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I. Introduction 

The 1970 Article VI11 consultation  discuosions with Malaysia were 
held In  Kuala Lumpur June 15-24, l!he Malaysian representfitives Were Zed 
by Ilr. Chong Hon Ryea, Deputy Permanent Secretary of the Treasury, md 
Tctn Sri  Ismail bin fdohamed Mi, Governor of the Bank Negara Malaysia, and 
included officials of the Treaaury, the Bank Negare. Malaysia, the Economic 
Planning U n i t ,  and various government agencies. The mission met with 
Tun Tan Siew Sin, Minister w i t h  Special  Dutica and w j  th Yr. Ali hin HaJi 
Ahmad, Assistant  Minicter of Finance. llr. Malek Ali Merlcan, Alternate 
Executive Director for I4aleysia, attended the  meetincs a8 an observer. 
The staff team consisted of Mes3~0, Donald K, Palmer, S.A. Pandit  and 
Iwao Takamuki , 

11, Report on Discusnions 

1, Procluct~ on md basic cammodltlcs 

Durinc the 1960%, 1'4ala:rsis achieved a rate of economic rowkh 
averogsnp, about 6 per cent; annually,  Preliminary data "--e- for 13 9 indicate 
thut  gross  national. product at current market prices  rose by 9 per cent, 
l h e  higher Growth rate reflected an exceptionally Rood year fo r  rubber 
and other exForts. The ovcr-all result for 1969 occurred despite a s t a p  
natlon i n  domestic investment, re la t ing to t h e  temporary impact of the 
1 1 ~ ~  1.969 civil  disturbances, 

Output of rubber, the most Important 'rrzsic commodity, has continued 
t o  Erow at an impressive rate, qeflect, LnE the successful replantinc proryxm 
using high-yielding varietieq. E'ollowinp; r t  1c per cent  rise i n  production 
i n  1969, the authorities are expectnu: R 6-7 per cent grovth of output tltis 
year. Lookinp t o  the fhturc ,  the PIRlayaian authorit ies were confident tha t  
their  conhincd policies for rubber, ir lcludirq inccntlves for rep lnnt inc  and 
wider  we of h igh  quallty spec i f i ca t ions ,  would lead t o  further expansion 
of rubber  output and tho mulntenunco of a strong competitive posftlon i n  
internatzonal markets, 
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However, they voiced concern regarding t h e  recent trend of sharp 
fluctuations i n  rubber priccs, c i t i n g  the consequences af too high a 
price i n  terme of encouragement to o y n t h e t l c  rubber production and the 
effects of a f a l l i n g  price on :lelaysia's export income. From an average 
1967-1968 base of about U.S.  17.5 cents per pound, t h e  price rose sharply 
during 1969 reaching a peak of 25 cents in the third quarter. l%e price 
had f a l l e n  to 22 cents by February 3.970, when annoumement f f a s  made of a 
reduction in the U.S. strategic stockpile  obJective from 385,000 to 200,000 
tons, A disposable surplus of 169,000 tons  thue became wailable for sde, 
t h e  terms of which were not  officially announced until. d . t L i h y ,  when prices 
had declined to less than  19 cents per pound. The annourlcement s t i p u l a t e s  
t h a t  the General. Serviceb Administration (CSk) wauf.d offer for s a l e  over 
a two-year period 7,000 t m s  monthly. 

Relating their view8 t o  the plans of the Fund to pay increased 
a t t e n t i o n  to members' p o l i c i c o  in the commodity field, the !:daysfan 
a u t h o r i t i e s  expressed concern with the e f f e c t s  on international rubber 
$rice6 of the GEA handling of the di f ipsa l  cf' s tockpi le  rubber. In 
their V i e w ,  t h e  prospec ts  for reasonable  stzibjlity i n  rubber prices had 
been worseneil by- i l l - t i m e d  changes in GSA 3toclrpil.e tarRet obJec t ivea ,  
which werc raised uubstantially in early 1967 when the international 
price was risina and vere reduced i n  1970 when t he  price was under 
pressure. The authorities a lso  described the problems facinp; Malaysia 
in expanding its expor t s  of improved varipties of rubber because t h e  
t a r i f f  s t r u c t u r e  of marly i n d u s t r i a l i z e d   c o u n t r i e s  provided for duty- 
free entry on crude na tu ra l   rubbe r  but unposed 3-10 per c e n t  taliffs 
on rubber mixed vith chemicals. 

