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

The 197.5 4 r t i c l e  VI11 consu l t a t ion   d i scuss ions   w i th  Halaysia were he ld  
i n  Kuala Ltlmuur durinpl Septenber 18-29, 1975. The Malays i an   r ep resen ta t ives  
i n c l u d e d   o f f i c i a l s  of Bank Neqara Xalalrsia, t h e  Treasury ,  and o the r  govern- 
ment departments .  The Mission met w i t h  t h e  Depvty  Prime M i n i s t e r ,  who i s  
a l s o  Min i s t e r  of Finance.  Mr. Abdul  Malek,  Advisor t o   t h e   E x e c u t i v e   D i r e c t o r  
f o r  Malaysia, a t tended  t h e  meetings as an obse rve r .  The s t a f f  mission con- 
s i s t e d  of  Yessrs. Andreas  Abadjis (.4SD), S h e e t a l  K. Chand (FAD), Kano Yamamoto 
(ASP) ,  Hans 0. Roden ( A S D ) ,  and Mrs. Carole Chew ( s e c r e t a r y ) ,  

0 

11. Summary of Recent - Developments - 

The momentum generated by the economic boom of 1973 car r ied   th rough  the  
f i r s t   p a r t  of  1974, but the t d m o  of economic a c t i v i t y  slowed down l a t e r   i n  
t h e  year,  and r eces s iona rv   t endenc ie s  became ev iden t  i n  e a r l y  1975.  This 
s h i f t  i n  economic  conditions was brought  about by t h e  :harp d e c l i n e   i n   f o r e i g n  
demand f o r  Malays ia ' s   p r inc ipa l   emor t   commodi t i e s ,   e spec ia l ly  rubber and 
t i n b e r ;   t h e r e  was a marked dec l ine  i n   e x p o r t  pr ices ,  and the   ou tput  of expor t  
goods was c u r t a i l e d .   I n d u s t r i a l   p r o d u c t i o n  began d e c l i n i n g  i n  l a t e  1574, 
and i n  March-May  1.975 i t  was 8 .O oer  cent  lower  than a year e a r l i e r ,  Although 
i n f l a t i o n   c o n t i n u e d  t o  be a ma t t e r  o f  concern,   combat t ing  recession became 
t h e  p r i n c i p a l   t a s k  of economic  management in   1975 ,  and t h e   a u t h o r i t i e s   t o o k  
several   measures  t o  s t i m u l a t e   t h e  economy.  Economic a c t i v i t y  is  expected 
t o  show nome recovery i n  t h e  last  quarter, and r e a l  GNP is p r o j e c t e d   t o  grow 
by 1 ner c e n t   i n  1 9 7 5 ,  compared w i t h  an increase of 6 .3  per cen t  i n  197k. 

The i n f l a t i o n a r y   p r e s s u r e s   e x u e r i e n c e d   i n   1 9 7 3  and 1974 have  been  curbed, 
p a r t l y  a s  a r e s u l t  of t h e  Government ' s   po l ic ies  of res t ra in ing   monetary  growth 
and  expanding  the supply  of food and o the r   e s sen t i a l   commodi t i e s .  The annual  
rete of i n c r e a s e   i n  the consumer p r i ce   i ndex ,  which  had  peaked a t  24.0 per  
c e n t   i n  March 1974, dec l ined  t o  12 .O per  cent i n  December,  and t o  3 . 4  per cent  
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i n  P . u ~ u s t  1975 (Char t  1 ) .  Dlrritlg t h e  f irs t  e i g h t  months of 1975, food prices 
d e c l i n e d ,  while most   o ther   components  of t h e  i n d e x  s h o e d  modest i n c r e a s e s .  
The  aein c o n t r i b u t i n e   f a c t o r s   t o  the  1973-74 i n f l a t i o n  \Ifere t h e  s t r o n g l y  
r i s i n g  external snd domest ic   demand,   and   h igher  immrt prices .  A v a i l a b l e  
i n f o r n a t i o n   i n d i c a t e s   t h a t  wage i n c r e a s e s .   w h i c h   i n  Malaysia a r e ,  g e n e r a l l y ,  
of a catch U D  w i t h  i n f l a t i o n   t v o e ,  had not been an auranornous i n f l a t i o n a r y  
f a c t o r .  In f a c t ,   b e c a a s e  of t h e   d e c l i n e  i n  e c o n o m i c   a c t i v i t y ,  i t  i s  u n l i k e l y  
t h a t  waye i nc reases  i n  1975 w i l l  f u l l y   c o m a e n s a t e  for i n f l a t i o n .   A l t 9 o u g h  
s e v e r a l   i n d u s t r i e s ,   e s p e c i a l l v   e x u o r t   i n d u s t r i e s ,  have la id  o f f  w o r k e r s ,  the 
increase in unemnlovmnt  has  b e e n   m o d e r a t e ,  and more recently, some increase 
i n  emnplovmnt i n   c e r t a i n   q a n u f a c t u r i n g   e n t e r p r i s e s  has been r e p o r t e d .  

A S  a resu l t  of  t h e   s t r o n g   m e a s u r e s  of vonetary restraint i n t r o d u c e d  in 
Januarv  1974 and t h e   s l a c k e r l i n g  of  c r e d i t  demand i n  t h e  l a t t e r  part  of the 
w a r ,  c r e d i t  t o  t h e  p r i v a t e  s e c t o r   i n c r e a s e d  by 1 5  per cent  during 1974, COIU- 
D a r e d   w i t h   a n   i n c r e a s e  of 52 per c e n t  i n  1 9 7 3 ;   s i m i l a r l y ,  the e x p a n s i o n  i n  
monev s u p o l v  ( 9  per c e n t )  was m c h  lower t h a n   t h e  38 per cent increase i n  
1973.  The m o c e t a r y   a u t h o r i t i e s   b e q a n   e a s i n q   t h e i r   c r e d i t   p o l i c y   i n  November 
1974,  and more i m a o r t a n t  s teps  in the  same d i r e c t i o n  were taken in February 
1975 and i n   s u b s e q u e n t  mon ths .  CreJit demand by the  p r i v a t e   s e c t o r  was slug- 
w i s h  i n  t h e  f i r s t  f o u r  n a n t h s  of 1975,  bu t   p i cked   up  in May-Julv,  p a r t l y  for  
s e a s o n a l   r e a s o n s ,   a n d   d u r i n g   t h e  seven months, c r e d i t  i n c r e a s e d  by 7 per cent .  
Thrinr t h e  s a m  D e r i O d ,   n e t   c r e d i t  t o  Government i n c r e a s e d  by 13  p e r  cent, 
whereas  n e t  f o r e i q n  a s se t s  r e c o r d e d  ;I small d e c l i n e .  Honey supply rose by 
o n I v  2 per c e n t  ar.d t o t a l   l i a u i d i t y  (money n l u s   q u a s i - m o n e y ) ,  by 7 per cent. 

