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MALAYSIA 

Basic Data 1/ 

Area : 
Population (1979): 
Average annual rate of growth of 

Per capita GNP (1979): 
population (1976-80): 

127,581 square miles 
13.25 million 

2.7 per cent 
SDR 1,104 

1975 1976 1977 1978 1979 - - - -  
Selected aggregates as per cent of GNP - 2/ 

Gross domestic investment - 3/ 
Manufacturing production 
Narrow money A/ 
Broad money 4/ 
Federal Government revenue and grants 
Federal Government expenditure and 

Exports of goods and services 
Imports of goods and services 

net lending 

Annual percentage changes of selected 
economic indicators - 21 

Gross national product (1970 prices) 
Consumer price index 
Federal Government revenue and grants 
Federal Government expenditure and 

Narrow money 
Broad money 
Merchandise exports, f.0.b. 
Merchandise imports, f.0.b. 

net lending 

24.2 
16.4 
20.1 
46.3 
23.4 

32.0 
47.1 
46.6 

22.6 24.2 26.4 
17.5 18.0 19.1 
19.4 19.7 20.7 
47.2 47.8 50.1 
22.7 25.1 25.2 

30.0 32.8 31.9 
53.8 52.2 52.9 
43.0 43.5 47.3 

2.2 10.8 7.1 7.0 
4.5 2.6 4.7 4.9 
6.9 20.6 27.0 13.0 

15.0 17.3 25.7 9.4 
7.3 20.9 16.6 18.2 

-9.6 47.2 11.5 14.0 
-10.9 14.8 14.9 21.4 

14.6 27.7 16.4 17.9 

26.2 
19.7 
20.0 
51.0 
24.3 

26.7 
60.6 
50.5 

8.3 

17.0 
3.6 

1.4 
17.2 
23.5 
40.5 
29.1 

Money and credit 
(In billions of ringgit) 

Broad money 
Narrow money 
Quasi-money 

Net foreign assets 
Net credit to Government 51 
Credit to private sector 

- 

10.0 12.8 14.9 17.5 21.6 - - - -  
4.3 5.3 6.1 7.2 8.5 
5.7 7.5 8.7 10.3 13.2 
3.7 5.7 6.3 6.7 9.1 
1.3 1.1 1.2 1.0 -0.7 
6.1 7.5 9.0 11.6 14.6 
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Malavsia: Basic Data (Concluded) 

Federa l  Government budget - 6/ 

Revenue and g r a n t s  
Expenditure and n e t  lending  

O f  which: c a p i t a l  expendi ture  
Financing requirement 
Ex t e rna 1 borrowing 
Domestic borrowing 

Of which: banking sys t em 

Balance of payments ?/ 

Trade ba lance  
Exports,  f.0.b. 
Imports,  f .  0. b. 

Current  account balance 
C a p i t a l  movements ( n e t )  
E r r o r s  and ommi s s ions  
Overa l l  balance 

Gross o f f i c i a l  r e se rves  (end of y e a r )  

I n  b i l l i o n s  of SDRs 
I n  months of imports  

1975 - 

5.1 
6.9 

(1.1) 
1.8 
0.9 
0.9 

(0.2) 

- 

0.2 
3.0 

-2.8 
-0.2 
0.5 

-0.2 
0.1 

1.3 
5.9 

1976 1977 1978 1979 - - - -  
( I n  b i l l i o n s  of  r i n g g i t )  

6.1 7.8 8.8 10.3 
8.1 10.2 11.2 11.3 

(1.3) (1.8) (2.0) (2.3) 
2.0 2.4 2.4 1.0 
0.4 0.5 0.5 0.7 
1.6 1.9 1.9 0.3 
(--) (0.5) (-0.1) (-1.1) 

- - - - 

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

1.2 2.3 1.3 1.3 
4.5 5.2 5.9 8.2 

-3.2 -3.8 -4.6 6.0 
0.6 0.4 0.1 0.8 
0.4 0.2 0.5 0.3 

-0.4 -0.3 -0.4 -0.5 
0.7 0.3 0.2 0.6 

2.2 2.4 2.6 3.2 
8.0 7.5 6.8 6.5 

1980 - 

10.9 
15.3 
(2.9) 

4.4 
0.9 
3.5 

(0.2) 

- 

2.2 
9.7 
7.5 
0.4 
0.8 

-0.6 
0.6 

3.9 
6.3 

Sources:  Data provided by t h e  Malaysian a u t h o r i t i e s  and s t a f f  estimates. 

- 1/ 
2/ Data f o r  1979 are es t imates .  
- 3/ 
- 41 End of year.  
- 5/  
- 61 
- 7/  

Components may no t  add up t o  t o t a l s  because of rounding. 

Inc ludes  changes i n  s tocks.  

Fede ra l  and S t a t e  Governments. 
Data f o r  1980 are budget estimates. 
Data f o r  1980 are  s t a f f  estimates. 

- 





I. Introduction and Summary 

Malaysia's economy has been characterized during the past decade 
by impressive rates of growth, relatively stable prices, and a strong 
balance of payments position. Aggregate output has increased at an 
average annual rate of about 8 per cent. With the exception of 1973 and 
1974 when imported inflation exerted strong pressures, price increases 
have not exceeded 5 per cent annually. The overall balance of payments 
has recorded a surplus each year, leading to a gradual accumulation of 
international reserves; however in relation to imports, reserves have 
remained approximately unchanged, at the equivalent of six to seven 
months imports during the period. While many factors have contributed 
to this impressive performance, the financial policies adopted by the 
authorities have played a major role. 

The structure of Malaysia's economy has gradually been diversified 
away from primary production toward manufacturing. As a share of GDP, 
value added in manufacturing increased from 14 per cent in 1971 to 20 per 
cent in 1979. The rapid development of the manufacturing sector has not 
only been the major source of aggregate output growth, but also the most 
important source of new employment creation. Over the years, manufacturing 
production has become increasingly export oriented. Exports of primary 
products have also been diversified, with palm oil, timber, and more 
recently, petroleum, complementing the traditional exports of rubber and 
tin. 

During 1979, Malaysia's economy continued to expand rapidly, primarily 
due to an upsurge of external demand which also provided support for main- 
tenance of a rapid expansion in private investment expenditure. Growth of 
real GDP accelerated to nearly 9 per cent, mainly on the strength of the 
recovery of agricultural production, after a year of drought, and continued 
high levels of activity in the construction and manufacturing sectors. The 
employment situation improved, with the rate of unemployment declining 
slightly to nearly 6 per cent. The rate of inflation, as measured by the 
consumer price index, was 4 per cent. 

The balance of payments strengthened significantly in 1979 to record 
an overall surplus of MS1.8 billion--three times the level of 1978. The 
improved payments position was due mainly to buoyant export earnings, 
resulting from substantial increases in both the price and volume of major 
export commodities. Despite an acceleration in the growth of imports, both 
the trade and current account registered record surpluses. In the capital 
account, net inflows of long-term capital were moderately higher than in 
1978, because of increased net inflows of both official capital and foreign 
corporate investment. Against the resulting surplus in the basic balance 
of MS4.4 billion, however, there were significant offsets in the form of 
larger private short-term capital outflows, mainly associated with increased 
foreign asset holdings of the commercial banks and the state oil company, 
and sizable errors and omissions. Gross official international reserves 
amounted to SDR 3 . 2  billion at the end of 1979, equivalent to 6.5 months 
of imports. The Malaysian ringgit is pegged to an undisclosed basket of 
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currencies of the country's major trading partners. In terms of the trade- 
weighted effective exchange rate computed by the staff, the ringgit appre- 
ciated by about 6 per cent during 1979. While it remained virtually 
unchanged against the U.S. dollar, the intervention currency, the ringgit 
appreciated against most other major currencies, especially the yen. 

Domestic financial policies during the year were responsive to the 
unexpectedly large stimulus from the export sector and the resulting 
gradual strengthening of aggregate domestic demand. Monetary policy 
limited the expansion of money supply (M1) to 17 per cent, the outcome 
being in the 16-18 per cent range, which had been set as consistent with 
the objective of noninflationary growth. The rate of expansion in credit 
to the private sector was slowed, and longer-term maturities for time 
and savings deposits were encouraged. The achievement of the monetary 
target for the year in the face of an unexpectedly large surplus in the 
balance of payments was facilitated by the budgetary operations of the 
Government. These operations resulted in a sizable surplus vis-a-vis the 
central bank, and provided a partial offset to the increase in official 
foreign reserves so as to maintain the expansion of reserve money within 
an appropriate range. A sharp increase in export tax revenues, limited 
growth in expenditure, and substantial nonbank borrowing all contributed 
to the large accumulation of deposit balances at the central bank. 

For 1980 the economic outlook continues to be favorable, despite the 
slowdown in economic activity in the major industrial countries. Real GNP 
growth is forecast to be 7 per cent, and inflation is to be contained at 
around 5 per cent. The continued strength in primary commodity prices, 
particularly rubber and crude oil, should minimize the impact of generally 
weakened external demand on the balance of payments; a deterioration in 
the terms of trade is not expected. Export growth would be moderate, but 
both the current account and overall balance of payments are expected to 
remain in surplus. In this context, financial policies were framed with 
the objective of sustaining noninflationary growth by stimulating domestic 
demand; they include a large tax cut, stepped up public investment, and 
pursuit of an accommodating, yet cautious, monetary policy. 

11. Aggregate Supply and Demand Developments 

1. Longer-term developments 

During the past decade, Malaysia's development effort concentrated 
on implementing the New Economic Policy (NEP) which was designed to achieve 
national unity through eradicating poverty and restructuring society. The 
first objective involved reducing the overall incidence of poverty from 
49 per cent of all households to 34 per cent during the course of the 
decade. Since poverty was concentrated in the agricultural sector, namely 
smallholder rubber and paddy farming, public investments were directed 
toward improving the productivity of the small farmer and providing basic 
needs to the poor. The second goal was to make the Malaysian economy more 
representative of the ethnic composition of the Malaysian people. In order 
to eliminate the long established identification of Malays and other indig- 
enous groups (the bumiputras) with smallholder agriculture and the Chinese 
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and Indians  wi th  commerce and i n d u s t r y ,  bumiputras were t o  be provided 
with increased  o p p o r t u n i t i e s  f o r  employment and management and ownership 
of a s s e t s .  To achieve t h e s e  o b j e c t i v e s ,  a series of f ive-year  p l ans ,  t h e  
Second and Third Malaysian P lan ,  covering the  per iod 1971-80, were 
formulated.  

The d i s t r i b u t i o n a l  goa l s  of t h e  NEP were t o  be r e a l i z e d  i n  t h e  con tex t  
of  r a p i d  growth and a r e s t r u c t u r i n g  of t h e  economy. 
the  need t o  r e d i s t r i b u t e  e x i s t i n g  income, employment, and assets could b e  
minimized; i n s t e a d ,  a g r e a t e r  propor t ion  of t h e  growth o f  income, modern 
s e c t o r  employment, and asset ownership would be channeled t o  t h e  bumiputras.  
Hence, while  t h e  non-bumiputras would experience d e c l i n e s  i n  t h e i r  r e l a t i v e  
sha res  i n  the  economy, t h e i r  abso lu t e  p o s i t i o n  would inc rease .  I n  e s sence ,  
t h e  economy w a s  t o  grow a t  a s u f f i c i e n t  pace t o  y i e l d  b e n e f i t s  t o  a l l .  
In t h i s  r ega rd ,  Malaysia 's  economic performance has con t r ibu ted  t o  t h e  
r e a l i z a t i o n  of t h e  g o a l s  of t h e  NEP. 

I n  such  an  environment,  

From 197 1-7 9 ,  Malaysia ' s real  g ross  domestic product (GDP) grew a t  
an  annual  average r a t e  of  8 per  cent .  
growth i n  the  con tex t  of r e l a t i v e l y  s t a b l e  p r i c e s  w a s  l a r g e l y  a t t r i b u t a b l e  
t o  t h e  a u t h o r i t i e s '  success fu l  supply and demand management p o l i c i e s .  

The achievement o f  r a p i d  economic 

a.  Supply 

On t h e  supply s i d e ,  important  changes i n  t h e  s t r u c t u r e  of  t h e  economy 
were brought about by promotion of t h e  manufacturing s e c t o r  and product ion 
d i v e r s i f i c a t i o n  i n  the  primary s e c t o r .  During the  pas t  decade,  t h e  impor- 
tance  of  t h e  manufacturing s e c t o r  increased  r e l a t i v e  t o  t h e  primary s e c t o r ,  
and crude petroleum and palm oil emerged as new major products  i n  t h e  
primary s e c t o r  (Appendix Table I).  

Manufacturing output  expanded s t e a d i l y  during the  1970s and w a s  t h e  
l ead ing  growth s e c t o r  i n  t h e  economy. Value added i n  manufacturing in- 
creased a t  an  annual average rate of 1 3  per  c e n t ,  compared t o  5 per  c e n t  
i n  t h e  primary s e c t o r  ( a g r i c u l t u r e ,  l i v e s t o c k ,  f o r e s t r y ,  f i s h i n g ,  mining,  
and quar ry ing) .  As a r e s u l t ,  between 1971-79, t h e  sha re  of  t h e  manufac- 
t u r i n g  s e c t o r  i n  GDP rose  from 1 4  per  c e n t  t o  20 per  c e n t ,  whi le  t h a t  of  
t h e  primary s e c t o r  decreased from 36 per  c e n t  t o  29 per  c e n t .  I n  t h e  same 
pe r iod ,  t h e  services s e c t o r  grew s l i g h t l y .  The d e c l i n e  i n  t h e  r e l a t i v e  
s h a r e  of t h e  primary s e c t o r  could be a t t r i b u t e d  mainly t o  t h e  decreased 
importance of rubber  i n  aggrega te  output .  

In  c o n t r a s t  t o  t he  1960s when the  expansion of  manufacturing product ion 
was o r i e n t e d  toward import s u b s t i t u t i o n ,  t h e  expansion became inc reas ing ly  
more expor t  o r i en ted  during the  1970s. The expor t  of manufactured goods 
increased  from 12 per  c e n t  of t o t a l  expor t s  i n  1971 t o  21 pe r  cent i n  1979. 
Within the  manufacturing s e c t o r ,  t e x t i l e s  experienced t h e  f a s t e s t  i n c r e a s e  
i n  o u t p u t ,  wi th  an annual average growth ra te  of  16 pe r  c e n t  from 1971-79. 
E l e c t r i c a l  machinery and appl iances  and t h e  processing of e s t a t e - type  
a g r i c u l t u r a l  p roducts - -spec i f ica l ly  palm oil--recorded t h e  second h ighes t  
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growth rates a t  around 13  p e r  c e n t  p e r  year.  These were followed by import- 
competing i n d u s t r i e s  i nc lud ing  t r a n s p o r t  equipment and b a s i c  metal and 
metal products ,  which grew a t  a n  annual average rate of 10 pe r  cent.  I n  
c o n t r a s t ,  t h e  growth rates of such ag r i cu l tu ra l -based  products  as rubber,  
food, and tobacco were r e l a t i v e l y  low. 

Within t h e  primary s e c t o r ,  d i v e r s i f i c a t i o n  was achieved by t h e  devel- 
opment of a new expor t  commodity--palm oil--and t h e  e x p l o i t a t i o n  of p e t r o l -  
eum resources .  
of e x p o r t s  on n a t u r a l  rubber ,  t h e  p r i c e  of which dec l ined  continuously 
during t h e  1960s. Palm o i l  product ion r o s e  a t  an  annual  average ra te  of 
18 per  cen t  du r ing  1971-79. S t a r t i n g  from n e g l i g i b l e  l e v e l s  of output  a t  
t h e  beginning of t h e  decade, Malaysia has  become t h e  world 's  l ead ing  
producer of palm o i l ,  account ing f o r  near ly  h a l f  of g i o b a l  output  i n  1979. 
The dramatic  r ise i n  palm o i l  product ion was f a c i l i t a t e d  by s o i l  and 
climatic c o n d i t i o n s  which favored o i l  palm c u l t i v a t i o n  and t h e  a v a i l -  
a b i l i t y  of managerial  knowledge i n  estate p lan ta t ions .  Apart from palm 
o i l ,  t h e  o t h e r  important a s p e c t  of d i v e r s i f i c a t i o n  of primary a c t i v i t i e s  
was t h e  development of t h e  petroleum s e c t o r .  The product ion of crude petro- 
leum more than  quadrupled between 1971-79. The most r a p i d  i n c r e a s e  occurred 
s i n c e  1975, when t h e  production-sharing arrangements between t h e  n a t i o n a l  
o i l  company, Petronas,  and t h e  m u l t i n a t i o n a l  o i l  companies, S h e l l  and 
ESSO, were f i n a l i z e d .  

P a l m  o i l  product ion w a s  promoted t o  reduce t h e  dependence 

b. Demand 

On t h e  demand s i d e ,  economic expansion during t h e  p a s t  decade w a s  
maintained by s t r o n g  growth i n  a l l  t he  p r i n c i p a l  demand components (Appendix 
Tables  I1 and 111). When p r i v a t e  domestic and f o r e i g n  demand were adversely 
a f f e c t e d  by t h e  g l o b a l  r e c e s s i o n  i n  t h e  mid-l970s, p u b l i c  s e c t o r  demand 
provided t h e  coun te r - cyc l i ca l  o f f s e t  t o  s u s t a i n  t h e  growth i n  output.  

During 1971-79, aggregate  domestic demand, i n  real  terms, rose a t  an 
annual average rate of 9 p e r  c e n t ,  with t o t a l  investment demand expand- 
ing a t  an  even f a s t e r  rate of 11 per  cen t  pe r  year. I n  p a r t i c u l a r ,  pub l i c  
investment c o n s t i t u t e d  t h e  most buoyant source of domestic demand through- 
ou t  t h e  pe r iod ,  r e f l e c t i n g  t h e  a c t i v e  r o l e  of t h e  p u b l i c  s e c t o r  under 
t h e  NEP. Pub l i c  investment,  which grew a t  an  annual average rate of 1 4  per  
c e n t ,  w a s  d i r e c t e d  p r imar i ly  toward a g r i c u l t u r a l  and r u r a l  development as 
w e l l  a s  i n f r a s t r u c t u r e  programs i n  t r a n s p o r t a t i o n ,  communication, and 
u t i l i  ties. 

P r i v a t e  investment experienced sharp c y c l i c a l  f l u c t u a t i o n s  during 
t h e  1970s. 
s u b s t a n t i a l l y  i n  t h e  rnid-l970s, and has  advanced s t e a d i l y  s i n c e  then. The 
s i g n i f i c a n t  r e d u c t i o n  i n  p r i v a t e  investment i n  1975 and 1976 w a s  a t t r i b u t e d  
t o  t h e  combined i n f l u e n c e s  of t h e  i n t e r n a t i o n a l  r eces s ion ,  t h e  excess  capac i ty  
c rea t ed  i n  t h e  manufacturing s e c t o r  by l a r g e  investments i n  t h e  e a r l y  1970s, 
and i n i t i a l  u n c e r t a i n t i e s  i n  t h e  bus iness  community caused by t h e  I n d u s t r i a l  
Coordination A c t .  With t h e  g radua l  exhaust ion of c a p a c i t y  and improvements 
i n  t h e  investment climate, p r i v a t e  investment has  s i n c e  recovered, a l though 

It r o s e  r a p i d l y  i n  t h e  e a r l i e r  p a r t  of t h e  decade, decl ined 
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t h e  l e v e l  
than t h a t  
an annual 

of investment i n  1979, i n  real terms, w a s  on ly  marg ina l ly  h i g h e r  
p r e v a i l i n g  i n  1974. On t h e  average,  p r i v a t e  investment r o s e  a t  
r a t e  of 8 pe r  cen t  from 1971 t o  1979. 

To ta l  consumption demand grew a t  an  annual average rate of about 8 
p e r  c e n t  i n  real  terms. Pub l i c  consumption r o s e  by 10 p e r  c e n t  per  yea r ,  
r e f l e c t i n g  i n c r e a s e s  i n  s a l a r y  and s t a f f i n g  of government j o b s ,  a s  w e l l  
a s  a d d i t i o n a l  expend i tu re s  i n  support  of t h e  v a r i o u s  development programs. 
P r i v a t e  consumption demand kept pace wi th  t h e  growth i n  real GDP, i nc reas -  
i ng  a t  an  annual average ra te  of 8 p e r  cen t .  

Export demand provided an important s t imu lus  t o  economic expansion. The 
growth of expor t s  r e f l e c t e d  t h e  i n c r e a s i n g  volumes of newly-introduced ex- 
po r t  products such as manufactured goods, crude petroleum, and palm o i l .  The 
expor t s  of goods and services r o s e ,  i n  real  terms, a t  an  annual average ra te  
of 9 per c e n t  du r ing  1971-79. The volume of imports  of goods and s e r v i c e s  
a l s o  r o s e  r a p i d l y  a t  an annual average r a t e  of 10 pe r  cen t .  This growth re- 
f l e c t e d  the  inc reased  demand f o r  i n t e rmed ia t e  and investment goods. 

During t h e  1970s, t h e  r a p i d  growth i n  nominal output  has outpaced t h e  
rise i n  t o t a l  consumption, t he reby  providing increased domestic s av ings  t o  
f inance  a d d i t i o n a l  c a p i t a l  formation. I n  c u r r e n t  p r i c e s ,  GDP rose  a t  an 
annual avera.ge r a t e  of 1 7  pe r  cen t  while  t o t a l  consumption i d r e a s e d  a t  a 
ra te  of 14 per  c e n t .  Gross n a t i o n a l  savings a s  a r a t i o  of GNP r o s e  from 
19 per c e n t  i n  1971 t o  32 pe r  c e n t  i n  1979. I n  r e l a t i o n  t o  investment ,  
savings rose  f a s t e r  du r ing  t h e  l a t t e r  h a l f  of t h e  decade, r e s u l t i n g  i n  
Malaysia 's  p o s i t i o n  as a n e t  expor t e r  of c a p i t a l  (Chart  1). 

c.  Real GDP ad jus t ed  f o r  changes i n  t h e  terms of t r a d e  

Malaysia 's  dependence on f o r e i g n  t r a d e  has  inc reased  during t h e  1970s,  
with i n c r e a s e s  i n  both t h e  s h a r e s  of e x p o r t s  and imports  i n  GNP. An impor- 
t a n t  a s p e c t  of t h e  h igh  degree of openness of t h e  economy was t h a t  changes 
i n  t h e  i n t e r n a t i o n a l  terms of t r a d e  have s i g n i f i c a n t  e f f e c t s  on real income 
by a f f e c t i n g  the i n t e r n a t i o n a l  purchasing power of Malaysia 's  expor t s .  
The terms of t r a d e  improved a t  an  annual average r a t e  of 4 per  c e n t  during 
1971-79. Hence real  GDP ad jus t ed  f o r  changes i n  t h e  i n t e r n a t i o n a l  pur- 
chasing power of expor t s  ro se  a t  an annual average r a t e  of 10 p e r  c e n t ,  
compared t o  8 pe r  c e n t  f o r  unadjusted real  GDP.l/ - The improvements i n  the  

1/ The growth i n  real  GDP ad jus t ed  f o r  changes i n  t h e  terms of t r a d e  ( r )  
i s d e  f ined as : 

Yt+l (1 - a 3 + bXt+l - 1, where t+l 
r =  V 

Y = real GDP 
X = real  expor t s  
a = sha re  of expor t s  i n  rea l  GDP 
b = i n t e r n a t i o n a l  terms of t r a d e  
t = t i m e  s u b s c r i p t  
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terms of  t r a d e  have con t r ibu ted  t o  Malaysia 's  growth and development by 
en la rg ing  the  b a s i s  f o r  sav ings  and the  capac i ty  t o  import (Chart  2) .  

d. Poverty e r a d i c a t i o n  

As noted a t  t h e  o u t s e t ,  poverty e r a d i c a t i o n  w a s  one of  t h e  p r i n c i p a l  
o b j e c t i v e s  of t h e  NEP. During t h e  p a s t  decade, Malaysia has made some 
progress  i n  e r a d i c a t i n g  poverty.  The o v e r a l l  incidence of poverty (def ined  
a s  t h e  sha re  o f  households having t o  spend two t h i r d s  o r  more of  t h e i r  
income on food) dec l ined  from 49 per cen t  i n  1970 t o  37  pe r  c e n t  i n  1978; 
t h e  t a r g e t  is t o  reduce t h e  o v e r a l l  incidence of poverty t o  3 4  p e r  cen t  
by 1980. Among a g r i c u l t u r a l  households,  t h e  incidence of poverty h a s  de- 
c l ined  from 68 per  cent  t o  55 per  c e n t ,  and among nonagr i cu l tu ra l  house- 
ho lds ,  from 28 per  cen t  t o  22 per  cen t .  Never the less ,  income of poor 
a g r i c u l t u r a l  households is es t imated  t o  have increased  a t  an  annual 
average rate of  about 2-3 per cen t ;  and t h e i r  income i s  es t imated  t o  
be about 60 p e r  c e n t  of t h e  l e v e l  requi red  t o  provide f o r  minimum n u t r i -  
t i o n a l l y  adequate  d i e t  and o the r  e s s e n t i a l  needs. 

2 .  Recent developments, 1979-80 

a .  Overview 

During 1979, t h e  Malaysian economy continued t o  expand r a p i d l y ,  achiev- 
ing a growth ra te  i n  real  GDP of 9 per  c e n t  (Table 1). The a g r i c u l t u r a l  
s e c t o r  recovered from the  adverse e f f e c t s  of t h e  drought i n  the  previous 
two years .  Improved weather and high i n t e r n a t i o n a l  commodity p r i c e s  l e d  t o  
a 4 per  cen t  growth of a g r i c u l t u r a l  output compared t o  a 1 per c e n t  growth 
in 1978. Of p a r t i c u l a r  s i g n i f i c a n c e  was t h e  s t rong  recovery i n  t h e  produc- 
t i o n  of palm o i l  and r ice ,  which expanded by 23 per  c e n t  and 9 p e r  c e n t ,  
r e spec t ive ly .  The growth of va lue  added i n  t h e  mining s e c t o r  acce le ra t ed  
to  15 per  cen t  l a r g e l y  r e f l e c t i n g  the rap id  expansion of petroleum produc- 
t i on .  Rapid ou tpu t  growth i n  t h e  manufacturing s e c t o r  w a s  sus ta ined .  Value 
added of t he  manufacturing s e c t o r  rose  by 1 2  per  c e n t  mainly on account 
of r a p i d  growth i n  t h e  export-or iented i n d u s t r i e s  as w e l l  a s  i n d u s t r i e s  
producing consumer du rab le s  and bui ld ing  and cons t ruc t ion  materials. The 
cons t ruc t ion  s e c t o r  advanced s t e a d i l y ,  wi th  output  growing by 1 4  per  c e n t  
because of  cont inuing  high demand f o r  r e s i d e n t i a l  housing. A c t i v i t i e s  i n  
t h e  s e r v i c e s  i n d u s t r i e s  a l s o  kept  pace wi th  t h e  o v e r a l l  growth of t h e  
economy. 