Product lon of L_ t i n  fe l l  by 4 per cent I n  1969 and is not  e q e c t e d  
t o  increase t h i s  year .  Although export prospects are favorable, output  io 
unlikely to rise hecause of the cont inuing  depletion of ex l s t inc  mlnes and 
t h e  lack of ncrr mlne openingo Tlle authorities expresscd penera l  satlo- 
f a c t i o n  w i t h  t he  main f e a t u r e s  of the new I n t e r n a t i o n a l  Tin Agreement, al- 
thoueh r c g r e t t l n g  that consumer countrscbs would n o t  participate I n  t h e  
financial cost  of the proposed buffer  stock scheme, 

T h e  Malays ian   au thur i t ies  reviewed their reusorIs for dmappointrnent 
w i t h  t he  outcome of the earlier d i scuss ions  i n  t h e  Fund for t h e  Fund buffer 
st.ock - f inanc ine  facility, especially the lack of direct  f inanc ing  t o  a 
b u f f e r  stock scheme, t h e  3hort-te:rrn character of Fund resources, the ncccs- 
slty of demonstrating R balance of pavments need t o  dralt, and the f m t  that 
the faclllty d1d not "float" into the gold tranche. Howcver, the Iialuysian 
reprcsentctlvcL= expresE;eu l n t c r e s t  In t h e  rossibillty of u t i l i z l n p  t l w  k'und 
facility for f inanc lne  some part of Ilaluiv.;ia'c share of the pro~losed t i n  
buffer s t o c k  bchcme. The s ta f f  tcmn 1?otcs3 that  the c e n e r a l  posture sf the 
Fund recardlng possl53.e f l n a n c l a l  assistance i n  connect ion with the tin 
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a buffer stock ocl~eme would be t h e  subject of 8 separate staff paper for 
the Executive rjoard. The h.la;yaian authorities expremed the hope that 
the F'wd would ~11011 a pos i t ive  and flexible attitude, includlnR tho ye- 
quircmcrlt t ha t  an appropriate part  of the resources for a particular 
scheme would be met from non-Fund sources. 

Output of rice rose again in 1969 and a further incresoo may occur 
i n  1970; West I'lalaysia is makinfz proyrcsfi'toward the g o d  of Self-sufficiPncy 
by the mid-1970'~. So far as export6 of the principal comoditieo are con- 
ct;rned, eorninfy from timer and oil-palm products are l ikely to  rise i n  l ine  
with an expected increase in exportable supplies. Despite mal. cr producLion 
of f i n ,  emorts should be at least as high i n  volume a~ in 1969 when export 
controls were in force for the whole year and higher in value owing Lo the 
hieher average price for the yeur. A decline in ruhber prjcee is likely 
t o  result  in nmaller earnin~s  froF an increased volume of axporta. On bal- 
ance, t o t d l  exports nay decline cl ightly in value from t h e  1969 peak. 

The misoion concluded that there Valj a definite r e v i v d  o f  orivate 
aectcrr investment Rctivlty, after e, period of kesitatian followinR the 
May 1969 civil disturbances. Imports of machinery and equipment have been 
fncre~sing rapidly in t h e  f irst part of 1370, bmk lending to t h e  private 
sector 1 1 ~ 3  shown EL steady upward trend, and these indicctoro ere supported 
by a survey of investors' intenticm. With some ai ly ln  of an increase In 
consumer denrnd, the authorities are expecting that the 1970 Growth of GNP 
will approximate G per cent. 0 

The population of bialaysia ha0 continued to rrotr at an annual rate 
of 3 per cent, rcachjng s t o t d  of about 11 mill ion in 1569. The Nationel 
Family Planning  Board vas recently reorRanj zed in order to ma&@ better use 
of its  expanding bu3ret and staff .  The authorities provided data showing 
an ihcrcasc in t r a i n i n p  and s e r v l c e ~ ,  and expressed the opinxon t h a t  the 
prospects f o r  an cfflectjvc proerum were coo& 

2, 

Lcu by new warye contmcts for rubber estate workers and tin luiners, it 
was eotilaated that wage carnirrbr; in Ikst Valaysia rose by 2-3 per c a t  durinr: 
1965~ The c o n t i n w r y ,  effects of thcse agreemenkt may loud t o  a simil~r over- 
a l l  increase in t he  pr ivate  sector this year, Government salaries are being 
raised in 1370 as part of a r,enc?rul revision of tho structure--thc ffrst 
fleneral increase i n  ceverd  years. The growth in t h e  total Rovernmcnt rrsqe 
b i l l  will be about 9 per cent, but, ski'lfed employee8 will bencff t  more than 



others. While there may be some tendency toward vape i n c r e a s e s  i n  @vem- 
ment corporations, the  authori t ies  do not expect that t h e  government pay 
increase w i l l  influence private sector wage trends. 

