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I. Introduction

'The 1970 Article VIII consultetion discussions with lMalaysia were
held 1n Kuala Lumpur June 15-24, The Malaysian representatives were led
by iir. Chong Hon Nyea, Deputy Permanent Secretary of the Treasury, and
Tan Sri Ismail bin Mohamed Ali, Governor of the Bank Negara Malaeysiam, and
included officials of the Treasury, the Bank Negare Maleysia, the Economic
Planning Unit, and various government agencies. The mission met with
Tun Tan Siew Sin, Minister with Special Duties eand with Mr. Ali hin Haji
Ahmad, Assistant Minicter of Finance., !y, Malek Ali Merican, Alternate
Executive Director for Maleysia, attended the meetings as an observer,
The staff team consisted of Messrs, Donald K, Palmer, S.A, Pandit and
Iwvao Tekemuki,

II. Rerort on Discussions

1. Produciion und basic commodiiies

Duriang the 1960's, ialaysia achieved a rate of economic growth
aversging about 6 per cent annually, UPreliminory data for 1969 indicate
that gross national product at current market prices rose by 9 per cent,
The higher growth rate reflected an exceptionally mgood year for rubber
and other exports. The ovcr-all result for 1969 occurred despite & stag-
nation in domestic investment, relating to the temporary impact of the
May 1969 civil disturbances.,

Output of rubber, the most imporitant tasic commodity, has continued
to prow at an impressive rate, *eflect.ing the successful replanting program
using high-yielding varievies. Following & 10 per cent rise in production
in 1969, the authoraities are expecting e 6~7 per cent grovth of output this
year. Looking io the futurc, the Malaysian authorities were confident that
their combined policies for rubber, including incentives for replanting and
wider use of high quality specitications, would lead to further expansion
of rubber output and the muintenunce of a strong competitive position in
international markets,



However, they voiced concern regarding the recent trend of sharp
fluctuations in rubber prices, citing the consequences of too high a
price in terms of encouragement to synthetiec rubber production and the
effects of a falling price on llalaysia's export income. From an sverage
1967-1968 base of about U.S. 17.5 cents per pound, the price rose sharply
during 1969 reaching a peak of 25 cents in the third quarter. The price
had fallen to 22 cents by February 1970, when announcement wes made of a
reduction in the U.S. strategic stockpile objective from 385,000 te 200,000
tons., A disposable surplus of 169,000 tons thus became available for sale,
the terms of which were not officially announced until miad-ilay, when prices
had declined to less than 19 cents per pound. The announcement stipulates
that the General Services Administration (GSA)} would offer for sale over
a two-year period 7,000 tons monthly.

Relating their views tn the plans of the Fund to pay increased
attention to members' policiec in the commodity field, the lialaysian
authorities expressed concern with the effects on international rubber
orices of the GSA handling of the disposal of stockpile rubber, In
their view, the prospects for reasonable stability in rubber prices had
been worsened by ill-timed changes in GSA stockpile target objectives,
which werc raised substantially in early 1969 when the international
price was rising and were reduced in 1970 vhen the price was under
prescure, The authorities also described the problems fecing Malaysia
in expanding 1ts exports of improved varieties of rubber because the
tariff structure of many industrialized countries provided for duty-
free entry on crude natural rubber but imposed 3-10 per cent taiirffs
on rubber mixed with chemicals,

Production of Eig_fell by 4 per cent i1n 1969 and is not expected
to increase this year. Although export prospects are favorable, output is
unlikely to rise hecause of the continuing depletion of existing mines and
the lack of new mine openings, The authorities expressed reneral satise
faction with the main features of the new International Tin Agreement, al-~
though regretting that consumer countrics would not participate in the
financiel cost of the proposed buffer stock scheme.