On the  demand s i d e ,  t h e  expor t  s e c t o r  provided the  main s t imulus  t o  
economic expansion i n  1979 (Table  1). The excep t iona l ly  s t rong  growth 
i n  expor t s ,  which rose  1 2  per  c e n t  i n  real  terms, r e f l e c t e d  the  i n c r e a s e s  
i n  most major commodities and manufactures.  Import demand a l s o  acce le ra t ed  
t o  18 per c e n t  i n  real  terms, on account of s i g n i f i c a n t  i n c r e a s e s  i n  t h e  
imports  of i n t e rmed ia t e  and investment goods. 

In  real terms, aggrega te  domestic demand rose  by 11 per c e n t ,  about t h e  
same rate  a s  i n  t h e  previous year .  P r i v a t e  s e c t o r  demand, which accounted 
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f o r  72 p e r  cen t  of aggregate  domestic demand, supported t h e  expansion i n  
aggregate  output.  
r a p i d  i n c r e a s e  i n  income generated by t h e  buoyant expor t  s ec to r .  P r i v a t e  
investment expendi tures ,  i nc lud ing  those undertaken by t h e  petroleum 
i n d u s t r y ,  i nc reased  by 13 p e r  cent.  The bulk of t h e  i n c r e a s e  i n  p r i v a t e  
investment was i n  machinery and equipment; investments i n  bu i ld ing  and 
c o n s t r u c t i o n  were a l s o  s i g n i f i c a n t l y  higher.  O i l  s e c t o r  investments,  were 
f o r  t h e  expansion of product ion f a c i l i t i e s  i n  t h e  f i e l d s  o f f  t he  Trengganu 
coas t  and i n  o f f s h o r e  Sabah and Sarawak. P u b l i c  s e c t o r  demand a l s o  
c o n t r i b u t e d  t o  maintaining t h e  growth momentum i n  the economy. 
investment r o s e  by 15  p e r  c e n t  i n  1979 compared wi th  3 pe r  cent  i n  1978. 
Most of t h e  i n c r e a s e  was f o r  t h e  improvement of u t i l i t i e s ,  t r a n s p o r t ,  
and communications, and f o r  a g r i c u l t u r a l  and r u r a l  development. Pub l i c  
consumption expend i tu re  a l s o  r o s e  considerably,  by 11 p e r  cen t ,  compared 
wi th  5 p e r  cen t  i n  1978, p r i n c i p a l l y  a r e s u l t  of h ighe r  ope ra t ing  expen- 
d i t u r e s  of t h e  Fede ra l  Government. 

P r i v a t e  consumption r o s e  by 11 per  c e n t ,  r e f l e c t i n g  t h e  

P u b l i c  

I n  1980, t h e  a u t h o r i t i e s  p r o j e c t  real GDP growth t o  slow t o  7 p e r  
cen t  due t o  t h e  a n t i c i p a t e d  slowdown of economic a c t i v i t y  i n  t h e  major 
i n d u s t r i a l  coun t r i e s .  However, t h e  adverse impact of t h e  e x t e r n a l  environ- 
ment on Malaysia i s  l i k e l y  t o  be minimized by t h e  l i m i t  t o  any p o t e n t i a l  
downturn i n  primary commodity p r i c e s ;  i n  p a r t i c u l a r  t h e  p r i c e s  f o r  rubber,  
crude petroleum, and t r o p i c a l  t imber are expected t o  remain strong. 
Nevertheless ,  i n  c o n t r a s t  t o  1979, domestic r a t h e r  t han  e x t e r n a l  demand 
i s  expected t o  provide much of t h e  s t imu lus  t o  o v e r a l l  economic growth. 
The r a p i d  growth of p r i v a t e  consumption expendi tures  i n  1979 i s  expected 
t o  be sus t a ined  i n  1980 due t o  t h e  lagged income e f f e c t s  of t h e  buoyant 
export  ea rn ings  i n  1979. P r i v a t e  investment expendi ture ,  e s p e c i a l l y  i n  
c o n s t r u c t i o n ,  i s  p r o j e c t e d  t o  accelerate i n  response t o  inc reased  consumer 
spending. I n  a d d i t i o n ,  t h e  p u b l i c  s e c t o r  i s  expected t o  provide an expan- 
s iona ry  s t imu lus  t o  aggregate  demand, p a r t i c u l a r l y  i n  inc reased  pub l i c  
investment o u t l a y s  t o  complete t h e  development p r o j e c t s  of t h e  Third 
Malaysian Plan. On t h e  supply s i d e ,  t h e  weak e x t e r n a l  demand i s  expected 
t o  moderate output  growth I n  t h e  a g r i c u l t u r e  and mining s e c t o r s  where a 
l a r g e r  p ropor t ion  of product ion i s  d e s t i n e d  f o r  export. However, t he  high 
growth ra te  i n  t h e  manufacturing and c o n s t r u c t i o n  s e c t o r s  i s  expected t o  
be s u s t a i n e d ,  supported mainly by domestic demand. 

b. Production 

(1)  Primary s e c t o r  

Rubber product ion f e l l  by 1 per  cen t  t o  1.6 m i l l i o n  m e t r i c  t ons  i n  
1979 (Appendix Table I V ) .  I n  s p i t e  of t h e  d e c l i n e  i n  t h e  r e l a t i v e  importance 
of rubber i n  aggregate  output ,  i t  remained t h e  s i n g l e  most important crop 
planted i n  Malaysia, account ing f o r  36 p e r  cent  of t o t a l  a g r i c u l t u r a l  output ,  
u t i l i z i n g  about  ha l f  of t h e  t o t a l  c u l t i v a t e d  land,  and employing near ly  
a f o u r t h  of t h e  l a b o r  fo rce .  
n a t u r a l  rubber,  account ing f o r  about 42  p e r  cen t  of g l o b a l  production i n  
1979. 

Malaysia i s  t h e  world 's  l ead ing  producer of 
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Although rubber p r i c e s  have r i s e n  s u b s t a n t i a l l y  i n  r e c e n t  yea r s ,  
rubber ou tpu t  has  been stagnant.  The r educ t ion  i n  output  i n  1979 repre-  
sented t h e  t h i r d  consecut ive yea r  of d e c l i n e  i n  product ion;  no s i g n i f i -  
c a n t  i n c r e a s e  i s  envisaged i n  t h e  next  f i v e  y e a r s ,  de.spite t h e  f avorab le  
out look f o r  rubber p r i c e s .  
of rubber output.  
dec l ined  as  rubber land has been converted t o  o i l  palm and cocoa. O i l  palm 
c u l t i v a t i o n  i s  r e l a t i v e l y  more a t t r a c t i v e  due t o  t h e  s h o r t e r  g e s t a t i o n  
pe r iod  of t h e  trees. However, t h e  scope f o r  f u r t h e r  conversion i s  l i m i t e d  
because of u n s u i t a b l e  s o i l  cond i t ions  and t h e  new t a x  i n c e n t i v e s  designed 
t o  promote rubber production. The second c o n s t r a i n t  i s  l a b o r  shortages 
c r e a t e d  by t h e  migrat ion of l a b o r  t o  o t h e r  a g r i c u l t u r a l  s e c t o r s  and t o  
t h e  urban areas. T h i s  problem i s  p a r t i c u l a r l y  a c u t e  i n  t h e  smallholders  
s e c t o r ,  where younger workers p r e f e r  t o  l e a v e  t h e  farms f o r  t h e  l i f e s t y l e  
I n  t h e  c i t i e s .  The t h i r d  c o n s t r a i n t  i s  t h e  absence of any s i g n i f i c a n t  
r e p l a n t i n g  i n  r e c e n t  years .  The las t  major r e p l a n t i n g  e f f o r t  was completed 
i n  t h e  l a te  1960s and e a r l y  1970s, and many trees are pas t  t h e i r  peak pro- 
duc t ive  years .  There w a s  no s i g n i f i c a n t  r e p l a n t i n g  i n  1979. 

There are t h r e e  c o n s t r a i n t s  t o  t h e  growth 
F i r s t ,  t h e  estate ac reage  under rubber c u l t i v a t i o n  has  

I n  1979, t h r e e  major even t s  occurred which w i l l  favorably a f f e c t  t h e  
f u t u r e  growth of rubber production. They were: t h e  f i n a l i z a t i o n  of t h e  
Dynamic Product ion P o l i c y  (DPP), a r e v i s i o n  of t h e  export  t a x  s t r u c t u r e  
on rubber ,  and t h e  completion of n e g o t i a t i o n s  f o r  t h e  I n t e r n a t i o n a l  Rubber 
Agreement. F i r s t ,  t h e  DPP involved t h e  fo rmula t ion  and planned implementa- 
t i o n  of v a r i o u s  s t r a t e g i e s  t o  promote rubber  production. These measures 
included continued reinvestments ,  l a r g e  new investments  i n  land development, 
a c c e l e r a t e d  d i f f u s i o n  o f  product ion t echno log ie s ,  and i n t e n s i f i e d  r e sea rch  
and development a c t i v i t i e s .  Second, t h e  new expor t  duty s t r u c t u r e  f o r  
rubber ,  by lowering t h e  duty,  r a i s e d  t h e  g e n e r a l  p r o f i t a b i l i t y  of rubber 
production. F i n a l l y ,  t h e  s ign ing  of t h e  I n t e r n a t i o n a l  Rubber Agreement 
induced g r e a t e r  confidence on t h e  p a r t  of t h e  rubber producers with r e spec t  
t o  t h e  maintenance of s t a b l e  p r i c e s .  

The product ion of palm o i l ,  which had been dampened by drought i n  t h e  
previous t h r e e  yea r s ,  recovered s t r o n g l y  i n  1979. Favorable weather and 
Inc reased  acreage under c u l t i v a t i o n  r e s u l t e d  i n  a 23 p e r  cent  i nc rease  i n  
palm o i l  output  which reached 2.2 m i l l i o n  metric t o n s  i n  1979. Although 
pa lm o i l  i s  a r e l a t i v e l y  new a g r i c u l t u r a l  product i n  Malaysia, t h e  p a t t e r n  
of i t s  use  has a l r e a d y  undergone s i g n i f i c a n t  change. I n s t e a d  of mainly 
expor t ing  crude palm o i l ,  t h e  Government h a s  encouraged f u r t h e r  domestic 
processing. Hence, l o c a l  consumption of crude palm o i l  has  increased sub- 
s t a n t i a l l y .  I n  1979, 72 p e r  cen t  of t h e  domestic product ion was processed 
by l o c a l  palm o i l  r e f i n e r i e s .  The i n c r e a s e  i n  t h e  product ion of processed 
palm o i l  i s  r e f l e c t e d  i n  a r a d i c a l  change i n  t h e  composition of expor t s  
of palm o i l  products.  
s i n g  i n  1975, t h e  share of processed palm o i l  i n  t o t a l  palm o i l  expor t s  
i nc reased  t o  about  70 p e r  cen t  i n  1979. 

Since t h e  beginning of l a rge - sca l e  domestic proces- 

A f t e r  two y e a r s  of success ive  d e c l i n e ,  t h e  product ion of rice a l s o  
recovered s t r o n g l y  fo l lowing  improved weather. Rice output  had decl ined 
by 22 p e r  cen t  i n  t h e  1977178 c rop  yea r  due t o  severe drought. 
1978179 crop yea r ,  i t  r o s e  by 19  p e r  cen t  t o  1.2 m i l l i o n  metric tons.  

I n  t h e  
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T h i s  l e v e l  of product ion was s u f f i c i e n t  t o  meet about 83 per  c e n t  of 
t h e  domestic requirement ,  compared wi th  67 p e r  c e n t  i n  t h e  previous year .  
Rice i s  t h e  t h i r d  most important  a g r i c u l t u r a l  c rop  i n  Malaysia i n  terms 
of acreage  under c u l t i v a t i o n .  

For s t r a t e g i c  and s o c i a l  wel fa re  reasons , t h e  Government has  emphasized 
s e l f - s u f f i c i e n c y  i n  r ice a s  one of  t h e  t a r g e t s  of t h e  Third Malaysian Plan. 
Since Malaysia i s  a r e l a t i v e l y  h i g h  c o s t  producer of r ice ,  t h e  use of  
guaranteed minimum p r i c e  and s u b s i d i e s  on t h e  imports  of  f e r t i l i z e r s  have 
been u t i l i z e d  t o  encourage r ice  production. E f f e c t i v e  January 5, 1979, t h e  
minimum suppor t  p r i c e  f o r  paddy w a s  r a i s e d  by M$2 per p i c u l  (about  8 per 
cen t ) .  Fu r the r ,  s i n c e  J u l y  1979, t h e  Government has  provided s u b s i d i e s  f o r  
paddy farmers  i n  t h e  form of f e r t i l i z e r  and p e s t i c i d e  a s s i s t a n c e  valued a t  
M$60 per  acre of  r ice c u l t i v a t e d ,  w i th  a m a x i m u m  qua l i fy ing  s i z e  of  s i x  
acres per  farmer. 

As a r e s u l t  of t h e  Government's f o r e s t r y  conserva t ion  po l i cy  and t h e  
d e p l e t i o n  of  t imber resources  a f t e r  two decades of  i n t e n s i v e  e x p l o i t a t i o n ,  
the  product ion of  - saw l o g s  dec l ined  by 6 per  c e n t  i n  1979 t o  26.7 m i l l i o n  
cub ic  meters, fol lowing a f a l l  of  1 per  cent i n  t h e  previous year.  Output 
of sawn timber rose by 2 per c e n t  t o  5.3 m i l l i o n  cubic  me te r s ,  compared 
t o  a d e c l i n e  of  10 per  c e n t  i n  1978. It is es t imated  that a t  t h e  p re sen t  
ra te  of ha rves t ing ,  f o r e s t  resources  w i l l  be exhausted i n  about 30 yea r s  
i n  Sabah and 10 years  i n  Peninsular  Malaysia. The r ap id  d e p l e t i o n  of  f o r e s t  
resources  h a s  been a cause of major concern t o  the  Government, and i t  has 
i n s t i t u t e d  a v a r i e t y  of  conserva t ion  measures. These have included c o n t r o l s  
on the  rate of  ha rves t ing ,  f o r e s t  land set a s i d e  f o r  r e h a b i l i t a t i o n  and re- 
f o r e s t a t i o n ,  t h e  development of  improved s i l v i c u l t u r a l  t echniques ,  and t h e  
promotion of  r e sea rch  on the  p o t e n t i a l  u t i l i z a t i o n  of  v a r i e t i e s  n o t  c u r r e n t l y  
i n  popular use. Tax incen t ives  were a l s o  introduced i n  t h e  1980 budget t o  
encourage r e f o r e s t a t i o n .  

In  s p i t e  of  h igh  p r i c e s ,  tin product ion increased by l e s s  than 1 per 
c e n t  i n  1979, compared t o  7 per  c e n t  i n  1978. Tin product ion,  which had 
dec l ined  f o r  f i v e  consecut ive  yea r s  beginning i n  1973, is expected t o  remain 
s t agnan t  i n  t h e  near  f u t u r e .  

The s t a g n a t i o n  i n  output  is caused l a r g e l y  by t h e  l i m i t e d  a v a i l a b i l i t y  
of t in -bear ing  l ands  and t h e  r i s i n g  c o s t  of f u e l .  The Nat iona l  Mining Code 
has been i n s t i t u t e d  t o  s t reaml ine  the  procedures governing prospec t ing  , 
a l i e n a t i o n ,  i s s u e  and renewal of  l e a s e s ,  and conversion of  mining land .  
With r e s p e c t  t o  r i s i n g  product ion c o s t s ,  r e v i s i o n s  t o  the  p r i c e  of  d i e s e l  
oil i n  June and August 1979, r e s u l t e d  i n  lowered f u e l  c o s t s  (by about 7 per  
c e n t )  f o r  t i n  producers;  d i e s e l  f u e l  c o n s t i t u t e s  about 2 8  pe r  c e n t  of  t h e  
c o s t s  of production. I n  a d d i t i o n ,  t h e  Government has rev i sed  t h e  t i n  expor t  
duty s t r u c t u r e  i n  the  1980 budget t o  take  i n t o  account r i s i n g  product ion 
c o s t s .  

Petroleum product ion continued t o  expand r a p i d l y  i n  1979, r i s i n g  by 
3 1  p e r  c e n t  t o  reach 283,000 b a r r e l s  p e r  day,  fol lowing an  18 per  cent  
i nc rease  i n  1978. Two a d d i t i o n a l  o f f shore  f i e l d s  came onstream toward the 
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end of t h e  y e a r - t h e  Temana f i e l d  o f f  t h e  c o a s t  of Sarawak and t h e  South 
Furious f i e l d  o f f  Sabah--bringing the t o t a l  number o f  o i l  f i e l d s  i n  pro- 
d u c t i o n  t o  14 .  

I n  developing the petroleum s e c t o r ,  t h e  a u t h o r i t i e s  have attempted 
t o  balance t h e  need t o  conserve a d e p l e t a b l e  r e source  a g a i n s t  t h e  need 
t o  produce petroleum t o  provide revenues t o  f i n a n c e  development. Since 
Malaysia has a we l l -d ive r s i f i ed  economy and i s  t h e r e f o r e  n o t  dependent 
upon o i l  revenue, t h e r e  has been no need t o  push o i l  product ion t o  t h e  
maximum. Furthermore, i n  o rde r  t o  minimize t h e  waste o f  a s s o c i a t e d  
n a t u r a l  g a s ,  which must be f l a r e d  a t  p r e s e n t ,  product ion i s  reduced a t  
w e l l s  where t h e  gas-to-oil  r a t i o  i s  high. The d e s i r e  t o  a t t a i n  an  opt imal  
ra te  of o i l  product ion has l e d  t o  a p o l i c y  o f  o i l  product ion conservat ion.  
I n  1980, t h e  product ion of crude petroleum i s  expected t o  d e c l i n e  by 1 per 
cen t  t o  280,000 b a r r e l s  per day. 

In  August 1979, on-si te  p repa ra t ion  f o r  a LNG p r o j e c t  began i n  Sarawak. 
The p r o j e c t  i s  a j o i n t  ven tu re  between Pe t ronas  (65 p e r  c e n t  p a r t i c i p a t i o n )  
and two f o r e i g n  companies (35 per c e n t ) .  The LNG p l a n t ,  p r o j e c t e d  t o  be 
f u l l y  o p e r a t i o n a l  i n  1986, would produce 6 m i l l i o n  metric t o n s  of LNG per  
year. The output  w i l l  be sold under long-term c o n t r a c t s  f o r  20 y e a r s  t o  
Japanese p u b l i c  u t i l i t y  companies. 

( 2 )  Manufacturing s e c t o r  

The manufacturing s e c t o r  continued as t h e  l e a d i n g  growth s e c t o r  
i n  t h e  economy i n  1979. Value added i n  manufacturing r o s e  by 12 p e r  c e n t ,  
compared with 1 4  per  c e n t  i n  1978. The s t eady  expansion o f  t h e  manufactur- 
i ng  s e c t o r  r e f l e c t e d  h ighe r  domestic and expor t  demand. The growth i n  
c o n s t r u c t i o n  a c t i v i t y  l e d  t o  r ap id  expansion o f  t h e  b u i l d i n g  m a t e r i a l s  
i n d u s t r i e s  where ou tpu t  of products such a s  cement, i r o n ,  and s teel  r o s e  
i n  excess  of 20 per  c e n t .  Other h igh  growth i n d u s t r i e s  included t h e  
export-or iented i n d u s t r i e s  producing tex t i les  and e lec t r ica l  machinery 
and equipment ( b o t h  a t  15 per c e n t ) .  

The impetus f o r  t h e  f u t u r e  expansion of t h e  manufacturing s e c t o r  i s  
expected t o  come from both export ing and import-competing i n d u s t r i e s .  I n  
the r e c e n t  p a s t ,  t h e  growth of t h e  manufacturing s e c t o r  w a s  propel led by 
t h e  expansion of t h e  export-or iented , l abo r - in t ens ive  i n d u s t r i e s  producing 
such t e c h n o l o g i c a l l y  s tandardized products  as e l e c t r o n i c s ,  texti les , and 
footwear. However, t h e  scope f o r  f u r t h e r  expansion o f  t h e s e  i n d u s t r i e s  
i s  l i m i t e d  as comparative advantage i n  t h e s e  products  s h i f t s  i n  f avor  o f  
c o u n t r i e s  a t  a lower l e v e l  of i n d u s t r i a l i z a t i o n .  Hence, i n  designing 
Malaysia's i n d u s t r i a l  development s t r a t e g y  f o r  t h e  1980s,  t h e  a u t h o r i t i e s  
i n t end  t o  promote export-or iented i n d u s t r i e s  which are i n t e n s i v e  u s e r s  
of Malaysia 's  major a g r i c u l t u r a l  products  such a s  rubbe r ,  palm o i l ,  and 
t imber ,  as w e l l  a s  c a p i t a l - i n t e n s i v e  i n d u s t r i e s  which u t i l i z e  d m e s t i c  gas  
and o i l  r e s o u r c e s ,  such as  steel ,  aluminum sme l t ing ,  and petroleum r e f i n i n g .  
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c. Employment and wages 

To ta l  employment grew by 3.6 per  c e n t  i n  1979, approximately t h e  
same ra te  a s  i n  1978 (Table 2) .  The major source of new employment w a s  
t h e  manufacturing s e c t o r ,  which accounted f o r  27 per  c e n t  o f  a l l  new j o b s  
c r e a t e d  i n  1979. I n  a d d i t i o n ,  c o n s t r u c t i o n ,  u t i l i t i e s ,  and t h e  government 
s e c t o r s  a l s o  con t r ibu ted  t o  job c r e a t i o n  i n  1979. Although l a b o r  absorp- 
t i o n  i n  t h e  a g r i c u l t u r e ,  f o r e s t r y ,  and f i s h i n g  s e c t o r s  was low, t h e s e  
s e c t o r s  s t i l l  dominated the employment s t r u c t u r e ,  providing j o b s  f o r  
43 pe r  c e n t  o f  t h e  t o t a l  employed l a b o r  f o r c e  i n  1979. A s  a r e s u l t  of 
t h e  expansion i n  job c r e a t i o n ,  t h e  unemployment rate dec l ined  s l i g h t l y  
t o  6.1 pe r  c e n t  i n  1979. 

Malaysia does no t  compile a wage index. I n  t h e  unionized l a b o r  
market,  a t o t a l  of 257 c o l l e c t i v e  bargaining agreements, covering 4 per  
cent  of t o t a l  employment, were signed i n  1979. The c o l l e c t i v e  agreements 
provided improved pay and benefits-in-kind t o  employees and g e n e r a l l y  
covered a period of t h r e e  years .  The o v e r a l l  average i n c r e a s e  i n  con- 
t r a c t e d  wages w a s  about  16 p e r  cen t .  The average wage i n c r e a s e  g ran ted  
i n  the  major s e c t o r s  were: a g r i c u l t u r e  (19-23 pe r  c e n t ) ,  manufacturing 
(15 pe r  c e n t ) ,  commerce ( 1 1  per  c e n t ) ,  t r a n s p o r t  (16 pe r  c e n t ) ,  s e r v i c e s  
(13 per c e n t ) ,  and mining (17 p e r  c e n t ) .  

111. Government Finance 

1. S t r u c t u r e  of t h e  pub l i c  s e c t o r  

The publ ic  s e c t o r  i n  Malaysia c o n s i s t s  of t h e  Federal  Government, 
13  s t a t e  governments, s e v e r a l  l o c a l  a u t h o r i t i e s  ( c i t y ,  municipal and town 
c o u n c i l s ) ,  and a number of nonf inanc ia l  pub l i c  e n t e r p r i s e s . l /  The s e c t o r  
i s  r e l a t i v e l y  l a r g e  and e x e r t s  a s t r o n g  i n f l u e n c e  on t h e  ecGnomy. P r e l i -  
minary e s t i m a t e s  i n d i c a t e  that t h e  conso l ida t ed  revenue of t h e  Federal  
and S t a t e  Governments t o t a l e d  MS12.4 b i l l i o n  i n  1979, o r  about 29 per  cen t  
of GNP, and t o t a l  expendi ture  and n e t  lending w a s  MS14.0 b i l l i o n ,  o r  about 
33 p e r  c e n t  of GNP (Appendix Table V ) .  Including t h e  d e f i c i t  of l o c a l  
governments and publ ic  e n t e r p r i s e s  f o r  which da ta  are a v a i l a b l e ,  t h e  pub l i c  
s e c t o r ' s  o v e r a l l  d e f i c i t  w a s  es t imated a t  MS2.6 b i l l i o n ,  o r  about 6 per 
c e n t  of GNP. 

The Federal  Government dominates the  pub l i c  s e c t o r .  Federal  revenue 
i n  1979 w a s  es t imated t o  account f o r  83 p e r  c e n t  o f  t o t a l  Federal  s ta te  
revenue, and t h e  b u l k  of t h e  pub l i c  s e c t o r ' s  d e f i c i t  h a s  been accounted 
f o r  by t h e  Federal  Government's budgetary ope ra t ions .  Furthermore, g r a n t s  

1/ The f i s c a l  yea r  corresponds t o  t h e  ca l enda r  year.  Data f o r  t h e  s t a t e  
governments are  a v a i l a b l e  on ly  i n  summary form (Appendix Table VI ) ,  and 
d a t a  f o r  l o c a l  a u t h o r i t i e s  are confined t o  t h r e e  major m u n i c i p a l i t i e s  and 
are aggregated with t h e  major nonf inanc ia l  p u b l i c  e n t e r p r i s e s  (Appendix 
Table V I I ) .  
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and loans  from t h e  Federal  Government are a major source o f  f inance  f o r  
many expendi tures  by o the r  l e v e l s  of Government and nonf inanc ia l  pub l i c  
e n t e r p r i s e s .  Federal  c o n t r o l  i s  a l s o  exerc ised  over t h e  borrowings o f  
t hese  pub l i c  s e c t o r  e n t i t i e s .  