C u r r e n t   r e v e n u e s  of t h e   F e d e r a l  Government i n c r e a s e d  by n e a r l y  10 p e r  
c e n t  i n  1974,  awinq Dartlv t o  t h e  increased p r o g r e s s i v i t y  of e x p o r t   d u t i e s  
i n t r o d u c e d   i n  April of t h a t  year. However, t h e  growth in expendir. re was 
w e n  more r a p i d ,  with t h e  r e s u l t  t h a t  t h e  o v e r a l l   d e f i c i t   i n c r e a s e d  by 23 per 
c e c t  t o  6 . 4  per c e n t  of GNP. The 1975  budget  was presented in November 1974 
and was i n t e n d e d   t o  be s t i m u l a t i v e ,   b u t   a c t u a l   d e v e l o p m e n t s  i n  e x p o r t   p r i c e s  
and d o m e s t i c  econornic a c t i v i t y  were n o r e   u n f a v o r a b l e   t h a n  expected a t  t h a t  
t iae ,  r evenue  i n  1975 i s  now estimated t o  b e  a b o u t  4 per c e n t  below th3 
o r i g i n a l   b u d g e t  estimates f o r  1975. Total  S u d e e t   e x p e n d i t u r e  is expec'.  ed 
t o  be  14 D e r   c e n t   h i g h e r   t h a n   i n  1974.  The b u l k  of t h i s  increase cornd l i se s  
h i g h e r   c u r r e n t   e P . > e n d i t t m c l ;   d e v e l o p m e n t   e x p e n d i t u r e  i s  e x p e c t e d  tr? be o n l y  
4 per cent h i g h e r   t h a n  i n  1974,  indicating a d e c l i n e  i n  real terms. The 
o v e r a l l  deficit i s  e x a e c t e d  t o  widen from t h e  o r i g i n a l   b u d g e t   e s t i m a t e  of 
M S l , 2 5 9   n i l l i o n   t o  M$2,142 m i l l i o n ,  o r  about   10  Der c e n t  of GNP.1/ The 
a u t h o r i t i e s   i n t e n d  t o  f i n a n c e  most of t h i s   a d d i t i o n a l   o v e r a l l   d e T i c i t  by 
fore inn   bor rowing   which   would   cover   vore   than  cne t h i r d  of the t o t a l   d e f i c i t ;  
t h e   d o m e s t i c   b a n k i n g  sec tor  would f i n a n c e  rlearlv 30 p e r  c e n t  of t h e  t o t a l ,  
and t h e  r m p i n d e r  would be  financed l a r g e l y  by t h e  Employees P r o v i d e n t  Fund 
a n d   t h e   V a t i o n a l   S a v i n g s  Bank.  
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A8 a r e s u l t  of s t rong   domest ic  demand, a v i r t u a l  stagnation in export; 
volume, and a 4 per cent d e t e r i o r a t i o n   i n  the  terne of trade, the c u r r e n t  
account of the balance a€ payments r e g i s t e r e d  a d e f i c i t  of SIIK 22!  m i l l i o n  
( 3 . 4  per cent of G N P )  i n  1974,  comparcd with a s u r p l u s  of SIIH 85 ra i l l i on  i n  
1973  (Table 1 ) .  The net in f low of long-term c a p i t a l   i n c r e a s e d   s u b s t a n t i a l l y  
t o  SUR 390 m i l l i o n ,  mainly on account of new inves tments   in   pe t ro leum pro- 
j e c t s  and a copper   min ing   pro jec t ,  and the   ba l ance  of payments recorded an  
o v e r a l l  surplus ( a s  measured by lnonetary  movements)  of SI)H 132 m i l l i o n   i n  
1 9 7 4 .  During t h e  f i r s t  h a l f  of 1975, merchsndise   expor t s   dec l ined  by about 
20 per   cent  and imports by about 15  per c e n t ,  cornparad wi th   t he  same period 
of l a s t   y e a r .  For t he   fu l l   yea r   1975 ,   merchand i se   expor t s  are expected t o  
decline by 16 per cent and immrts bv 6 per cent ,  r e s u l t i n g  in a t r a d e  
d e f i c i t ,  the f i r s t   i n  many y e a r s .  The c u r r e n t   a c c o u n t   d e f i c i t  i s  f o r e c a s t   t o  
increase by 88 per cent t o  SDP. 426 n i l l i o n  ( 6 . 4  per c e n t  of GNP). Long-term 
c a p i t a l   i n f l o w s ,   o a r t i c u l a r l y  on o f f i c i a l   a c c o u n t ,  are estimated t o   i n c r e a s e  
and   a lmos t   exac t ly   o f f se t   t he   cu r ren t   accoun t :   de f i c i t .  Net e r r o r s  and omis- 
s i o n s  a r e  expected t a  show a larp,er d e b i t  of SDR 90 m i l l i o n ,  and the  balance 
of ~aymen ta  i s  p ro jec t ed  t o  show an o v e r a l l   d e f i c i t  of SDH i(3 m i l l i o n  i n  1975.  

O f f i c i a l  i n t e r n a t i o n a l   r e s e r v e s   d e c l i n e d  i n  t h e  f i r s t  f i v e  months of  
1975, b u t  i nc reased   apprec i ab lv   i n   June  and J u l y  r e f l e c t i n g  t h e  expansion 
in  governmnr  medium-tern  borrowing abroad. In August ,   reserves  amounted 
t o  SDR 1 , 3 0 2   m i l l i o n  (SDR 74 m i l l i o n  lower than  i n  December 19741, and were 
e q u a l   t o   f i v e  months of projected  merchandise  imports ( c . i . f . 1  i n  1975. 

Table 1. Nalays ia :  Sumqary of Balance of Payments,  1971-75 

( I n   m i l l i o n s  of SDRs) 

"-._" - "- _." -."- - *  """.. 

Merchandise  exports 
Merchandise imDorts 

Trade b a lanc e 
Net s e r v i c e s  and t r a n s f e r s  

Current account  
N e t  nortaronetaw c a p i t a l  
Errors and omissions 
Al loca t ions  of SDHs 

Tot a 1 

. 

1471 1972 
" I  ..._..". . ~ . , .  . ._.^"  _._"_"" 

1,618 1,567 
1 , 3 8 6  1,474 

232. ?3 
-337 -350 
-105 -2.5 7 

212 247 
-6 7 40 

2 0 20 
6U 50 

" - 
I__ " 

-.- I- 

1975 
1973 1974 P r o j e c t i o n  

2 , 4 3 3   3 , 4 6 9  2 , 9 1 0  
1,946 3 ,  148 2,945 

547 321 -3 5 
-46 1 -549 -39 1 

86 -227 -42 6 
197 390 1<3G 

-183 -30 -90 

99 132 -83 

P " P 

" 

" 

" " 

" 

" "- 
Monetary  movements ( increase +) -60 -52, -99 -1  12 83 

Source: C e n t r a l  Rank of Malavsia. 
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D u r i n g   t h e   p a s t  year ,  several i':eme havc been madtl eubject  t o  q u a n l i t a -  
Live r e e t r i c ~ i o n s  for proLt1cli:w p u r p o w a ,  and impor l  d u t i e e  have, on b a l a n c e ,  
been eomewhal incrtlased; the v a l w  of the r e e L r i c l e d  items was equal Lo about 
4 per cenl of 1 0 ~ a l  import@ i n  1973. 

111. RepOrL on the S t a f f '  e D i s c u s s i o n #  w i t h  Lhe Malaysian AuLhoriLi t>s -."_I.""" ""...I.""..". .." *""_."_ ".""""""" 

1. P r o d u c l i o n  and d e v e l o p m e n t   p l a n n i n g  
"""" -I- ""- - 
The r e c e s s i o n   i n  Lhe i n d u s t r i a l   c o u n l r i e s   h a d  a d e l a y e d  impact on tht- 

Malays ian  economy, bu l  by tht? f i r s t  quarler of 1 9 7 5 ,   p r o d u c t i o n   i n  moat sec- 
tore of thc economy had shown s u b s L a n t i a 1   d e c l i n e s .   T h i s   d e l a y e d   i m p a c l  was 
due p a r L l y  Lo Lhe. c u s h i o n   p r o v i d e d  by p r i v a t e   i n v e $ t m t ? n t   e x p e n d i t u r e s   w h i c h  
i n c r e a s e d  considerably in 1974 ,  r e f l e c l i n g   d e c i s i o n s  taken during the boom 
year 1973. 

The. M a l a y s i a n  represanLa1ives s t a l e d   l h a t   b u s i n e s s  and consumer c o n f i d e n c v  
a p p e a r e d  LO bc r i s i n g ,  owing Lo t h e  relaLive s t a b i L i z a t i o n  of  consumer prices 
and t h e   r e l a x a l i o n  of c r e d i t  p o l i c y ,  and l h e  end of the third quarter  of 1975 
mighL prove LO be a t u r n i n g   p o i n t   f o r   t h e  economy. By the eecond quarttv o f  
1976, the economy was expecLed to be moving  firmly upward, l e d  by an e x p a n s i o n  
i n  r u b b e r  production; GNY wag p r o j e c t e d  l o  grow by about 6 p e t  cenL i n  real 
Lerma. 

In t h e  energy f i e l d ,  o i l  p r o d u c l i o n  is e x p e c t e d  Lo show 8 small i n c r e a s e  
i n  1975,  and a 1 0  per c e n l   i n c r e a s e   i n   1 9 7 6 .  In 1 9 7 4 ,  o i l  imports, bo th  i n  
value  and  volume terms, e x c e e d e d   e x p o r t s  by r e l a t i v e l y  small amnunts. Gaso- 
l i n e   p r i c e s  have been i n c r e a s e d  Lo r e f l e c t   a p p r o x i m a t e l y  oil prices  i n  t h e  
i n t e r n a t i o n a l  markel ,  but: d i e s e l  fuel and kcrosene prices have been kep t  down. 
Regard ing  t h e  development  of oLher ~ o u r c e s  of energy, n u c l e a r  power g e n e r a t i o n  
is planned  for t h e  mid-1980s.  

In  c o n n e c t i o n   w i t h   d e v e l o p m e n t   p o l i c i c s ,   t h e  Malaysian r e p r e s e n t a t i v e s  
s t a t e d   L h a t  Lht? Second Maleys ian  Plan (1971-75)  h a d ,  on l h e  wh.al+,  been a 
s u c c e s s .  Despile Lhe a d v e r s e   e c o n o a i c  developments I n  1 9 7 5 ,  it is e s t i m a t e d  
Lha t   t he  LargeL: r a t e  of growth of about 7 p e r  c e n t   p e r  annum w i l l  be a t t a i n e d .  
However, wiLh regard t o  the two g u i d i n q   o b j e c t i v r s  of  Lhe Governmen t ' s  N e w  
Economic Policy,  which  had a l s o  been launched i n  1 9 7 1 ,  v i z . ,  the e r a d i c a t i o n  
of p o v e r t y ,  and the. c o r r e c t i o n  of the  economic imbalance  belween Lhe Malay 
(bumiputra) and Chinese s e c L o r s  o f  t h e  poprilaLion, t h e  Plan's per fo rmance  
had been  below e x p e c t a l i o n s .   N e v e r t h e l e s s ,  t h e  economic s i t u a t i o n  of most 
poverty groupc had improved, and the share of t h e  bumipulra i n  the ownership 
and management of i n d u s t r y   a n d  commerce had i n c r e a s e d   a p p r e c i a b l y .  