The Malaysian authurities reviewed their reasons for disappoiniment
with the ocutcome of the earlier discussions in the Fund for the Fund buffer
stock financing facility, especially the lack of direct financing to a
buffer stock scheme, the short-term character of Fund resources, the neces-
s1ty of demonstratinpg & balance of pavments need to dra'r, and the fact that
the facility did not "flout" into the gold tranche. However, the llalsysisn
representative. expressea interest in the possibility of utilizing the ¥und
fucility for financing some part of laluvsia's share of the proposed tin
buffer stock scheme, The staff team noted that the general nosture of the
Fund regarding possible financial assistance in connection with the tin




buffer stock scheme would be the subject of a separate staff paper for
the Executive board. The lMalaysien authorities expressed the hope that
the Fund would show a positive and flexible attitude, including the re-
quirement that 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 increase may occur
in 1970; West Malaysia is making prosress toward the goal of self-sufficlency
by the mid=1970's, 8o far as exportsc of the principal commodities are con-
cerned, earnings from timer and oil-palm products are likely to rise in line
with an expected increase in exportable supplies. Despite smal.er production
of tin, exports should be at least as high in volume &s in 1969 when export
controls were in force for the whole year and higher in value owing to the
higher average price for the year. A decline in rubber prices is likely
to result in smaller earnings fror an increased volume of exports. On bal-
ance, total exports may decline slightly in value from the 1969 peak,

The mission concluded that there was a definite revival of orivate
gectur investment activity, after a period of hesitation following the
Hay 1969 ecivil disturbances. Imports of machinery and equipment have been
increesing rapidly in the first part of 1970, bank lending to the private
sector has shown a steady upward trend, and these indicetors ere supported
by a survey of investors' intenticna, With some signs of an increase in
consumer demend, the authorities are expecting that the 1970 growth of GNP
will gpproximate 6 per cent.

The population of Malaysia has continued to rrow at an annual rate
of 3 per cent, rcaching & total of about 11 million in 1969. The Hational
Family Planning Board was recently reorganized in order to make Letter use
of its expanding budret and staff, The authorities provided data showing
an increasc in training and services, and expressed the opinion that the
prospects for an effective program were good,

2 Praices, woapges, and employment

Lespite some teumporary increases arter the disturbances, the consumey
rrice index for all of 1969 was on the average uboul 1 per cent below that
of the previous year, continuing Malaysia's excellent record of price sta-
bility. Taking into account the sipnificant decline in Lhe price of imported
rice, there are good reasons to expect that the consumer price level will re~
main relatively unchanged in 1970.

Lea by new ware contracts for rubber estate workers and tin miners, it
was estinated thet wage ecarnings in West Malaysia rose by 2«3 per cent during
196Y., The continuing effects of these agreements may lead to a similar over-
all increase in the private sector this year. Government salaries are heing
raised in 1970 as part of e peneral revision of the structure-~the first
pgeneral increase in several years. The growlh in the total government wveece
bill will be about 9 per cent, but skilled employees will benefit more than



others., While there may be some tendency toward wape increases in govern-
ment corporations, the authorities do not expect that the government pay
increase will influence private sector wage trends.

The level of unemployment in [ :st llalaysia was estimated at about
7 per ~'nt in 1968 (the last year during which a household survey was
conducted). Relisble data nre not available for 1969, but it was assumed
that the unemployment rate increased somewhat last year. The unemploy=-
ment problem is most serious in urban areas, and especiaelly among the youth.
The authorities are concerned with the situat.on in which T5 per cent of the
total nmber of unemployed was in the 15-2h age bracket, whereas five years
earlier the comparable perrentage had been 60 per cent, During 1969 and
1970, the seriousness of West Malaysisa's unemployment problem has been
made more difficult by the withdrawal of British forces. Following the
May 1969 disturbences, officisl statements repeatedly stressed the urgent
need to create new employment opportunities but specific examples of re-
sults were not yet evident.

3. vevelopment program

This is the final year of the First Malaysia Plan, which has provided
a general framework for economic development policies, As far as the totel
levels of investment expenditure are concerned, private sector spending is
proceeding at the rate envisaged in the 1968 revision of the plan but public
sector expenditure continues to lag below the targets.