The levcl of une lo ment in 1 =st IIalaysia was estimated at about 
7 per r a n t  in 1968 "- the las t  year dur ing  which R household survey was 
conducted). Reliable data w e  no t  available for 1969, but it was assumed 
t h a t  the unemployment rate mcreased somewhat laat  yeara The unemploy- 
ment problenl is most serious i n  urban areas, and especially m-or.g, the youth. 
The a u t h o r i t i e s  are concerned with t h e  situat,on in vhich 75 per cent of the  
total n unber of unemployed was in the 15-24 age bracket, whereas five years 
earlier the  comparable perrentage had been 60 per cent. Uurinc 1369 nnd 
1970, the seriousness of West PSalaysia's unemployment problem hag been 
made more difficult by the withdrawal of British forces .  Following the 
Play 1969 disturbances, official statements repeatedly stressed t h e  urRent 
need to create new employment o p p o r t u n i t i e s  but specific examples of re- 
s u l t s  were not  y e t  evident. 

3. bevelopment program 

Thls is  t h e  f i n a l  year of the First Phlays i a   P l an ,  whLch has provided 
a generetl framework for economic development  pollcieo,  As far as t h e  t o t a l  
l e v e l s  of investment expenditure are concerned, private sector spending is 
proceeding at t h e  rate envisased i n  the 1968 revision of the  plan but public 
s e c t o r  ex-pendi5ur.e cont inues  t o  l a E  below t h e  targets. 

Pr iva te  s e c t w  investment a c t i v i t y  declined temporarily i n  1969 but 
is now moving ahead. The mission was informed t h a t  the Government had 
made a firm d e c i s i o n   t o  accelerote i n d u s t r i a l i z a t i o n  arid to prov ide   fo r  
a more a c t l v e  role by the public sector to the  ex ten t  this was required. 
More s p e c i f i c  policies 7qoul.d be developed Ln support of the next  develop- 
ment plan. 

The a u t h o r i t i e s  are continuinc to encourage t h c  lnf lo t r  of foreign 
private i n V C S t m m t ,  and stated t h a t  determined efforts are beinq made to 
remove m y  a h i n i s . r a t i v e  obstaizles. In addition, it was o f f i c i a l l y  
stated t h a t  the  Government would consider r e l a x i n c  t h e  condltions r e l a t i n g  
to fo re ign  e q u l t y   p a r t i c i p a t i o n  in t h e  establishment of inc:ustries. 

The plan target for t o t a l  public sect. ,- expendi ture  dL 'ng t;-e perlod 
3 56=70 was ~ $ 4 . 6  billion; t h e  'estimated tu% of actual. spenclinp through 
1969 was only IKb3.3 b i l l i o n  and it i a  clear that the 1370 actcome will be 
far below the di f fe rence  between these two flgures. The 1.969 total of public 
sector development expendi: w e  failed to increase above t h e  1968 level. In- 
deed there tra~ I dcclinrr?q spending t rend  in the Federal Govprnment sector; 
t h e  staff noted t h a t  rf sccurity expendi ture  on capital projects trere ex- 
cluded i n  all yeam, it becme clear that t h e  t o t a l  level of economic dc- 
velopment spending by the Federal Government VRS lower in 1969 than i n  1967. 
Not Lng that t h e   r e v i s e d  budget for  1970 projected 8 10 pcr cent i n c r e a s e  i n  
sL:ph spendlng over the depressed level of 1969, the staff inqui red  as to 
whether t h i s  rise would be achieved given the many past constraints, 
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The authorit ies agreed that execution of t he  development program had 
encountered serious problems; some had been solved but m y  remained. The 
balance of payments def ic i t s  of 1966-68 had led t o  a cautious  attitude on 
allowing investmen' t o  rise; however, t h e  strengthening of the payments 
position  during 1969 was accompanied by a more liberal attitude on approv- 
ir?g new proJects. On t h e  other hand, they cited continuing  inadequaries 
relating to  project  preparation, s i t e  acquisition,  construction capacity, 
and t rhining of s k i l l e d  workers. They were hopeful that those difficul- 
t i e s  trould be overcome w i t h  time and persistent ef for t ,  and were confident 
t h a t  they would achieve the 1970 t a rge t  of I1$700 million for Federal Govern- 
ment development expenditure. The authorit ies also said tha t  preparations 
were under way for t h e  Second Five Year Plan which they  expected t o  publish 
before  the end of 1970, 

4.  Public finance 

The f i sca l  discussions focused on the reaoons for   the 1969 results 
and the prospectn for 1970, as bell as the qucstjon of whether there was 
a growing need fox new texation measures affecting 1971 and future yearti, 
Table 1 (which smmrfzes a more detailed r enew of tho  fiscal si tuat ion 
in "Recent Economic Developments") represents rn agreed rearrangement of 
the fiscal accounts designed to reconcile the fiscal and monetary accounts 
and to provide an indicator  for t h a t  portion of t h e  fiscal def ic i t  which 
! s of continuing concern t o  the  authorit ies  In assessing the  need for  pos- 
szble p o l x y  actions consistent w i t h  t he  foreign exchange reserve objectives, 