While it was s t i l l  too  e a r l y  t o  p r o v i d e   d e t a i l s  of t h e  Third  M a l a y s i a n  
Plan (1976-SO), t h e   M a l a y s i a n   r e p r e s e n l a l i v e s  s t a t e d  Lhat its  developmenl 
a t r a t t l g y  would be L a r g e l y  a c o n t i n u a t i o n  of Lhat pursued  i n  recent  y e s . r s , l /  
b u t  wiLh greater emphasis on t h e   e r a d i c a t i o n  of  p o v e r t y .  In  o r d e r   t o  f a c r l i -  
Late  t h e   q u a n t i t a t i v e  appraisal o f  Lhe p o v e r t y   e r a d i c a L i o n  orogram, e i q h t  

1/ D e s c - z b a - T r i - S ~ 7 m l ,  pp. 10-12. 
"""I.-..""""""-.- "." 

- 
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poverty  calcq:ot4ieu had !w.cn d e f i n t l d  compri$ing,  amone ct .hcrs ,   rubbt l r  small- 
holdrru,   f iuhcrmt.-n,   urban  poor,  and a q r i s u l l u r a l   w o r k e r s ,  A g r e a t e r   s h a r e  
of Plan exp tvd i lu rc  would bil a l l o t  Led L O  povc r ty   e r ad ica t ion ,  and thtl s h n r r s  
of aqr i cu l lu r t ?  and  indugtry would a l s o  bt? highvl r ;   cor respondinglv ,   the   share  
of i n f r s s t r u r t u r t ~   t 1 x p c n d i l u r t  would bt) lowtlr. The Plan would aim a t  a h iqher  
ra t t i  of !?rowLh than   i n  Lhv p a s l ,  and would r e l y  mort’ on p r i v a t e  scclor i nves t -  
ment.  Sinctl i t  vas init-ndt-d L o  ~ t a b i l i z t ?  Lht. p ropor t ion   of  p u b l i c  seclor 
expendi ture  i.n t o t a l  G D P  a1 i t s  Drthst’nt IC~vrl (37 pcr ct3nL). no major  f inanc- 
in.: p r o b l m  was rxptlct  ed 3~ rt>$!ards p u b l i c  wctor   invrs l .ments ,   bccause   o f  Lhil 
r e l a L i v c l v   h i r h   v l a s t i c i L y   o f   l h e  t a x  .qyeLt’m and the  scope for rnobilizinpl. 
domestic  rrtjourct-s,  t3spt’cially from i n c r r a w d   s o c i a l  stlcuritv c o n l r i b u r i o n s .  
SLepe  would bt. Laktln t o  c u r b  Lhtl growth i p  publ ic   expendi tur t%,   for   ins tance , ,  
b y  r t lducing  dupl icat ion of + f f o r t  among public   sector   aaencirr ;   lhaL had pro- 
1ift .ratt~d i n  rt’cenL y c a r s .   I n d u s t r i a l  devt>lopmenl.  would  focuv more  on 
labor- in lenuive  i n d u s t r i e s  based 011 d o m e s t i c   r e s o u r c e s ;   p r i o r i l y  would 
also be given t o  exporL-o r i en led   i ndus t r i e s ,  

2 .  F i s c a l   p o l i c y  
““ -.-.- - - ” 
The d i s c u s s i o n s  centered on thtl use o f  the  budge l  as  an insLrumrlnL of 

counter -cyc l ica l   po l icy .   In   rev iewing  t h t ?  past two y r a r s ,  i L  appeared   tha t  
a c t u a l  budget  pt3rformance  had b r r n   r e l a t i v e l v   i n e f f e c l i v e  i n  ach iev ing  t h i s  
o b j e c l i v r .   I n  1974, the b u d w t  was cxp2nsionary  rven ihot!qn agert’EaLt? demand 
had been buoyant  during most  of L h t a  pear.  Although thc rxuor t  boom had  begun 
i n  e a r l y  1 9 7 3 ,  rnt=asLt-es t o  rcduct. dcmand b y  making expor t  t axes  mote progres-  
s i v e  were under taken   on ly   in  A p r i l  1974. ‘Phis res t rn in inq   measure  vas counler-  
acted b v  Lhe largtl expansion i n  expt>ndi ture ,  and the o v e r a l l  budget d e f i c i t  
was 23  pcr  c r n t  h i g h e r  t h a n   i n  1973. For 19.i‘;. ?“e a u t h o r i t i e s  had intended 
the budget t o  have  an  anLirecessionary  impact.  However, recent e s t i m a t e s  
i n d i c a t e  LhaL thc   i nc rease   i n   cu r ren t   ex twnd i tu re  will be below  average  for 
the  pasL f i v r   y r a r s ,   w h i l e   r e s 1  erowLh i n  development  e-xpendiiure will pro- 
bably  be n e g a l i v e .  IL a p p e a r s ,   t h e r e f o r e ,  lhaL Lht? i nc rease  i n  t h e  o v e r a l l  
LudyL  de f i c iL   i n  1975 was a conutlquence  of LhP p r e v a i l i n g   r e c e s s i o n a r y  
cond i t ions   r a the r   t han  the reslllt o f   d i s c r e t i o n a r y   a n t i c y c l i c a l  measures. 
Although i n  an  econoiny so hra*..ily dependent on e x p o r t s ,   f i s c a l  p o l i c y  could 
noL be expected Lo f u l l y   o f f s e C  a sharp f a l l  in   expor t   earn ings ,   the  s t a f f  
team suggested that  f i s c a l   p o l i c y  c o u l d  have been more expaasionary in 
1 9 7 5 .  

While t h e   r a p i d i l y   w i t h  which  the economy  had turned  around  contr ibuted 
t o  Lhe d i f f i c u l t i e s   i n   c o n d u c t i n g  an e f f e c t i v e   f i s c a l   p o l i c y ,   d e l a y s   i n  tht? 
reporLing of f i sca l   deve lopments  wert? a l s o   r e s p o n s i b l e .   T h u s ,   a t  t h e  time 
the a u t h o r i t i e s   p r c s e n t e d  Lhr 1975  budget (Novt?mber 19741, they were under 
the  impression  Lhat t h e  budgt’t was s u f f i c i c n t l y   a n l i r e c e s s i o n a r y   i n   t h e   l i g h t  
of   the  out turn  then expe,cLed for 1971,. The. s t a f f   m i s s i o n   s a i d  t h a t  e f f o r t s  
should be made l o  improve  the  t imel iness  of f i s c a l   r e p o r t i n g ,  and suqgested 
Lhat i n  times of grpat  uncertainty  rt!gafdinr:  developments  abroad and i n  the 
domest ic   economy,   budget   f lexibi l i ly  was e v p e c i a l l y  impor tan t .  T h i s  could 
take   the  Corm, for example, o f  formula l ing   a l lorna t ive   expe-ndi ture  programs 
i n  advance so t h a t  t h e y  could be imalemented p r o m p t l y  when lhe need a r o s e ,  
The Malays ian   representa t ives  rxp1aint.d t h a t  in  ea r ly   1975 ,   a s   ev idence   o f  
recessionarv  tendencies   mounted,   efforLs had  been made Lo impleme.nl an 
expenditure  program  involving  ouLlays on quick-yielding projects .  Some 
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succeys h a d   b e e n   a c h i e v e d ,   f o r   e x a m p l e   w i t h   p r o j e c t s  f o r  expanding   produc-  
t i o n   o f   v e g e t a b l e s   a n d   o t h e r   f o o d s t u f f s ,   b u t   d i f f i c u l L i e s   h a d   b e e n   m c o u n -  
t e r s d   b e c a u s e  of a l a c k  of a p p r o p r i a t e   p r o j e c t s   r e a d y  for implement-alion; 
t h e  a u t h o r i t i e s  were t a k i n g   s t e p e   t o   r e m e d y   L h i s   s i t u a t i o n .  

R e g a r d i n g   t h e   p o l i c y  to b e   p u r s u e d   i n   t h e   i m m e d i a t e   f u t u r e ,  the s t a f f  
team i q d i c a t e d   L h a t   g i v e n   t h e   u n c e r t a i n t i e s   s u r r o u n d i n g   t h e   t i m i n g   a n d  
s t r e n g t h   o f   t h e   e c o n o m i c   r e c o v e r y  of t h e   i n d u s t r i a l   c o u n t r i e s ,  the time l a g  
with  which  such a r ecove ry   wou ld   exe r t   an   impac t   on   t he   Ma lays i an   economy,  
and   t he   l ack  of f i r m   s i g n s   t h a t  a r e c o v e r y  was under  way i n   M a l a y s i a ,   t h e  
a u t h o r i t i e s   s h o u l d   c o n s i d e r   s t e p p i n g   u p   e x p e n d i t u r e s   o n  ongoing p r o j e c t s  
as well as i m p l e m e n t i n g   a d d i t i o n a l   p r o j e c t s   d u r i n g   t h e   n e x t   s i x  months. 
T h e s e  shou ld  bc p r e f e r a b l y  of a l a b o r - i n t e n s i v e   c h a r a c t e r   w i t h  short  g e s t a -  
L i o n   p e r i o d s ,   t h e r e b y   p e r m i t t i n g   t h e   a u t h o r i t i e s   t o  reverse, i f   n e c e s s a r y ,  
t h e i r   e x p a n s i o n a r y   p o l i c y   i n   t h e   e v e n t  of a bu i ld -up  of i n f l a t i o n a r y   p r e s s u r e  
i n   t h e  l a t t e r  part:   of 1 9 7 6 .  The M a l a y s i a n   r e p r e s e n t a t i v e s   a g r e e d   a n d   i n d i -  
cated Lhat. enhanced   expendi ture   on   low-cos t   hous inq   would   be  of p a r t i c u l a r  
i m p o r t a n c e   s i n c e   t h e   c o n s t r u c t i o n   i n d u s t r y  was d e p r e s s e d   a n d   t h e   i m p o r t  con- 
t e n t  was low. 