Private sectur investment activity declined temporarily in 1969 but
is now moving ahead. Tlie misgion was informed that the Government had
made a firm decision to accelerste industrialisation and to provide for
a more active role by the public sector to the extent this was required.
More specific policies would be developed in support of the next develop-
ment pian.

The suthorities are continuing to encourage the inflow of foreign
private investment, and stated that determined efforts are being made to
remove any adminis.rative obstacles. In addition, it was officially
stated that the Government would consider relaxing the conditions relating
to foreign equity participation in the establishment of industries.

The plan tarpget for total public sect -~ expenditure du 'ng tie period
1 %6-TC was M3L,6 billion; the estimated totul of actual spending through
1969 was only I1$3.3 billion and it is clear that the 1970 outcome will be
far below the difference between these two fipures. The 1969 total of public
sector development expendi!ure failed to increase above the 1968 level, In-
deed there wvas g declining spending trend in the Federal Governrent sector;
the steff noted that if sccurity expenditure on capital projects vere ex-
cluded in all years, it became clear that the totel level of economic de=-
velopment spending by the Federal Government was lower in 1969 ihan in 1067.
Noting that the revised budget foir 1970 projected a 10 per cent increase in
such spending over the depressed level of 1969, the staff inquired as to
whether this rise would be achieved given the many past constraints,




The authorities agreed that execution of the development program had
encountered serious problems; some had been solved but many remained., The
balance of payments deficits of 1966~68 had led to a cautious sttitude on
ellowing investmen' to rise; however, the strengthening of the payments
position during 1969 was accompanied by a more liberal attitude on approv-
irg new projects. On the other hand, they cited continuing inadequacies
relating to project preparaeiion, site acquisition, construction cspacity,
and treining of skilled workers. They were hopeful that those difficul-
ties would be overcome with time and persistent effort, and were confident
that tuey would achieve the 1970 target of 113700 million for Federal Govern-
ment development expenditure. The authorities also said thet preparations
vere under vay for the Second Five Year Plan which they expected to publish
before the end of 1970,

4, Public finance

The fiscal discussions focused on the reasons for the 1969 results

and the prospects for 1970, as well as the question of whether there was

& growing need for nev texation measures affecting 1971 and future years.
Table 1 (which summarizes a more detailed review of the fiscal situation

in "Recent Economic Developments") represents an agreed rearrangement of

the fiscel accounts designed to reconcile the fiscal and monetary accounts
and to provide an indicator for that portion of the fiscal deficit which

!s of continuing concern to the authorities in assessing the need for pos-
sible policy ections consistent with the foreign exchange reserve objectives.

Table 1., Malaysia: Tederal Government Finance, 1967-T0

(M miliions)

1969 1970

Provisional Reviged

1967 1963 Actual Fetimate
Current revenue 1,840 1,890 2,090 2,270
Current expenditure 1,795 1,791 1,946 2,300
Current surplus u5 99 ﬁifﬁf -30
Development cxpenditure 619 608 598 700
Over-all deficit 5TL 509 L5h -730

Sources of finsnce:

Toreign 127 o7 171 110
Domestic nonbank 22 152 289 300
Bank financing 425 260 =12 320
Central Bank =55 -85 =122 vee
Sale of forelgn assets 215 70 L3 bes
Commercial banks 255 275 67 ves

Source: Data provided by the Malasysian suthorities; financing items
reclascified consistent with hanking statisties. Sce also note to Table 2
and full detail provided in Table 8 in "Recent Economic Developments,"
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At the time of last year s consultation, it had been cfficisally esti-
mated that the over-all budget deficit for 1969 would reach M$788 million;
in fact, the deficit was only Ili$45L4 million, less than in the tvo prec?ding
yesrs. One important reason was the substantial shortfall (by M$120 mil-
lion) in development expenditure, as described in section 3. The other main
ceuse was the 11 per cent growth of current revenue vhich was well above the
level forecast a year ago., The financing of the deficit was carried out
on a prudent basis, with substantially increased sales of government securi-
ties to the nonbank public, esvecially to the Employees Provident Fund whose
current surplus position has improved steadily. The contribution of these
facters 1led to e buildup in government deposits with the Central Bank; taking
account of other bank financing items shovn in Table 1, there was a small
reduction in the Government's net indebtedness to the banking system.