The r o l e  of t he  s ta te  governments has  been r e l a t i v e l y  l i m i t e d ,  mainly 
because of  t h e  c o n s t r a i n t s  on t h e i r  revenue-rais ing power imposed by t h e  
Cons t i t u t ion .  The revenue sources  ass igned t o  the  s ta te  governments a r e  
few and r e l a t i v e l y  s m a l l ,  being der ived  most ly  from taxes and r o y a l t i e s  
on l a n d s ,  mines,  and f o r e s t s .  Revenue der ived  from these  sources  is 
l i m i t e d  i n  most s ta tes ,  s i n c e  only  a few of them have s i g n i f i c a n t  minera l  
resources  o r  f o r e s t  reserves .  The rest of s t a t e  governments' revenue i s  
de r ived  most ly  from enter ta inment  d u t i e s  and c e r t a i n  f e e s  and charges.  
The o p e r a t i o n s  of t he  publ ic  a u t h o r i t i e s  are  c l o s e l y  monitored by t h e  
Federal  Government, and some of t h e  major pub l i c  a u t h o r i t i e s  are under 
t h e  c o n t r o l  of t h e  Minis t ry  of Publ ic  En te rp r i se s  which w a s  e s t a b l i s h e d  
i n  1977. I n  1979, t h e  ope ra t ions  of t h e  p r i n c i p a l  pub l i c  a u t h o r i t i e s  con- 
t inued t o  show a cu r ren t  account surp lus .  

2. The Federa l  Government 

a. Fiscal  t rends  during 1975-79 

The major f i s c a l  aggregates  of t h e  Federa l  Government have v a r i e d  
over  t h e  y e a r s ,  both i n  abso lu t e  terms and r e l a t i v e  t o  GNP (Table  3 and 
Chart  3 ) .  These movements r e f l e c t e d  autonomous changes in economic condi- 
t i o n s  as w e l l  a s  pol icy  r e a c t i o n s  t o  t h e  bus iness  cyc le .  I n  r ecen t  years, 
however, t h e  Government has  sought t o  o r i e n t  expendi ture  po l i cy  toward 
a t t a i n i n g  t h e  s o c i a l  and economic o b j e c t i v e s  of  t h e  New Economic Po l i cy  
through increased  publ ic  investment programs. Accordingly,  f i s c a l  po l i cy  
emphasis has sought t o  s t e a d i l y  expand p u b l i c  investment f o r  long-term 
cons ide ra t ions  of growth and s o c i a l  and economic equi ty .  For demand manage- 
ment purposes ,  under t h i s  approach, f i s c a l  po l icy  would concen t r a t e  on 
coun te rcyc l i ca l  t ax  p o l i c i e s ,  r a t h e r  than a c t i o n  on the  expendi ture  s ide .  

During t h e  period 1975-79, revenue and g r a n t s  grew a t  an  annual  ra te  
of 19 per c e n t ,  exceeding the  average growth i n  GNP by about 1 percentage 
poin t .  The inc rease  i n  revenues was s i g n i f i c a n t l y  inf luenced  by c o l l e c t i o n s  
of expor t  t axes  which rose  33 per c e n t  per annum. Expenditures and n e t  
lending  grew by 1 7  per cen t  p e r  annum through 1978, b u t  because of  a d e c l i n e  
i n  n e t  lending  i n  1979, t h e r e  w a s  an average inc rease  of on ly  1 3  per  c e n t  
f o r  t h e  per iod.  Ref lec t ing  t h e s e  t r e n d s ,  t h e  o v e r a l l  d e f i c i t s  tended t o  
rise i n  abso lu te  terms through 1978, a l though they  f e l l  r e l a t i v e  t o  t o t a l  
expendi ture  and GNP; t h e  o v e r a l l  d e f i c i t  i n  1979 was unusual ly  low, due t o  
the  l i m i t e d  advance i n  t o t a l  expendi ture  and continued growth i n  revenues.  
Domestic resources  financed about 70 pe r  c e n t  of t h e  aggrega te  budget d e f i c i t  
over  the period 1975-79 (Appendix Table VIII). A major p a r t  (60 pe r  c e n t )  
of  domestic f inanc ing  has come from t h e  Employees Provident  Fund, which 
i s  l e g a l l y  requi red  t o  hold 70 p e r  cen t  of i t s  a s s e t s  i n  government secur-  
i t i e s .  Other important sources  of domestic borrowing were t h e  f inance  houses ,  
insurance  companies, and the  Nat ional  Savings Bank. N e t  borrowing from 
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Table 3. Malaysia:  Sumnary of Federa l  Government O p e r a t i o n s ,  1975-80 

( I n  nillions of r i n g g i t )  

1979 1980 
P r e l i m i n a r y  Budget 

1975 1976 1977 197 8 Estimate Es t i m a  t e 

Revenue and g r a n t s  5,089 
Tax revenue 4,536 
Kontax revenue 54 6 
Fore ign  g r a n t s  7 

Expend i tu re  and n e t  l e n d i n g  6,916 

C a p i t a l  expend i tu re  1,134 
Ne t 1 end ing 925 
Adjustment f o r  accounts  

payab le  -88 

Current  expend i tu re  4,945 

O v e r a l l  d e f i c i t  -1,827 

F i n a c i n g  ( n e t )  1 ,827 
E x t e r n a l  91 2 

P r o j e c t  l o a n s  (271 1 
Market l o a n s  (641 1 

Domestic 915 
Banking system 180 

Cent ra l  Bank (184 1 
Commercial banks (364 1 

Employees Provident: Fund 478 
Others 1/ 25 7 _ -  

Memorandum itens: 

A s  per c e n t  of GNP: 
Revenue and g r a n t s  23.6 
Expendi ture  and n e t  l e n d i n g  32.0 
Overall d e f i c i t  8.4 

6,138 7,794 8,808 10,304 10,904 
5,473 7,034 7,992 9,286 10,003 

655 757 8 12 1,016 896 
10 3 4 2 5 

8,114 10,201 11,164 11,317 15,274 
7,257 7,610 8,220 10.370 5,984 

1,334 1,807 2,012 2,273 2 ; 884 
864 2,070 753 1,207 1,606 

43 -7 0 -64 -4 0 -50 

-1,976 -2,407 -2,356 -1,013 -4,370 

1 , 976 2,407 2,357 1,013 4,371) 
369 534 541 661 945 

(126) (154) (1%) (425 1 (395) 
(243) (380) (357) (236 1 (550 1 

1,607 1,873 1,815 352 3,425 
7 466 -138 -1,118 245 

(735) (-49) (147) (-1,346) (-- 1 
(742) (515) (-285) (228) (245) 
667 854 92 8 1,080 1,260 
933 553 1,025 3 90 1,920 

22.7 25.1 25.2 24.3 22.8 2/ 
30.0 32.8 31.9 26.7 31.9 F/ 
7.3 7.7' 6.7 2.4 9.1 -z/ - 

Sources:  Data provided by t h e  M i n i s t r y  o f  Finance. 

1/ I n c l u d e s  t h e  t iming  d i f f e r e n c e s  i n  r e c o r d i n g  between the T r e a s u r y  and t h e  
Central Bank, as  w e l l  as  u n d e n t i f i e d  items. 
. - 2/ P r o j e c t i o n .  
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t h e  domestic banking system gene ra l ly  represented  a s m a l l  f r a c t i o n  of 
the  t o t a l  f inanc ing  of t he  d e f i c i t ,  a l though i t  va r i ed  from year  t o  
year .  The Government's p o s i t i o n  vis-a-vis  t h e  banking system inproved 
markedly i n  1979 as a r e s u l t  of t h e  a t y p i c a l l y  small d e f i c i t ,  and conse- 
quent ly  f o r  t h e  per iod 1975-79 a small n e t  repayment was made t o  t h e  
banking sys tem.  Externa l  borrowing cons i s t ed  of p r o j e c t  l oans  from i n t e r -  
n a t i o n a l  development i n s t i t u t i o n s  and f o r e i g n  governments and market 
loans .  Market l o a n s ,  a r e s i d u a l  source of  f i n a n c e ,  were r e l a t i v e l y  more 
important  i n  1975 and 1979. 

(1) Revenue 

The major sources  of Federal  Government revenue i n  Malaysia 
dur ing  1975-79 were income t axes  ( 4 0  per  c e n t  of t o t a l  tax revenue) ,  
i n t e r n a t i o n a l  t r a d e  taxes  (36 per  c e n t ) ,  and sales and excise t axes  
( 2 2  per  cen t ) .  Tax revenue accounted f o r  90 per  c e n t  of  t o t a l  revenues 
and nontax revenue, inc luding  petroleum r o y a l t i e s ,  and f o r e i g n  g r a n t s  
10 per  c e n t  (Appendix Table I X ) .  Although t h e  propor t ion  v a r i e d ,  t o t a l  
revenue averaged 24 per cent  of GNP during the  per iod.  Revenue per for -  
mance i n  Malaysia i s  s t rong ly  inf luenced  by developments i n  r e c e i p t s  from 
income t axes  and export  d u t i e s ,  which toge the r  accounted f o r  t he  bulk  of 
t h e  changes i n  t o t a l  revenue dur ing  t h e  per iod.  Developments i n  income 
t a x  r e c e i p t s  f o r  a given year r e f l e c t  t h e  performance of t h e  economy 
dur ing  t h e  previous yea r ,  s i n c e  t h e s e  taxes are  c o l l e c t e d  on t h e  b a s i s  
of t h e  previous year 's  assessed  income. Rece ip ts  from export  d u t i e s  
r e f l e c t  t h e  performance of expor t s  i n  t h e  year  i n  which t h e  d u t i e s  a r e  
c o l l e c t e d .  Var i a t ions  i n  revenue have mainly r e f l e c t e d  f l u c t u a t i o n s  i n  
t h e  performance of t h e  economy, r a t h e r  t han  d i s c r e t i o n a r y  changes i n  
t a x e s  .1/ - 

Over the  per iod 1975-79, income t a x  r e c e i p t s  increased  r e l a t i v e l y  
r a p i d l y ,  as  ind ica t ed  by a buoyancy f a c t o r  of  1.5. This  r e s u l t e d  p a r t l y  
from increased  c o l l e c t i o n s  from o i l  product ion companies, which r o s e  t o  
M$828 m i l l i o n  i n  1979, o r  about 23 per  c e n t  of  income tax r e c e i p t s ,  com- 
pared t o  1 7  per  cen t  i n  1975. However, even excluding petroleum income 
t a x  payments, t h e  buoyancy was 1 .3 .  This  r e s u l t  w a s  appa ren t ly  due t o  
the  e f f e c t  of t h e  progress ive  rate s t r u c t u r e  of  t h e  personal  income t a x ,  
s i n c e  t h e  buoyancy f o r  non-oil companies w a s  s l i g h t l y  less than uni ty .  
The sha re  of income tax i n  t o t a l  t a x  c o l l e c t i o n  has n o t  increased  over 
t h e  per iod  ( 4 2  per  c e n t  i n  1975, 4 0  p e r  c e n t  i n  1979) ,  because export  
taxes were a t  a c y c l i c a l  low i n  1975 and rose  subsequently.2/  - 

The r e l a t i v e  importance of r e c e i p t s  from expor t  d u t i e s  (der ived  
almost e n t i r e l y  from expor ts  of rubber ,  t i n ,  and palm o i l )  has var i ed  

1/ I n  1980, however, revenue performance w i l l  be s i g n i f i c a n t l y  
a f f e c t e d  by t h e  t a x  package adopted i n  t h e  Budget, a s  d iscussed  i n  a f o l -  
lowing s e c t i o n .  

income t a x  i s  es t imated  t o  inc rease  sha rp ly  t o  45 p e r  c e n t  of t ax  revenue 
i n  1980. 

2/ Mainly because of much h igher  o i l  company t a x e s ,  t h e  share  of 
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over t h e  y e a r s ,  but has tended t o  d e c l i n e  over t h e  longe r  term as  t h e  
economy has  d i v e r s i f i e d .  
prices from a c y c l i c a l  low p o i n t ,  t h e i r  sha re  i n  t o t a l  tax revenues 
inc reased  from 14 per  c e n t  i n  1975 t o  2 1  per c e n t  i n  1979. Moreover, 
t h e  pr ice-progressive rate s t r u c t u r e  of expor t  taxes has augmented t h e  
f avorab le  p r i c e  movement, f u r t h e r  c o n t r i b u t i n g  t o  t h e  g a i n  i n  c o l l e c -  
t i o n s  and s h a r e  over t h e  period. The r a t i o  of expor t  t a x  revenue t o  
the  va lue  of taxed exports--the i m p l i c i t  average t a x  rate--increased 
from 13  pe r  c e n t  i n  1975 t o  20 pe r  c e n t  i n  1979. 

However, fol lowing t h e  recovery i n  commodity 

Revenues from import d u t i e s  and taxes on goods and s e r v i c e s  showed 
less pronounced f l u c t u a t i o n s  than  e i t h e r  income t a x  r e c e i p t s  o r  export  
du ty  c o l l e c t i o n s .  Their r e s p e c t i v e  sha res  i n  t o t a l  t a x  revenue decl ined 
s l i g h t l y  over t h e  per iod considered,  and t h e r e  w a s  a s l i g h t  d e c l i n e  i n  
t h e  r a t i o s  of t h e s e  t axes  t o  t h e i r  proximate base.  For t h e  pe r iod ,  t h e  
r a t i o  o f  import  d u t i e s  and s u r t a x  t o  g r o s s  imports  averaged 9.6 pe r  c e n t ,  
and the r a t i o  of t a x e s  on goods and s e r v i c e s  t o  GNP averaged 4.9 per c e n t .  

( 2 )  Expenditure and n e t  l end ing  

T o t a l  expendi ture  and n e t  lending averaged about 30 per  c e n t  
of GNP over t h e  period 1975-79. Although t h i s  r a t i o  v a r i e d  over t h e  
y e a r s ,  i t  was r e l a t i v e l y  low i n  1979, owing t o  implementation problems 
experienced i n  c a r r y i n g  ou t  t h e  development program dur ing  t h e  year.  As 
a r e s u l t  of t h e  Government's e f f o r t s  through t h e  Cabinet Committee on 
Implementation , development expenditure--both d i r e c t  c a p i t a l  expendi ture  
and n e t  lending--is expected t o  expand r a p i d l y  i n  1980, and t o t a l  expen- 
d i t u r e  and n e t  l end ing  i s  est imated t o  amount t o  about 32 p e r  c e n t  of 
the p ro jec t ed  GNP. 

Expenditure on wages and salaries averaged 44 pe r  c e n t  of c u r r e n t  out-  
l a y s  du r ing  1975-79, t h e  r a t i o  i n c r e a s i n g  from 42 p e r  c e n t  t o  45 pe r  c e n t  
over t he  per iod (Appendix Table X). Expenditure on purchases of o t h e r  goods 
and services, inc lud ing  defense items, v a r i e d  from yea r  t o  y e a r ,  averaging 
about 22 per  c e n t  of c u r r e n t  expendi ture .  As a r e s u l t  of continued borrow- 
ing  by t h e  Government t o  f inance  t h e  f i s c a l  d e f i c i t s ,  i n t e r e s t  payments on 
the pub l i c  d e b t  have r i s e n ,  w i t h  t h e i r  s h a r e  i n  c u r r e n t  o u t l a y s  advancing 
from 12 pe r  c e n t  t o  15  pe r  c e n t  du r ing  t h e  period. T r a n s f e r s  t o  s ta te  
governments and pension payments have each averaged about 4 pe r  c e n t  of 
o u t l a y s ;  o t h e r  t r a n s f e r s  and una l locab le  expendi ture  amounted t o  1 2  per 
c e n t .  

There has been r e l a t i v e l y  l i t t l e  change i n  t h e  composition of t o t a l  
expendi ture  and n e t  l end ing  (Appendix Table X I ) .  
s e r v i c e s  and housing each inc reased  t h e i r  s h a r e  i n  t o t a l  expendi ture  by 
1 percentage p o i n t  du r ing  t h e  per iod 1975-79, wh i l e  expend i tu re  on gene ra l  
publ ic  s e r v i c e s  dec l ined  by 2 percentage p o i n t s .  Expenditure on economic 
s e r v i c e s  was t h e  l a r g e s t  ca t egory  o f  expend i tu re  i n  1979 (24 pe r  c e n t ) ,  
followed by educa t ion  (20 pe r  c e n t ) ,  gene ra l  p u b l i c  s e r v i c e s  (14  per  c e n t ) ,  
and de fense  (14 pe r  c e n t ) .  

Outlays f o r  economic 
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( 3 )  P u b l i c  debt  

The t o t a l  ou ts tanding  debt  of t h e  Federa l  Government rose  by 
97 per  c e n t  from t h e  end of  1975 t o  t h e  end of  1979, when i t  w a s  e s t i -  
mated t o  t o t a l  MS20.5 b i l l i o n ,  equ iva len t  t o  48 per  c e n t  of  GNP (Appendix 
Table XII). The outs tanding  deb t  increased  a t  an  annual  ra te  of about 16  per 
c e n t ,  which w a s  lower than the  growth r a t e  of GNP (18 pe r  c e n t ) .  Over t h e  
per iod ,  t h e r e  w a s  a r ise  i n  t h e  r a t i o  of  i n t e r e s t  payments t o  ou t s t and ing  
deb t  (es t imated  mid-year) from 5.9 per c e n t  i n  1975 t o  6.5 p e r  c e n t  i n  1979. 

Foreign deb t  a t  t h e  end of 1979 amounted t o  MS4.5 b i l l i o n  and was equi-  
v a l e n t  t o  about 22 per  cen t  of t o t a l  deb t ;  i t  grew a t  about  t h e  same r a t e  
as  domest ic  deb t  dur ing  t h e  per iod considered.  S l i g h t l y  over ha l f  of  t h e  
e x t e r n a l  deb t  ou ts tanding  represented  p r o j e c t  borrowing from i n t e r n a t i o n a l  
development i n s t i t u t i o n s  and f o r e i g n  governments; t h e  rest w a s  from borrowing 
on i n t e r n a t i o n a l  c a p i t a l  markets.  During t h e  pe r iod ,  e s p e c i a l l y  i n  1978, t h e  
t h e  bu lk  of t h e s e  market l oans  were re f inanced  t o  take  advantage of  t h e  i m -  
proved terms then  p reva i l i ng  i n  t h e  market.  The Government main ta ins  a n  
e x c e l l e n t  c r e d i t  s tanding  i n  i n t e r n a t i o n a l  c a p i t a l  markets ;  i t s  most r e c e n t  
market borrowing i n  January 1980 w a s  a USS200 m i l l i o n  c r e d i t  f o r  t e n  y e a r s  
a t  a spread  over LIBOR of 0.5 per  cen t  f o r  t h e  f i r s t  t h r e e  yea r s  and then  
0.625 per  c e n t .  

A t  t h e  end of 1979, domestic deb t  amounted t o  MS15.9 b i l l i o n  and com- 
p r i sed  78 per  c e n t  of  t o t a l  ou ts tanding  debt .  Long-term s e c u r i t i e s  accounted 
f o r  9 1  per  c e n t  of t h e  domestic d e b t ,  conpared t o  84 p e r  c e n t  i n  1975; t h e  
ou t s t and ing  i s s u e  of Treasury b i l l s  f e l l  i n  bo th  1978 and 1979 i n  response 
t o  the  Government's f inanc ing  needs r e l a t i v e  t o  the  a v a i l a b i l i t y  of long- 
term sources  of funds.  About ha l f  of  domest ic  d e b t  i s  he ld  by c a p t i v e  funds  
t h a t  a r e  r equ i r ed  by law t o  hold a l a r g e  p ropor t ion  of t h e i r  a s s e t s  i n  
f e d e r a l  s e c u r i t i e s .  A t  t h e  end of 1979, t h e  Employees Provident  Fund and 
t h e  Nat iona l  Savings Bank he ld  M$7,449 m i l l i o n  and M$839 m i l l i o n ,  respec-  
t i v e l y ,  i n  government long-term s e c u r i t i e s .  

A t  t h e  same t i m e ,  comnercial  banks he ld  M$3,534 m i l l i o n ,  and t h e  c e n t r a l  
bank, M$742 m i l l i o n ;  t h e i r  sha res  of domestic deb t  ou t s t and ing  (22 per  c e n t  
and 5 pe r  c e n t ,  r e s p e c t i v e l y )  remained e s s e n t i a l l y  unchanged from 1975. A l -  
though t h e  monetary s e c t o r  has  increased  i t s  hold ings  o f  government secu r i -  
t i e s  by about MS1.8 b i l l i o n  from the  end of 1975 through 1979, t h i s  h a s  been 
more than  o f f s e t  by an inc rease  i n  d e p o s i t s ,  and n e t  indebtedness  t o  t h e  
banking system has  f a l l e n  by about M$775 m i l l i o n  over  t h e  per iod.  Other deb t  
ho lde r s  inc luded  v a r i o u s  o t h e r  f i n a n c i a l  i n t e rmed ia r i e s  (about  10 per  cen t  
of domest ic  d e b t ) ,  insurance  companies and o t h e r  provident  and t r u s t  funds 
(6 p e r  c e n t ) ,  and pub l i c  e n t e r p r i s e s  and t h e  Federa l  Government i t s e l f  
(5  per  c e n t ) .  Federa l  Government hold ings  a r e  most ly  i n  the  f o r n  of s ink ing  
funds and t r u s t  funds under t h e  Government's c o n t r o l .  The sha re  of o t h e r  
f i n a n c i a l  i n t e rmed ia r i e s  has  increased  i n  r e c e n t  y e a r s ,  r e f l e c t i n g  t h e  growing 
importance of t h e s e  i n s t i t u t i o n s .  
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( 4 )  The 1979 budget outcome 

The budget outcome f o r  1979, according t o  p re l imina ry  d a t a ,  w a s  
less expansionary than  those  of r ecen t  years.  Revenues exceeded budgetary 
expec ta t ions  , t o t a l  expendi ture  growth slowed cons ide rab ly ,  and the  o v e r a l l  
d e f i c i t  f e l l  t o  M$1 b i l l i o n ,  about one t h i r d  of t h e  l e v e l  a n t i c i p a t e d .  Two 
unexpected developments were mainly r e spons ib l e :  f i r s t ,  a s h a r p  i n c r e a s e  
i n  expor t s  induced more buoyant p r i v a t e  s e c t o r  a c t i v i t y  and a f a s t e r  ra te  
of economic expansion than had been f o r e c a s t  ; and second, p r o j e c t  implemen- 
t a t i o n  problems a f f e c t e d  t h e  l e v e l  of development expend i tu re ,  consequently 
l i m i t i n g  t o t a l  expendi ture  growth. Re f l ec t ing  t h e s e  developments , t h e  
o v e r a l l  d e f i c i t  f e l l  t o  t h e  equ iva len t  of 2.5 pe r  c e n t  of GNP, t h e  lowest  
l e v e l  of t h e  decade. To f inance  the d e f i c i t ,  domestic nonbank sources  pro- 
vided MS1.5 b i l l i o n ,  and n e t  e x t e r n a l  borrowing, MS661 m i l l i o n .  Together 
t hese  combined sources  of f inance  exceeded t h e  d e f i c i t  by M S 1 . 1  b i l l i o n ;  
accordingly , an e q u i v a l e n t  r educ t ion  was recorded i n  n e t  c r e d i t  from t h e  
banking system9 r e f l e c t i n g  the rise i n  government d e p o s i t s  a t  t h e  c e n t r a l  
bank. 

Total  revenue and g r a n t s  increased by 17 pe r  c e n t  t o  MS10.3 b i l l i o n ,  
compared w i t h  13  pe r  c e n t  growth i n  1978. 
a b l e  t o  the excep t iona l  performance of t h e  expor t  s e c t o r  du r ing  the  yea r ;  
export  t a x  c o l l e c t i o n s  r o s e  by 33 pe r  cen t  t o  MS1.9 b i l l i o n ,  mainly from 
the i n c r e a s e  i n  rubber duty c o l l e c t i o n s  due t o  t h e  sha rp  rise i n  i n t e r n a -  
t i o n a l  rubber p r i ces .  Also s i g n i f i c a n t  was a 16  pe r  c e n t  i n c r e a s e  i n  
income t a x  c o l l e c t i o n  t o  MS3.7 b i l l i o n ,  r e f l e c t i n g  t h e  growth of income 
i n  1978, t h e  t a x  base f o r  1979. The growth i n  income t a x  c o l l e c t i o n s  from 
i n d i v i d u a l s  during the year was p a r t i c u l a r l y  n o t a b l e ,  account ing f o r  some- 
w h a t  over h a l f  of t h e  t o t a l  i n c r e a s e  i n  income t a x  c o l l e c t i o n s .  

The advance i s  mainly a t t r i b u t -  

To ta l  expendi ture  and n e t  lending inc reased  by on ly  1 .4  per  c e n t  t o  
MS11.4 b i l l i o n ,  compared wi th  9 p e r  c e n t  i n  1978. The slowdown r e s u l t e d  
from movements i n  d i r e c t  c a p i t a l  expendi ture  and n e t  lending--development 
expenditure--rather t han  c u r r e n t  expendi ture ,  which inc reased  by 8 p e r  c e n t .  
It had been planned t h a t  n e t  lending would be below t h e  MS1.6 b i l l i o n  l e v e l  
o f  1978, but  t h e  a c t u a l  d e c l i n e  t o  M$864 m i l l i o n  w a s  f a r  sha rpe r  t han  a n t i -  
c i p a t e d .  Furthermore,  t h e r e  was a s h o r t f a l l  from t h e  budget t a r g e t  f o r  d i r e c t  
c a p i t a l  expend i tu re s ,  a l though i t  d i d  grow by 13 p e r  c e n t .  Accordingly,  
d i r e c t  c a p i t a l  and n e t  lending combined f e l l  from MS3.6 b i l l i o n  i n  1978 t o  
MS3.1 b i l l i o n  i n  1979. This  1 4  pe r  c e n t  d e c l i n e  i n  development expend i tu re  
r e f l e c t e d  d i f f i c u l t i e s  i n  a c q u i s i t i o n  of p r o j e c t  s i tes  and s t a f f i n g  problems 
experienced by t h e  p r o j e c t  implementing agencies .  The s h o r t f a l l  i n  planned 
development expend i tu re  occurred mainly i n  t r a n s p o r t a t i o n ,  communications, 
and commerce and i n d u s t r y .  

b. The 1980 budget estimates 

The budget f o r  1980, which was presented t o  Par l iament  on October 18, 
1979 , contained a s i g n i f i c a n t  package of t a x  r e d u c t i o n  measures aimed 
a t  con ta in ing  r eces s iona ry  t r e n d s  and expanding product ion i n c e n t i v e s .  
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It  a l s o  included an appropr i a t ions  program d i r e c t e d  a t  s t imu la t ing  t h e  
economy t o  counter  t he  impact of t h e  d e t e r i o r a t i n g  i n t e r n a t i o n a l  economic 
environment, while  a c c e l e r a t i n g  r e a l i z a t i o n  of  the Third Malaysia Plan 
ta rge ts - -espec ia l ly  programs aimed a t  reducing poverty.  Re f l ec t ing  t h i s  
s t r a t e g y ,  t h e  1980 budget estimates are cha rac t e r i zed  by r a p i d  growth i n  
t o t a l  expendi ture  and,  a f t e r  tak ing  i n t o  account t he  l a r g e s t  n e t  t a x  c u t  
i n  t h e  c o u n t r y ' s  h i s t o r y ,  a moderate expansion i n  revenues. The o v e r a l l  
d e f i c i t  is budgeted t o  rise sha rp ly  by about MS3.3 b i l l i o n  t o  MS4.4 b i l -  
l i o n ,  o r  9.1 p e r  c e n t  of  t h e  pro jec ted  GNP. Domestic nonbank sources  are 
expected t o  f inance  about MS3.2 b i l l i o n ,  and f o r e i g n  sources ,  MS0.9 b i l -  
l i o n ,  of  t h e  es t imated  d e f i c i t  wi th  t h e  domest ic  banking system providing 
the  r e l a t i v e l y  s m a l l  balance of M$245 mi l l i on .  The actual d e f i c i t ,  how- 
eve r ,  might be s o m e w h a t  smaller than  budgeted, because revenue prospec ts ,  
e s p e c i a l l y  expor t  taxes, now appear more f avorab le  than when the  budget 
estimates were made i n  mid-1979. Addi t iona l  revenues of  about M$500 m i l -  
l i o n  seem l i k e l y ;  i f  t h e s e  are r e a l i z e d ,  t h e  o v e r a l l  budget d e f i c i t  would 
be reduced t o  about 8 per  cen t  of t h e  pro jec ted  GNP, a l e v e l  comparable 
t o  that of  1975 when f i s c a l  po l i cy  sought t o  o f f s e t  adverse  e x t e r n a l  
developments. 