Table 1, Malaysia: Federal Government Finance, 1967-70 

1WJ9 1970 
Provi8iona-l Revioed 

1.367 m a  Actual Estimate 

Current revenue 1 , 840 1,890 2,090 2,270 
Cnrrent expenditure 

Cwrent surplus  99 -30 "% 1 795 L ,791 2,300 

Development cxpendlture 
h e r - a l l  def ic i t  

Sources of fitlence: 
Foreign 127 

Go8 
509 
- 

"7 171 

- 700 
-7 30 

3 LO 
300 

B a n k  f lnmlcing 42 5 2Go -12 320 
Central Bank -lr5 3 7  -122 
Sale of foreigu assets 2Lj  70 43  * a *  

Commercial 'banlco 255 275 67 . e  

Source: Data provided by t h e  1 4 a l ~ y ~ i ~ t 1  authorit iec;  f inanc ing  items 
reclaesifisd  consistent with hanking statistics. See also note t o  Table 2 
and full deta i l  provided in Table 8 ~n "RPcent Economic Developmental" 
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A t  t h e  txme of las t  year 6 c o n s u l t a t i o n ,  it had been c f f i c i a l l y  esti- 
mated t h a t  t h e  over-all budget def i c i t  f o r  .1969 would reach M$@8 million; 
in fact, the deflcl t  was only 1:$454 mllllon, less than  in t he  two preceding 
years. One important reason v a s  the  s u b s t a n t i a l  shortfall (by M$120 m i l -  
L ion )  in development expenditure, as descr ibed  i n  s o c t i o n  3. The other main 
cause was the  11 per cent growth of c u r r e n t  revenue which was w e l l  above the 
level  forecast a year WQ. The f inanc ing  of t h e  def ic i t  WRS c a r r i e d  out 
on a prudent basis, with substantially increased sa les  of Rovernment sacuri- 
ties to t he  nonbank p u b l i c ,  especially t o  t h e  Ehployees Provident  Fund whose 
current surplus pos i t ion  has Improved s t e a d i l y .  The contribution of these 
factus led to a bulldup in government deposits wi th  t h e   C e n t r a l  Bazk; taking 
account of o t h e r  bank financing items shown in Table 1, there was a small 
reduct ion  in the Sovernment's net   indebtedness  t o  t h e  banking system. 

Agalnst this background, the original budRet estimates for 1970 were 
discussed and c e r t a l n   r e v i s i o n s  were agreed for presentation i n  Table 2. 
Current revenue is now estimated to grow by about 9 per cent over t h e  
1969 level; it is reasonable t o  expect  that this target;  will not be ex- 
ceeded because of' t h e  lower level of ecmomic growth expected and the loss 
of revenue expected from n'bber e q o r t  duties due t o  declining rubber pricea.  
Current expendi ture  is proJected to Grow by 18 p e r  cent .  One reason i s  t h e  
M$8O million cos t  of the government salary increase   and  t h e  o t h e r  main 
factor 1 s  a 33 p e r  cent  Growth in security (bob wterna l  and ex te rna l )  ex- 
pendi ture .  The oric:nal budfiet   es tunate  f o r  development spending has been 
reduced to a more realxstlc level. 

After m a k m C  assumptions for dorneaticr nonbank end for foreign b o r r o w  
i n G ,  it appears $hat the Government may have a 1970 requirement for bunk 
f inancing in the order of EJg1250-300 m i l l ' o n ,  w i t h  the lower end of the 
range more l j k e l y  if t h e  development spendinR intentions are not f u l l y  
realized, Clscusslon of the  fiscal def ic l t  cculd not lmore the f a c t  that 
the principal cause is the exptmded l e v e l  of security exEenditure.  Corn- 
bming cur ren t  a n d  capital security expenditure,  a rough c a l c u l a t i o n  mdl -  " 

cated  t h a t  t o t a l  s ecu r i ty  spend1Tg as a proportion of GIJP had Increased by 
two percentage p o m t s  to about 6 . 5  per cent between 1968 and  1970. 