Apsanst this background, the original budget estimates for 1970 were
discussed and certain revisions were agreed for presentation in Table 2,
Current revenue is now estimated to grow by about 9 per cent over the
1969 level; it is reasonable to expect that this target will not be ex-
ceeded because of the lower level of economic growth expected and the loss
of revenue expected from rubber export duties due to declining rubber prices.
Current expenditure is projected to grow by 18 per cent. One reason is the
M$80 million cost of the governmenl sslary increase and the other main
factor 1s a 33 per cent growth in security (bouh 1rternal and external) ex-
penditure. The orir:nal budget estimate for development spending has been
reduced to a more realistic level,

After making assumptions for domestic nonbank and for foreign borrov-
ing, it appesrs that the Government may have a 1970 requirement for bunk
financing in the order of M$250-300 mill‘on, with the lower end of the
range more likely if the development spendinpg intentions are not fully
realized, Discussion of the fiscal deficit could not ignore the fact that
the principal cause is the expanded level of security expenditure., Com=-
bining current and capital security expenditure, a rough calculation indi-
cated that total security spendivg as a proportion of GHP had increased by
two percentage points to about 6.5 per cent between 1968 and 1970.

Nuting that lagging results on the development side was the reason
vhy »lalaysia was not facing a difficult fiscal problem in 1970, the stiaff
inquired as to the general intentions of the authorities to take new tax
actions to mobilize savinss to fineuce an expanded level of development
spendang expected to take place under the Second Developuent Plan. The
suthcrities sald that they were studying the recent recommendations of
IMF fiscal experts, In addition to the normal range of economic considera-
tions, it apporentily was considered that ihe political stiustion would
wmilitate against mejor fiscal actions. The staff suggested that if it
were Judped that fiscal needs would not be too great in 1971 and if it
were untimely to take strong tax actions, it would nevertheless be de-
sirsble to give serious consideration to instituting the recommendations
as 8 matter of principle while initlally enacting low ratees yielding
relatively little additional revenue. If this sugpestion proved feasible,
Malaysia could proceed during 1970 to deal wilh tax administration problems
associated with new taxes and would be in & position to raise tax rates and
revenue substantially in time to influence the 1972 budget.




. 5. Money and credit

Maleysia has continued its exemplary record of well-designed financial
policies. Table 2 presents s summaery view of recent developments and pro-
vides a broad indication of expected trends in 1970,

Table 2, Malaysia: Consolidated Operstions of the
Benking System, 1967=T0

Change during year
(M3 _millions)

Projected
1967 1963 1969 1970
et foreign assets =486 -26 530 -
Net, domestic credit L79 519 _85 550
Clalms on public sector 330 209 =71 200
Caims on private sector 1h9 310 156 350
Other (net) ol Y 127 ~50
. Private sector liquidity 86 426 488 500
Money -128 173 28k 250
Quasi-money 214 253 26k 250

Source: Data provided by the [fa,aysian authorities, reclassified to
nmake "net foreirgn assets" consistent with the recorded level of Malaysia's
net external reserves. The above presentation assumes that the foreign
agsets of the public sector are part of the holdings of the monetary
authorities. Additionel details are provided in Table 11 in "Recent
Economic Developments,"

For reasous described in the next section, there have been sharp
swings in the external accounts verying lLetween a big deficit in 196T and
8 large surplus in 1969, with approximate eaquilibrium in 1968 and the same
projected for 1970, The influence of the 1969 external surplus on the grouth
of privaie seclor liquidily was moderated by the relatively small increase
in net domestic credit. This in turn reflected the unusual reduction in net
banking claims on the public sector, ana the modest increase in private sec-
tor credit, relating to business uncertainties., As a result, lotal private
sector liquidity prev at the same rate (15 per cent) as in 1968,

Discussion of the pgeneral outlook for 1970 evolved the common view
that private scctor liquidity wes 1ilkely to grow at about the same nace
as in the previous two years, but for quite different reasons than in
1969. VUhile tne net foreign asset position mey change little, credit to




both the public and private sectors will expand faster in 1970, As in
other years, the credit requirements of the Federal Government will be
somewbe 7 ot'fset by e buildup in deposits of state governments. The de=-
mand tor 1ank credit by the private sector has shown & marked revival in
early 1970; wne absolute increase during the first five months of 1970
was ebout M$:50 million areater than during the same period of last year.