The s t a f f  team s u g g e s t e d  t h a t  i n  a l o n g e r - t e r m   c o n t e x t  , s t e p s   s h o u l d   b e  
t a k e n  to r e n d e r  t h e  b u d g e t ,   e s p e c i a l l y  on t h e   t a x   s i d e ,  more r e s p o n s i v e   t o  
changes i n  t h e   c u r r e n t   e c o n o m i c   s i t u a t i o n   b y ,   i n t e r  a l i a ,  c h a n g i n g   t h e   s y s t e m  
of d i r e c t   t a x   a s s e s s m e n t s   f r o m  a p r e c e d i n g  to  a c u r r e n t   y e a r   b a s i s   a n d   b y  
m a k i n g   c e r t a i n   t a x e s   m o r e   m o g x e s s i v e .  The M a l a y s i a n   r e p r e s e n t a t i v e s   r e p l i e d  
t h a t   t h e y   i n t e n d e d   t o  makt? t h e  budget  a more e f f e c t i v e   a u t o m a t i c   s t a b i l i z e r  
a n d   w e r e   p l a n n i n g   t o   i n t r o d u c e  a current year   assessment   scheme as soon as 
f e a s i b l e .  

The p r e l i m i n a r y   o u t l i n e  of the  1976  budget  was rev iewed .  In  t h e   a b s e n c e  
of new t a x  measures, c u r r e n t   r e v e n u e  i s  e x p e c t e d  Lo grow by about. 8 p e r  cen t ,  
w h i l e   c u r r e n t   e x p e n d i t u r e   w o u l d   i n c r e a s e   b y  5 p e r   c e n t .  Direct s u b s i d i e s  
are  expec ted  t o  be much l o w e r ,   m a i n l y   b e c a u s e   t h e   p r i c e  of  impor t ed  rice h a s  
d e c l i n e d .   b u t  there i s  c o n s i d e r a b l e   u n c e r t a i n t y   r e g a r d i n g   o u t l a y s  on s e c u r i t y  
e x p e n d i t u r e   i n   v i e w  of t h e   r e s u r g e n c e   i n   t e r r o r i s t   a c t i v i t y .   M o r e o v e r ,   s i n c e  
t h e   t e n t a t i v e   e s t i m a t e   d i d  not p r o v i d e  for a n y   i n c r e a s e   i n   w a g e s   a n d  sa lar ies  
of  government employees, t h e   s t a f f   t e a m   f e l l   t h a t  i t  w o u l d   b e   d i f f i c u l t  f o r  
t h e  Government t o  r e s t r i c t   t h e   q r o w t h   i n   e x p e n d i t u r e s  t o  5 p e r  cent .  A s  t o  
d e v e l a p r n e n t   e x p e n d i t u r e ,   t h e   p r o p o s a l s  w i l l  be u r e s e n t e d  i n  two s t a g e s ,   b e -  
cause p a r l i a m e n t a r y   a p p r o v a l   o f   t h e   T h i r d  Malaysia P l a n  is not e x p e c t e d  b e f o i e  
March 1976 .  The budget  w i l l  i n c o r p o r a L e   a p p r o p r i a t i o n s  for s p e n d i n g  on ongoing  
p r o j e c t s ,   w h i l e  proposals  for e x p e n d i t u r e  on new p r o j e c t s  will bs made i n  a 
s u p p l m e n t a r y   b u d g e t   f o l l o w i n g  L ’ n e  approva l   o f  the T h i r d   M a l a y s i a   P l a n .  T h i s  
s p L i t t i n g  of e x p e n d i t u r e   a p p r o p r i a t . i o n s  w i l l  e n a b l e   t h e   a u t k o r i t i e s  t o  t a k e  
i n L o   a c c o u n t   t h e   e x t e n t  of economic   recovery  i n  d e t e r m i n i n g  t h e  amount of 
development.   spending a f t  t--r ;-larch. The M a l a y s i a n   r e p r e s e n t a L i v e s   e x p r e s s e d   c o n -  
cern about t h e   i n c r e a s i n g   r e c o u r s e  t o  f o r e i s n   b o r r o w i n g  to  f inance   deve lopment .  
e x p e n d i t u r e .  Tht. s t a f f  team op ined  t h a t   i n   v i e w  of L h e  low f o r e i g n   d e b t  ser- 
vice r a t i o  a n d   t h e   f a v o r a b l e  m e d i u m - t e r m  e x p o r t  prospects,  M a l a y s i a  was i n  
a p o s i t i o n  to i n c u r   a d d i t i o n a l   f o r e i g n   d e b t   t o   f i n a n c e  an e f f e c ~ i v e  anLi- 
recesvionary program. 
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The s t a f f  team  discussed  recent  studies  commissioned by t h e  Government 
t o   e v a l u a t e   t a x   i n c e n t i v e s  t o  indus t rv  as well a s  t a r i f f   P r o t e c t i o n ,  which 
i n d i c a t e d   t h a t   i n   c e r t a i n   c a s e s   t h e   b e n e f i t s   c o n f e r r e d  were excess ive .  T h e  
Y a l a v s i a n   r e p r e s e n t a t i v e s   s t a t e d   t h a t  the  a u t h o r i t i e s   i n t e n d e d   t o   e x e r c i s e  
e r e a t e r   s t r i n g e n c v   i n   g r a n t i n g   a p p l i c a t i o n s   f o r   t a x   i n c e n t i v e s  and t o   b e  
more act ive  in   redr lc inq  excessive  margins  of t a r i f :  p r o t e c t i o n .  

3 .  Monetary p o l i c i e s  

hring; the   pas t  two years,   monetary  policy  has,  on the  whole,   been 
aDpl i ed   f l ex ib ly  and i n  w ick   r e sponse   t o   t he   chang ing   economic   s i t ua t ion ;  
i n  November 1 9 7 4 ,  the   monetary   a l l thor i t ies   took   the  f i r s t  s t e p  toward  easing 
the   uo l i cv  of r e s t r a i n t  which  had  been  pursued  during  the  period of i n f l a -  
t i o n .  Yore  imDortant  measures t o  r e l a x   c r e d i t  w e r e   t a k e n   a f t e r   t h e   t u r n  of 
the   vear .   In   February  1975 t h e   c e i l i n g s   o n   c r e d i t   e x p a n s i o n  of commercial 
5anks and  borrowing  companies  were  abolished,  and  the  statutory  reserve 
r a t i o ,   a s  well a s  bank i n t e r e s t  r a t e s ,  were reduced. The s t a t u t o r y   r e s e r v e  
r a t i o  was r e d u c e d   f u r t h e r   i n  May, and  bank i n t e r e s t   r a t e s  were reduced  again 
i n  Yay afld A u g u s t .  As a r e s u l t  of these  measures,  commercial  banks  have be- 
c m e  l i q u i d  and  have  been i n  a p o s i t i o n   t o  meet c r e d i t  demand which,  since 
Yay, h a s   s t a r t e d   t o  Dick  up. I f ,  as expec ted ,   economic   ac t iv i ty  shows some 

t .  - i a a t e   t h a t   c r e d i t   t o   t h e   p r i v a t e   s e c t o r  would i n c r e a s e  by 14 per cent  and 
qoney s u p d v ,  by more than 8 p e r   c e n t   d u r i n g   t h e   f u l l   y e a r   1 9 7 5 .  

ecove rv   du r ine   t he   l a s t   Quar t e r  of t h e  y e a r ,   t h e   M a l a y s i a n   a u t h o r i t i e s  

