 9 

-2699 

a 

-3685 

8 . 6 

-7104 

14.2 
-11105 

2 0 . 5 

-11171 

19,1 

-918.'. 

14.3 

-7075 

9 . 5 

-5707 

7.9 

- B o t l 

13.4 

PUBLIC SECTOR 

OVERALL SURPLUS 6 DEFICIT 

« MILLION 

AS A PERCENTAGE Of GNP 

-11359 

20.4 

- 1 1 2 8 ! 

18.9 

-11076 

17 

-9791 

13.2 

7512 

10.5 

SOURCE: BANK NEGARA MALAYSIA, QUARTERLY ECONOMIC BOLLETIN 
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TUPLE i ; 

A G G R E G A T E EXPENDITURE AS A PERCENTAGE OF GNP, 1977-85 

ITEM 1977 1978 1979 198fi 1981 1982 1987 1984 1985 

PRIVATE AGGREGATE EXPENDITURE 

M $ m . 21148 2 t l 2 4 30521 37742 42"4u 44593 48011 52939 51823 

7. t S . l 72.2 6 3 . 8 73.1 7 5 . 6 7 4 . 7 73.7 71.4 7 2 . 3 

PUBLIC AGGREGATE EXPENDITURE 

M $ m . 8517 8931 I06I0 14612 19718 22347 24677 23767 235o5 

7. 27.4 24.7 23.9 2 8 . 3 3 5 . 5 3 3 . 3 37.9 32.1 3 2 . 8 

AGGREGATE DQDESTIC EXPENDITURE 6 

M $ m . 29912 35778 42304 52204 61176 68033 73263 77980 73312 

7. 9 6 . 3 9 8 . 9 95.4 101.1 110.0 114.0 112.4 105.2 102.2 

IMPORTS DF GOODS AND SERVICES 

M $ n i . 15686 19062 25204 32961 37645 41Bn9 45811 48565 15999 

7. 5 o . 5 5 2 . 7 5 6 . 8 6 3 . 9 6 7 . 7 7 0 . 0 7 0 . 3 6 5 . 5 6 4 . 2 

GROSS NATIONAL PRODUCT 

M $ m . 

S I n c l u d e s i n c r e a s e i n s t o c k s 

3loo4 T6136 44354 51620 55602 59690 65154 74153 717o3 

SOURCE: BANK NEGARA MALAYSIA, QUARTERLY ECONOMIC BOLLETIN. 
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TABLE 14 

COMfARISDN OF PUBLIC 8< PRIVATE SECTOR INVESTMENT, 1978-85 

AVERAGE GROWTH 

YEAR 1978 1980 1985 1978-80 1980-85 1978-85 

PRIVATE 59t2 10394 10866 8157 11575.2 10441 

7. TOTAL ibl.6) (62.31 (47.0) 164.0) (52.2) (54.01 

PUBLIC 6 7419 6203 12256 4585.6 10616.5 8906.6 

7. TOTAL ( 3 t . 4 ) (37.2) (53.01 (36.u) (47.8) (46.0) 

TOTAL 9381 16597 23124 12742.6 22191.7 19347.6 

(luO) (100) (100) (loO) (lOo) (lOO) 

PRIVATE;PUBLIC 1.74 1.67 0,89 1.78 1.09 1.17 

(* P u b l i c c a p i t a l investment i n c l u d e s a l l P u b l i c E n t e r p r i s e s 



THE DETERWNATIOI'i OF PRIVATE IMVESTMENT GROWTH, 197iJ-B5 

OBSERVATIONS : It, 
t l J l N A l l N G METHOD : TWO STAGE LEAST SQUARES 

DEPENDENT VARIABLE : REAL PRIVATE INVESTMENT 

( A l l v a r i a b l e s are s t a t e d i n share of 

GDP and converted t o log) 

INSTRUMENTAL VARIABLES: CONSTANT, TAX REVENUE, EXPORTS/IMPORTS 

TIME TREND 

COEFICIENT S . E . T-5TATISTIC 

CONSTANT - 0 . 3 7 1 5 0.4413 - 0 . 8 4 2 0 N.S. 
PRIVATE CONSUMPTION 0.9915 0 . 5 7 3 i 1.7287 t t i 

GOVERNMENT INVESTMENT u.313 0.0498 6.2880 » 

RELATIVE PRICE DEFLATOR - 0 . 5 8 9 4 0.2046 -2.BB05 * 

ADJUSTED R-SOUARE : 0 . 7 : i 9 F-STATISTIC : 13.9761 
STD. ERROR OF REGRESSION : O.nioB DURBIN-UATSON : 1.9469 

• : SIGNIFICANT 8 11 CONFIDENCE LEVEL 

I t : SIGNIFICANT C« 5H CONFIDENCE LEVEL 

»»« : SIGNIFICANT 6 lOZ CONFIDENCE LEVEL 

U . S . : NOT SIGNIFICANI 
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T A B L E 19: F E D E R H L GOVERNMENT O U T B THN D I N B F O R E I G N DEBT ( M $ m ) . 

YEAR 1975 1980 1961 19B2 1983 1934 1985 

EXTERNAL HARKET LOANS 

USA 9 9 : 1409 4o23 8126 103 >2 12ooa 11234 

Ul 25u 109 109 177 177 243 447 

ULST GERMANY 7v 131 123 115 201 2110 l37c, 

OTHERS 46 535 542 582 1561 22ol ;.242 

EUTOTAL 1J4B 21B4 4797 90(10 12271 14652 16299 

EXTERNBL PROJECT LOANS 

US 126 210 54 51 38 45 49 
UK 105 173 172 165 165 163 123 

J H P A N 341 845 953 l'i44 1237 1736 2446 
WORLD BANK 3 i o 703 900 1036 1230 1316 1331 
ASIAN DEVELOPMENT BANK 91 512 620 741 B55 925 9S2 

WESl GERMANY 34 129 12u 111 91 74 42 
UEST ASIA - 34 c 9(. 141 166 214 

OTHERS 5v 57 92 81 i i a 245 149 

SUBTOTAL 1077 2663 2971 33V/ 3H75 4672 5683 

SUPPLIERS CREDIT - - 119 754 820 B25 

IMF - - 510 662 626 70: 263 

TOTAL 2425 4847 8278 r , i 5 8 1772B 2o847 23075 

SOURCE: ECONOMIC REPORT, VARIOUS ISSUES 
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