In thi. connection, the staff team noted that the liguidity ratio of
commercial banks had declined from o level of 42 per cent at the end of
1968 to 30 per cent in May 1970. The authorities locked with fevor on
this development, indicating they had been encoureg.'ng the banks to expand
their lending and were pleased with the results to date,

Looking aheed and under the key assumpt.. n that the expensionary in-
fluence of the public sactor could be containcd to about the 1970 estimated
level, the staff did not foresze any significant problems for monetary
manogement insofar as the total volume of credii espansion was concerned.
On the quslitative side, having especially in mind the stated official
policy of wishing to channel additional savings into investment of a nmore
labor=-intensive nature, the staff raised two questicus. One issue related
to the practice of restraining interest rates on deposits through prior
agrecment , with the view expressed that better results might be obtained
by allowing higher deposit rates for funds channeled to such areas as
housing construction. A second possibility could involve additional ef-
forts or inducements to persuade the commercial banks to play s more active
role in term lending to industry. The authorities welcomed these sugges-
tions for study and said that they would receive eppropriate consideration,

6. Balance of payments

Following three years of deficits, Malaysia's balance of paymen's
was in stronp surplus in 1969 and 1s expected to be in approximate equi-
librium durang 1970.

Both the volume ana average price of rubber exporis were up sub-
stantially in 1969, with the result that the value of rubber exports grev
by 50 per cent. ‘alnysia's other leading exports (tin, timber, and oil-
pulm products) also incressed substantially, leading to & risge in totsal
exports of 23 per cent. A review of over-all proaspects lor 1970 sugsgested
that there might be a slight fall from this peak. (See section 1 above.)

Importis grev by only 2 per cent in 1969, reflecting internal demand
conditions and especially hesitancy about carrying out investmenuv plans,
However, imports by West Maleysis inereased br 28 per cent during the first
four monihs of this year in comparicon with the same period of 1969, Virtu-
ally ©ll categories (including machinery and equipment) participated in the
growth of imports in the esarlv months of 1970. "he rate of inciease of
total mports 1s expected to Le slower in the remainder of the year, but
the a al growith maey spproximaste 10 per cent.




Table 3. ualaeysia: Balance of Payments, 1960=T0

(Us$ millions)

Projected
1966 1967 1968 1969 1970
Exports 1,24k 1,202 1,330 1,629 1,600
Imports -1,063  -1,047  ~1,122 1,145 1,250
Services and transfers (net) ~163 =155 ~170 ~266 =300
Capital account 59 19 81 105 100
Net errors and omissions =127 -102 =127 -150 =150
Over-all position =55 =83 -8 173 -

Net external reserves at the
end of year (in millions of
U.S, dollars) 801 643 634 807 807

Source: Uata provided by the 'iilaysian authorities. TFor additional de~
tails see Table 16 of "Recent Lconomic Developments,"

The balance on net services and transfers deteriorated in 1969 and s
further vorsening 1s likely this year, The principal factor in both years
is larmer investment income paymenis abroad associated with the 1969 boom
in earnings from primary products. A second cause is the decline in receipts
from Bratish military expenditure in lMalaysisa.

Igentifiable cavital movements in 1969 inclrmued a decline in the inflow
of net pravate long-ierm inflow and an increase in official capital revnre-
senting certain borrowings by the Federal Government from foreign commercial
b&rks.

While there has been a recent inerease in the outstanding level of
vublic sector externsl debt, the ratio of debt service pavments Lo export
receirts w.ll he Jess than b per cent this year; data are not available
for privete sector debt but it is helieved to be of minor imporiance.