Nut lng  that Zngi;ln,: resultx or1 the development side vas t h e  reason 
why slalaysia WQS not faclng a d i f f i c u l t  f l s c d  problem i n  1970, t h e  staff 
inqui red  as to t h e  general  i n t e n t i o n s  or" the authorities t o  take new tax 
actions to m o b l h z e  savinqz to fineuce an expanded l e v e l  of dwelopmcht 
spending expected to t u l r c  place under the Second Devcloplnent P h n .  The 
authcrities sa id  that they were studying the r ecen t  recommendations of 
IMF f l s c a l  experts. In addition to the normal range of eco~~omic considcra- 
t l o n s ,  it appz r tn t ly  was conGidered t h a t  t h e  political s t i u e t i o n  would 
tnl l ta te  a g a m s t  mtcjor f l s c n l  a c t m n & .  The s t a f f  suggested t h a t  i f '  it 
were j u d p d  that  f iscal  needs would not be t o o  ereat in 1371 1u1d 5f I C  
were untlmely to tdw st ronp  t3x a c t i o n s ,  it vould nwertheless be dc- 
sirable t o  g ~ v c  ser ious consldcrcttion t o  1nGt i tu t ing  the recommendations 
as a mattor of princlvle whlJ-e initially enac t lnp  Low rates yicldillcr, 
relatively l i t t l e  a d d i t i o n a l  revenue, If this sugflestion proved feasible, 
Malaysia could proceed during 1370 to deal  wi th  tax administration problems 
assocxatcd with new t axea  and would be i n  u position t o  rtr'se tax  rates and 4 
revenue s u b s t a n t i a l l y  in time t o  iufiiuence the 1972 budGet. 
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5* bloney and credit 

Malaysia has continued i t s  exemplary record of well-dealll;ned f i n a n c i a l  
policies. Table 2 presents a summary view of recent developments and pro- 
vides a broad indicaeion of expected trends in 1970. 

Table 2, Malaysia: Consolidated Operations of the 
Banking System, 1967-70 

Change durinq year 

1967 1963 1969 

IJet foreign assets =486 -26 5 30 " 

Met, domestic c red i t  
Claims on public sector 
Claims on private sector 

- 550 
200 

149 310 350 

Private sec tor  liquidity 
Noney 
Quasi-money 

Source: Data provided by the Ila, dysian authorit ies,  reclassified t o  
make %st forelen assets" conslstcnt with the recorded l eve l  of liIalavsla's 
net external reserve&. The above presentation agsumcs t h a t  t h e  foreign 
assets of the pubhc sector are part of the  holdings of the  monetary 
authorities. AddltJ oncl details are prow Bed in Table 11 In "Recent 
Economic Developments." 

" 

Por reasorls described i n  the next sec t ion ,  there have been sharp 
swinps i n  the external accounts varyi.nE 1J@tw!en a biR defici t  in 1967 and 
a larfle surplus In 1969, with approximate enullibrium jn 1968 and t h e  same 
projected for 1970. The influence of t h e  ~ 9 6 7  external surplus on the grovth 
of prlvatc sector ljquldity was modrrated by t h e  relativelv small. increase 
i n  net domestic credi t .  !%is i n  turn ref lected t h e  unusual reduction in ne t  
bankin!: claims on the  publ ic  sector, m u  the modest increase i n  private sec- 
tor credl t  , re lat ing t o  busmess uncertainties. As a resu l t ,  total private 
Sector liquldlty Grew &t the salde rate (15 per cent) a6 in 1968. 

hscussion of the p n e r a l  outlook f o r  1970 evolved the Pommon view 
t h a t  private w c t o r  l i q u i d i t y  was l ike ly  to grow at about t h e  same nace 
as i n  the previous two years, but for  quite different reasons t h m  in 
1969 IJhile tne net  foreign asset pos i t i on  may change little, credit t o  



both the  public and p r i v a t e  sectors t r i l l  expand f a s t e r  In 1970. As bn 
o t h e r  years, t h e  credi t   requirements  of t h e  Federal Government will 'oe 
somewbt 7 offset by a buildup i n  deposits of state governments. The de- 
mand tor : ank credrt by the p r i v a t e  sector has shown a marked revival i n  
early lS70; '",ne absolu te  increase dur ing  the first five months of 1970 
vas about N$;550 million zreater than  during the 883116 period of l a s t  year. 