To ta l  revenue and g r a n t s  a r e  pro jec ted  t o  inc rease  by 6 per  cen t  t o  
MS10.9 b i l l i o n ,  n e t  of M$482 m i l l i o n  i n  tax c u t s .  A t  p re -ex is t ing  ra tes ,  
t a x  revenues would have grown by 13  per  c e n t ,  i n  l i n e  wi th  t h e  pro jec ted  
advance i n  nominal GNP. The ex tens ive  and complex 1980 t a x  changes in- 
volve es t imated  revenue l o s s e s  f o r  t h e  year, which may be summarized as 
fol lows:  expor t  tax--M$352 m i l l i o n  ( a  19 per  c e n t  t a x  c u t  from pre-exis t ing 
rates);  i n d i v i d u a l  income tax--M$100 m i l l i o n  ( a  9 per c e n t  c u t ) ;  company 
income tax--M$26 m i l l i o n  ( a  1 p e r  c e n t  c u t ) ;  and o t h e r  taxes--M$4 mi l l i on .  
With regard t o  t h e  gene ra l  na tu re  and po l i cy  o b j e c t i v e s ,  t h r e e  subs t an t ive  
r e v i s i o n s  took place: (1) t h e  export  t a x  system w a s  ex tens ive ly  changed t o  
i n s u r e  appropr i a t e  producer i ncen t ives ;  (2 )  t he  i n d i v i d u a l  income t ax  s t ruc -  
t u r e  w a s  changed by en larg ing  personal  exemptions and changing t h e  bracke t  
s t r u c t u r e  a t  h igher  l e v e l s  t o  lower e f f e c t i v e  ra tes  of  t a x a t i o n  apprec iab ly ,  
thereby  provid ing  more reward f o r  work e f f o r t ;  and (3) company taxes were 
modified t o  provide f o r  c e r t a i n  l i m i t e d  t a x  exemption incen t ives .  These 
ad jus tments  inc lude  t a x  incen t ives  f o r  companies r e s t r u c t u r i n g  t h e i r  e q u i t y  
and employment t o  conform t o  the  requirements  of t h e  NEP, t a x  incen t ives  f o r  
r e a f f o r e s t a t i o n ,  and rev ised  export  i n c e n t i v e s  o f f e red  under t h e  Investment 
Incen t ives  Act. F u r t h e r ,  t o  provide a continued s t imulus  f o r  p r i v a t e  inves t -  
ment a c t i v i t y ,  t h e  Accelerated Depreciat ion Allowance and t h e  Reinvestment 
Allowance, introduced i n  previous budgets and scheduled t o  e x p i r e  wi th  
assessment years 1980 and 1982, r e s p e c t i v e l y ,  were extended through assess- 
ment year  1983.1/ 

Taking i n t o  account t hese  t ax  changes and p ro jec t ed  economic condi- 
t i o n s ,  t h e  es t imated  inc rease  i n  revenues of M$600 m i l l i o n  f o r  t h e  year  i s  
a product of d i v e r s e  movements i n  the  main revenue components. On the  
p o s i t i v e  s i d e ,  income t a x  c o l l e c t i o n s  are expected t o  expand by j u s t  over 

1 /  For d e t a i l s  o f  t h e  t ax  changes introduced wi th  t h e  1980 budget,  see 
Annex. 
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M$900, m i l l i o n ;  a lmost  a l l  of  t h i s  i nc rease  i s  t o  come from taxes on com- 
pan ie s ,  w i t h  n e a r l y  h a l f  t h e  ga in  accounted f o r  by o i l  product ion companies. 
Excise  and sales  t axes  are  expected t o  rise i n  l i n e  wi th  income growth by 
M$200 m i l l i o n .  The advance i n  import du ty  c o l l e c t i o n s ,  however, i s  expected 
t o  be  margina l ,  owing p a r t l y  t o  a lowering i n  d u t i e s  on g a s o l i n e  and f u e l  
o i l  c a r r i e d  out  i n  1979, and f u r t h e r  d i v e r s i o n  of  imports  i n t o  the  lower- 
taxed investment and in te rmedia te  ca t egor i e s .  The major o f f s e t  t o  revenue 
g a i n s  i s  t h e  p ro jec t ed  d e c l i n e  i n  expor t  revenues of  M$400 mi l l i on ,  owing 
mainly t o  t h e  r e s t r u c t u r e d  schedule  of  rates and p a r t l y  t o  expected d e c l i n e s  
i n  i n t e r n a t i o n a l  p r i c e s .  Nontax revenues a r e  expected t o  f a l l  by about  
M$100 m i l l i o n .  

To ta l  expendi ture ,  inc luding  n e t  lending ,  i s  budgeted t o  inc rease  by 
35 pe r  c e n t  t o  MS15.3 b i l l i o n .  Current  expendi ture  i s  t o  advance by 26 per  
c e n t ,  wh i l e  d i r e c t  c a p i t a l  expendi ture ,  t oge the r  w i th  n e t  l end ing ,  i s  fore-  
cast  t o  rise by 58  per  cent .  The e s p e c i a l l y  sha rp  rate o f  i nc rease  i n  t h e  
l a t t e r  i t e m  r e f l e c t s  t h e  s h o r t f a l l  from 1979 budget t a r g e t s ;  i f  t h e s e  had 
been r e a l i z e d ,  t h e  1980 inc rease  i n  c a p i t a l  expendi ture  would be 32 per  
c e n t ,  and t o t a l  expendi ture ,  28 per  cen t .  Of t h e  p ro jec t ed  inc rease  i n  
t o t a l  expendi ture  of M$4 b i l l i o n ,  nea r ly  80 per  c e n t  i s  accounted f o r  by 
t h r e e  areas of a c t i v i t y .  F i r s t ,  expendi tures  f o r  economic p r o j e c t s  and 
s e r v i c e s  i s  budgeted t o  r i s e  by MS1.4 b i l l i o n ,  r e f l e c t i n g  e f f o r t s  t o  f u r t h e r  
improve t h e  t r a n s p o r t a t i o n  and communication system and t o  modernize t h e  
a g r i c u l t u r a l  s e c t o r  and t h u s  raise t h e  income l e v e l s  and we l fa re  o f  t h e  
r u r a l  poor. Second, i n  conformity wi th  t h e  Third Malaysia Plan t a r g e t s ,  
educa t ion  expendi ture  i s  sha rp ly  r a i s e d  by n e a r l y  M$700 m i l l i o n .  The t h i r d  
area of spending p r i o r i t y  i s  the inc rease  i n  defense  and i n t e r n a l  s e c u r i t y  
expendi ture  of M S 1 . 1  b i l l i o n .  

IV .  Monetary and Price Developments 

1. Longer-term development 

Over the  l a s t  decade,  Malaysia has  been remarkably s u c c e s s f u l  i n  
achieving t h e  t a r g e t s  of p r i c e  s t a b i l i t y  and a s t rong  e x t e r n a l  p o s i t i o n  
i n  an environment of r ap id  economic growth. Much of t h i s  success  h a s  
been due t o  an e x c e l l e n t  record  of  f i n a n c i a l  management. While exchange 
r a t e  po l i cy  has  been an important  f a c t o r ,  t h e  key t o  f i n a n c i a l  manage- 
ment has been a prudent  monetary po l i cy  pursued a g a i n s t  a background 
of f i s c a l  d i s c i p l i n e .  

Because of t h e  h igh ly  open n a t u r e  of i t s  economy, Malaysia has  been 
p a r t i c u l a r l y  s u s c e p t i b l e  t o  e x t e r n a l  developments. Domestic p r i c e s  have 
been l a r g e l y  determined by t h e  world p r i c e s  of Malays ia ' s  imports  and 
expor t s ,  converted i n t o  domestic currency by t h e  exchange rate.  I n  t h i s  
r ega rd ,  t h e  exchange ra te  po l i cy  has  played an important  r o l e  i n  reducing 
t h e  impac t  o f  imported i n f l a t i o n .  The o t h e r  a s p e c t  of  t h e  openness of 
the  economy has  been t h a t  a l a r g e  po r t ion  of demand f o r  l i q u i d i t y  has  
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been s a t i s f i e d  through t h e  e x t e r n a l  channel.  The inc rease  i n  t h e  demand 
f o r  money, a r i s i n g  from the  exogenously given inc reases  i n  p r i c e s  and out- 
p u t ,  has been g e n e r a l l y  less  than t h e  inc rease  i n  t h e  supply of  money from 
domestic sources .  Consequently, a l a r g e  p a r t  of t h e  inc rease  i n  the  demand 
f o r  money has been s a t i s f i e d  through t h e  genera t ion  of ba lance  of payments 
su rp luses .  The r e l a t i v e l y  moderate expansion of domestic c r e d i t  has  n o t  
on ly  contained o v e r a l l  demand, but  has a l s o  s h i f t e d  demand i n  favor  of  non- 
t raded goods by s t a b i l i z i n g  the  p r i c e s  of t h e s e  goods. On the  o t h e r  hand, 
t h e  r e l a t i v e l y  f a s t e r  i nc rease  of t h e  p r i c e  of t raded  goods has promoted 
the  supply of t raded  goods--exports and import s u b s t i t u t e s .  The concomitant 
r educ t ion  i n  t h e  demand f o r ,  and t h e  inc rease  i n  t h e  supply  o f ,  t r a d a b l e s  
has c rea t ed  expor tab le  su rp luses ,  genera t ing  t r a d e  su rp luses .  I n  a d d i t i o n  
t o  t h e  t r a d e  channel ,  p a r t  of t h e  excess  demand f o r  money has  a l s o  been 
s a t i s f i e d  through t h e  c a p i t a l  account ,  as  t h e  p r i v a t e  s e c t o r  has  d i r e c t l y  
borrowed abroad. 

Under a f r a c t i o n a l  r e se rve  system, t h e  changes i n  l i q u i d i t y  i n  Malaysia 
have been determined by t h e  changes i n  r e s e r v e  money and t h e  changes i n  t h e  
money m u l t i p l i e r .  The dominant f a c t o r  has been the  expansion of  r e s e r v e  
money; r e s e r v e  money grew by about 138 per  c e n t  over t h e  per iod 1970-79, 
while  narrow money grew by 1 3 7  per c e n t ,  and broad money, by 163 per c e n t .  
The money m u l t i p l i e r  f o r  narrow money remained r e l a t i v e l y  s t a b l e  while  t h e  
m u l t i p l i e r  f o r  broad money increased g r a d u a l l y , l /  l a r g e l y  as a r e s u l t  o f  
t h e  i n c r e a s e  i n  t h e  r a t i o  of d e p o s i t s  t o  currency. The r ise i n  t h e  depos i t -  
cur rency  r a t i o  r e f l e c t e d  the increase  i n  the  p r i v a t e  s e c t o r ' s  f i n a n c i a l  
sav ings  he ld  mainly i n  t h e  form of f ixed  and sav ings  d e p o s i t s .  Although 
t h e  f i n a n c i a l  s e c t o r  i n  Malaysia i s  r e l a t i v e l y  developed, t h e  a r r a y  of  
f i n a n c i a l  assets a v a i l a b l e  t o  t h e  p u b l i c  i s  s t i l l  l i m i t e d ,  and t h e  l a r g e s t  
po r t ion  of p r i v a t e  f i n a n c i a l  sav ings  i s  he ld  i n  t h e  form of in t e re s t -bea r ing  
d e p o s i t s  o f  commercial banks. 

The inc rease  i n  r e se rve  money over the  per iod 1970-79 w a s  t o t a l l y  
provided by t h e  inc rease  i n  n e t  fo re ign  assets;  n e t  f o r e i g n  assets in-  
creased by M S 7 . 1  b i l l i o n ,  o f f s e t t i n g  the  decrease  i n  the  c e n t r a l  bank 's  
c la ims on t h e  Government, amounting t o  MS2.1 b i l l i o n ,  and r e s u l t i n g  i n  
an inc rease  i n  r e s e r v e  money, amounting t o  MS4.0 b i l l i o n . 2 /  As a l r e a d y  
mentioned, t h e  accumulation of e x t e r n a l  r e s e r v e s  over t h e l o n g e r  term 
was a d i r e c t  r e s u l t  of  t h e  budgetary p o l i c i e s .  The n e t  con t r ac t iona ry  
impact of  government opera t ions  wi th  r e s p e c t  t o  t h e  c e n t r a l  bank meant 
t h a t  t he  inc rease  i n  r e se rve  money, requi red  f o r  t he  l i q u i d i t y  needs of  
t h e  f i n a n c i a l  s y s t e m ,  had t o  be generated by p e r s i s t e n t  e x t e r n a l  su rp luses .  

While i n  the  longer  term n e t  f o r e i g n  assets grew s t e a d i l y ,  i n  t h e  
s h o r t e r  term, they were s u b j e c t  t o  l a r g e  v a r i a t i o n s ,  r e s u l t i n g  mainly 
from f l u c t u a t i o n s  i n  world prices f o r  Malays ia ' s  expor t s .  Malays ia ' s  

1/  The money m u l t i p l i e r  f o r  narrow money va r i ed  between the  va lues  of 
1.75 t o  1.53 while  t h e  m u l t i p l i e r  f o r  broad money increased  g radua l ly  
from 2.95 t o  3.94. 

accounted f o r  t h e  d i f f e r e n c e .  
2 /  The decrease  i n  n e t  o the r  items, amounting t o  MS1.0 b i l l i o n ,  
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expor t  ea rn ings  are p a r t i c u l a r l y  prone t o  such f l u c t u a t i o n s  because t h e  
markets  €o r  primary commodities, which comprise t h e  bulk  o f  Malays ia ' s  
e x p o r t s ,  are h ighly  v o l a t i l e .  The impac t  o f  l a r g e  f l u c t u a t i o n s  i n  n e t  
f o r e i g n  assets on the  r e se rve  money, however, was most ly  n e u t r a l i z e d  by 
t h e  o f f s e t t i n g  movements o f  t h e  n e t  claims on government, r e s u l t i n g  i n  
a r e l a t i v e l y  s t a b l e  growth of t he  r e s e r v e  money. Budgetary o p e r a t i o n s  
have n e u t r a l i z e d  t h e  f l u c t u a t i o n s  i n  n e t  fo re ign  assets ,  p a r t l y  a s  a 
r e s u l t  of  t h e  b u i l t - i n  automatic s t a b i l i z e r  provided by t h e  adjustment  
o f  government revenues,  and p a r t l y  a s  a r e s u l t  of  d i s c r e t i o n a r y  steri- 
l i z a t i o n  p o l i c i e s .  A l a r g e  po r t ion  of  government revenues is from t a x e s  
on f o r e i g n  t r a d e ,  which are l e v i e d  on an ad valorem b a s i s  w i t h  a high 
degree of  p rogres s iv i ty .  Consequently, any changes i n  p r i c e s  of primary 
commodities are au tomat i ca l ly  r e f l e c t e d  i n  t h e  changes i n  government 
revenues and ,. t h u s ,  d e p o s i t s .  The d i s c r e t i o n a r y  s t e r i l i z a t i o n  p o l i c i e s  
were conducted by open market ope ra t ions  through sales of  government 
bonds t o  commercial banks and o ther  f i n a n c i a l  i n s t i t u t i o n s .  The o f f s e t t i n g  
r e l a t i o n s h i p  between e x t e r n a l  and budgetary developments is c l e a r l y  demon- 
s t r a t e d  by t h e  p l o t s  of t h e  changes i n  the  c e n t r a l  bank 's  n e t  f o r e i g n  
a s s e t s  and n e t  c la ims on t h e  Government (Chart  4 ) . 1 /  The exact cor res -  
pondence of t h e  turn ing  po in t s  i n  Chart  1 h i g h l i g h t s  t h e  a u t h o r i t i e s '  
remarkable success  i n  n e u t r a l i z i n g  t h e  impact of short-term f l u c t u a t i o n s  
i n  the  e x t e r n a l  p o s i t i o n  on domestic monetary cond i t ions .  

2. Recent developments 1979-80 - 2/ 

a .  Monetary developments 

(1) Overview 

The monetary p o l i c y  i n  1979 continued t o  be  conducted p ruden t ly  
and c o n s i s t e n t  wi th  macroeconomic ob jec t ives .  A s  i n  t h e  prev ious  two 
y e a r s ,  money supply  increased  by about 1 7  per  cen t  (Table 4 ) ,  which was 
broadly i n  l i n e  wi th  t h e  inc rease  i n  demand a r i s i n g  from t h e  r e a l i z e d  
growth of income of 8 per  cen t  and the  i n f l a t i o n  ra te  of  5 pe r  cent.31 
The growth i n  quasi-money, however, acce le ra t ed  t o  2 8  per  c e n t  i n  1979, 

- 
1/ This  r e l a t i o n s h i p  i s  a l s o  supported by t h e  fol lowing r e g r e s s i o n  

of-the changes i n  n e t  c l a ims  on government (DNCG) on the  changes i n  n e t  
f o r e i g n  assets (DNFA). 

DNCG = 83.13 - 0.76 DNFA ; R = 0.63 
( 3 . 0 )  (7.9) 

- 2 /  This s e c t i o n  summarizes t h e  r e c e n t  monetary and p r i c e  developments. 
For a d e t a i l e d  d i s c u s s i o n ,  see  Bank Negara Malaysia - Annual Report  and 
Statement of Account. 1979. 

3/  The e l a s t i c i t y  of  demand f o r  r e a l  money ba lances  (nominal money 
d e f l a t e d  by CPI) wi th  r e s p e c t  t o  real  income is es t imated  t o  be about 
1.3. Consequently, an  inc rease  i n  real  income of  about 8 per  c e n t ,  com- 
bined wi th  an i n f l a t i o n  r a t e  of about 5 per  cen t  f o r  1979, l e d  t o  a n  
inc rease  of about 15.4 per  c e n t  i n  demand f o r  money, somewhat h igher  
than  t h e  13  per  c e n t  i n c r e a s e  i n  nominal income. 
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CHART 4 

MALAYSIA 
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compared w i t h  18 per cen t  i n  1978. 
by 24 pe r  cen t  i n  1979. 
were t h e  accumulation of n e t  f o r e i g n  assets o f  t h e  banking system and 
c r e d i t s  t o  the p r i v a t e  sec to r .  These expansionary i n f l u e n c e s  were p a r t l y  
o f f s e t  by t h e  budgetary o p e r a t i o n s  of t h e  Government which exe r t ed  a 
c o n t r a c t i o n a r y  i n f l u e n c e  on l i q u i d i t y .  

As a r e s u l t ,  t o t a l  l i q u i d i t y  inc reased  
The major f a c t o r s  c o n t r i b u t i n g  t o  t h i s  growth 

Net f o r e i g n  assets of t h e  banking system inc reased  by MS2.4 b i l l i o n  
i n  1979, compared with MS0.4 b i l l i o n  i n  1978, and accounted f o r  about 
60 per  c e n t  of t h e  t o t a l  i nc rease  i n  l i q u i d i t y  during 1979. 
i n c r e a s e  i n  n e t  f o r e i g n  assets r e f l e c t e d  t h e  l a r g e  t r a d e  s u r p l u s ,  a r i s i n g  
from favorab le  commodity p r i c e s ,  and l a r g e  inflows of long-term c a p i t a l .  

The r a p i d  

C r e d i t  t o  t h e  p r i v a t e  s e c t o r  r o s e  by MS3.0 b i l l i o n  (26 pe r  c e n t )  
during 1979, compared with an  i n c r e a s e  of MS2.7 b i l l i o n  (30 per  c e n t )  
du r ing  t h e  previous year. The slower growth i n  bank c r e d i t s  was a t t r i -  
bu tab le  t o  the weak p r i v a t e  demand f o r  c r e d i t ,  p a r t i c u l a r l y  i n  t h e  
primary commodities s e c t o r  and t h e  manufacturing s e c t o r ,  which, because 
of buoyant market c o n d i t i o n s ,  were i n  a l i q u i d  p o s i t i o n .  Nevertheless ,  
t h e s e  c r e d i t s  grew i n  real  terms by about 21  pe r  c e n t ,  s u b s t a n t i a l l y  
higher  than the  growth in real  income. 

Government budgetary o p e r a t i o n s  continued t o  e x e r t  a c o n t r a c t i o n a r y  
impact on l i q u i d i t y .  Net claims on Government f e l l  by MS1.7 b i l l i o n  
i n  1979, compared with a d e c l i n e  of about MS0.2 b i l l i o n  i n  t h e  previous 
year.  The c o n t r a c t i o n a r y  impact  o f  t h e  budget w a s  an important  element 
i n  o f f s e t t i n g  the  l a r g e  expansionary impact o f  t h e  e x t e r n a l  s e c t o r  and 
was in s t rumen ta l  i n  moderating t h e  growth of l i q u i d i t y  and p r i ces .  

N e t  o t h e r  items provided an expansionary i n f l u e n c e  of about MS0.4 b i l -  
l i o n  i n  1979, i n  c o n t r a s t  t o  t h e  c o n t r a c t i o n a r y  impact provided i n  t h e  
previous yea r s .  The turnaround r e f l e c t e d  mainly t h e  ex tens ion  of t h e  
c e n t r a l  bank c r e d i t  through i t s  re f inanc ing  f a c i l i t y  f o r  bankers '  accept- 
ances  and expor t  c r e d i t  as  w e l l  as t h e  r e f inanc ing  of low-cost housing 
through t h e  Malaysia Building Soc ie ty  Berhad. 

The rate of monetary expansion i n  1980 i s  envis ioned t o  remain 
moderate. The expansionary impact of t h e  e x t e r n a l  s e c t o r  is expected 
t o  cont inue.  Cred i t  t o  the p r i v a t e  s e c t o r  is expected t o  be moderately 
expansionary,  w i th  a slower inc rease  i n  p r i v a t e  investment expendi tures  
a n t i c i p a t e d  i n  1980. Government budgetary o p e r a t i o n s  are n o t  l i k e l y  t o  
exert  a l a r g e  expansionary i n f l u e n c e  on t h e  money supply and, i n  f a c t ,  
they may w e l l  provide a c o n t r a c t i o n a r y  i n f l u e n c e  i n  the  even t  t h a t  t h e  
e x t e r n a l  s u r p l u s  t u r n s  o u t  t o  be higher  t han  p r e s e n t l y  a n t i c i p a t e d .  

( 2 )  Cen t ra l  bank f i n a n c i a l  o p e r a t i o n s  

The c e n t r a l  bank has t r a d i t i o n a l l y  r e l i e d  on t h e  c o n t r o l  of  
r e s e r v e  money as i t s  main instrument of monetary management, a l t hough  
p e r i o d i c a l l y  i t  has a l s o  used o t h e r  i n s t rumen t s ,  such a s  changes i n  
r e s e r v e  requirements ,  i n t e r e s t  rates,  d i scoun t ing  arrangements,  c r e d i t  
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c o n t r o l s  , and moral suas ion  t o  d i r e c t l y  inf luence  t h e  a v a i l a b i l i t y  and 
cos t  of  money and c r e d i t .  During 1979, t he  inc rease  i n  r e s e r v e  money 
was t h e  major f a c t o r  con t r ibu t ing  t o  t h e  inc rease  i n  l i q u i d i t y ,  a g a i n s t  
a background of f i n a n c i a l  reform provided by a set of monetary measures. 
These measures included a more market-oriented de te rmina t ion  of  i n t e r e s t  
rates, r e v i s i o n  of l i q u i d i t y  requirements ,  i n c l u s i o n  of t h e  merchant 
banks under t h e  j u r i s d i c t i o n  of  t h e  Banking A c t ,  and i n t r o d u c t i o n  of 
two new monetary ins t ruments  ( i . e . ,  c e r t i f i c a t e s  of d e p o s i t s  and bankers' 
acceptances) .  

A s  i n  the  previous year, t h e  r e se rve  money increased  by about 16 per  
Net fo re ign  assets of  t h e  c e n t r a l  bank cen t  i n  1979 (Appendix Table XIII). 

increased by MS1.9 b i l l i o n  i n  1979, compared wi th  an  i n c r e a s e  of 
MS0.6 b i l l i o n  i n  the previous year.  The l a r g e  inc rease  i n  t h e  c e n t r a l  
bank 's  n e t  f o r e i g n  assets was p a r t l y  o f f s e t  by t h e  d e c l i n e  i n  the  c l a ims  
on government. Net c la ims on government dec l ined  by MS1.3 b i l l i o n  i n  1979, 
compared wi th  a d e c l i n e  of MS0.3 b i l l i o n  i n  the  previous year .  Other 
i n f luences  r ep resen t ing  mainly t h e  expansion of t h e  r e f inanc ing  f a c i l i t y  
f o r  bankers '  acceptances and export  c r e d i t ,  r e s u l t e d  i n  an inc rease  of 
about MS0.2 b i l l i o n  i n  r e se rve  money during 1979. 