The Cen t ra l  Rank has   s t rengthened  markedly i t s  s e l e c t i v e   c r e d i t   p o l i c y  
i n   o r d e r  t o  channel f u n d s  t o   p r i o r i t y   s e c t o r s .   S i n c e   F e b r u a r y  1975, cornmer-.. 
c i a 1  banks and  borrowing  companies  have  been  required t o   e x t e n d  a minimum of '. 
50 uer   cen t  of  t h e   n e t   i n c r e a s e  of t he i r   l oans   t o   t he   bumipu t ra  community 
(bumiDutra   individuals  and bumiput ra-cont ro l led   en terpr i ses )  , for home owner- 
shiD by i n d i v i d u a l s ,  and to   the   manu€actur ing   indus t rv .   Moreover ,   banks   have  
been   r eau i r ed   t o   i nc rease   t he  amount of funds   devoted   to   smal l   loans   under  
t h e  c r e d i t  guarantee  scheme. A s  a r p s u l t ,   a b o u t  70 per   cen t  of t h e   t o t a l  
n e t   i n c r e a s e   i n  bank c r e d i t   d u r i n g  t h e  f i r s t  seven  months of 1975  has  been 
d i r e c t e d   t o   t h e s e   m i o r i t y   s e c t o r s .  The Malays i an   r ep resen ta t ives   s t a t ed  
t h a t   t h e   s e l c c t i v e   c r e d i t   p o l i c y  had played a s i g n i f i c a n t   r o l e   i n   a s s i s t i n g  
the   buq ipu t r a  community t o  exDand i t s  b u s i n e s s   a c t i v i t y  and  improve i t s  
economic  s tanding;   this   Dolicy had h e l p e d   t o  overcome t h e   t r a d i t i o n a l   p r e -  
j u d i c e  of  banks  aFainst   lending  to  the bumiputra  community. They added t h a t  
s e l e c t i v e   c r e d i t   p o l i c y   t o   c h a n n e l   c r e d i t   t o   t h e   b u m i p u t r a  community, small 
bus inesses ,  and housing loans would be continued  because i t  c o n t r i b u t e d   t o  
the   a t t a inmen t  of  the  o b j e c t i v e s  of t h e  New Economic P o l i c y ,  However, t h e  
n re fe rence   g iven   t o   c r ed i t   ex t ens ion   t o   t he   manufac tu r ing   i ndus t ry  would 
Drobably  be  discontinued  as goon as economic a c t i v i t y   r e c o v e r e d ,  

The monetarv   au thor i t ies   cons idered   present   monetary   po l ic ies   as   be ing  
b road ly   aPvrovr i a t e ,  h u t  were Drepared, i f  n e c e s s a r y ,   t o   t a k e   a d d i t i o n a l  
s t e p s   t o   h e l u   s t i m u l a t e   t h e   e c o n m y ,   i n c l u d i n g  a fu r the r   l ower ing  of i n t e r e s t  
r a t e s .  Looking  ahead t o  t h e  l a t t e r  part  of  1976 when export  demand might 
s t r e n g t h e n   c o n s i d e r a b l y ,   t h e   s t a f f  team poin ted  t o  t h e  need f o r   c o n t i n u i n g  
f l e x i b i l i t y   i n   c r e d i t   D o l i c y .  The Malaysian  representat ives   remarked t h a t  t h e  
Cen t ra l  Rank Act had been amended r e c e n t l y  t o  permi t   the  Hank t o  i s s u e  i t s  
own s e c u r i t i e s   i n   o r d e r   t o  engage i n  open market   operat ions.  When the  need 
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a r o s e ,   s u c h   s e c u r i t i e s   w o u l d  be i s s u e d  i n  o r d e r   t o  absorb excess l i q u i d i t y .  
R e g a r d i n g   i n t e r e s t  r a t e s ,  t h e   C e n t r a l  Bank favoced a gradual s h i f t  t o  
m a r k e t - d e t e r m i n e d   i n t e r e s t  r a t e s ,  b u t   p r o g r e s s   i n   t h a t   d i r e c t i o n  had n c t  
been  made d u r i n g   t h e   p a s t   y e a r ,   p a r t l y   b e c a u s e   c o m m e r c i a l   b a n k s   h a d  shown 
r e l u c t a n c e   t o   r e d u c e   l e n d i n g   r a t e s   f o l l o w i n g   r e d u c t i o n s   i n  the maximrlm 
i n t e r e s t   r a t e s  on fixed d e p o s i t s   a n d  minimum prime l e n d i n g  ra te  as r e q u i r e d  
by t h e   C e n t r a l   B a n k .  

With r F g a r d  to m e a s u r e s   t o   b r o a d e n   t h e   c a p i t a l   m a r k e t   i n   o r d e r   t o  i m -  
prove the m o b i l i z a t i o n  of s a v i n R s ,   t h e   M a l a y s i a n   r e m e s e n t a t i v e s  said t h a t  
s t eps  h a d   b e e n   t a k e n   t o   e n a b l e  the DmDloyees   P rov iden t   Fund   t o   i nves t   i n  
s h a r e s  of c e r t a i n   a p p r o v e d   c o m p a n i e s .   T h e y   a g r e e d   w i t h   t h e   s t a f f   m i s s i o n ' s  
s u g g e s t i o n   t h a t   p u b l i c   c o r p o r a t i o n s   s h o u l d  issue t h e i r  own d e b e n t u r e s  in the 
market t o   o b t a i n   f u n d s   f o r   t h e i r   c a p i t a l  needs. 

4. E x t e r n a l  p o l i c i e s  

The e x p e c t e d   a p p r e c i a b l e   d e c l i n e   i n   M a l a v s i a n   e x p o r t s  i n  1975,  is due 
main ly  t o  l o w e r   p r i c e s .   S i n c e  about t h r e e  quarters of M a l a y s i a ' s   e x p o r t s  
go t o   t h e  OECD area,  a s i g n i f i c a n t   e x p a n s i o n  i n  M a l a y s i a n   e x p o r t s   i n   1 9 7 6  
deDends  on  an early e c o n o m i c   r e c o v e r y   i n  t h e  OECD c o u n t r i e s ;   s u c h  a r e c o v e r y  
w o u l d   b e   r e f l e c t e d   i n   M a l a y s i a n   e x p o r t s  w i t h  a time l a g  of nore than s i x  
months.  

D e s p i t e   t h e   d i v e r s i f i c a t i o n  o f  N a l a y s i a n   e x p o r t s ,   r u b S e r   e x p o r t s   c o n -  
t i n u e  to b e   t h e  major i t e m  (30 p e r   c e n t  of t o t a l   e x p o r t s  i n  19741, a n d   t h e  
r u b b e r   i n d u s t r y  i s  the   mos t   imDor tan t   employer  of l a b o r   i n   M a l a y s i a ;   M a l a y s i a ' s  
s h a r e   i n   t o t a l   w o r l d   p r o d u c t i o n  of n a t u r a l   r u b b e r  was 44 p e r   c e n t   i n  1974. 
I n  o r d e r   t o   h a l t   t h e   s h a r p   d e c l i n e   i n   r u b b e r   p r i c e s ,   t h e   M a l a y s i a n   G o v e r n -  
ment  announced i n  November 1974 a s i x - p o i n t   p r o g r a m   t o   r e d u c e   p r o d u c t i o n  
and i n c r e a s e   d o m e s t i c   s t o c k s  of rubber, The m o n t h l y   a v e r a g e   p r i c e  of RSSl 
r u b b e r   h a d   f a l l e n   f r o m  a peak of M$2.65 p e r   k i l o   i n   J a n u a r y  1974 t o  a low 
of N $ l .  1 2  p e r   k i l o   i n  November.  However , i n   Sep tember   1975  i t  ave raged  
MS1.41 per k i l o ,  ar,d i s  e x p e c t e d  t o  i n c r e a s e   f u r t h e r   i n   1 9 7 6 .   A l t h o u g h   t h e  
r e s t r i c t i o n s  on r u b b e r   u r o d u c t i o n  were e a s e d   i n   S e p t e m b e r ,   r u b b e r   o u t p u t  was 
expected to d e c l i n e  by about 10 per c e n t   i n  1975. N e g o t i a t i o n s  among meinbers 
of t h e   A s s o c i a t i o n  of Natura l   Rubber  Producing C o u n t r i e s   f o r   t h e   e s t a b l i s h -  
ment of a b u f f e r   s t o c k   s c h e m e  for  n a t u r a l   r u b b e r  a r e  a t  a n   a d v a n c e d   s t a g e ;  
c o n s u m i n g   c o u n t r i e s  w i l l  be i n v i t e d  t o  j o i n  t h e  scheme. 

S i n c e   t h e   G o v e r n m e n t ' s  policy i s  t o  give p r i o r i t y  t o  e x p o r t - o r i e n t e d  
i n d u s t r i e s   D r o c e s s i n g   l o c a l l y   p r o d u c e d   c o m m o d i t i e s ,   t h e   s h a r e  of processed 
goods i n  t o t a l  e x p o r t s  i s  e x p e c t e d   t o  r i s e  s i g n i f i c a n t l y   i n   t h e   n e x t  few 
y e a r s .  Among e x p o r t s  of p r imary   commodi t i e s ,   r ubbe r ,  palm o i l ,   t i n ,  and 
t i m b e r  w i l l  c o n t i n u e   t o   c o m p r i s e   t h e   b u l k  of s u c h   e x p o r t s ,   b u t   p e t r o l e u m  
a n d ,   t o  some e x t e n t ,  copper  w i l l  become i n c r e a s i n g l y   i m p o r t a n t .  