I n  thLu connection, t h e  staff team noted t h a t  t he   Lzqu id i ty  ra t io  of 
commercial banks had declined from a level of 42 per c e z  at t h e  end of 
1968 'to 30 per cent i n  May 1970. The authori t les  l m k e d  with favor on 
t h i s  development, indicating they had been encowaF;.'ng t h e  banks t o  expand 
t h e w  lendzng and were p1eas;cd with the results to da te ,  

Looking ahead and under t h e  key aesumpr, L >  n that t h e  expanslonary in- 
f luence of the public sactor could 11e containc? to about   the 1970 es t imated  
level, the staff +id not  foresse any significmt, problems for monetary 
rnanogemcnt insofar QS the  t o t a l  volume of credi-L expension was concerned. 
On the q u a l i t a t i v e  ~ i i i e ,  having especially in mind the  stated o f f i c i a l  
policy of wishing: to channel additional savines into Invwtment of a more 
labor-intensive nature ,  the staff raised two  questicus.  One issue r e l a t e d  
t o  the practice of rest raming I n t e r e s t  rates on deponl ts  throuEh prior 
agrement,  with the vietr expressed t h a t  Better r e s u l t s  mi&t be obtalneil 
by allowlng hrgher deposit rates for funds channeled to such areas as 
housing c o r s t r u c t  lon, A second p a s s i b i l i t v   c o u l d  involve arldltional. ef- 
forts (31- irzducements to persuade the  commercial banks t o  play a more a c t i v e  
role ir- term lending to industry. The authorities welcomed these surges- 
t i o n s  for study and said that they ~rould receive sppropriate consideration, 

Followinp tIlree years of deficits, 1hla:rsi .a'~ balance of paymen5s 
was i n  strong, su rp lus  in 1969 and LS expected to be in approxmate equt- 
llbrlum aurl  ug 1970. 

Irnpo_& grcv by only 2 per cent  I t 1  1969, r e f l e c t i n p  internal demand 
conditions and especially hesitancy about ca r rymp out invcstmenb plans.  
However, Imports by West Walo2/siu increased IT 28 per cent during the first 
four months of this year i n  comparison with t h e  same period of  19651. Vrrtu- 
ally a11 categories (incluciinc lnclc111 ncry and equipment) partlclpated in the 
growth of imports 3 ~ 1  the eatrlv months of 1370. !!'he rate of i nweaFe  of 
total nports LS expected to be slower .In the remainder of t h e  year, but 
thc a Ll. growth may ayproximate 10 per cent. 
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Projected 
1966 1967 1968 1369 1970 

Export B 1,244 1,202 1,330 1,629 1,600 
Imports -1,063 -1,047 -1,122 -1,145 -1,250 
Services and transfers [net) -168 -155 -170 -266 -300 
Capital account 59 19 81 105 1m 
Met errors and omissions - -127 - -102 - -127 " -150 - -150 

Over-all pos i t ion  -55 -83 -8 173 mu. 

Met external. reserves at  the 
end of year ( i n  millions of 
U. S , dollars ) 801 643 634 807 007 

Source: Eats provided by the Ii&qrsian authorities. For additional de- 
tails see Table 16 of "Hecent Economic Developments *'' 

The balance on net s e r v ~ c e s  and transfers deteriorated In 1963 and e 
further uorsenitqz 1s likely this par.  The principal  factor in both years 
i s  lsrqer investment ulcome payments abroad associated with t h e  1969 boom 
in  earnings from primary products. A second cause i f 5  the decline in receipts 
from Drltish militmy expenditure in Malayoia. 

Identifiable c a u i t d  movements i n  1969 i n c l u e d  a decl ine In the znflov 
of net private l onp te rm inflow and an increase i n  o f f l c i a l  capital r a m -  
senting certam borrowings by the Federal Government from forelgn comercial. 
bar ks , 

" 

While there has been R recent increase i n  t h e  outstanding level of 
vublic sector external debt, t h e  ratio of debt servlce paymentc to export 
receipts wJ1 he less than 4 per cent this year; data are not available 
for private  sector debt but it is helieved t o  be of minor importance. 

In response t o  an inquiry reqardinf the 1969 i n c r e a w  in  ne t  error5 and 
omissions, the  vlalayaian representatives emlained that  t h i s  reslduFt3 has 
historically been of' a large magnitude and has fluctuated i n  p;Lrallel w i t h  
export performance 

iIalaysia's ex te rna l  reserve posi t ion improved by U3h73 mill ion last 
year, reaching a l eve l  of ~ ; 8 0 7 ~ 1 l l i o n  at  the end ai' 1963, Uurinr: the first 
f i v e  months, t h e  reserve pos i t ion  improved by :b7 million, reflecting an 
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m i t i a l  SDH a l l o c a t i o n  of $21 million m d  a n e t  d e f i c i t  of $14 million on 
a l l  other t r a n s a c t i o n s .  Performance t o  date is conststent with the off ic ia l  
expec ta t ion  of l l t t l e  change in the net reselw? poa i t ion  during 1970. 