In  an e f f o r t  t o  promote a more e f f i c i e n t  a l l o c a t i o n  of  f i n a n c i a l  
r e sources ,  commercial banks have been allowed t o  set t h e i r  own d e p o s i t  
rates and lending r a t e s  charged t o  t h e i r  prime customers ,  e f f e c t i v e  
October 23 ,  1978 (Appendix Table X I V ) .  However, maximum lending  ra tes  
f o r  p r i o r i t y  s e c t o r s  and spec ia l  groups cont inue t o  be  f ixed  by t h e  
c e n t r a l  bank. The c e n t r a l  bank a l s o  keeps a c l o s e  watch over  o t h e r  
i n t e r e s t  r a t e s  and u s e s  moral suasion t o  ensure t h a t  t he  d e p o s i t  and 
lending  r a t e s  remain a t  l e v e l s  deemed appropr ia te .  The l i q u i d i t y  
requirements f o r  t he  commercial banks were r ev i sed  e f f e c t i v e  June 1, 
1979: 
t o  10 per  c e n t ;  and the  aggregate  l i q u i d i t y  r a t i o  was reduced from 
25 p e r  c e n t  t o  20 per  c e n t  (Appendix Table X V ) .  I n  a d d i t i o n ,  t h e  e l i g i b l e  
l i a b i l i t i e s  of t h e  commercial banks, merchant banks,  and f inance  com- 
panies  were r ev i sed  t o  ensure uni formi ty  of t reatment .  

t h e  minimum p r i m a r y  assets r a t i o  was reduced from 12.5 per  cen t  

On December 28, 1978, t h e  merchant banks were brought under the  
ambit of t h e  Banking A c t ,  1973 and l i c e n s e s  were granted  by t h e  Minis te r  
of Finance t o  each of t h e  12 merchant banks. The i ssuance  of  l i c e n s e s  
was s u b j e c t  t o  t h e  condi t ion  that by January 1, 1981, 30 per  c e n t  of 
t o t a l  income of t hese  banks should be der ived from fee-based a c t i v i t i e s .  
This provis ion  i s  aimed a t  encouraging t h e  merchant banks t o  engage more 
e x t e n s i v e l y  i n  those a c t i v i t i e s  which they were o r i g i n a l l y  designed t o  
undertake , such a s  corpora te  f inanc ing ,  f i n a n c i a l  investment ,  management 
adv i s ing ,  investment  p o r t f o l i o  management , and loan  syndica t ion .  

Two new monetary ins t ruments ,  namely, bankers '  acceptances  and negot i -  
a b l e  c e r t i f i c a t e s  of d e p o s i t ,  were introduced on May 2 ,  1979. These 
a d d i t i o n a l  i n s t r m e n t s  should broaden t h e  range of f i n a n c i a l  assets 
a v a i l a b l e  t o  the  p r i v a t e  s e c t o r  and encourage f u r t h e r  m o b i l i z a t i o n  of 
p r i v a t e  sav ings .  
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(3 )  Commercial banks and o the r  f i n a n c i a l  i n s t i t u t i o n s  

The l i q u i d i t y  p o s i t i o n  of commercial banks,  which was r e l a t i v e l y  
t i g h t  i n  1978, improved cons iderably  dur ing  1979. This  improvement was 
l a r g e l y  t h e  r e s u l t  of a s u b s t a n t i a l  in f low o f  f o r e i g n  exchange r e c e i p t s ,  
l ead ing  t o  an accumulation of  d e p o s i t s  by t h e  p r i v a t e  s e c t o r ,  which, a t  
the  same t i m e ,  moderated the  demand f o r  c r e d i t  by t h i s  s e c t o r .  The easier 
cond i t ions  i n  t h e  money market were a l s o  r e f l e c t e d  i n  t h e  r educ t ion  of  
i n t e r e s t  rates.  

The new l i q u i d i t y  requirements introduced on March 1, 1979 r e s u l t e d  
i n  an  i n c r e a s e  i n  e l i g i b l e  l i a b i l i t i e s ,  a g a i n s t  which r e s e r v e s  had t o  be  
held by t h e  banks. Under the  new requirements ,  a l l  o t h e r  d e p o s i t  s u b s t i -  
t u t e s  ( such  a s  c e r t i f i c a t e s  of depos i t  and n e t  i n t e rbank  d e p o s i t s )  w e r e  
a l s o  included i n  t o t a l  l i a b i l i t i e s ,  which had previous ly  included on ly  
demand and f i x e d  depos i t s .  However, t h e  inc rease  i n  e l i g i b l e  l i a b i l i t i e s  
was more o r  less  o f f s e t  by t h e  decrease  i n  r equ i r ed  r e se rves  (Sec t ion  2 
above). 
26 per  c e n t ,  a g a i n s t  t h e  requi red  r a t i o  of 20 per  c e n t .  

By t h e  end of  1979, t h e  aggregate  l i q u i d i t y  r a t i o  w a s  about 

The main impetus t o  t h e  growth o f  bank l i q u i d i t y  w a s  provided by 
t h e  growth of r e s e r v e  money. The money m u l t i p l i e r  f o r  narrow money 
remained s t a b l e  (about  1.5), a s  t h e  e f f e c t  of  a h ighe r  r a t i o  o f  demand 
d e p o s l t s  t o  cur rency  w a s  o f f s e t  by t h e  e f f e c t  of  a h igher  r a t i o  of  
t o t a l  d e p o s i t s  t o  demand d e p o s i t s . l /  The money m u l t i p l i e r  f o r  broad 
money, however, increased  (from 3.7 t o  3.91, a s  t h e  h igher  r a t i o s  of  
demand d e p o s i t s  t o  currency and t o t a l  d e p o s i t s  t o  demand d e p o s i t s  
re inforced  each o ther .2 /  - 

The inc rease  i n  the  r a t i o  of  t o t a l  d e p o s i t s  t o  demand d e p o s i t s  
i n  1979 r e f l e c t e d  t h e  r ap id  inc rease  i n  f ixed  and sav ings  d e p o s i t s ;  
quasi-money grew by 28 per  c e n t  i n  1979, compared wi th  18 per  c e n t  i n  
t h e  previous year.  The s u b s t a n t i a l  i nc rease  i n  quasi-money represented  
t o  a l a r g e  e x t e n t  t he  accumulation of  d e p o s i t s  by Petronas and o t h e r  
s t a t u t o r y  a u t h o r i t i e s ,  which toge ther  accounted f o r  about h a l f  of  t h e  
t o t a l  i nc rease  i n  quasi-money. 

- 1 /  The money m u l t i p l i e r  f o r  narrow money, m m l ,  is def ined  as: 

mml = ( 1  + DC)/ ( l  + RT . TD . DC) 

where DC, RT and TD denote  t h e  r a t i o s  of demand d e p o s i t s  t o  cur rency ,  
r e se rves  t o  t o t a l  d e p o s i t s  and t o t a l  d e p o s i t s  t o  demand d e p o s i t s .  It 
can  be shown tha t  a h igher  DC r a t i o  i n c r e a s e s  t h e  money m u l t i p l i e r  f o r  
narrow money whi le  a h igher  DT r a t i o  reduces i t .  
- 2/  The money m u l t i p l i e r  f o r  broad money, mm2, i s  def ined  as fol lows:  

mm2 = (1 + TD . DC)/(l + RT . TD . DC) 

I t  can  be shown that  both higher  DC and TD r a t i o s  i n c r e a s e  t h e  money 
m u l t i p l i e r  f o r  t he  broad money. 
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N e t  f o r e i g n  assets of  commercial banks increased  by MS0.6 b i l l i o n  
i n  1979, compared wi th  a decrease of MS0.2 b i l l i o n  i n  1978 (Appendix 
Table XVI). 
of d e p o s i t s  he ld  wi th  banks abroad. The inc rease  i n  n e t  f o r e i g n  assets 
was l a r g e l y  o f f s e t  by t h e  Government's budgetary o p e r a t i o n s ,  a s  n e t  
claims on government dec l ined  by MS0.4 b i l l i o n ,  compared w i t h  a d e c l i n e  
of MS0.5 b i l l i o n  i n  1978. C l a i m s  on t h e  p r i v a t e  s e c t o r  i nc reased  by 
MS3.0 b i l l i o n  (26  per  c e n t ) ,  compared t o  an inc rease  of  MS2.7 b i l l i o n  
(30 pe r  c e n t )  i n  t h e  previous year.  The smaller r a t e  of  i n c r e a s e  i n  c r e d i t s  
t o  the  p r i v a t e  s e c t o r  i n  1979  d id  no t  impinge on t h e  l i q u i d i t y  p o s i t i o n  
o f  this s e c t o r  because o f  t h e  l a r g e  in f low of  f o r e i g n  r e c e i p t s  a r i s i n g  
from buoyant export cond i t ions .  

The bu lk  o f  t h e  inc rease  i n  fo re ign  assets w a s  i n  t h e  form 

With regard  t o  t h e  d i r e c t i o n  of  commercial bank lending  i n  1979, 
c r e d i t s  f o r  rea l  es ta te  and c o n s t r u c t i o n  and gene ra l  commerce expanded 
s i g n i f i c a n t l y  more r a p i d l y  than  c r e d i t s  f o r  a g r i c u l t u r e  and manufacturing 
(Appendix Table XVII). 
own houses l e d  t o  the  inc rease  i n  demand f o r  c r e d i t s  f o r  real es ta te  
and c o n s t r u c t i o n  s e c t o r s ,  while  t h e  f avorab le  l i q u i d i t y  p o s i t i o n  of  
t h e  expor t  s e c t o r  l e d  t o  a slowdown i n  demand f o r  c r e d i t s  i n  a g r i c u l -  
t u r a l  and manufacturing sec to r s .  

The h igher  demand o f  consumers t o  purchase t h e i r  

I n  c o n t r a s t  t o  t he  slowdown i n  c r e d i t  by t h e  commercial banks,  
c r e d i t s  extended by t h e  nonbank f i n a n c i a l  i n s t i t u t i o n s  a c c e l e r a t e d  
dur ing  1979. Cred i t s  extended by f i n a n c e  companies inc reased  by 
MS0.7 b i l l i o n  (35 per  c e n t )  compared wi th  MS0.5 b i l l i o n  (28 pe r  c e n t )  
i n  1978 (Appendix Table XVIII). 
o t h e r  f i n a n c i a l  i n s t i t u t i o n s  increased  by MS0.8 b i l l i o n  (28 pe r  c e n t ) ,  
compared wi th  MS0.3 b i l l i o n  i n  1978. 

Cred i t s  extended by merchant banks and 

The t e r r s t r u c t u r e  o f  l o a n s  extended by t h e  f i n a n c i a l  s e c t o r  
cont inued t o  s h i f t  i n  f avor  of longer-term m a t u r i t i e s ;  by t h e  end of 
1979, 35 per  c e n t  of  t o t a l  loans  were long  term, compared wi th  32 per 
c e n t  i n  the  previous year .  During 1979, c r e d i t s  extended by t h e  f inan-  
c i a l  s e c t o r  t o  t h e  Bumiputra community increased  by about MS0.7 b i l l i o n  
(28 per  c e n t ) ;  t h e  sha re  of t o t a l  l o a n s  outs tanding  t o  the  Bumiputra 
community cont inued t o  r e p r e s e n t  about  1 9  per  c e n t  of  t o t a l  l o a n s  out- 
s tanding  wi th  commercial banks and o t h e r  f i n a n c i a l  i n s t i t u t i o n s .  

b. P r i c e  developments 

The i n f l a t i o n  r a t e  continued t o  be  moderate dur ing  1979 (Appendix 
Table XIX). The consumer p r i c e  index (CPI) increased  by about  5 per  
c e n t ,  s l i g h t l y  h igher  than the  average annual i nc rease  of  about 4 per  
c e n t  over t h e  l a s t  f i v e  years .  Because of  t h e  h igh  degree  o f  openness of 
the  Malaysian economy, domestic p r i c e  developments a re  s t r o n g l y  inf luenced  
by e x t e r n a l  developments (Chart  5 ) .  During 1979, t h e  average i n c r e a s e  
i n  expor t  p r i c e s  of  Malaysian t r ad ing  p a r t n e r s  ( i n  f o r e i g n  c u r r e n c i e s )  
w a s  about  10 p e r  c e n t ,  which combined wi th  t h e  5 pe r  c e n t  a p p r e c i a t i o n  
of t h e  r i n g g i t ,  i n  e f f e c t i v e  exchange ra te  terms, r e s u l t e d  i n  an i n c r e a s e  
of  about 5 per  c e n t  i n  Malays ia ' s  import p r i c e s  ( i n  domestic cur rency) .  



- 28a 

1 30 

1 20 

110 

1 00 

90 

80 

70 

60 

CHART 5 

MALAYSIA 

CONSUMER PRICE AND IMPORT PRICE INDICES 
(1975=100) 

/* 
/ 

Import price index ' / 

,-- :-/ 
I 

I Consumer price index 

I 

-e-._/-* 
-/e-- 

/-- 

I 

-e-._/-* 
-/e-- 

/-- 

1 1 1  1 , )  I l l  I L L  I , ,  I l l  I I L  1 1 1  I I I  a , ,  

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 
Sources: IMF, International Financial Statistics, and staff calculations. 
'Weighted average of  partner countries: export prices in Ringgit. 

rn 
3 





- 29 - 

The i n c r e a s e  i n  export  p r i c e s  was s u b s t a n t i a l l y  h ighe r  a s  t h e  u n i t  v a l u e  
of e x p o r t s  i nc reased  by about 15 per  c e n t .  The impact o f  export p r i c e s  
on domestic i n f l a t i o n  i s  cons ide rab ly  less  than  t h e  impact o f  import 
p r i c e s  because of t h e  r e l a t i v e l y  s m a l l  domestic consumption o f  export 
commodities.l/ Consequently, t h e  p r i c e  of t h e  t r a d e d  goods component of  
the CPI i s  l i k e l y  t o  have increased on ly  marg ina l ly  faster than import 
p r i c e s .  

The monetary developments i n  Malaysia have played an important r o l e  
The demand f o r  money g e n e r a l l y  i n c r e a s e s  a t  a i n  r e s t r a i n i n g  i n f l a t i o n .  

somewhat f a s t e r  rate than the inc rease  i n  nominal income. The moderate 
expansion of domestic c r e d i t ,  i nc lud ing  c r e d i t s  t o  t h e  Government, has 
ensured that a l a r g e r  p ropor t ion  of r equ i r ed  money is provided through 
t h e  e x t e r n a l  sou rces  and t h a t  t h e  i n c r e a s e  i n  domestic p r i c e s  remains 
below t h e  i n c r e a s e  i n  world p r i c e s  f o r  Malaysia 's  impor t s  and expor t s .  
The r e l a t i v e l y  slower growth of nontraded goods p r i c e s  has had a favor- 
a b l e  impact  on t h e  development of t h e  t raded goods s e c t o r ,  p a r t i c u l a r l y  
t h e  f a s t  growing manufacturing s e c t o r .  

V.  Ex te rna l  Developments 

1. Longer-term developments i n  t h e  balance of payments 

During t h e  pas t  decade, Malaysia has maintained a s t rong  e x t e r n a l  
payments p o s i t i o n  w i t h  t h e  o v e r a l l  balance showing s u r p l u s e s  throughout 
t h e  per iod.  Over the  long run ,  Malaysia 's  s t r o n g  e x t e r n a l  p o s i t i o n  re- 
s u l t e d  l a r g e l y  from t h e  a u t h o r i t i e s '  prudent f i n a n c i a l  p o l i c i e s . 2 /  The 
i n c r e a s e  i n  i n t e r n a t i o n a l  r e s e r v e s  h a s  g e n e r a l l y  k e p t  pace wi th  t h e  rise 
i n  imports;  reserves were t h e  e q u i v a l e n t  of about s i x  t o  seven months' 
imports during most o f  t h e  per iod.  

The c u r r e n t  account ba l ance ,  which w a s  g e n e r a l l y  i n  d e f i c i t  during 
t h e  e a r l y  h a l f  o f  t h e  1970s,  changed t o  s u r p l u s  i n  t h e  l a t t e r  h a l f .  This  
development i n  t h e  c u r r e n t  account r e f l e c t e d  s u r p l u s e s  i n  t h e  merchandise 
t r a d e  balance o f f s e t t i n g  t h e  d e f i c i t s  on n e t  services and t r a n s f e r s .  The 
c a p i t a l  account balance showed su rp luses  throughout t h e  1970s due t o  t h e  
n e t  i n f lows  o f  both p r i v a t e  and o f f i c i a l  long-term c a p i t a l  counter ing t h e  
r e l a t i v e l y  s m a l l  outflows of p r i v a t e  short-term c a p i t a l  (Chart  6 ) .  

1 /  The fol lowing r e g r e s s i o n  of t h e  domestic p r i c e  index,  CPI, on t h e  
export  p r i c e  index,  PX, and import p r i c e  index, PM (weighted average of 
expor t  prices of Malays i a ' s  major t r a d i n g  p a r t n e r s  a d j u s t e d  f o r  exchange 
r a t e ) ,  e x h i b i t s  this r e l a t i o n s h i p :  

I n  (CPI) = -0.40 + 0.08 I n  PX + 0.62 I n  (PM); R = 0.95 
(2.2) (9 .3  1 

The v a l u e s  i n  pa ren theses  are t-values.  A s  expected,  t h e  weight of expor t  
p r i c e  i s  q u i t e  s m a l l ,  r e f l e c t i n g  t h e  small domestic consumption of export  
commodities. 

money and t h e  e x t e r n a l  balance i n  Malaysia. 
2 /  See Sec t ion  I V  f o r  a d i s c u s s i o n  of t h e  long-run r e l a t i o n s h i p  between 
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a. Current account 

The merchandise trade account was always in surplus during the past 
decade. These surpluses have been especially large since 1976, reflecting 
the combined effects of improvements in Malaysia's international terms of 
trade, as well as increases in the volumes of crude petroleum, palm 
oil, and manufactured exports. 

The transformation in the structure of domestic production which 
occurred during the 1970s was mirrored in the commodity composition of 
exports. 
namely, rubber and tin--the export structure has become considerably more 
diversified (Table 5). Whereas nearly a third of total export earnings 
was derived from rubber in 1970, only one fifth originated from this source 
in 1979. The share of tin, the other major export in 1970, was halved from 
20 per cent in 1970 to 10 per cent in 1979. The decline in the shares of 
traditional exports was accompanied by sharp increases in the shares of 
manufactured goods, crude petroleum, and palm oil. Manufactured exports 
replaced rubber as the major foreign exchange earner in 1979, with their 
share in total exports rising from 12 per cent to 20 per cent during the 
decade. The share of crude petroleum has also increased significantly 
from a mere 3 per cent in 1970 to 17 per cent in 1979, and that of palm 
oil doubled from 5 per cent to 10 per cent. 

From a predominant reliance on a few primary commodities-- 

Table 5. Malaysia: Structure of Exports, 1970, 1975, and 1979 - 1/ 

1970 1975 1979 
M$ (mn.) Per cent M$ (mn.) Per cent M$ (mn.) Per cent 

Rubber 
Tin 
Petroleum 
Saw logs 
Sawn timber 
Palm oil 
Manufactured goods 
Other 

1,724 
1 , 013 
164 
643 
199 
264 
615 
5 41 

33 
20 
3 
13 
4 
5 

12 
10 - 

2,026 
1 , 206 
727 
669 
392 

1 , 320 
1 , 978 
913 

22 
13 
8 
7 
4 
14 
21 
10 

4,562 
2 , 298 
4,127 
2,878 
1 , 339 
2,453 
4 , 793 
1 574 L 

19 
10 
17 
12 
6 
10 
20 

6 
_._ 

Total 5,163 100 9,231 100 24,024 100 

Source: Data provided by the Malaysian authorities. 

1/ Customs data. - 
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CHART 6 

MALAYSIA 

MAJOR ACCOUNTS IN THE BALANCE OF PAYMENTS 
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Among manufactured exports, some diversification was also evident. 
The most significant developments were the decline in the shares of agri- 
cultural and resource-based manufactures and the increase in the shares of 
labor-intensive manufactured products (Table 6). Specifically, the share 
of electrical machinery and appliances has risen from 2 per cent of total 
manufactured exports in 1970 to 47 per cent in 1979. These products, 
together with textiles, clothing, and footwear, increased from 7 per 
cent of manufactured exports in 1970 to 59 per cent in 1979. In contrast, 
the share of agricultural and natural resource-intensive products, includ- 
ing food, beverages, tobacco, wood, rubber, and petroleum products, declined 
from 62 per cent of total manufactured exports in 1970 to 23 per cent in 
1979 

Table 6. Malaysia: Structure of Manufactured Exports, 1970, 1975, and 1979 - 1/ 

1970 1975 1979 
Per Per Per 

M$ (mn.) cent M$ (mn.) Cent M$ (mn.) Cent 

Food, beverages, and tobacco 112 
Textiles, clothing, and footwear 32 
Wood products 90 
Rubber products 17 
Chemi c a1 s 35 
Petroleum products 161 
Nonmetallic mineral products 20 
Manufactures of metal 23 
Electrical machinery and appliances 15 
Other machinery and transport equipment 70 

40 Other manufactures - 

18 
5 

15 
3 
6 
26 
3 
4 
2 
11 
7 - 

270 
21 8 
205 
43 
79 
106 
23 
49 
304 
269 
41 2 

14 3 64 8 
11 577 12 
10 468 10 
2 76 2 
4 131 3 
1 120 3 
5 48 1 
3 170 4 

15 2,253 47 
14 272 6 
21 - -  31 4 7 - 

Total 615 100 1,978 100 4,793 100 

Source: Data provided by the Malaysian authorities. 

- 1/  Customs data. 

The 1970s also witnessed some shifts in the pattern of import demand, 
which accompanied the changes in the structure of domestic production 
(Table 7). In particular, the rapid expansion of the manufacturing 
sector has led to a rising demand in intermediate products for use in 
the manufacturing process. A s  a result, the share of intermediate goods 
in total imports rose from 37 per cent in 1970 t o  47 per cent in 1979. 
The share of investment goods also increased from 26 per cent of total 
imports to 31 per cent. In contrast, the share of consumption goods in 
total imports generally declined, reflecting the rising level of self- 
sufficiency, especially in food. 
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Table 7. Malaysia: Imports According to End-Use, 1970, 1975, and 1979 1/ - 

1970 1975 1979 
Per Per Per 

M$ (mn.) cent M$ (mn.) cent M$ (mn.) cent 

20 - Consumption goods 1,225 _. 28 1,890 - 22 L 3 435 
Food 496 11 7 05 8 1,115 7 
Beverages and tobacco 73 2 100 1 189 1 
Consumer durables 134 3 2 65 3 7 95 5 
Other 522 12 820 10 1,336 8 

Investment goods 
Machinery 

1,131 
451 

- 26 2,764 
10 965 

- 32 5,212 
11 1,691 

31 
10 
- 

Transport equipment - 2/ 157 4 163 2 431 3 
Metal products 285 7 544 6 1,485 9 
Other 238 6 1,092 13 1,605 9 

Intermediate goods 
For manufacturing 
For construction 
For agriculture 
Crude petroleum 
Other 

Imports for re-export 
Tin ore 
Crude natural rubber 
Crude petroleum - 3/ 

Total 

1,601 
91 8 
88 
158 
21 5 
222 

360 
153 
- 
43 
164 

4,340 

37 
21 
2 
4 
5 
5 

- 

8 
4 
- 
1 
4 

100 

3,464 
1,862 
263 
327 
534 
478 

41 2 
2 65 
- 
40 
107 

8,530 

41 
22 
3 
4 
6 
6 

- 

5 
3 
_. 

1 
1 - 

100 

8,035 
4,831 
420 
732 

1,222 
830 

376 
2 80 
96 

- 

-- 
17,058 

47 
28 
3 
4 
7 
5 

- 

2 
2 
- 

100 

Source: 

1/ Customs data. 
_. 21 
- 31 

Data provided by the Malaysian authorities. 

- 
Imports of aircraft and ships are included in 1970 and excluded in 1975 and 1979. 
Imports of crude petroleum from Brunei for re-export. 
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The d i r e c t i o n  of Malaysia 's  t r ade  has changed somewhat dur ing  t h e  
per iod (Appendix Table XXI). The i n d u s t r i a l  coun t r i e s  have become increas-  
i n g l y  important  as markets f o r  Malaysia 's  expor t s  and sources  of i t s  
imports.  I n  1979, t h e  i n d u s t r i a l  coun t r i e s ,  inc luding  Japan,  t h e  United 
States,  A u s t r a l i a ,  and those i n  Western Europe, accounted f o r  63 per  c e n t  
of Malaysia 's  expor t s  and 62 p e r  cen t  of i t s  impor ts ,  compared wi th  53 p e r  
cen t  and 57 per  c e n t ,  r e spec t ive ly ,  i n  1970. During t h e  same per iod ,  t r a d e  
with o t h e r  ASEAN coun t r i e s  has been r e l a t i v e l y  s t a b l e  d e s p i t e  continued 
e f f o r t s  toward r eg iona l  i n t eg ra t ion .  The sha re  of expor t s  t o  o t h e r  ASEAN 
c o u n t r i e s  i n  t o t a l  Malaysian expor t s  dec l ined  from 25 per  cen t  i n  1970 t o  
19 per  c e n t  i n  1979, mainly due t o  t h e  smaller sha re  of expor t s  des t ined  
f o r  Singapore.  On the  import s i d e ,  t h e  r e l a t i v e  sha re  of o the r  ASEAN coun- 
tries has remained approximately unchanged a t  about 15 per  c e n t  of t o t a l  
imports  . 

Turning t o  the  o the r  major components of t h e  c u r r e n t  account ,  t h e  
services account has  been i n  d e f i c i t  throughout t h e  decade. These d e f i c i t s  
were mainly a t t r i b u t a b l e  t o  investment income payments and payments f o r  
f r e i g h t  and insurance  charges incur red  i n  merchandise t rade.  The t rans-  
f e r s  account  has a l s o  been i n  d e f i c i t ,  a l though t h e  d e f i c i t s  were small 
r e l a t i v e  t o  those  on t h e  se rv ices  account. Since 1976, t h e  combined 
d e f i c i t s  on n e t  s e r v i c e s  and t r a n s f e r s  were more than o f f s e t  by su rp luses  
from merchandise t r a d e ,  l ead ing  t o  continuous su rp luses  i n  t h e  cu r ren t  
account i n  the  l a t t e r  ha l f  of t he  1970s. 

b. C a p i t a l  account 

The long-term c a p i t a l  account has  c o n s i s t e n t l y  been i n  surp lus  during 
t h e  1970s,  r e f l e c t i n g  t h e  continued inf lows of  d i r e c t  fo re ign  investment 
and o f f i c i a l  long-term c a p i t a l .  The n e t  inf lows of p r i v a t e  long-term 
c a p i t a l  have gene ra l ly  matched t h e  n e t  investment income payments r epor t ed  
i n  the c u r r e n t  account.  N e t  outflows of short- term c a p i t a l  have occurred 
s ince  1975, r e f l e c t i n g  i n  l a r g e  measure, t h e  accumulation of fo re ign  assets 
by Petronas , t he  n a t i o n a l  o i l  company. 

2. - Recent developments i n  t h e  balance of payments, 1979 

a .  Overview 

I n  1979, Malays ia ' s  o v e r a l l  balance of payments recorded a surp lus  of 
MS1.9 b i l l i o n ,  compared wi th  a s u r p l u s  of MS0.6 b i l l i o n  i n  1978 (Table 8 
and Appendix Table XX). A s  a consequence, t h e  l e v e l  of n e t  o f f i c i a l  r e s e r v e s  
increased t o  MS9.3 b i l l i o n  by t h e  end of  1979; t h i s  l e v e l  was equiva len t  
t o  about seven months of 1979 merchandise imports .  