D i s c u s s i n g   t h e   d i f f i c u l t i e s   f a c i n g   M a l a y s i a ' s   e x p o r t s ,  t h e  Ma lays i an  
r e p r e s e n t a t i v e s   r e f e r r e d  t o  t h e   r e s t r i c t i o n s  imposed by s e v e r a l   i n d u s t r i a l  
c o u n t r i e s   o n   t e x t i l e   e x p o r t s   u n d e r   t h e   M u l t i f i b e r   T e x t i l e   A r r a n g e m e n t   a n d   t o  
t h e   i n t r o d u c t i o n  of a q u o t a  on Malaysian e x p o r t s  of r u b b e r   b o o t s  by Sweden. 
They also  pointed o u t   t h a t   t h e   M a l a y s i a n   p i n e a p p l e ,  palm o i l  and  plywood 
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i n d u s t r i e s  had been d v e r s e l y   a f f e c t e d  by the   g radual  rise i n  the  U.K. 
t a r i f f s   f o l l o w i n g  i t s  e n t r y   i n t o   t h e  EEC. Palm o i l   e x p o r t s   t o  the EEC were 
f a c i n g   a d d i t i o n a l   d i f f i c u l t i e s   b e c a u s e  of t h e   p r e f e r e n t i a l   t a r i f f  treatment 
accorded to expor t s  of v e g e t a b l e   o i l  from c e r t a i n   A f r i c a n   c o u n t r i e s .  

I n  cont ras t   to   expor t   p r ice   deve lopments ,   impor t   p r ices   cont inued   the i r  
uptrcnd i n  1975, a l t h o u g h   a t  a much lower   ra te ,  and t h e  terms of t r a d e  &re 
p r o j e c t e d   t o   r e c o r d  a s u b s t a n t i a l   d e c l i n e   i n  1975.  Despite  the  adverse 
economic condi t ions  i n  Malaysia  and  abroad,  the  inflow of pr iva te   long- te rm 
c a p i t a l  i s  expected t o  be la rge .   Regard ing   the   poss ib le  adverse e f f e c t s  on 
foreign  investment   in   Malaysia  of t h e  Amendment t o   t h e   P e t r o l e u m  Development 
Act of  1974  and the Indus t r i a l   Coord ina t ion  Act passed i n   A p r i l   1 9 7 5 ,  the 
Malays ian   representa t ives  stated t h a t  i t  was d i f f i c u l t   t o  make an  assessment.  
Discussions were i n  p rogres s   w i th   t he   fo re ign   o i l   compan ies   r ega rd ing   t h i s  
Amendment, and i n  drawing up the   r egu la t ions   fo r   imp lemen t ing   t he   Indus t r i a l  
Coordination Act the  genuine  concerns  expressed by f o r e i g n  and l o c a l   e n t r e -  
preneurs  were being taken i n to   acccun t .   Rega rd ing   i n t e rna t iona l  reserves, 
the   longer - te rm  objec t ive  i s  t o  achieve  a h i g h e r   r a t i o   t h a n   t h e   p r e s e n t  one of 
about  f ive  months '   imports.  Medium-term expor t   p rospec ts   a re   favorable ,   and  
t h e   c u r r e n t   a c c o u n t   d e f i c i t  as a percentage of  G N P  is expec ted   t o   dec l ine  
s u b s t a n t i a l l y  i n  t h e   c o u r s e   o f   t h e  Third Malaysia Plan (1976-80). 

Concerning  the  exchange  system of Malays ia ,   the   Malays ian   representa t ives  
expla ined   tha t   the   Malays ian   do l ia r  was pegged t o  a composite of c u r r e n c i e s  of 
Malays ia ' s   major   t rad ing   par tners   and   tha t   the   weight ing   re f lec ted   t rad ing  
s h a r e s  as well a s   t he   impor t ance  of c u r r e n c i e s   i n   s e t t l e m e n t .  The a u t h o r i t i e s  
intervened t o  ma in ta in   t he   r a t e   w i th in   marg ins  of 2 .25  per   cent ,   but   occasion-  
a l l y  and f g r   r e l a t i v e l y   s h o r t   p e r i o d s   t h e  rate had been  allowed to  exceed 
margins ;   th i s  had occurred,   for   example,  when t h e r e  were r e l a t i v e l y   s h a r p  
movements i n   t h e  U . S .  d o l l a r .  However, t h e   i n t e n t i o n  was to   main ta in   margins  
and t h e  rate had been  brought   back  within  the  margins .  The a u t h o r i t i e s   d i d   n o t  
wish t o  d i s c l o s e   d e t a i l s  of the  composi t ion of t h e  basket because of t h e i r  f e a r s  
o f   s p e c u l a t i o n   a f f e c t i n g   t h e   r a t e .   A l t h o u g h   t h e   a u t h o r i t i e s  would l i k e  t o  see 
t h e   p r e s e n t   s i t u a t i o n  of g e n e r a l   f l o a t i n g  come to  an end ,   they   were   re la t ive ly  
sa t i s f ied   wi rh   the   working  of the Malaysian  exchange system. O n  the  whole,  i t  
had been Foss ib l e   t o   ma in ta in   s t ab le   marke t  conditi .ons i n   t h e   s h o r t   r u n ,   b u t  
i t  was felt t h a t   m a j o r   i n d u s t r i a l   c o u n t r i e s  shou1.d a c t  more d e c i s i v e l y   t o  dampen 
f l u c t u a t i o n s  i n  t he i r   cu r renc i . e s ,  which d e v e l o p i n g   c o u n t r i e s ,   l i k e  Malaysia, 
had d i f f i c u l t y   i n   c o u n t e r a c t i n g .  The A u t h o r i t i e s   b e l i e v e d   t h a t   t h e   c u r r e n t  
exchange ra te  of the  Malaysian do l l a r  was appropriate   under  t h e  p r e v a i l i n g  
circumstances.  The trade-weighted  effect-ive  exchange rate of t h e  Malaysian 
d o l l a r  computed by the s t a f f  rose by 5 .7  per cen t   i n   1974 ,  bu t  has dec l ined  
in recent  months,  and i n  l a te  October 1975 i.t was 5.9 p a -  cent  lower  than at 
the   end  of 1974.  

The forward  market  has been w o r k i n g   s a t i s f a c t o r i l y  i n  providing  cover 
t o   t r a d e r s ,   a l t h o u g h   t h e r e  was room f o r  f u r t h e r  i.ntprovement. The c o s t   o f  
forward  covering  has been reduced as a result  of a l a r g e r  volume of t ransac-  
t i o n s  and increased  competit ion among banks. The Cent ra l  Bank does  not  parti- 
c i p a t e   i n   t h e   f o r w a r d   m r k e t .  
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E x p o r t   r e s t r i c t i o n s  were i n t e n s i f i e d   d u r i n g   t h e  p a s t  y e a r  as a d d i t i o n a l  
commodi t ies  were made s u b j e c t   t o   s u c h   r e s t r i c t i o n s .   T h e   M a l a y s i a n   r e p r e s e n -  
t a t i v e s   e x p l a i n e d   t h a t   e x w r t   r e s t r i c t i o n s   w e r e   i m p o s e d   m a i n l y   o n  i t e m s  f o r  
w h i c h   d o m e s t i c   p r o d u c t i o n  could n o t  meet d o m e s t i c  demand; s e v e r a l  items on 
t h e   r e s t r i c t e d  l i s t  were materials used  by d o m e s t i c   i n d u s t r i e s .  The p u r p o s e  
of t h e   r e s t r i c t i o n s  was t o   a v o i d   s h o r t a g e s ,   i n c l u d i n g   s e a s o n a l   s h o r t a g e s ,  and 
p r i c e   i n c r e a s e s .  The s t a f f  team commented t h a t  t h e   s u p p l y   s h o r t a g e s  and 
s h a r p   m i c e   i n c r e a s e s   w h i c h   h a d   l e d  t o  t h e   i m p o s i t i o n  of e x p o r t   r e s t r i c t i o n s  
ir, Y a l a y s i a   a n d   o t h e r   c o u n t r i e s   i n   1 9 7 3 - 7 4   h a d   m o d e r a t e d  or  d i s a p p e a r e d .  
However, with t h e   e x c e p t i o n  of sugar, Malaysia d i d   n o t  relax i t s  e x p o r t  res- 
t r i c t i o n s  but i n s t e a d  imposed new ones.  W i t h   r e g a r d   t o   t h e   i n t e n s i f i c a t i o n  
of import r e s t r i c t i o n s   t h e   M a l a v s i a n   r e m e s e n t a t i v e s   e x p l a i n e d   t h a t   t h e s e  
res t r ic t ions had n o t   b e e n   i n t r o d u c e d  for balance   o f   payments  reasons,  b u t  
i n   o r d e r   t o   p r o t e c t   d o m e s t i c   i n d u s t r y ;   t h e y  were cons ide red   t empora ry   and  
w e r e   b e i n g   c o n s t a n t l y  reviewed. 