Regarding t h e  d e f i n i t i o n  of foreign exchange reserves appropriate for 
economic po l i cy  analysis of Malaysia, t h e  staff agr-ed with t h e  view of t h e  
Malaysian r e p r e c e n t a t i v e e   t h a t  the best measure was the comprehensive con- 
cept published by Bank Negara Malays~t~. The narrower concept ubed 5n IPS, 
which excludas hold ings  of Federal m d  S t a t e  Governments, tends t o  p r e s e n t  
a misleadinc p o s i t i o n  because during recent  yeers ofPlc iaL agencies had been 
sell ing their e x t e r n a l  assets t o  the Central 3ank. The c l a r t  p re sen ted  in 
Heccnt Economic Developmentn shows that the t o t a l  level of net e x t e r n a l  re- 
serves has remained relatively unchangud dur5zg recent years althouRh t h e r e  
has been a major s h i f t  in the  d i s t r i b u t i o n  of ownership as between the 
vEtrious Malaysfan off ic ia l  bodies.  

Concerniw r e s e r v e  policy, the ' 7 z h y s l a n  a u t h o r i t i e s   c o n s i d e r e d  it bo th  
desirable m d  necessary t h a t  renerves shoull  be mamtained at about t h e  cur- 
r e n t   l e v e l .  T ? l l s  view was based on the record of' wide f luctuat ims of ex- 
port ea rn incs ,  the  openness of t h e  economy, and t h e  need to deal w i t h  
temporary p o l i t i c a l   d i s t u r b a n c e s ,  both ulternal. and external.  On a r e l a t e d  
t o p i c ,  the a u t h o r l t i e s  expressed s a t i s f a c t i o n  with t he  o p e r a t i o n  of the  
agreement  with the United Kingdom guarantee ing   the  sxchange value of a 
c e r t a i n  proportron of Malaysia's sterlmg reserves. 

7. Exchange and t r a d e  system 

llalaysla has no r e s t r i c t i o n s  on payments and transfers f o r  c u r r e n t  i n -  
t e r n a t i o n e l   t r a n s a c t l o n s .  The exchange and trade c o n t r o l s   h i s t o r i c a l l y  
have been adminis tered in a l iberal  way. Tnis g e n e r a l  p o l i c y  has been of 
continuing importance in prornot in~~ e x t e r n a l  and i n t e r n a l   f i n a n c i a l   s t a b l l i t y .  

Since the la3 t coasul ta t lon ,  c e r t m n  Items had been added to the import 
l i cenc ing  quota lrsLs arid others hed been deleted; the ne4 result  appeared 
to have been SOIE i n t e n s ?  flcatlon of quan tn ta t lve  restrlclions. I n  response 
t o  an i n q u i r y ,  the Malaysian representatives assured the staff that t h e r e  vas  
no i n t e n t i o n  of r e l y i n g  more heavily nn the f u t u r e  on direct restrictions on 
imparts. However, there was l i k e l y  t o  be increasing resort to hxflher import 
duties for protective reasons.  

Despite the economlc effects of the civil. d l a t u r b m c c s ,  the MstlaysLan 
economy p e w  at a hich rate ln 1369 under the stimulus of zxport expansion. 
However, publlc and private mvestrnent f a l l e d  t o  rise and thcre may h w e  been 
a s l i g h t  worsening of t h e  already serjous unemnploymnt situation. VJIth a large 
part of t,he income prowih based on the  primary producrrq sector and 571th in-  
t e r n a l  demand u n c e r t a l n t i e n  ¶ gross domcstlc uavinE;s prew consldernhly und 
there was a s u b s t a n t i a l  improvement in t h e  forelfin reserve position; t h e  
share of waCZe earnings in t o t a l  income probably declind by a s1Cnificant 
margin. Pro jec t ions  for 1970 i n d i c a t e  a somewhat lover  b u t  a t i l l  s u b s t a n t l a 1  
increase i n  t o t a l  economic growth, stemming mainly from a revxval of private I 
sector   investment   and a r i s i n g  Level of government spending;, 
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While ef for t s  are being made to   divers i fy  the structure of the economy, 
t h e  existing very high dependence on the export  sector makes it especially 
important that basic commodity policies be directed t o  maintaining 8 strong 
competitive  position i n  international markets. I n  general, it appears to 
the   s ta f f  tha t  Malaysia's policies and practices are sk i l fu l ly  designed t o  
deal with the  variety of d i f f i c u l t  problems facing a primary  producing 
econorqy. 