The l a r g e  accumulation of reserves r e f l e c t e d  buoyant export  earn ings  
derived from s i g n i f i c a n t  i n c r e a s e s  i n  both  t h e  p r i c e s  and volumes of 
Malaysia 's  major expor t  commodities and long-term c a p i t a l  inflows. I n  t h e  
cu r ren t  account ,  t h e  r ap id  growth of merchandise expor t s  was more than 
s u f f i c i e n t  t o  meet t h e  combined payments f o r  an  a c c e l e r a t i o n  i n  merchan- 
d i s e  imports and the  usual  d e f i c i t s  on services and t r a n s f e r s ;  record sur-  
p luses  i n  both t h e  merchandise t r a d e  and c u r r e n t  account balances occurred. 



Table 8. Malaysia: Balance of Payments, 1975-79 

( I n  b i l l i o n s  of  r i n g g i t )  

1975 1976 1977 1978 1979 

Balance on cu r ren t  account 
Balance on goods and s e r v i c e s  

Trade balance 
Exports ,  f.0.b. 
Imports,  f.0.b. 

Se rv ices  ( n e t )  
Transfers  ( n e t )  

1.9 
2.0 
3-8 

13.3 
9.6 
-1.8 
-0.1 

- 
6.6 

23.8 
17.2 
-4.2 
-0.1 

Balance on c a p i t a l  account 1.6 - 1.2 

-1.0 

- 1.0 - 
Erro r s  and omissions -0.7 -1.0 -1.0 -1.5 

SDR a l l o c a t i o n  0.1 -- 
Overa l l  balance ( d e f i c i t  -) 0.2 - 2.1 - 0.8 - 0.6 - 1.9 - 
Gross o f f i c i a l  r e se rves  L/ 

( I n  months of  imports) 
6 . 8  

(7.5) 
4.1 

(5.9) 
7.5 
6.7 

9.3 
(6.5) 

Source: Data provided by t h e  Malaysian a u t h o r i t i e s .  

- 1/ End of per iod l eve l .  
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I n  t h e  c a p i t a l  account ,  t h e  l a r g e r  n e t  long-term c a p i t a l  inf lows were 
as soc ia t ed  with increased inflows of d i r e c t  fo re ign  investment ,  o f f i c i a l  
long-term c a p i t a l ,  and commercial c r e d i t s ,  while t h e  l a r g e r  d e f i c i t  of 
p r i v a t e  short-term capi ta l ,  inc luding  e r r o r s  and omissions,  w a s  r e l a t e d  
t o  t h e  s u b s t a n t i a l  reduct ion  i n  t h e  n e t  fo re ign  l i a b i l i t i e s  of  t h e  
commercial banks and an inc rease  i n  unrecorded t r ansac t ions .  

b. Current account 

(1) Exports  

I n  1979, expor t s  increased  by 4 1  per c e n t  t o  M$23.8 b i l l i o n ,  com- 
pared wi th  a growth ra te  of 14 per  cen t  i n  1978. Manufactured expor t s  
increased  by 32 per  cent  i n  1979, con t r ibu t ing  s i g n i f i c a n t l y  t o  the  acce l -  
e r a t e d  expansion i n  exports .  The growth i n  exports  w a s  based on i n c r e a s e s  
i n  both p r i c e s  and volumes (Appendix Table XXII). The p r i c e s  of  Malays ia ' s  
major export  commodities rose  ac ross  t h e  board. P a r t i c u l a r l y  h igh  p r i c e s  
were observed i n  crude petroleum, rubber ,  saw l o g s  and sawn t imber .  With 
t h e  s i n g l e  except ion of s a w  l o g s ,  t h e  export  of t h e  major commodities a l s o  
increased  i n  volume. The t o t a l  volume of expor t s  i s  es t imated  t o  have r i s e n  
by 12 p e r  c e n t ,  compared t o  an  8 per  c e n t  i nc rease  i n  1978. S u b s t a n t i a l  
volume inc reases  were recorded by petroleum and palm o i l  e x p o r t s ,  wh i l e  
t h e  volume of rubber and t i n  expor t s  ro se  s l i g h t l y .  

Rubber expor t s ,  which accounted f o r  19  per c e n t  of t o t a l  expor t s  
i n  1979, grew by 2 7  per  c e n t  i n  1979, compared wi th  7 p e r  c e n t  i n  1978. 
The higher  va lue  of rubber expor t s  r e s u l t e d  from the  22 per  c e n t  i nc rease  
i n  u n i t  va lue  and a 4 p e r  c e n t  r i s e  i n  volume. The buoyancy i n  rubber 
p r i c e s  was due t o  a shortage which preva i led  during the  e a r l y  p a r t  of t h e  
year when a production squeeze coincided wi th  l a r g e  purchases  by t h e  
Sovie t  Union, t h e  People ' s  Republic of China, and rhe United S t a t e s .  
The e s c a l a t i o n  i n  rubber p r i c e s ,  which reached a h i s t o r i c a l  h igh  i n  
June 1979, was a l s o  a t t r i b u t a b l e  t o  increased  commodity hedging and 
specu la t ion  caused by i n t e r n a t i o n a l  economic and p o l i t i c a l  u n c e r t a i n t i e s .  

Negot ia t ions f o r  the I n t e r n a t i o n a l  Rubber Price S t a b i l i z a t i o n  Scheme 
under the  ausp ices  of t he  UNCTAD In t eg ra t ed  Program f o r  Commodities 
were completed i n  1979. The program w i l l  become e f f e c t i v e  i n  October 
1980 i f  i t  i s  r a t i f i e d  by 65 per  c e n t  of t h e  producing and consuming 
coun t r i e s  which are  s i g n a t o r i e s  t o  the  agreement. Malaysia has  a l r e a d y  
r a t i f i e d  t h e  Agreement. 

Crude petroleum expor t s ,  which comprised 1 7  pe r  cen t  of t o t a l  expor t s  
i n  1979, ro se  by 84 p e r  c e n t  compared wi th  1 7  p e r  c e n t  i n  1978. The r ise 
i n  va lue  represented  the combination of a 39 per c e n t  i n c r e a s e  i n  u n i t  
va lue  and a 32 p e r  cen t  i nc rease  i n  volume. Major f a c t o r s  c o n t r i b u t i n g  
t o  the  growth i n  o i l  expor t s  were the  supply d i s r u p t i o n s  c r e a t e d  by t h e  
s i t u a t i o n  i n  I r a n  and the  s u b s t a n t i a l  r i se  i n  t h e  p r i c e s  of OPEC crudes.  
Following the  upward t rend i n  world crude o i l  p r i c e s ,  t he  p r i c e  of Malaysian 
crude w a s  rev ised  from an average of US$l5.08 p e r  b a r r e l  i n  January 1979 
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t o  USS26.84 i n  November. 
USS20.93 per  b a r r e l .  As of January,  1980, t h e  average p r i c e  f o r  Malaysian 
crude was USS33.70 p e r  b a r r e l .  

The average p r i c e  f o r  t h e  year  as  a whole w a s  

Exports of crude and processed palm o i l ,  which comprised 10 p e r  c e n t  
of  t o t a l  expor t s ,  increased by 31  per  c e n t  i n  1979, compared wi th  5 per 
cen t  i n  1978. I n  volume terms, expor t s  of  crude palm o i l  dec l ined  by 40 
per  c e n t  due t o  t h e  expansion of  t h e  domestic processing i n d u s t r y ,  whi le  
expor t s  of  processed palm o i l  rose  by 6 1  per cen t .  Together ,  t h e  volume 
of  crude and processed palm o i l  expor t s  increased  by 2 4  pe r  cen t .  P r i c e s  
f o r  crude and processed palm o i l  i nc reased ,  on the  average ,  by 6 per  c e n t  
i n  1979, compared t o  a d e c l i n e  of 2 per  c e n t  i n  1978. A major  c o n t r i b u t i n g  
f a c t o r  t o  the  recovery i n  palm o i l  p r i c e s  was t h e  shor tage  of soybeans,  
a s u b s t i t u t e  f o r  palm o i l ,  a r i s i n g  from crop  f a i l u r e s  i n  South America 
and s u b s t a n t i a l  purchases by t h e  Soviet  Union. 

Exports  of t i n  and t in - in-concent ra tes ,  which comprised 10 per  cent  
of t o t a l  expor t s ,  grew by 14  per c e n t  i n  1979, compared wi th  1 9  pe r  c e n t  
i n  1978. The inc rease  i n  expor t s  r e f l e c t e d  mainly s i g n i f i c a n t l y  higher  
p r i c e s ,  whi le  t he  expor t  volume rose  by 2 per c e n t ,  on account of a s l i g h t  
i nc rease  i n  product ion and an inc rease  i n  t h e  imports  of  t in- in-concentrates  
f o r  processing and re-export .  Tin p r i c e s  were f avorab le  i n  1979, r i s i n g  by 
12 per  c e n t  i n  terms of u n i t  value.  I n  1979, the I n t e r n a t i o n a l  Tin 
Council (ITC) rev ised  the  p r i c e  range of i t s  b u f f e r  s tock;  t h e  f l o o r  and 
c e i l i n g  p r i c e s  were r a i s e d  t o  M$1,500 t o  M$1,950 per  p i c u l ,  r e spec t ive ly .  

Exports of bo th  saw l o g s  and sawn timber increased  s i g n i f i c a n t l y  i n  
1979. The r ise i n  expor t s  w a s  due mainly t o  high p r i c e s  f o r  bo th  l o g s  
and t imber.  Prices increased  s u b s t a n t i a l l y ,  d e s p i t e  s t a g n a t i o n  i n  con- 
s t r u c t i o n  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 ,  because of t h e  d e c l i n e  
i n  the world supply of t r o p i c a l  hardwoods. Exports of  saw l o g s  increased 
by 73 per  c e n t  compared t o  10  per  c e n t  i n  1978. Since t h e  volume of  l o g  
expor t s  dec l ined  by 5 per  c e n t  due t o  the Government's r e s t r i c t i o n s  on 
l o g  expor t s ,  t h e  inc rease  i n  va lue  w a s  s o l e l y  a r e s u l t  of t h e  p r i c e  
inc rease  of 81 per cen t .  Sawn timber expor t s  ro se  by 52 per  c e n t  com- 
pared t o  5 per  c e n t  i n  1978, r e f l e c t i n g  mainly t h e  38 per  c e n t  i nc rease  
i n  price. 

Manufactured expor t s  continued t o  inc rease  rapidly--by 32 per  c e n t  i n  
1979. Manufactured expor t s ,  which comprised 20 per  c e n t  of  t o t a l  expor t s  
have replaced rubber as t h e  major ea rne r  of f o r e i g n  exchange f o r  Malaysia. 
I n  c o n t r a s t  t o  1978 when t h e  expansion o f  manufactured expor t s  r e f l e c t e d  
mainly t h e  growth of e l e c t r o n i c  products ,  t h e  expansion i n  1979 w a s  f a i r l y  
broad-based, wi th  s u b s t a n t i a l  i n c r e a s e s  i n  e lectr ical  and e l e c t r o n i c  prod- 
u c t s ,  as w e l l  as i n  t e x t i l e s ,  c l o t h i n g ,  footwear ,  and t r a n s p o r t  equipment. 

(2)  Imports 

Merchandise imports  increased  by 29 p e r  c e n t  t o  MS17.2 b i l l i o n  i n  
1979, compared w i t h  a 21  pe r  c e n t  i nc rease  i n  1978. The r a p i d  growth i n  
imports w a s  due t o  s t rong  p r i v a t e  s e c t o r  demand and h igher  import p r i c e s .  
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The expansion of private sector demand led to increases in all three 
major categories of imports--consumption, investment, and intermediate 
goods (Appendix Table XXIII). Imports of consumption goods rose by 12 per 
cent in 1979, reflecting mainly the strong demand for consumer durables. 
Food imports, however, rose by only 1 per cent, compared with 32 per cent 
in 1978, as the recovery in rice production reduced the need to import. 
Investment goods rose by 25 per cent, reflecting higher levels of machinery 
and equipment imports required for the expansion in private investment, as 
well as increased imports of metal products stemming from domestic shortages 
of steel products. Intermediate goods increased by 31 per cent, partly as 
a result of the expansion of manufactured exports whose production required 
large quantities of imported components. 

(3) Services and transfers 

In 1979, the deficit on the services account was MS4.2 billion, 
compared with a deficit of MS3.2 billion in 1978. The deterioration of 
the services account was a result of larger net payments on freight and 
insurance associated with the growth in imports and higher freight rates, 
and a larger net outflow of investment income accruing to foreign direct 
investment. Net transfers also continued to show a small deficit in 1979. 

c. Capital account 

Net capital movements showed a surplus of M$1 billion in 1979, com- 
pared with a surplus of MS1.3 billion in 1978. The balance on long-term 
capital improved because of the increase in net inflows of official long- 
term capital and a sustained inflow of corporate investment. In addition, 
the increase in commercial credits associated with the purchases of European 
airbuses by MAS and ships by MISC also contributed to the surplus on long- 
term capital. Net private short-term capital outflows increased substan- 
tially in 1979 to MS1.1 billion. These increased outflows represented mainly 
a substantial increase in the foreign assets of the commercial banks. 

d. International reserves 

During 1979, gross official international reserves rose by MS1.9 bil- 
lion (SDR 0.6 billion) to approximately MS9.3 billion (SDR 3.2 billion); 
central bank foreign liabilities remained negligible (SDR 15 million) 
(Appendix Table XXIV). Net official reserves at the end the year was suffi- 
cient to cover 6.5 months of 1979 imports. 

3. External debt 

The external public debt of the Federal Government has remained rela- 
tively small. In 1979, the ratio of the Federal Government's disbursed 
external public debt to GNP was about 11 per cent. Total outstanding 
external debt of the Federal Government, including undisbursed amounts, 
increased by SDR 0.2 billion to SDR 2.2 billion in 1979 (Appendix Table XXV). 
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Outstanding disbursed debt increased by SDR 0.3 b i l l i o n  t o  SDR 1.6 b i l l i o n .  
Nearly two-thirds  of t he  increase  w a s  r a i s e d  through market l oans .  Malays ia ' s  
h igh  i n t e r n a t i o n a l  c r e d i t  r a t i n g  has f a c i l i t a t e d  i t s  continued access  t o  
i n t e r n a t i o n a l  bond markets. O f  t h e  t h r e e  market l oans  r a i s e d  dur ing  1979, 
two were bonds i ssued  i n  Japanese (SDR 54 m i l l i o n )  and S w i s s  (SDR 37 m i l l i o n )  
c a p i t a l  markets.  

To ta l  i n t e r e s t  and amort izat ion payments dec l ined  by SDR 0.4 b i l l i o n  
due t o  r e f inanc ing  of market l oans  a t  more favorable  terms i n  1978. Conse- 
quent ly ,  t h e  e x t e r n a l  debt  s e rv i ce  r a t i o ,  t h a t  i s ,  i n t e r e s t  and p r i n c i p a l  
payments of  t h e  e x t e r n a l  debt  a s  a propor t ion  of t o t a l  g r o s s  expor t s ,  
dec l ined  from 3.6 per cent  i n  1978 t o  1.8 per  c e n t  i n  1979. 

4. Exchange ra te  developments 

The Malaysian r i n g g i t  i s  pegged t o  an undisclosed basket  of c u r r e n c i e s  
of Malays ia ' s  major t rad ing  par tners .  
and the  importance of cur renc ies  used i n  se t t l emen t ;  t he  composition of  t h e  
basket  has  remained unchanged s i n c e  September 1975. The a u t h o r i t i e s  have 
in te rvened  t o  maintain margins of 2.25 p e r  c e n t ,  but  o c a s s i o n a l l y  and f o r  
r e l a t i v e l y  s h o r t  per iods  of  t i m e ,  t h e  rate has been allowed t o  exceed t h e  
margins. 

. The weights  a r e  based on t r a d e  s h a r e s  

From 1978 t o  1979, t h e  r i n g g i t  apprec ia ted  i n  terms of t h e  import- 
weighted e f f e c t i v e  exchange ra te  computed by t h e  s t a f f  by 5.5 per  cen t ;  i n  
terms of  t h e  U.S. d o l l a r ,  t h e  i n t e r v e n t i o n  cur rency ,  t h e  apprec i a t ion  w a s  
5.6 per  c e n t  (Table 9) .  The exchange ra te  movements i n  1979 followed 
the  p a t t e r n  t h a t  p reva i led  during the  1970s,  when the  r i n g g i t  app rec i a t ed  
both a g a i n s t  t h e  import-weighted baske t  of  c u r r e n c i e s  and the  U.S. d o l l a r .  

The apprec i a t ion  of t he  r i n g g i t  has  moderated the  e f f e c t s  of f o r e i g n  
i n f l a t i o n  on domestic pr ices .  However, t h e  magnitude of t h e  apprecia-  
t i o n ,  r e l a t i v e  t o  the  i n f l a t i o n  d i f f e r e n t i a l  between Malaysia and i t s  
t r ad ing  p a r t n e r s ,  has implied a d e p r e c i a t i o n  i n  t h e  real  e f f e c t i v e  exchange 
rate. Hence, Malaysia ' s exchange ra te  has  con t r ibu ted  t o  the  expansion o f  
t h e  t raded  s e c t o r s  and has supported t h e  d i v e r s i f i c a t i o n  of t h e  economy. 
The a l l o c a t i v e  imp l i ca t ions  o f  t h e  exchange ra te  are suggested by t h e  
developments i n  t h e  r e l a t i v e  p r i c e s  of  t raded  and nontraded goods--that 
i s ,  t h e  r a t i o  of t h e  ind ices  of Malays ia ' s  domestic p r i c e s  t o  expor t  and 
import p r i c e s  during t h e  1970s. 

During 1970-79, t h e  r a t i o  of domestic p r i c e s  t o  both expor t  and 
import p r i c e s  decreased by an average annual  ra te  of 4 p e r  cen t .  The 
higher  ra te  of i nc rease  i n  the  prices of  Malays ia ' s  t raded  goods h a s  con- 
t r i b u t e d  t o  t h e  inf low of  resources  i n t o  t h e  expor t ing  and import-competing 
s e c t o r s .  The share  of expor t s  i n  GNP rose  from 46 pe r  c e n t  i n  1970 t o  
61  p e r  c e n t  i n  1979. Manufactured expor t s  has con t r ibu ted  s i g n i f i c a n t l y  
to  the expansion of t h e  export ing s e c t o r ;  as a sha re  of  GNP, manufactured 
expor t s  ro se  from 5 per  c e n t  i n  1970 t o  11 p e r  c e n t  i n  1979. The import- 
competing s e c t o r  a l s o  appears  t o  have grown. Although sys temat ic  evidence 
i s  not  a v a i l a b l e  t o  support  t h i s  obse rva t ion  due t o  t h e  d i f f i c u l t y  i n  



Table 9. Malaysia: Exchange Rates and Prices, 1971-79 

(Annual percentage change) 

1971 1972 1973 1974 1975 1976 1977 1978 1979 

Exchange rates - 11 
U.S.-ringgit 
Effective exchange 
rate 21 

Real efzective 
exchange rate 31 

Real exchange rate 
relevant to 
exports 41 

relevant to 
imports - 5 /  

Real exchange rate 

Prices 
Consumer price 
index 

Foreign prices - 61 

3 .1  6.6 16.8 0.9 -2.0 -4.3 3.7 6.4 5.6 

0.9 6.7 3.9 0.3 0.1 0.6 -4.7 5.5 -- 

-0.3 1.1 1.5 -5.6 -1.8 -1.8 0.1 -3.0 -0.7 - 71  1 
w 
v3 

! 12.5 4.4 -14.0 -12.7 20.3 -14.8 -10.9 -1.5 -9.9 

-3.2 -4.6 -4.8 -17.1 -1.4 1.0 2.3 2.4 -5.5 

1.5 3.4 10.5 17.3 4.5 2.6 4.8 4.9 3.6 

5.0 9.0 26.9 25.6 4.2 0.1 8.6 15.1 9.7 _. 7 /  

Source: Based on staff calculations, annual average. 

- 1 /  Increase represents appreciation. 
- 21 Import-weighted. 
31 

- 41 
- 5 /  
- 61 
- 7 /  

Import-weighted effective exchange rate adjusted for the relative prices between Malaysia and the 

Ratio of consumer price index to export price index. 
Ratio of consumer price index to import price index. 
Import-weighted index of the export prices of Malaysia's trading countries in U.S. dollars. 
Data through 1979 111. 

export prices of its trading countries. 
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measuring the import-competing sector, the manufacturing sector could be 
viewed as a proxy for this sector since manufactured goods dominate the 
commodity structure of imports in Malaysia. Manufactured output as per cent 
of GNP has expanded from 12 per cent in 1970 to 20 per cent In 1873.  

5. Exchange and trade system 

A detailed description of Malaysia's exchange and trade system is 
contained in the Annual Report of Exchange Arrangements and Exchange 
Restrictions 1980. 
last consultation report (SM/79/83, 4/3/79) are described below. 

The main features and significant changes since the 

Malaysia maintains an exchange system free of restrictions on payments 
and transfers for current international transactions. However, payments 
for invisible to and trade with Israel and South Africa are prohibited. 
Trade and payments restrictions with Zimbabwe have been lifted. Inward 
investment covered by the guidelines of the Foreign Investment Committee 
issued on February 20, 1974 regarding the acquisition of assets, mergers, 
and takeovers requires the approval of this Committee. 
also require prior official approval for borrowing from nonresidents in 
either ringgit or foreign exchange. The proceeds of investments on resale 
may be repatriated freely. 
portfolio investment by Malaysian residents in countries other than Israel 
and South Africa. 
system, but commercial banks are authorized to approve payments abroad, 
except for repayment of foreign loans o r  the payment of interest on such 
loans. 

Malaysian residents 

Permission is given freely for direct and 

The central bank administers the exchange control 

To insure adequate domestic supply, the exports of certain commodities 
and products, which are deemed essential to the country, are controlled. 
Products subject to quantitative restrictions include steel, scrap metal, 
bricks, cement, timber and petroleum products. In 1979, the export duty 
structure for rubber, tin, and pepper was revised. The new structure, 
based on the "cost plus" concept, levies duties on commodities only at 
prices above the prevailing cost of production and provides for a maxi- 
mum marginal rate of 50 per cent on all commodities. 
was the introduction of a preshipment export financing facility. The 
facility has been made available to exporters of certain manufactured 
goods, including textiles, footwear, sporting goods, furniture, food, 
wood, rubber, and plastic products. 

Another development 

Quantative restrictions are imposed on certain imports for the 
protection of domestic industries. In 1979, some items were removed 
from the list of restricted imports (e.g., butter and tablewear) while 
others were added (e.g., dual purpose vehicles and generators). Import 
duties were reduced on certain consumer goods (e.g., some varieties of 
fruit, sporting goods, leather wearing apparel, and bicycles) and indus- 
trial inputs (e.g., steel and cement). 
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The forward exchange market i n  Malaysia provides cover  f o r  t r a d e r s  
u s u a l l y  f o r  per iods up t o  t h r e e  months. 
i nc reas ing  i n t e r e s t  i n  t h e  forward markets i n  1979, t h e  main u s e r s  con- 
t inued t o  be expor te rs  of rubber ,  petroleum, t i n ,  and palm o i l .  Trans- 
a c t i o n s  i n  r i n g g i t  f o r  U.S. d o l l a r s  comprise t h e  bulk of  t r a n s a c t i o n s  i n  
the  forward market,  r e f l e c t i n g  the dominance of t he  U.S. d o l l a r  as t h e  
currency f o r  t rade  se t t lements .  However, forward t r a n s a c t i o n s  i n  t h e  
Japanese yen have increased due t o  the  rise i n  demand f o r  import payments 
i n  yen. 

Although impor te rs  have shown 
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Summarv of Tax Changes Introduced wi th  t h e  1980 Budget 

A number of t a x  changes were announced i n  t h e  Budget Speech f o r  1980 
and are summarized below. 
Tax System annexed t o  SM/79/75, 3/19/79. 
t h e  fol lowing:  

This  appendix supplements t h e  Summary of t h e  
The new tax measures inc lude  

1. Export t axes  

The commodity export  t a x  s t r u c t u r e  w a s  r e ivsed  s o  t h a t  i t  i s  now 
based on a "cost-plus" approach. Under t h i s  concept ,  t h e  c o s t  of produc- 
t i o n  of a p a r t i c u l a r  commodity would be taken  i n t o  account and appropr i a t e  
d u t i e s  would be imposed only a t  p r i c e s  above t h e  p r e v a i l i n g  c o s t  of pro- 
duct ion.  I n  a d d i t i o n ,  t h e  maximum marginal  r a t e s  would be l i m i t e d  t o  
50 per  cen t  f o r  a l l  commodities. 
schedules  i s  presented i n  t h e  a t t ached  Chart  7. 

Comparison wi th  t h e  prev ious  duty 

a. The duty s t r u c t u r e  on rubber w i l l  be: 

One t h e  f i r s t  60 sen per lb .  
P lus  on t h e  next 5 sen  per  l b .  ad  valorem 
Plus  on t h e  next 5 sen per  lb .  ad  valorem 
P lus  on t h e  next 5 sen per  l b .  ad  valorem 
Plus  on t h e  next 5 sen per  lb .  ad  valorem 
P lus  on t h e  next 5 sen per  l b .  ad valorem 
Plus  on t h e  next  5 sen per  l b .  ad  valorem 
P lus  on t h e  balance ad valorem 

N i l  
20 per cen t  
25 per cen t  
30 per  cen t  
35 per cen t  
40 per  cen t  
45 per  cen t  
50 per  cen t  

b. The duty s t r u c t u r e  on t i n  o r e s  and concen t r a t e s  w i l l  be: 

On t h e  f i r s t  M$1,200 per  p i c u l  
P lus  on the  next M$50 per p i c u l  
P lus  on t h e  next M$50 pe r  p i c u l  
P lus  on t h e  next M$50 per p i c u l  
P lus  on t h e  next  M$50 per  p i c u l  
P lus  on t h e  next M$50 per  p i c u l  
P lus  on t h e  next  M$50 per  p i c u l  
P lus  on t h e  balance 

N i  1 
ad valorem 20 per cen t  
ad  valorem 25 per  cent  
ad  valorem 30 per cen t  
ad  valorem 35 per  cen t  
ad  valorem 40 p e r  cen t  
ad  valorem 45 per  cen t  
ad  valorem 50 per cen t  

c. The duty s t r u c t u r e  on crude palm o i l  w i l l  be: 

On t h e  f i r s t  M$500 per t on  N i l  
P lus  on t h e  next M$50 per  t on  ad  valorem 30 per  cen t  
P lus  on t h e  next  M$50 per  t on  ad  valorem 35 per cen t  
P lus  on t h e  next  M$50 per  t on  ad  valorem 40 per  cen t  
Plus  on t h e  next  M$50 per  t on  ad  valorem 45 p e r  cen t  
P lus  on t h e  balance ad  valorem 50 per  cen t  
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Producers in Sabah and Sarawak will continue t o  pay only 70 per 
cent of the tax assessed. 