I V .  S t a f f   A p p r a i s a l  

4 b a s i c   c h a n g e   i n   M a l a y s i a ' s   e c o n o m i c   s i t u a t i o n   t o o k   p l a c e   t o w a r d  
t h e   e n d  of 1 9 7 4 :   o w i n g   t o   t h e   d e c l i n e   i n   e x D o r t   d e m a n d ,   e c o n o m i c   a c t i v i t y  
slowed down markedly from t h e  boom c o n d i t i o n s   e x p e r i e n c e d  i n  1973 and e a r l y  
1 9 7 4 ,   a n d   t h e   r a t e  of i n f l a t i o n ,   w h i c h   h a d   r e a c h e d  a p e a k   i n  March 1974, 
e a s e d   c o n s i d e r a b l y .  Bv t h e   b e g i n n i n g  of 1975,  when r e c e s s i o n a r y   t e n d e n c i e s  
became  ev ident  i n  the   Ma lays i an   economy,   comba t ing  recess ion  became t h e  
p r i n c i p a l   t a s k  of e c o n o m i c   p o l i c y .   C o n s i d e r i n g  the heavy  dependence  o f  
t h e  economy o n  f o r e i g n   t r a d e   ( e x p o r t s   e q u a l   a b o u t  50 per c e n t  of GNP), t h e  
G o v e r n m e n t ' s   p o l i c i e s  of t h e   p a s t  two y e a r s   h a v e   a t t a i n e d  a l a r g e   m e a s u r e  
o f   s u c c e s s :   t h e   a n n u a l   r a t e   o f   i n f l a t i o n   h a s   d e c l i n e d   s h a r p l y   t o  3 . 4  p e r  
c e n t ,   w h i l e   t h e   e f f e c t s  of t h e  f a l l  i n   e x p o r t  demand have   been   b lun ted   by  
a n t i r e c e s s i o n a r y  measures so  t h a t  the i n c r e a s e   i n   o p e n   u n e m p l o y m e n t   h a s   n e t  
b e e n  ser ious.  Al though  no  firm i n d i c a t i o n s  a r e  a s  y e t   e v i d e n t ,   t h e   a u t h o r i -  
t i e s  e x p e c t   t h e   e c o n m y   t o   t u r n  around i n   t h e   l a t t e r  part  of t h i s  y e a r .  A 
f u l l   r e c o v e r y  nf rhe  Malaysian  economy i s  c o n d i t i o n a l   o n   t h e   u p t u r n  of 
e c o n o m i c   a c t i v i t y   i n   t h e   i n d u s t r i a l   c o u n t r i e s   w h i c h   w o u l d   b e   t r a n s m i t t e d  to  
M a l a y s i a   w i t h  a l a g  of s e v e r a l   m o n t h s .  

The   Cen t ra l  Bank changed i t s  p o l i c y  stance i n  November 1 9 7 4 ,  a n d  irnpor- 
t a n t   m e a s u r e s   t o   r e l a x   c r e d i t  were t a k e n  i n  Feb rua ry  and i n   s u b s e q u e n t   i n o n t h s .  
The l i f t i n g  of t h e   c r e d i t   c e i l i n g s  and t h e   l o w e r i n g  of s t a t u t o r y   r e s e r v e s   a n d  
i n t e r e s t  rates  h a v e   i m p r o v e d   t h e   b u s i n e s s   c l l r r ~ a t e   a n d   h a v e  made i t  p o s s i b l e  
f o r   t h e   b a n k i n p  s y s t e m  to p r o v i d e   f i n a n c i n l  s l lppor t  t o  a n   e c o n o m i c   r e c o v e r y .  
The s t a f f   v e l c o r ? e s   t h e .   f a c t  that  t h e  C e n t r a l  Rank i s  now a b l e   t o   i s s u e  i t s  
own n o t e s  t o  enFaqe i n   o p e n   m a r k e t   o p e r a t i o n s ;   s u c h   o p e r a t i o n s  w i l l  enhance  
t h e   e f f e c t i v e n e s s  of t h e  Rarlk's s y s t e m  of c r e d i t   c o n t r o l .   D u r i n g  t h e  p a s t  
two years, m o n e t a r y   o o l i c y   h a s ,   o n   t h e  whole, b e e n  a p p l i e d   f l e x i b l y   i n  res- 
ponse to   chang ing   economic   cond i t : i ons .   However ,  i t  c a n n o t   b e  r e l i ed  upon 
a l o n e   t o   c o u n t e r a c t   f a c t o r s ,   s u c h  as a f a l l  i n  e x p o r t  demand or  a loss  i n  
rea l  income,   which   depress   aggrega te   demand;  i t  h a s  t o  b e  r e i n f o r c e d   b y  
f i s c a l  pol i cy  i n   o r d e r  t o  p r o v i d e  €or e f f e c t i v e  demand  management. 
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Examined in   re t rospt?cl ,   budgetary  performance  has  not  been  an  effec- 
t i v e   f a c t o r   i n  demand manaqement dur ing   the   pas t  two years. In   1974.   the 
budget was expansionary,   al though  ae;qregatr  demand was buoyant  during most 
of the   year ,   In   1975,  r.he much l a rqe r   budge t   de f i c i t   expec ted   appea r s   t o   be  
a consequence  of the p rwa i l ing   r eces s iona ry   t endenc ie s   t ha t   a f f c?c t t . d  
r e v e n u e s   a d v e r s e l y ,   r a t h e r   t h a n   o f   d i s c r e t i o n a r y   a n t i c y c l i c a l  mt?awres t h a t  
would  have fu r the r   compensa ted   fo r   t he   f a l l   i n   expor t  demand. The s t a f f  
b e l i e v e s   t h a t ,   i n   t h e   c i r c u m s t a n c e s ,  a more expansionary  budget would have 
been  appropriate.   In  view of t he   l ack  of c l e a r   i n d i c a t i o n s   o f  an economic 
upturn i n  Malaysia   and  the  uncertaint ies   regarding  the  t iming  and  s t rength 
o f  t he  economic  recovery  in  most  industrial   CounLrias,   the  authoriLieM  agreed 
t h a t  i t  would  be d e s i r a b l e   t o  implement  during  the  next  six  months  additional 
p r o j e c t s  of a labor - in tens ive   charac te r ,   tha t   have  low import   content and 
short   gestat ion  per iods.   Since  development   appropriat ions  for   1976 w i l l  be 
s p l i t   i n t o  two p a r t s ,   t h e   a u L h o r i t i e s  vi11 be a b l e  t o  take   in to   account  
economic  developments i n  t h e   f i r s t   q u a r t e r   o f   t h a t   y e a r   b e f o r e   d e c i d i n g  on 
t h e   l e v e l  of expendi ture  on new pro jec ts   inc luded   in   the   Thi rd   Malays ia   P lan ,  
The s t a f f  team ind ica t ed   t ha t  t h e  use  of governmenL expenditure programs as 
a n   a n t i c y c l i c a l   i n s t r u m e n t   r e q u i r e s ,   i n t e r   a l i a ,   a d v a n c e   p r e p a r a t i o n  of pro- 
j e c t s  so thaL  implementation  can commence wi th in  a shor t   per iod   of  time. 
In  order  t o  i nc rease  the b u d q e t ' s   e f f e c t i v e n e s s   a s   a n   a u t o m a t i c   s t a b i l i z e r  
t h e   a u t h o r i t i e s   i n t e n d  t o  in t roduce  a cur ren t   year   assessment  scheme for 
income t cxe s . 

The pur su i t  of  a more e f f e c t i v e   a n t i r e c e s s i o n a r y   p o l i c y   r a i s e d   t h e  
i ssue   o f   f inanc ing  a l a r g e r   b u d g e t   d e f i c i t .  The  Government's  economic 
po l i c i e s   ove r   t he  past s eve ra l  years have  succeeded  in  achieving a h igh  
r a t e  of  growth  without,   at   the same time, cro,aLing a debt  service  problem 
for  the  balance of payments. As a r e s u l t   o f   t h e s e   p o l i c i e s ,   t h e   d e b t  
s e r v i c e   r a t i o  i s  present ly   low,  and in   view of the   favorable  medium-term 
expor t   p rospec ts ,   the   count ry  i s  in a good p o s i t i o n  t o  incur   fore ign   debt  
i n   s u f f i c i e n t  amounts t o  f inance addi t ional   development   expendi tures  fo r  
an   e f fec t ive   an t i recess ionary   p rogram.  

The au thor i t ieH  have   in   the   pas t   t aken   s teps   to   deve lop  a c a p i t a l  mar- 
ke t   t ha t  would provide  longer  term investment  funds.  The s t a f f   i n d i c a t e d   t h a t  
in   o rder   to   b roaden   the   cap i ta l   marke t  and mob i l i ze   add i t iona l   r e sources   fo r  
the  public  sector 's   development  program,  public  corporations  which  depend  on 
the   budTe t   fo r   f i nanc ing   t he i r   cap i t a l   r equ i r emen t s   shou ld   i s sue   t he i r  own 
debentures  on the   marke t .  