In response to an inquiry resarding the 1969 increasse in net errors and
omissions, the 1dalaysian representatives explained that this residual has
historically been of a large magnitude and has fluctuated in parallel with
export performence.,

ilalaysia's external reserve position improved by USS1T3 million last

year, reaching a level of 3807 million ut the end of 1967, During the first
five months, the reserve position improved by &7 million, reflecting an
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anitial SDR allocation of $21 million and a net deficit of $1L4 million on
all other transactions. Performance to date 1is consistent with the official
expectation of little change in the net reseirve position during 1970.

Regarding the definition of foreign exchange regerves appropriate for
economic policy analysis of Malaysia, the staff agreed with the view of the
Maleysien representatives that the best measure was the comprehensive con-
cept published by Bank Negure Malaysia. The narrower concept used in IFS,
which excludes holdings of Federal end State Governments, tends to present
a misleedinpg position because during recent years official apgencies had been
selling their external assets to the Central Bank. The chart presented in
Recent Economic Developments shows that the total level of net external re-
serves has remained relatively unchanged during recent years although there
has been a major shift in the distribution of ownership as between the
various Malaysian official bodies.

Concerning reserve policy, the "Talaysian authorities considered it both
desirable and necessary that reserves should be meintained at about the cur-
rent level. This view was based on the record of wide fluctuations of ex-
port earnings, the openness of the economy, and the need to deal with
temporary political disturbances, both internal and external. On a related
topic, the authorities expressed satisfaction with the operation of the
agreement with the United Kingdom guaranteeing the exchange value of a
certain proportion of llalasysia's sterling reserves.

Ta Lxchanpe and trade system

Malaysia has no restrictions on payments end transfers for current in-
ternational transactions. The exchange and trade controls historically
have been administered in a liberal way. Tnis general policy has been of
continuing importance in promoting external and internal financial stability.

Since the lagt consultation, certain i1tems had been added 1o the impori
licensing quota lisis and others hsd been deleted; the net result appeared
to have been some intens:fication of quantitative restraictions. In response
to an inquiry, the Malaysian representatives assured the staff thav there was
no intention of relying more heavily in the future on direct restrictions on
imports., However, there was likely to be ancreasing resort to higher import
duties for protective reasons.

TII. Staff Appraisal

Despite the economic effects of the eivil disturbances, the Malaysian
economy rrew at a hiph rate in 1969 under the stimulus of export expansion.
However, public and private investment feiled to rise and there may hove becn
a slipght worsening of the already serious unemployirent situation. With a large
part of the income prowih based on the primary producins sector and with in-
ternal demand unceriasinties, gross domestic savings prew considerably and
there was o substantial improvement in the foreipn reserve position; the
share of wape earnings in total income probably declined by a significant
margin. Projecliions for 1970 indicate a somewhat lover bul still substantial ‘
increase in total economic growih, stemming mainly from a revival of private
sector investment and a rising level of pgovernment spending.



While efforts are being made to diversify the structure of the economy,
the existing very high dependence on the export sector mekes it especially
important that basic commodity policies be directed to maintaining a strong
competitive position in international markets. In general, it appears to
the staff thet Malaysia's policies and practices are skilfully designed to
deal with the variety of difficult problems facing & primary producing
aconomy.

However, information was provided to the staff suggesting that the
sharp fluctuation in the price of rubber, over the last two years, was in
part caused by the stock disposal policy of another government. The staff
considers thet the general problem merits further consideration. The pose-
sible impact of these price movements on orderly economic development under-
scores the need to reinforce international cooperative efforts.,

As the leading tin producer, Malaysia has been an active proponent of
cooperation under the International Tin Agreement and expressed interest
in the Fund buffer stock facility as a prospective means of financing
vert of its contribution to the next tin buffer stock.

The over-all fiscal posaition in 1969 was not & mattcr of concern nor
do the prospects for 1970 raise serious issues, even il'vwirh lotul exren-
diture has increased sharply as the result of hisher vcenrity spending.
The apparent lack of financial problems is a dizcet reflection of the dis-
appointing results of the Covernment's development progrem. It is important
to overcome several obstuc'~s to carrying out an exnanded development effort,
which sheuld be aimed especiully at new Job crealion.