2. Income tax on individuals 

Revision of the individual income tax structure included: 

a. Changes in reliefs 

New - Previous 

Personal relief M$2,000 M$5,000 

Wife's relief M$l,OOO M$2,000 

Earned income relief 
(Up to maximum of M$1,000) Existing Withdrawn 

Allowance for children Double child Four times child 
educated abroad relief relief 

b. Changes in the upper levels of the bracket-rate structure on 
taxable income 

Previous New 
Bracket (M$) Rate (Per cent) Bracket (M$) Rate (Per cent) 

35,000 - 50,000 40 35,000 - 50,000 40 - 1/ 

Over 75,000 55 75,000 -100,000 50 
50,000 - 75,000 50 50,000 - 75,000 45 

Over 100,000 55 

3. Income tax on companies 

The accelerated depreciation allowance granted to all industries 
for the years of assessment 1979 and 1980, was extended by three years 
to cover the years of assessment 1981-83. The reinvestment allowance of 
25 per cent of capital expenditure on plant, machinery and industrial 
buildings given to the manufacturing and processing industries undertaking 
an expansion approved by the Ministry of Trade and Industry (for the years 
of assessment 1980-82), was extended by another year (to include year of 
assessment 1983). 

An exemption of 5 percentage points from the company income tax 
rate of 40 per cent was given for the years of assessment 1980-82 to any 
company (with a paid-up capital of not less than M$1 million or net assets 

1/ Unchanged, for reference. There are 11 brackets in the old structure 
and 12 in the new. 



- 44  - ANNEX 

of not less than M$1 million) conforming to the equity restructuring require- 
ment of the Government. Pioneer companies and companies enjoying tax incen- 
tives would not qualify for this incentive. An exemption frcm the develop- 
ment tax of 5 per cent was given for the years of assessment 1980-82 to any 
company conforming to the restructuring of employment and/or marketing 
network. 

Cultivated timber was brought within the definition of "approved 
crops" under the Income Tax Act, 1967, so that companies involved in 
reafforestation could qualify for the writing off of capital expendi- 
ture over an accelerated period of 2-10 years. In addition, any expendi- 
ture incurred on replanting would be allowed as a current deduction against 
revenue, and plant and machinery used in reafforestation would qualify for 
an increased initial allowance of 60 per cent, compared with the normal 
rate of 20 per cent. 

Export incentives: Deductions for overseas promotion were expanded 
to include a deduction for the cost of maintaining sales offices abroad 
for promoting exports. Also, the present export allowance (a deduction 
from gross income) was replaced with an outright allowance of 2 per cent 
of the ex-factory value of export sales plus an additional 10 per cent of 
the increase of export sales over the previous year. 

Tin profits tax: The top marginal rate was increased from 12.5 per 
cent to 15 per cent on taxable tin profit which exceeds M$400,000. 

The tax rate on profits from inward reinsurance was reduced from 
the standard 40 per cent to 5 per cent. Dividends paid to shareholders 
from profits earned on inward reinsurance were exempted from taxation. 

4 .  Estate tax 

Revisions were made in the estate tax to include: (a) increased 
exemption levels; (2 )  elimination of 50 per cent abatement against estate 
duty payable; and ( 3 )  a new rate structure. Changes would mainly benefit 
estates with a net worth not exceeding M$700,000. 

5. Motor vehicle taxes 

The excise duty and road tax on taxis and hire cars was reduced by 
50 per cent. The engine tax on buses was reduced by 25 per cent. 



Table I. Malaysia:  I n d u s t r i a l  O r i g i n  of Gross  Domestic Product  a t  Constant  1970 P r i c e s ,  1971 and 1975-79 11 
- 

( I n  m i l l i o n s  of r i n g g i t )  

Percentage  Share 
of GDP 

1971 1975 1976 1977 1978 1979 1971 1975 1979 

A g r i c u l t u r e ,  l i v e s t o c k ,  
f o r e s t r y ,  and f i s h i n g  

Mining and q u a r r y i n g  

Manufactur ing 

C o n s t r u c t i o n  

E l e c t r i c i t y ,  gas ,  and water 

T r a n s p o r t ,  s t o r a g e ,  and 
communications 

Wholesale and r e t a i l  t r a d e  

Ownership of dwel l ings ,  banking, 
i n s u r a n c e ,  rea l  es ta te ,  and 
b u s i n e s s  s e r v i c e s  

Government s e r v i c e s  

Other  21 

GDP a t  market p r i c e s  

3,852 

834 

1,858 

541 

238 

632 

1,717 

1,126 

1,466 

752 

13,016 

- 

4,804 

792 

2,850 

654 

365 

1 ,071  

2,219 

1,468 

2,210 

932 

17,365 

- 

5,307 

955 

3,377 

713 

400 

1,153 

2,405 

1,552 

2,420 

1,006 

19,753 

5,423 

967 

3,735 

800 

442 

1,290 

2,592 

1,649 

2,719 

1 136 

20,753 

L 

5,480 

1,093 

4,258 

904 

189 

1,412 

2,825 

1,815 

2,788 

1 ,261  

22,325 

5,701 

1,257 

4,770 

1,031 

538 

1,553 

3,094 

1,965 

2,962 

1,346 

24,217 

29.6 

6.4 

14.3 

4.2 

1.8 

4.9 

12.9 

8.7 

11.3 

5.8 

100.0 

- 

27.7 

4.6 

16.4 

3.8 

2.1 

6.2 

12.8 

8.5 

12.7 

5.4 

100.0 

23.5 

5.2 

19.7 

I 

c 
v1 

4.3 

2.2 I 

6.4 

12.8 

8.1 

12.2 

5.6 

100.0 

Source: 

1/ 

- 2 1  

Data provided by Malaysian a u t h o r i t i e s .  

Revised new series compiled on t h e  b a s i s  of t h e  United Nat ions '  System of Nat iona l  Accounts (SNA). 

I n c l u d e s  o t h e r  s e r v i c e s  and import d u t i e s  l e s s  imputed bank s e r v i c e  charges .  

The new series 
begins  i n  1971. 
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Table 11. Malaysia: Gross National Product at Constant 1970 Prices, 1971 and 1975-79 1/ - 

1971 1975 1976 1977 1978 1979 

Consumption expenditure 9,809 
Private (7,731) 
Public (2,078) 

Investment expenditure 2,609 
Private ( - * * I  
Public (...I 

Change in stocks -2 6 

Exports of goods and services 5,480 

Less imports of goods and 
services -4 , 856 

Net factor payments to abroad -349 

Gross national product at 
12 667 market prices L 

Consumption expenditure ... 
Private ( * * . I  
Public ( * * . I  

Investment expenditure 
Private 
Public 

Exports of goods and services ... 
Imports of goods and services ... 
Gross national product at 
market prices ... 

(In millions of ringgit) 

12 , 748 13 , 601 14,886 16,379 18,184 
(9,631) (10,219) (11,172) (12,468) (13,839) 
(3 , 117) (3,382) (3 , 714 1 (3 , 911 1 (4,345) 

3,936 4,133 4,677 5,077 5,785 
(2,454) (2,465) (2,726) (3 y 075) (3,481) 
(1,482) (1,668) (1 , 951 1 (2 , 002) (2,304) 

-266 -3 8 225 292 148 

7,179 8,397 8 , 704 9,392 10 , 528 

-6 , 232 -6 , 805 -7 , 739 -8,815 -10 , 428 

-449 -545 -681 -848 -957 

23 260 16,916 L 18 743 20,072 21,477 L 

(Percentage rate of change over previous year) 

0.9 6.7 9.5 10.0 11.0 
(-0.9) (6.1) (9.3) (11.6) (11.0) 
(6.8) (8.5) (9.8) (5.3) (11.1) 

-7.4 5.0 13.2 8.6 14.0 
(-19.5) (0.5) (12.9) (12.8) (13.2) 
(23.0) (12.6) (13.6) (2.6) (15.1) 

-3.0 17 .o 3.7 7.9 12.1 

-17.1 9.2 13.7 13.9 18.3 

2.2 10.8 7.1 7 -0  8.3 

Source: Data provided by the Malaysian authorities. 

11 Revised new series compiled on the basis of the United Nations' System of National Accounts 
(SNA). The new series begins in 1971. Data for 1979 are preliminary estimates. 
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Table 111. Malaysia: Gross National Product at Current Market Prices, 1 9 7 1  and 1975-79 - I /  

1971  1975  1976 1977  1978 1979 

msumption expenditure 
Private 
Public 

ivestment expenditure 
Private 
Public 

ilange in stocks 

xports of goods and services 

ess imports of goods and 
services 

et factor payments to abroad 

ross  national product at 

Annual rate of change 
market prices 

(In per cent) 

onsumption expenditure 
Private 
Public 

nvestment expenditure 
Private 
Public 

xports of goods and services 

mports of goods and services 

(In millions of ringgit) 

2,701 5,602 6,206 7,343 8,627 
(1,890)  (3 ,492)  (3 ,701)  (4 ,265)  ( 5 208 ) 

(811 1 (2 ,110)  (2 ,505)  (3 ,078)  (3 ,419)  

-1 3 -381 -71 1 6 8  600 

5,242 10 ,172  14 ,554  1 6 , 2 1 6  18,491 

-5 , 056 -10,071 -11,620 -13,507 -16,519 

-363 -726 -931 -1,189 -1,451 

12,592 21,606 27,033 31,074 34,946 

... -1.2 25.1 15.0 12.5 

(As per cent of GNP) 

80.1 78.7 69.9 70.9 72.1 
(62.8) (60.6) (54.0) (53.6)  (55.6) 
(17.2) (18.2) (15.9) (17.3) (16.5) 

21.5 25.9 23.0 23.6 , 24.7 
15.0 (16.2) (13.7) (13.7) (14.9) 

6.4 (9.8) (9.3) (9.9) (9.8) 

41.6 47.1 53.8 52.2 52.9 

-40.2 -46 6 -43.0 -43.5 -47.3 

28,901 
(22,328) 

(6 ,573)  

10,812 
(6 ,485)  
(4 ,327)  

31 8 

25,719 

-21,405 

-1,925 

42,420 

21.4 

68.1 
(52.6) 
(15.5) 

25.5 
(15.3) 
(10.2) 

60.6 

-50 5 

Source: Data provided by the Malaysian authorities. 

11 Revised new series compiled on the basis of the United Nations' System of National Account 
S'I;SA). The new series begins in 1971. Data for 1979 are preliminary estimates. 
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Table IV. Malaysia: Production of Major Commodities, 1975-80 

(In thousands of metric tons) 

1975 1976 1977 1978 1979 1980 

Rubber 1,478 1,644 1,613 1,607 1,586 1,586 

Rice 1,287 1,300 1,245 968 1,153 ... 
Palm oil 1,237 1,390 1,612 1,786 2,190 2,497 

Palm kernel 256 281 335 368 478 ... 
saw logs 21 19,126 26,152 28,345 28,220 26,652 24,685 - 
Sawn timber - 21 3,810 5,336 5,792 5,219 5,303 5,024 

Tin-in-concentrate 64.4 63.4 58.7 62.7 63.0 63.0 

Crude petroleum - 31 98 166 184 21 7 283 280 

Source: Data provided by the Malaysian authorities. 

- 1/ Projection. 
- 21 
- 3/ 

Expressed in thousand cubic meters. 
Expressed in thousand U.S. barrels per day. 
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Table V I .  Malaysia: Summary o f  the Sta te  Government's Operations, 1975-79 

( In  m i  11 ions o f  r i n g g i  t )  

1979 
Pre l  iminary 

1975 1976 1977 1978 Es t i mate 

Revenue and grants  1,247 1,549. 1,620 2,004 2,600 

Revenue 
S ta tu to ry  grants  
Other Federal Government grants  

81 2 
3 40 
95 

1,203 
2 77 

69 

1,180 
350 
90 

1,500 
41 0 
94 

2,120 
312 
168 

Expend i t u  r e  1,423 

938 
485 

1,988 2,677 1,601 1,960 
I 

vl 
0 

I 
Current expenditure L/ 
Deve 1 opmen t expend i t u r e  1/ 

994 
607 

1,270 
690 

1,333 
655 

1,655 
1,022 

Overa l l  d e f i c i t  (-) -354 126 -340 16 -77 

Financing (net) -16 - -126 354 

158 
195 

340 

170 
170 

77 

112 
-238 

124 
-140 

192 
-1  15 

Federa 1 Government 1 oans 
Change i n  assets ( increase -) 

Source: 

- 1/ 

Data provided by the  M i n i s t r y  o f  Finance. 

On the  bas is  o f  cur ren t  and development budget c l a s s i f i c a t i o n s .  



Table V I I .  Malaysia: Summary of the Principal Authorities' Operations, 1975-79 1/ 
(In millions o f  ringgit) 

1979 
Preliminary 

Es t i mate 1975 1976 1977 1978 

Revenue and grants 986 1,239 1,504 1,553 1,898 

Revenue 979 1,227 1,371 1,408 1,721 
Federal and State government grants 7 12 133 145 177 

Total expenditure 

Current expenditure 2/ 
Deve 1 opmen t expend i ture g/ 

I 

ul 

1,443 1,398 1,654 1,940 2,954 

884 923 1,140 1,340 1,564 P 

559 475 514 600 1,390 I 

Overall deficit (-1 -457 -159 -150 -387 -1,056 

Financing (net) 457 159 150 387 1,056 

Foreign borrowing 3/ 100 1 70 94 130 92 
Federal and state government loans A/ 94 107 124 196 624 
Change in assets (incwase -) 263 -1 18 -68 61 340 

Source: Data provided by the Ministry o f  Finance. 

- 1/ Only the major local governments and nonfinancial public enterprises are included. Local governments 
are: the municipalities o f  lpoh and Malacca, and the city councils of Penang and Kuala Lumpur. Since 
February 1 ,  1974, Kuala Lumpur has been a Federal Territory and is included in the Federal Government. The 
major public enterprises included are: the National Electricity Board; Malayan Railways; Kelang Port 
Authority; Penang Port Commission; Sabah Electricity Board; Kuching Port Authority; Sarawak Electricity 
Supply Corporation; and the Telecommunications Department. 

__. 2/ 
- 3/ 
- 4/ 

On the basis of current and development budget classifications. 
Project loans guaranteed by the Federal Government. 
Includes Federal Government equity contributions of M$111 million in 1979. 

p, 
hl 

E 
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' s i t e  V I I I .  Malays ia:  Federal Government F inancing,  1975-79 

( I n  m i  I I ions o f  r i n g g i t s )  

P r e l  imi 
Estima 

I975 1976 1977 I978 1971 

Domestic f i n a n c i n g  (ne t )  

From genera l  government and 
n o n f i n a n c i a l  p u b l i c  e n t e r p r i s e s  lJ 

From o t h e r  p a r t s  o f  t h e  same 
l e v e l  o f  government 2/ 

From s t a t e  Sovernments 
From p u b l i c  a u t h o r i t i e s  1/ 

From monetary a u t h o r i t i e s  
Treasury b i  I l s  
Long-term s e c u r i t i e s  
Change i n  depos i t s  
Other &/ 

From d e p o s i t  m n e y  banks 
Treasury b i  1 Is 
Long-term s e c u r i t i e s  
Change i n  depos i t s  

Other z/ 
Employees P rov iden t  Fund 
Other p r o v i d e n t  funds and 

insurance companies 
Na t iona l  Savings Bank 
Finance houses 
Other f i n a n c i a l  i n s t i t u t i o n s  
Others 
T the r  Treasury b i  1 Is 

U n i d e n t i f i e d  k/ 
Fore ign  f i n a n c i n g  (ne t )  

From i n t e r n a t i o n a l  development 

Other g/ 
i n s t i t u t i o n s  and governments _Z/ 

T o t a l  f i n a n c i n g  

495 

54 1 

357 
184 

2,356 

(71 
(28: 
,70( 

( - -  

22f 
(-2c 
(49C 
-24; 

1,655 
( 1  ,08C 

(177 
(31 

(404 
(5E 

(-2c 
(-71 

-21: 

66 1 

236 
425 

1,013 

Source: Data p rov ided  by t h e  M i n i s t r y  o f  Finance. 

- I /  Long-term s e c u r i t i e s .  
- 2/ 
3/ Major  l o c a l  governments and n o n f i n a n c i a l  p u b l i c  e n t e r p r i s e s  e x c l u d i n g  s o c i a l  i n s t i t u t i o n s .  
q/ 

- 5/ 
6/ Inc ludes t h e  t i m i n g  d i f f e r e n c e s  i n  r e c o r d i n g  between t h e  Treasury and t h e  Cen t ra l  Bank, as we" as 

unTdent i f i ed i tems. 
7/ P r o j e c t  loans. E/ Market loans. 

T r u s t  funds w i t h i n  government and s i n k i n g  funds. 

Represents t h e  domest ic  cu r rency  c o u n t e r p a r t  o f  a purchase (1976) and a repurchase (1977) under t h  

Long-term s e c u r i t i e s  except  the  f i n a l  item, o t h e r  Treasury b i l l s .  
compensatory f i n a n c i n g  f a c i  I i t y .  
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Table I X .  3alaysia: Federal Government Revenue and Grants, 1975-80 

( In  millions of r inggi t )  

1979  1980 
Preliminary Budget 

1975 1976 1977 1978 Estimate Estimate 

Taxes on net  income and p r o f i t s  2-1 
O i l  production companies 
Other companies 
Individuals 

Taxes on property 21 

Taxes on goods and services 

Sales tax 
Imported goods 
Domestic goods 

Selective excises on goods 
Tobacco and alchoholic 

beverages 
Petroleum products 
Motor vehicles 
Other 

Selective excises on services  &/ 
Motor vehicles  taxes 
Other 

Taxes on internat ional  trade 

Import dut ies  

beverages 
Tobacco and alchoholic 

Petroleum products 
Other import du t ies  
Surtax on imports 

Rubber 
Tin 
Palm o i l  
Other 

Export du t ies  

Other tax revenue 

Total tax revenue 

Nontax revenue 

Property income 
Nonfinancial public enterpr ises  
Public f inanc ia l  i n s t i t u t i o n s  
Rents and i n t e r e s t  
Petroleum royal t ies  

sa le  of goods, f ines  and 
f o r f e i t s  

Administrative fees  and charges, 

Other nontax revenue 

Capital revenue 

Total revenue 

Foreign grants 

Total revenue and grants  

Source: Data provided by the  Ministry of Finance. 

- 1/ 
- 2 /  
- 3 /  
- 41 

Includes e f f e c t s  of tax  measures contained i n  the  1980 budget. 
Corporate and individual income tax,  land speculation tax,  and c a p i t a l  gains  tax. 
Includes death and g i f t  taxes. 
Comprises bet t ing and l o t t e r y  taxes, and f i lm r e n t a l  tax. 



Table X. Malaysia: Economic Classification of Federal Gavernment 
Expenditure and Net Lending, 1975-80 

(In mi 1 1  ions of ringgit) 

Prel 1979 iminary Budget 1980 

Estimate Estimate 1975 1976 1977 1978 

Current expenditure 

Expendi.ture on goods and services 
Wages and salaries 
Other purchases of goods and 
services - 1/ 

Interest payments 

Subsidies and other current transfers 2/ - 
Transfers to state governments 
Pens ions 
Other current transfers - 2/ 

Capital expenditure 

Net lending 

Adjustment for accounts payable 

Total expenditure and net lending 

4,945 

3,335 
(2,081) 

(1,254) 

596 

1,014 
(203) 
(1 69) 
(642) 

1,134 

925 

-88 

6,916 

7,257 

4,609 
(3,350) 

(1,259) 

960 

1,688 
(274) 
(1 85) 

(1,229) 

1,807 

1,207 

- 70 
10,201 

7,610 

4,891 
(3,477) 

(1,414) 

1,112 

1,607 
(333) 
(339) 
(935) 

2,012 

1,606 

-64 

11,164 

8,220 

5,769 
(3,701 ) 

(2,068) 

1,221 

1,230 
(3.39) 
(393) 
(498) 

2,273 

864 

-40 

11,317 

1.0,370 

(2,623) 

1,436 I 

2,884 

2,070 

- 50 
15,274 

Source: Data provided by the Ministry of Finance. 

1/ Estimated. Includes defense expenditures shown in the development budget and excludes capital expenditure 
shown in the current budget. 
2/ Derived as residual. 

class i f i ed above. 
includes contributions to statutory funds and may include bloc-voted expenditure not 



Tab le  X I  . Malaysia:  Func t iona l  C l a s s i f i c a t i o n  o f  Federal  Government 
Expendi ture and Net Lending, 1975-80 

( I n  m i l l i o n s  o f  r i n g g i t )  

1979 1980 
P r e l  im inary  Budget 

1975 1976 1977 1978 Est imate Es t imate  

General p u b l i c  s e r v i c e s  
General a d m i n i s t r a t i o n  
I n t e r n a l  s e c u r i t y  

Defense 

Educat ion 

H e a l t h  

Soc ia l  s e c u r i t y  - 1 /  

Housing and community amen i t ies  

Other community and s o c i a l  s e r v i c e s  

Economic s e r v i c e s  
A g r i c u l t u r e ,  f o r e s t r y ,  and r u r a l  

T ranspor t  and communications 
Other economic s e r v i c e s  2J 

P u b l i c  debt  i n t e r e s t  
Grants t o  s t a t e  governments 
Other 

Adjustment for  accounts payable 

T o t a l  expend i tu re  and n e t  l e n d i n g  

development 

U n a l l o c a b l e  

1,114 
-626 

488 

1,055 

1,364 
41 2 

165 
219 

104 

1,580 

575 
568 
437 
987 

596 
203 
188 
-88 

6,916 

1,187 
65f 

536 
1,118 

1,487 
422 

1 87 
109 

116 

1,799 

626 
675 
498 

1,646 
815 

216 
615 

43 
8,114 

1,785 
1,122 

663 
1,570 

2,125 

670 

183 
184 

143 
2 119 

558 
71 3 
848 

1,492 
960 

274 
258 

-70 

10,201 

L 

790 

1,406 

2,044 

61 1 

373 
667 
180 

2,700 

939 
85 1 
910 

1,690 
1,112 

333 
245 

-64 
11,164 

1,587 
729 
858 

1,616 

2,213 

694 
393 
482 

76 

2,721 

1,044 
91 4 
763 

1,575 
1,221 

339 
15 

-40 

11,317 

2,286 
1,200 
1,086 

2,468 

2,880 

81 3 
409 

510 

100 

4,067 

1,426 
1,534 
1,107 

345 
10 

- 50 

15,274 

Sources: Data prov ided by t h e  M i n i s t r y  of Finance and s t a f f  es t imates .  

- 1 /  Government pensions. 
2/ Inc ludes general  a d m i n i s t r a t i o n ,  r e g u l a t i o n s  and research; min ing,  manufactur ing,  and c o n s t r u c t i o n ;  

u t T 1 i t i e s ; a n d  o t h e r  economic serv ices .  

I 

wl 
u 

I 

D 
V 
V rn z 
U 

X 
- 
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Table X I  1 .  Malaysia: D i s t r i b u t i o n  of Outstanding Federal Government 
Debt by Class o f  Holders, 1975-79 lJ 

( I n  m i l l i o n s  o f  r i n g g i t )  

1979 
1975 1976 1977 1978 Pre l  i m i r  

Government s e c u r i t i e s  7,354.5 8,680.7 

728.5 664.3 
439.9 439.4 

12.6 12.6 
276.0 212.3 

10,497.4 11,931.9 14,459 

Government 
Fede r a  1 Gove rnmen t 2/ 
Sta te  governments 
Pub1 i'c a u t h o r i t i e s  

765.4 711.6 @ 
442.6 443.4 442 

12.5 11.6 1 1  
310.3 256.6 282 

Social secu r i t y  i n s t i t u t i o n s  
Employees Provident Fund 
Other prov ident  and t r u s t  funds 
Insurance companies 

6,022.0 7,072.3 8,328 m m m  4,334.3 5,058.5 
3,920.9 4,587.5 

221 .o 264.8 
192.4 206.2 

314.1 370.0 445 
266.9 332 9 433 

F inanc ia l  i n s t i t u t i o n s  
Centra l  Bank 
C m e  r c  i a 1 banks 
Nat ional  Savings Bank 
F i nance houses 
Other f i n a n c i a l  i n s t i t u t i o n s  

2,221.9 2,892.5 3,638.0 4,077.0 5,342 
251.2' 165.5 243.2 346.2 629 

1,131.6 1,533.0 
578.5 644.8 
245.1 429.0 

15.5 120.2 

1,889.0 1,806.5 2,296 
753.6 807.9 838 
677.9 933.2 1,336 

74.3 183.2 24 1 

Others 69.8 65.4 72.0 71 .O 51 

Treasury b i l l s  
Central Bank 
C omme r c i a 1 banks 
Others 

1,780.0 1.510.0 1.490. 
181.4 41.9 113# 

1,432.4 1,257.3 1,237 
166.2 21 0.8 1 3g4 

1,400.0 1,710.0 
204.5 164.7 
852.5 1,252.8 
343.0 292.5 

Domestic debt 12,277.4 13,441.9 15,949. 

Foreign debt 
From in te rna t i ona l  development 

i n s t i t u t i o n s  and fo re ign  
gove rnmen t s 3/ - 

Other i/ 

,2,424.4 2,805.7 3,349.3 3,859.2 4,520. 

1,076.1 1,338.2 
1,348.3 1,467.5 

1,721.5 2,081.4 2,317. 
1,627.8 1,777.8 2,203. 

To ta l  debt 15,626.7 17,301 . l  20,469. 11,178.9 13,196.4 

Source: Data provided by Bank Negara Malaysia. 

- 1 /  End o f  period. 
- 2/ 
3/ P ro jec t  loans. r/ Market loans. 

Banking funds and t r u s t  funds. 