The t rade  account  is expec ted   to  show a d e f i c i t   i n   1 9 7 5 ,   i n   c o n t r a s t  
t o   t he   subs t an t i a l   su rp luses   r eco rded   i n   r ecen t   yea r s ,  and t h e   c u r r e n t  
a x o u n t  d e f i c i t  i s  expected L O  be   cons iderably   h igher   than   in   1974.  How- 
eve r ,   t he  medium-term p r o s p e c t s   f o r   t r a d i t i o n a l  and o i l   e x p o r t s   a r e   f a v o r -  
ab le .   Moreove r ,   t he   i ndus t r i a l i za t ion   po l i cy  is now g i v i n g   p r i o r i t y   t o   i n d u s -  
triecl which are export:   oriented and p rocess   l oca l  raw materials so t h a t  
expor t s  of processed goods a r e   e x p e c t e d   t o   i n c r e a s e   t h e i r   s h a r e   i n  t o t a l  
expor t s .   Never the less ,   in   the   years   ahead   the   bu lk  o f  Malays ia ' s   expor t s  
will cont inue  t o  comprise primary commodities,  and  domestic  incomes  and 
demand w i l l  be s u b j e c t   t o   t h e   s h a r p   f l u c t u a t i o n s  i n  the p r i c e s  of such 
commodities i n   t he   i n t e rna t iona l   marke t .   Consequen t ly ,   Ma lays i a  i s  keenly  
i n t e r e s t e d   i n  schemes  aimed at  s t a b i l i z i n g   p r i c e s  of primary  contrnodities. 
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In tht? 1973-74  env i ronmen t   o f  sharp price i n c r e a s e s  and s h o r t a g e s ,  
M a l a y s i a   h a d   r e s t r i c t e d  Lhe e x p o r t a t i o n   o f   c e r t a i n  foodstuffs and o t h e r  items 
i n  order L O  m i t i g a t e   p r i c e  increases i n  the d o m e s t i c   m a r k e t ,   D u r i n g   t h e .  past 
year ,  a d d i l i o n a l  i t e m s  were p l a c e d  on the r e s t r i c t i v e  l i s t ,  a l t h o u g h   s h o r t a g e s  
had been e l i m i n a t e d  and p r i c e   i n c r e a s e s  had been c u r b e d .  The s taf f  believes 
Lhat r n e s s u r e s   w h i c h   i n t e r f e r e   w i t h   t h e   f l o w  of goods and Lend t o  create  
d i f f e r e n t i a l s  between d o m e s t i c  and i n t e r n a t i o n a l  prices should be a v o i d e d .  

During t h e  past year ,  import r e s t r i c L i o n s  were i n t e n s i f i e d   i n   o r d e r  t o  
p r o t e c t   d o m e s t i c   i n d u s t r y ;  Lha a u t h o r i t i e s  consider theee r e s t r i c t i o n s  tern- 
p o r a r y .  The s t a f f  i s  o f  the opinion that i n  t h e  p r e s e n t   s i t u a t i o n   w h e r e  many 
c o u n t r i e s   f i n d   t h e m s e l v e s  i n  b a l a n c e  of p a y m m t s   d i f f i c u l t i e s ,   s p e c i a l  efforts 
s h o u l d  be made t o  a v o i d   r e s t r i c t i o n s  which a g g r a v a t e  the a d j u s t m e n t  process 
of o t h e r  countries .  In t h i s   c o n t e x t ,   t h e   s t a f f  notes thaL t h e   a u t h o r i L i e s  
i n t e n d  t o  b e  more a c t i v e   i n   r t ? d u c i n E   e x c e s s i v e  margins o f   t a r i f f  
p r o t e c t i o n  exLended to  d o m e s L i c   i n d u s l r i e s ,  
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""_ Fund Rela t ions   wi th  " Malaysia 

The former  Federation of Malaysia became a member of Lhe Fund on March 7 ,  
1958, Tts name was changed  to  Malaysia  in  September  1963, with Lhc merger of 
Sabah,  Sarawak, and Singapore.  On August 9 ,  1965, Singapore  seceded from 
Malaysia.  

Malaysia 's   quota  i s  SDR 136 m i l l i o n .  In August 1971,  Malaysia  purchased 
SDR 7.29  mil l ion  under   the  Fund's   buffer   s tock scheme t o  pay i t 8  c o n t r i b u t i o n s  
under   the  Fourth  Internat ional   Tin  Agreement .   In   October  and November 1973, 
Malaysia  repurchased SDR 7 . ? 4   m i l l i o n .   I n  December 1974 and Apri l   1975,  Fund 
s a l e s  of   Malays ian   do l la rs   to ta led  SDR 7 .25   mi l l ion .   Curren t ly ,   the   Fund ' s  
holdings of Malays ian   do l la rs  amount t o  71 .1  per cent   o f   quota .  

Malaysia i s  a p a r t i c i p a n t   i n   t h e   S p e c i a l  Drawing  Account  and has   received 
t h r e e   a l l o c a t i o n s   t o t a l i f i g  SDR 60.6  mil l ion.   Malaysia  was des igna ted   t o   r ece ive  
SDR 1 . 0   m i l l i o n   i n   t h e   f o u r t h   q u a r t e r  of 1974;  on  October  31,  1975 Malaysia's 
ho ld ings   t o t a l ed  SDR 61 .7   mi l l ion ,  or 101.8 per cent; of t he   ne t   cumula t ive  
a l l o c a t i o n .  

Fol lowing  the  f loat ing of t h e  pound s te r l ing ,   Malays ia   in formed  the  Fund 
on June 2 8 ,  1972, of i t s  d i c i s i o n  t o  use t he  U . S .  d o l l a r  as t h e   i n t e r v e n t i o n  
currency w i t h  t h e   p a r i t y   r a t e  a t  M$2.5376 = US$1. Gn June 2 1 ,  1973 the Malaysian 
a u t h o r i t i e s   n o t i f i e d  t h e  Fund t h a t  as from tha t   da t e   t hey  would not i n t e r v e n e  
i n  tneir  markets t o  b u y  U.S. d o l l a r s   a t   t h e  lower  margin of M$2.4805 p e r  U3S. 
d o l l a r .   P r e s e n t l y ,  t he  Malaysian  dol lar  i s  pegged t o  a composite of cu r renLies  
of  i t s  major   t rading  par tners  and the w e i g h t i n g   r e f l e c t s   t r a d e  shares as  well 
as the  importance of currencies   used  in   set t lement .   Margins   of  2 . 2 5  per  cent; 
a re   mainLained ,   bu t   occas iona l ly ,  and for r e l a t i v e l y  short; periods, t h e  rate 
has  been  allowed t o  exceed  margins. 

Elalaysia   accepted  the  obl igat ions of Article VIII, S e c t i o n s ,  2 ,  3  and 4 
on November 11, 1968. The 1974  Ar t ic le  VI11 c o n s u l t a t i o n   d i s c u s s i o n s  were 
he ld   in   Kuala  Lumpur , August  5-16,  1974  (SM/74/233 and SM/74/241)  and t h e  
Board d i scuss ion  was held on November 11, 1974  (EBM/74/143). 

The  Fund has   p rovided   technica l   ass i s tance  t o  Malaysia  through i t s  Asian 
Department,  Bureau o f  S t a t i s t i c s ,   C e n t r a l  Banking S e r v i c e ,  and F i s c a l   A f f a i r s  
Department . 
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MALAYSIA 

Basic Data 

Area: 

Population ( 1974 ) : 

- 
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12.1 million 

Annual rate of growth of papulation (1974): 2.7 per cent 

Gross mtional product (1974) : SDR 6,770 miliion (M$19,600 million) 

Per capita  gross  national product (1974): SDR 560 (~$1,620) 

Selected Agnegates as Percentages of CNP 

Manufacturing production 
Gross capitaJ formation 
Gross national savings 
Money 
T O M  liquidity 
Fe6eral Government tax revenues 
Exports of goods and services 
Imports of goods and services 

ll.9 12.8 13.1 14.7 
19.6 21.3 20~3 23.5 
16.8 15.8 21.8 19.2 
18.0 21.3 23.0 20.7 
39.7 45.4 46.8 44.5 
17.7 18.8 18.6 22.0 
46.5 41.6 49.3 56.8 
48.1 45.8 U.8 60.5 

Annual Percentage Changes in Selected Economic Indicators 

1971 1972 1973 1974 

Gross national product (constant prices) 7.3 5.2 10.2 6.3 
Agricultural production -3.1 6.5 12.2 5.4 
Rice production 6.9 l*9 8.0 5 e 2  
Rubber production 3.9 -1.1 20.6 0.4 
Industrial production 1.9 10.2 13.9 11.3 

Fedexl Government receipts 
Federal Gavernment expeuditures 

Money 4.3 28.1 37.6 8.5 
Total liquidity (money plus quasi-money) 13.2 23.5 31.2 15.3 
~ a a k  credit to merriment (net) 403.4 192.0 29.5 69.5 
Bank credit t o  private sector 14.6 17.2 52.1 15.1 
Total bank cred i t  19.3 27.2 49.3 21.0 

Consumer price index 2.9 3.7 18.2 12.0 
Merchandise exports in SDRS) -2.5 5.0 59.1 39.1 
Merchandise imports [in SDRS) 6.5 12.7 32.0 61.8 
Unit value of exports (annual average) -8.0 - 4 . 3  28.4 34.5 
Unit of imports (annual average) 7.0 4.6 16.0 41.5 

1 

.* 
I 

a 

Trzrde-veighted effective excbsnge xate ... 2.7 7.6 5 .? 
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Federal kxernment BuQet 

(In millions of Nalaysian dollars) 

Current revenue 
Current expenditure 
Foregin grants 
Development expenditure 
OveraJ.1 def ic i t  (-) or surylus 
Deficit financing: Foreign (net 1 

aaakiner system 
Other 

Q u o t a :  

h n d  Position (October ”-” 31 1975) 

SDR 186 million 

E’und holdings of Malaysian dollars: 71.1 per cent  of quota 

SDR holdings as per cent or’ allocation : 101.8 per cent 

0 Exchange rate: cs$1 = M$2.5469; SDR 1. = MS3 *0201 