However information was provided t o  the s t a f f  suggeeting t h a t  t h e  
sharp fluctuation i n  the  pr ice  of rubber, over the l a s t  two yeara was i n  
part caused by the stock disposal  policy of another government. The staff 
considers t h a t  the  general problem merits  further  consideration, The pos- 
s ib le  impact of these price movements on orderly economic development under- 
scores the need t o  reinforce international  cooperative  efforts, 

As t he  leading t i n  producer,  Malaysia  has been m active proponent of 
cooperation  under the  International Tin Agreement and expressed  interest 
i n  the Fund buffer  stock f a c i l i t y  as R prospective means of financing 
pert  of i t s  contribution to the next t in   buffer   s tock,  

The over-al l   f iscal   posl t ion  in  1969 was not a mattcr of  concern nor 
do the prospects  for 1970 raise serious  issues, even t l - l ? i l $  t o t &  1 exyen- 
dlture has increased  sharply as the   resul t  of ki q h w  x v w x t y  spending. 
The apparent lack of  f inancial  problems is a dfzcct ref lect ion of t h e  dis- 
appointing results of the  Government's developmcnt program, It is  important 
t o  Overcome several o b ~ t ~ ~ ~ ~ ~ s  to  carrying out an exFdnded development e f fo r t ,  
which shocld be airncd espcdully at new job creation, 

The abwncc of f i s ca l  strain du,ing 1969 (partly due t o  impressive 
gams frou sccur l ty  sales t o  the nonbanking sector) eased the task of the 
monetary authorlt ies and allowed them t o  encourage a higher r a t e  of lending 
by the commercial. banks, This policy attitude has yielded resulta in the 
first, part  of 1970; credi t  expansum t o  the  private  sector is likely t o  
increase r q ~ l d l y  t h i s  year but t o t a l  pmvate  sec-f;or l i c p i d i t y  w i l l  grow a t  
a reasonecqJle rate as Lor2 at7 t'ne crfJdit; ncwtn of t h e  GOVST X I  l -n t  arc not 
unrwly l ~ r ~ e ,  bl+y L ~ L ' G  rer'cn j ui I:rlr 2 :li,dbj ILLY is VVA , 1 1 ~ 1  ly good, 
ref'lPctml: thc (l~nfJfluLfuted s k u 1  mil dctcrolll,dtlon of tLlc uu lhor f t l c s  i n  
monetary munubexa t  . 
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growth, it is  natural that  imports are rising in 1.970 in response t o  im- 
proved domestic demand conditions. The balance of payments position 
continues to be baeically strong, with no immediate problems likely t o  
be caused by Malaysia's own policies. 

However, the  heavy dependence on the export sector points up Malaysia's 
wlnerabi l i ty  to significant fluctuations, even for brief periods, In the 
economies of its maor export markets. Thia key factor,  together with 
the healthy absence of 8 controlled system of imports and the need to deal 
with temporary speculations of  polittcal origin, has l e d  to the o f f i c ia l  
view that Malaysia should seek through its policies to maintain about the 
present level of external reserves. The staff agrees t h a t  a strong reserve 
position is a desirable obdective, 
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Fund Relations with Malaysia 

The former Federation of Malaysia joined the Fund on March 7, 1958; 
itrs name watt changed tn  Malaysia on September 16, 1963. I te  original 
quota WELB US$25 million, which has been raised  subsequently, in three 
stages,  t o  U8$125 million. O f  tho nrcsent, quota, US$25,9 million has 
been paid i n  gold. Board of Governors Resolution No, 25-3 of Februay 9, 
1970 concerning increase i n  quotas under the Fifth General Review pro@ 
poses a m a x i m u m  quota of US$l86 mill ion for MEtleysh 

The in i t ia l  par value of the M&aysian doller was established with 
the Fund at 0 290299 gram of fine gold per Malaysian dollar or M$3.06522= 
US$1, effective July 20, 1962. There has been no change ln t h i s  Value 
Malaysia has made no use of the Fhnd's resouwes 80 far. The present 
kuld holdings of' Malaysian dollars are equivalent to 72 per cent of 
quota b 

Malaysls is a participsnt +n the Special Drswing  Account of the 3;'und, 
and was allocated SDR 21 million on January 1, 1970. Mslayaia was subject 
to designation in  both the first and second designation plans and is also 
included in the  third plan. Under the f irs t  plan Malaysia was designated 
and received SUR 2.3 million, As of June 30, 1970, Malaysia's SDR 
holdingff totaled 23.3 million, whim1 was equivalent t o  111. 2 per cent of 
its  in i t ia l   a l loca t ion .  

Malaysia accepted t he  obligations of Article VIIX, Sections 2, 3, 
and 4 of the Fund Agreement as from  November 11 , 1968. The previous 
Article VI11 consultation discusslons were held in Kuala Lumpur jn Aumat 
1969 and the Board discussion was held on November 21 1969 (EBd/69/110) b 

During the past three yecr*F klays ia  has been receiving t echn icu  
assistance from the Fund's Central Banking Service,  Fiscal  Affair8 
Department, and Bureau of Statist ics ,  