The Sceond Plan will seck a faster pace of investment activity in the
governuent sec.or wnale also nlaeing heavy relicnce on the domestic private
sector and eoutinuing to welcome for<ign investiment. If, as the staff
hopes, efforts to ruise pwhlic speuling in key sectors are suecessful, the
Maloysian suonoritieos will {a00 1L ¢l »renlz s nolwilli.tendong the steady
improvencnl ccevrri o sn Lo collecclen €1 weney.  ‘lnzse considerations
suggest Lhe nceed Lo 0o now on new tax sirateyy 1f an anitial charge is
to be mae with the 1971 buaget.

The absence of fiscal strain du.ing 1969 (partly due to impressive
geins from sccuraty sales to the nonbanking sector) eased the task of the
monetary suthorities and allowed them to encourage a higher rate of lending
by the commercial banks, This policy attitude has yielded results in the
first part of 1970; credit expansion to the private sector is likely to
increase rapldly this year but total private sector liguidity will grow at
8 reasonalle rale as long 88 the cr~dit necds of the Govern 1ont arc not
unavly lerge,  Malarcia's recor ) of pric: olobilivy is vau melly pood,
reflecting the deronslested skill and delermination of the wuthoritics in
monetary monugerent.

A shorn increese in cxperts and 4 8l by prrevih of imporls contributed
to & large beluice of puym~1ls pusoius 140 o year wund the recorve position
relurned to the level of turee year, earlier. Auvler s period of low
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growth, it is natural that imports are rising in 1970 in response to im- .
proved domestic demand conditions. The balance of payments position

continues to be basically strong, with no immediate problems likely to

be caused by Malaysia's own policies.

However, the heavy dependence on the export sector points up Malaysia's
vulnersbility to significant fluctuations, even for brief periods, in the
cconomies of its major export merkets. This key factor, together with
the healthy ebsence of a controlled system of imports and the need to deal
vith temporary speculations of politicel origin, has led to the official
view that Maleysia should seek through its policies to maintain aebout the
present level of external reserves, The staff agrees that a strong reserve
vosition is a desirable objective.
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Fund Relations with Melaysia

The former Wederation of Malasysia Joined the Fund on March 7, 1958;
its name was changed to Malaysia on September 16, 1963. Its original
quota was US$25 million, which hes been raised subsequently, in ihree
stages, to US$125 million. Of th~ wresent quota, US$25.9 million hes
been paid in gold. Board of Governors Resolution No. 25-3 of February 9,
1970 concerning incresse in quotas under the Fifth General Review pro-
poses & maximum quota of US$186 million for Maleysia.

The initial par value of the Malaysian dollar was established with
the Fund at 0.290299 gram of fine gold per Malaysian dollar or M$3.06122=
Us$l, effective July 20, 1962. There has been no change in this value.
Malaysia has made no use of the Fund's rescuvces so far. The present
Fund holdings of Maleysian dollars are equivalent to 72 per cent of
q.uota- .

Malaysia is a participant ¥n the Special Drawing Account of the Fund,
and was allocated SDR 21 million on January 1, 1970. Malaysia was subject
to designation in both the first and second designation plans and is also
included in the third plan. Under the first plan Malasysia was designated
and received SDR 2.3 million. As of June 30, 1970, Malaysia's SDR
holdings totaled 23.3 million, whicu was equivalent to 111.2 per cent of
its initial allocation.

Maleysia accepted the obligations of Article VIII, Sections 2, 3,
and 4 of the Fund Agreemcnt as from November 11, 1968. The previous
Article VIII consultation discusslons were held in Kuala Lumpur in August
1969, and the Board discussion was held on November 21, 1969 (EB./69/110).

During the past three years Malamysia has been recelving technical
assistance from the Fund's Central Banking Service, Fiscal Affairs
Department, and Bureau of Statistics.