1/ Table XIII. Malaysia: Fac tors  Affec t ing  Reserve Money, 1972-80- 

( I n  m i l l i o n s  of r i n g g i t )  

1980 
1972 1973 1974 1975 1976 1977 1978 1979 Jan.  

g e t  f o r e i g n  assets 2,731 3,307 3,757 3,930 5,975 

Net claims on government -478 -370 -276 -347 -1,325 

Net o t h e r  items -350 -354 -550 -579 -1,083 

1,903 2,583 2 ,931 _I_ 3,004 L 3 567 

Currency out s i d e  banks 1,269 1,718 2,030 2,239 2,628 

Currency and d e p o s i t s  of banks 581 774 858 733 875 

Other d e p o s i t s  53 9 1  43 33 65 

- Reserve money 

6,740 7,364 9,227 9,069 

-1 , 641 -1 , 317 -2 , 644 -2 , 266 

-973 -1,292 -1,085 -1,072 

4,126 4,755 5,498 5,731 

3,112 3,578 4,094 4,157 I 

941 1,050 1 ,244 1,383 -4 
ul 

I 

73 127 160 1 9 1  

Sources: Bank Negara Malaysia,  Q u a r t e r l y  Economic B u l l e t i n  and Annual Report and Statement of Accounts. 

- 1/ End year  f i g u r e s .  



Table XIV. Malaysia: Interest Rates of Commercial Banks, 1974-80 

(In per cent per annum) 

Maximum Deposit Rates Maximum Lending Rates 
Effective Fixed deposits; Maturity period in months Savings Prime Preferential 
Date 1 3 6 9 1 2  deposits rate rate - 11 

1974 April 24 4.50 6.50 7.00 8.00 9.00 6.50 10 00 9.50 

1975 February 3 
May 2 
August 9 

4.00 
3.50 
3.50 

6.00 
5.50 
5.50 

6.50 
6 .00  
6.00 

7.50 
7.00 
6.50 

8.50 
8.00 
7.50 

6.50 
6.00 
5.50 

9.50 
9.00 
8.50 

9.00 
8.50 
8.00 

1977 June 2 

1978 December- 2 1  
3.00 5.00 5.50 5.75 6.50 5.00 7.50 7 .OO 

I 
u1 
03 

I 

5.00 5.50 5.75 6.00 6.50 5.00 7.50 7.00 

5.00 
5.00 
5.00 
5.00 

7.50 
7.50 
7.50 
7.50 

7 .00  
7.00 
7.00 
7.00 

1979 March 
June 
September 
December 

5.00 
5.00 
5.00 
5.25 

5.50 
5.50 
5.50 
5.50 

5.75 
5.75 
5.75 
5.75 

6.00 
6.00 
6.00 
6.00 

6.50 
6.50 
6.50 
7.00 

1980 February 5.25 5.50 5.75 6.00 7.00 5.00 7.50 7.00 

Source: Data provided by the Malaysian authorities. 
11 The preferential rate applied to advances to federal and state governments and public authorities 

21 Effective October 23 ,  1978,  all interest rates have been freed from regulation. The interest 
and advances against government or municipal securities and against local agricultural products. 

rates for this date refer to the rate quoted with the highest frequency among the banks. 



Table 8 V .  Malaysia: Commerical Banks--Liquidity and Other Requirements, 1975-79 

1979 
1975  1976 1977 1978 March June Sept .  D e c  . 

11 Cotal l i q u i d  a s s e t s  

2 1  
Of which: 

Primary l i q u i d  assets- 

31 Cotal d e p o s i t s  
3 l i g i b l e  l i a b i l i t i e s -  

11 Liquidi ty  r a t i o  L/ 
?rimary l i q u i d  assets ratio- 
j t a t u t o r y  reserves 4 1  
:omposition of assets a g a i n s t  

sav ings  d e p o s i t s  51 
Government s e c u r i t i e s  
Approved housing loans  
Loans under t h e  Cred i t  

Guarantee Scheme 

2,367.0 3 ,417 .4  

1 ,452 .7  1 ,842 .7  
8 ,119 .4  10,531.0 
6 ,536 .2  8 ,626 .3  

36 .2  39.6 
22.2 21.4 

551.7 619.3 

110 .6  1 1 6 . 5  
528 .1  655.5 
152 .9  180.4 
152 .9  180.4 

4,104.6 4,246.0 4,324.8 4 ,705 .4  4 ,427 .1  

2,171.5 2,338.9 2,177.'2 2 ,275.9 2,045.7 
12,261.7 14 ,755 .1  15,683.0 16 ,955 .6  17 ,272 .8  

9 ,818 .1  11 ,783 .0  15 ,630 .7  16 ,684 .9  17 ,108 .9  
41.8 36.0 27.7 28.2 25.9 
2 2 . 1  19 .9  13.9 13.6 12 .0  

725.2 703.7 759.3 823.9 849.0 

-- -- -- 153.1 191.4  

207.4 237.9 290.0 297.8 309.3 
207.4 237.9 290.0 297.8 309 .3  

861.3 1 ,049 .7  -- -- -- 

4,786.2  

2,293.5 
19 ,141 .6  
18 ,602 .6  

25.7 
1 2 . 3  

919.4 

-- 
312.8 
312.8 I 

Source: Bank Negara Malaysia,  Annual Report and Statement of Accounts, 1979.  
11 With e f f ec t  from March 1979,  commercial banks are requi red  t o  maintain a minimum r a t i o  of t h e i r  e l i g i b l e  l i a b i -  

l i t ies  i n  Malaysian l i q u i d  assets. One ha l f  of t h i s  r a t i o  is  t o  be i n  primary l i q u i d  assets. Primary l i q u i d  assets 
3re def ined  t o  comprise cash,  balances wi th  t h e  Cen t ra l  Bank of Malaysia, n e t  money a t  c a l l  wi th  t h e  d iscount  houses 
in  Malaysia,  Fede ra l  Government Treasury b i l l s ,  and Federa l  and S t a t e  Government s e c u r i t i e s  w i th  m a t u r i t i e s  of 1 y e a r  
3r less t o  run. Other l i q u i d  assets, known as secondary l i q u i d  assets, comprise Federa l  and S t a t e  Government secu r i -  
t i e s  wi th  m a t u r i t i e s  of more than 1 year  t o  run, b i l l s  discounted o r  purchased and b i l l s  r ece ivab le  which are payable 
in  Malaysia and red iscountable  a t  t h e  Cen t ra l  Bank of Malaysia,  inc luding  bankers acceptances.  
l i q u i d  assets r a t i o  i s  10 p e r  cent  and t h e  minimum l i q u i d i t y  r a t i o  i s  20 pe r  cent .  
n7ere a l s o  r equ i r ed  t o  maintain two l i q u i d i t y  r a t i o s ,  namely, a minimum a c t u a l  l i q u i d  assets r a t i o  of 12 .5  pe r  c e n t  
snd a minimum l i q u i d i t y  r a t i o  of 25 pe r  cent  a g a i n s t  t o t a l  depos i t s ,  excluding sav ings  depos i t s .  
- 2 1  Data p r i o r  t o  March 1979 r e f e r  t o  a c t u a l  l i q u i d  assets. 
31 Comprise t o t a l  depos i t s ,  n e t  amounts due t o  o t h e r  commercial banks, t h e  f inance  companies, and t h e  merchant 

baxks, nego t i ab le  c e r t i f i c a t e s  of depos i t  and instruments  discounted/rediscounted under repurchase agreements. 
p r io r  t o  March 1979 r e f e r  t o  t o t a l  d e p o s i t s ,  excluding savings depos i t s .  

reduced from 6 p e r  cent  t o  5 pe r  cent  of t o t a l  d e p o s i t s  on December 1 6 ,  1978.  
s t a t u t o r y  r e s e r v e  w a s  expressed as a r a t i o  of e l i g i b l e  l i a b i l i t i e s .  

have t o  cont inue t o  g ran t  a t  l e a s t  10 p e r  cen t  of t h e i r  savings depos i t s  as loans under t h e  Credi t  Guarantee Scheme. 
P r io r  t o  March 1979 ,  commercial banks were required t o  i n v e s t  a t  least  50 per  cen t  o f  t h e i r  sav ings  depos i t s  i n  
Federal  and State  Governments s e c u r i t i e s ,  approved housing loans and loans under t h e  Cred i t  Guarantee Scheme of t h e  
Credi t  Guarantee Corporat ion.  Within t h i s  requirement,  loans under t h e  Credi t  Guarantee Scheme should comprise at 
least  10 pe r  cent  o f  savings depos i t s .  

The minimum primary 
Previous ly ,  t h e  commercial banks 

Data 

41 The s t a t u t o r y  r e se rve  which commercial banks are required t o  maintain wi th  t h e  Cen t ra l  Bank of Malaysia w a s  
With e f f e c t  from March 15, 1978,  t h e  

5/ The requirement aga ins t  savings depos i t s  w a s  repealed wi th  e f f e c t  from March 1979.  However, commercial banks 

\o 

I 



1/ Table XVL Malaysia: Assets and Liabilities of Commercial Banks, 1972-80- 

(In millions of ringgit) 

_ _ _ _ ~  ~~ ~~ 

1980 
1972 1973 1974 1975 1976 1977 1978 1979 Jan. 

Claims 

Net foreign assets 

Net claims on government 

Claims on private sector 

Claims on central banks 

Net other claims 
t 

Liabilities 

Demand deposits 

Time and savings deposits 

4,351 

29 

915 

3,014 

575 

-182 

4,350 

1 ,393 

2,957 

5 659 L 

-229 

935 

4,586 

750 

-383 

5,659 

1,928 

3 ,731 

6,533 

-295 

1,234 

5,278 

858 

-542 

6,533 

1,982 

4 ,551  

L 7 624 

-187 

1,653 

6,084 

731  

-657 

7 624 

2,083 

5 ,541  

L 

9,956 

-253 

2,462 

7 , 4 7 1  

869 

-593 

9,956 

2,572 

7,384 

11,532 

-449 

2,854 

8,970 

938 

-781 

11,533 

2,953 

8,580 

13,710 

-686 

2,334 

11,627 

1 ,049 

-6 1 4  

13,710 

3,548 

10,162 

17,318 

-112 

1 ,944  

14 ,641  

1 ,246 

-401 

17,318 

4 ,251 

13,067 

17,644 

174 

1,674 

15,057 
I 

1,383 cn 
0 

I -644 

17,644 

4,398 

13,246 

Sources: Bank Negara Malaysia, Quarterly Economic Bulletin and Annual Report and Statement of Account, 
- 1/ End year figures. 



Table X V I I .  Malaysia: Direct ion of Commercial Bank L e n d i n g ,  1975-79 

( I n  m i l l i o n s  of U.S. d o l l a r s )  

1979 
1975 1976 1977 1978 March June Sept .  Dec . 

,ending t o  pub l i c  s e c t o r  

,ending t o  p r i v a t e  s e c t o r  

Agr i cu l tu re  
Mining and quarrying 
Manufacturing 
Real estate and cons t ruc t ion  
General commerce 
P ro fes s iona l s  and ind iv idua l s  
Foreign t r a d e  b i l l s  
Other 

To ta l  

259.5 

6,208.9 

483.8 
106.7 

1,265.6 
721.7 

1,355.3 
1,095.9 

366.9 
813.0 

6,468.4 

449.6 

7,611.8 

535.8 
105.7 

1,382.0 
806.3 

1,693.3 
1,345.0 

479.0 
1,443.7 

8,061.4 

463.5 596.1 628.9 630.0 628.0 

9,094.3 11,692.3 12,050.3 12,428.9 13,373.2 

661.0 870.8 852.8 873.1 885.7 
96.3 128.1  125.2 110.5 119.4 

1,594.7 2,225.5 2,281.9 2,310.3 2,457.4 
1,057.9 1,349.7 1,491.0 1,554.4 1,681.5 

1,728.2 2,266.1 2,436.5 2,535.6 2,784.0 
514.1  586.4 578.2 541.5 552.2 

1,474.2 1,572.6 1,447.3 1,464.4 2,398.0 

2,064.2 2,693.1 2,837.4 3,039.1 2 ,388.1  

9,557.8 12,288.4 12,679.2 13,058.9 14,001.2 

630.1 

14,629.7 

1,013.0 
122.6 

2,564.7 
1 , 843.3 
3,822 .O 
2,970.1 

573.9 
1 ,720.1  

15  , 259.8 

I 

(3\ 
FJ 
I 

Source: Bank Negara Malaysia, Annual Report and Statement of Accounts, 1979. 



- 62 - 
APPEND I X 

Table  X V I I I .  Malaysia: Sources and Maturity of Credits to 
Private Sector, 1975-79 

(In millions of U.S. dollars) 

1975 1976 1977 1978 1979 1/ Source and Maturity- 

Financial sector 

Commercial banks 
Short-term 
Medium-term 
Long-term 

Finance companies 
Shor t-t e m  
Medium-term 
Long-term 

2 /  Other financial institutions 
Short-term 
Medium- t erm 
Long-term 

3 /  Public sector- 

Total 

8 , 462 

5 ,690 
4 , 562 

892 

906 
90 

597 
2 1 9  

1 , 8 6 6  
239 
374 

1 , 253 

3,627 

1 2  , 089 

' 236 

10 , 397 

6 ,974 
5,372 

367 
1 ,235 

1 , 1 6 6  
100 
748 
3 1 8  

2 , 257 
356 
4 5 1  

1 , 450 

4 , 1 8 1  

1 4  , 578 

1 2  , 310 

8 ,243 
6 , 209 

479 
1 , 555 

1 ,516 
1 7 3  
937 
406 

2 , 5 5 1  
4 1 1  
494 

1 ,646 

5 , 255 

17 , 565 

15 ,762 

10 , 900 
7 ,920 

667 
2 , 313 

1 ,973 
138 

1 ,312 
528 

2,889 
326 
374 

2,189 

6 , 3 5 1  

22,113 

1 9  , 867 

1 3  , 518 
9 , 1 7 1  

807 
3 , 540 

2 , 6 6 1  
1 3 1  

1 , 8 4 0  
690 

3 , 688 
500 
412 

2,776 

7 , 1 0 1  

26,965 

Source: Bank Negara Mal-aysia, Annual Report and Statement of Accounts, various issues 
1/ Breakdown by original maturity as follows: 

term more than one year to four years, and long-term over four years. 
- 2 /  Include merchant banks, housing credit institutions, industrial development finance 

institutions, urban credit institutions, rural credit institutions, insurance companies, 
provident funds, Pilgrims Management and Fund Board, National Savings Bank and MARA 
Unit Trusts Ltd. 

auxhorities, local governments and government-controlled enterprises. 

Short-term is up to one year, medium- 

3 /  Government credit, mainly long-term, is extended almost entirely to statutory 



Table X I X .  Malaysia: Consumer P r i c e  Index, 1975-80 

(1967 = 100) 

1/ 'er iod- 
1979 1980 

1975 1976 1977 1978 March June Sept .  Dec . Jan. 

l o t a l  

rood 

ieverages and tobacco 

: lothing and footwear 

k o s s  r e n t ,  f u e l  and power 

' u rn i tu re ,  fu rn i sh ings  and household 
equipment 

l ed ica l  care and h e a l t h  expenses 

Transport and communication 

Zecreation, en ter ta inment ,  educat ion,  
and c u l t u r a l  services 

l i s ce l l aneous  goods and s e r v i c e s  

144.0 

157.4 

121.2 

143.3 

118.9 

157.8 

122.4 

127.1 

129.5 

147.9 

147.8 

160.5 

122.8 

146.9 

125.6 

161.7 

135.2 

133.3 

130.3 

151.3 

154.8 
I 

169.4 

127.3 

152.6 

133.3 

167.3 

140.9 

138.1 

132.7 

159.4 

162.4 

177.7 

133.8 

157.9 

139.9 

174.2 

146.0 

146.3 

135.5 

170.2 

165.7 

180.0 

134.7 

162.1 

145.6 

177.6 

152.7 

150.2 

137.4 

181.2 

167.2 

180.1 

135.1 

169.2 

149.6 

180.1 

155.4 

151.3 

138.1 

186.4 

170.7 

184.7 

135.9 

172.1 

151.5 

183.1 

157.2 

153.3 

139.4 

194.9 

173.8 

187.3 

137.2 

173.4 

154.0 

186.6 

158.5 

154.3 

141.5 

213.6 

175.4 

184.3 

137.6 

175.0 

158.2 
I 

cn 
id 

I 
188.2 

161.4 

154.6 

142.4 

253.4 

Source: Bank Negara Malaysia,  Annual Report and Statement of Accounts, 1979. 
- 1/ Quar te r ly  and annual  i n d i c e s  are s imple averages of monthly ind ices .  



- 64 - APPENDIX 

Table X X .  Malaysia: Balance of Payments, 1975-79 

( I n  mi l l ions  of r i n g g i t )  

1975 1976 197 7 1978 197 9 

A. 

B. 

C. 

D. 

E. 

F. 

Current account balance 

Goods and services ( n e t )  
Merchandise t r a d e  (f.0.b.) 

Exports 
Imports 1 /  

Services  ( n e t )  
Trade i a l a n c e  

Transfers  ( n e t )  

Capi ta l  account balance 
P r iva t e  long-term 
Commercial l oans  (MAS 

O f f i c i a l  long-term 
Pr iva t e  short-term 

and MISC)L/ 

c a p i t a l  - 31 

Errors  and omissions 

SDR a l l o c a t i o n  

Tota l  ( A  through D) 

Monetary movements 
( increase  -) k/ 
Reserve pos i t i on  i n  t h e  

Holdings of SDRs 
Central  Bank gold and n e t  

fore ign  exchange 
Use of Fund c r e d i t  

Fund 

-757 

-678 

9 , 057 
8,333 

724 
-1 , 402 

-7 9 

1,633 
862 

- 18 
872 

-83 

-705 

-- 
17  1 

-171 

-2 1 
-11 

-139 

- 

-- 

1,855 1,278 

1 , 955 1,356 

13,329 14,861 
9 , 567 10 , 990 
3 , 762 3,871 

-2 , 515 -1 , 807 

-100 -7 8 

464 
763 1,174 

1 , 2 3 1  - 

154 -2 0 
489 5 90 

-175 -1,280 

-1,032 -987. 

2,054 755 

-755 -2,054 - 
4 9 

-5 116 

-2 , 318 -6 15 
265 -265 

3 19 

401 

16 , 925 
13,338 
3,587 

-3 , 186 

-82 

1,343 
1 258 

-82 
5 13 

-346 

-1,037 

- 

-- 
625 

-625 

-5 
-3 5 

-5 85 -- 

2,270 

2,389 

23 , 784 
1 7  , 213 
6 , 571 

-4 , 182 

-119 

979 
1,300 

117 
7 02 

-1 , 140 

-1,460 

74 

1 , 863 

-1,863 

-4 1 
-140 

-1 , 682 -- 

Sources: Data provided by t h e  Malaysian a u t h o r i t i e s .  

- 1 /  Includes nonmonetary gold.  
- 2 1  
- 3/ 
- 4 /  

National a i r l i n e  and shipping companies. 
Commercial banks, f i nance  companies and Petronas.  
Net change i n  Cen t ra l  Bank reserve. 
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Table XXI. Malaysia: Direction of Trade, 1975-79 - I /  

(In per cent of total exports) 

Exports (f.0.b.) Imports (c.i.f.)2/ 
1975 1976 1977 1978 1979 - 31 1975 1976 1977 1978 1979 21 

N 

Singapore i/ 
Indonesia 
rhailand 
n 

a, People's Republic of 
ed States 
ralia 

which : 

Kong 

pean Economic Community 

Germany, Federal Republic of 
Netherlands 
France 
Italy 
United Kingdom 

which: 

r Western Europe 

ern Europe 

n of Soviet Socialist 
publics 

r countries 

Total 

1 imports (in billions 
ringgits) 

24 

20 
1 
2 
14 
1 
1 
16 
2 

23 

4 
8 
2 
2 
6 

2 

2 

3 

12 

100 

- 

9.2 

21 

18 

1 
21 
1 
1 
16 
2 

21 

4 
7 
2 
2 
5 

2 

3 

-- 

2 

10 

100 

- 

13.4 

19 

16 

1 
19 
1 
2 
18 
2 

20 

4 
7 
2 
2 
5 

2 

2 

-- 

2 

13 

100 

- 

15.0 

19 

16 

1 
22 
2 
1 

19 
2 

18 

4 
6 
1 
2 
5 

2 

2 

-- 

2 

11 

100 

- 

17.1 

19 

17 

1 
24 
2 
2 
17 
2 

18 

4 
5 
2 
2 
4 

2 

2 

-- 

3 

9 

100 

- 

24.0 

15 14 15 14 15 

8 9 9 9 10 
2 1 1 1 1 
4 4 5 4 4 
20 21 23 23 21 

2 2 2 2 2 
4 4 3 4 3 
11 13 12 14 15 
8 7 6 6 6 

20 17 17 18 18 

5 6 6 6 6 
1 1 1 1 1 
2 2 1 1 2 
1 1 1 1 1 
10 7 8 7 7 

3 2 2 2 2 

17 20 20 17 18 

100 100 100 100 100 

- - - - -  

8.5 9.7 1.2 13.7 17.1 

urce: Data provided by the Malaysian authorities. 

Customs data. 
Excludes imports of ships, aircraft, military imports, and imports for offshore installation 

Provisional estimates based on data for the first nine months. 
Singapore re-exports a signficant part of its imports from Malaysia. 

he petroleum industry. 
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Table XXII. Malaysia: Volume, Value and Unit Value of Major Export Commodities, 1975-79 

1979 7 0-^  1975 1976 1977 ._ i i 0 

Rubber 
Volume ('000 tons) 
Value (M$ million) 
F.0.b. unit value (M$ per ton) 

Tin and tin-in-concentrates 
Volume ( '000 tons) 
Value (M$ million) 
F.0.b. unit value (M$ per 1,000 ton) 

Saw logs 
Volume ('000 cubic meter) 
Value (M$ million) 
F.0.b. unit value (M$ per cubic meter) 

Sawn timber 
Volume ('000 cubic meter) 
Value (M$ million) 
F.0.b. unit value (M$ per cubic meter) 

Palm oil 
Volume ( ' 0 0 0  tons) 
Value (M$ million) 
F.0.b. unit value (M$ per ton) 

Petroleum (crude and partly refined) 
Volume ( '000 tons) 
Value (M$ million) 
Unit value (M$ per ton) 

Total major primary exports (M$ million) 
( A s  percentage of total exports) 

Manufactured goods (M$ million) 
( A s  percentage of total exports) 

Total exports 

1,460 
2,026 
1 , 390 

80 
1 , 206 

15 

8,473 
670 
79 

1,890 
442 
234 

1,163 
1,318 
1 , 133 

3 , 763 
853 
227 

6,515 
(71) 

(21) 
1 , 978 

9,231 

1,620 
3,098 
1,912 

82 
1,524 

19 

15,394 
1,472 

96 

3,055 
887 
290 

1 , 346 
1,220 
90 7 

7,144 
1,747 
245 

9 , 948 
(74) 

(18) 
2,472 

13,443 

1 , 654 
2,044 
3,379 

67 
1,704 

26 

16,078 
1 , 520 

95 

3,100 
844 
272 

1,424 
1 , 790 
1 , 257 

7,794 
2,017 
259 

11 , 254 
(75) 

(18) 
2 , 648 

14 , 959 

1 , 614 
3 , 601 
2,231 

70 
2,022 

29 

16,732 
1 , 667 
100 

3,176 
88 2 
278 

1 , 519 
1,872 
1 , 232 

9,229 
2,263 
245 

12,307 
(72) 

3,622 
(21) 

17,094 

1,677 
4,561 
2,720 

72 
2,298 

32 

15,986 
2 , 878 
180 

3 , 504 
1 , 339 
382 

1 , 880 
2,453 
1 , 305 

12,088 
4,127 
341 

17 , 656 
(73) 

(20) 
4 , 793 

24 , 024 

Source: Data provided by the Malaysian authorities. 
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Table X X I  I 1 ,  Malaysia: Imports According t o  End Use, 1975-79 l-/ 

( I n  m i l l i o n s  of r i n g g i t )  

1975 1976 1977 1978 1979 

Consumption goods 
Food 
Beverages and tobacco 
Consumer durable  s 
0 t h e r  

2,049 
699 

113 
293 
944 

3,068 
1,109 

185 
561 

1,213 

2,401 
839 
140 
398 

1,024 

3,435 
1,115 

1,890 
705 
100 
265 
820 

189 
79 5 

1,336 

Investment goods 
Machinery 
Transport  equipment - 2/ 
Metal products  
Other 

5 212 
1 ,691  

431 

1,605 

L 

1,485 

3,136 3,532 
966 1,126, 

2,764 
96 5 

4,170 
1,380 

340 
1,050 
1,400 

163 
544 

1,092 

282 
672 

1,216 

246 
776 

1,384 

In te rmedia te  goods 
For manufacturing 
For cons t ruc t ion  
For a g r i c u l t u r e  
Crude petroleum 
Other 

6,139 
3 700 

4,169 
2,272 

3,464 
1,862 

8,035 
4,831 

420 
732 

1 ,222  
830 

4,931 
2,717 

263 
327 
534 
478 

221 
38 2 
696 
598 

218 
454 
859 
683 

300 
5 10 
929 
700 

376 
280 

Imports f o r  re-export  
Tin o re  
Crude n a t u r a l  rubber 
Crude petroleum - 3/ 

412 
265 

40 
107 

- - 301 
141 

- 313 
224 

368 
117 

62 
189 

- 
96 78 

82 -- 
Tota l  8,530 9,722 11,165 13,690 17,058 

Source: Data provided by t h e  Malaysian a u t h o r i t i e s .  

1/ Customs da ta .  
- 2/ 
- 3/ 

- 
Excludes imports  of a i r c r a f t  and sh ips .  
Imports of  crude petroleum from Brunei f o r  re-export .  



Table '  XX I V . Malaysia: Ex te rna l  Reserves, 1975-79 

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

End of Per iod 

- 

1975 1976 1977 1978 1979 

A .  Centra l  Bank ( n e t )  
Foreign assets 

O f  which: 
Gold and f o r e i g n  exchange 
Reserve p o s i t i o n  i n  t h e  Fund 
S p e c i a l  drawing r i g h t s  

Foreign l i a b i l i t i e s  

2,122 
2 130 

2,345 
2,356 

2,563 
2 577 

3,199 
3,207 

-11 -7 1 

33 

3,232 

cn 
OJ 

1 
B. Government o f f i c i a l  holdings 46 36 36 37 

C.  To ta l  n e t  o f f i c i a l  r e se rves  ( A  + B) 1,343 2 t 159 2 381 2 9 599 

D. Commercial banks ( n e t )  
Foreign assets 
Foreign l i a b i l i t i e s  

-156 
(359) 
(515) 

-239 
(353) 
(592) 

E. T o t a l  n e t  e x t e r n a l  r e se rves  ( C  + D )  2,360 1,281 2 073 3,193 

Source: Data provided by t h e  Malaysian a u t h o r i t i e s .  
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Table XXV.  Malaysia: Externa l  Publ ic  Debt of t h e  Federa l  
Government, Outstanding and Serv ice  Payments, 1977-79 

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

1977 1978 1979 

Outstanding debt  L/ 
D i  s bursed 
Und i sbur sed 

Serv ice  payments 
Amortization 
I n t e r e s t  

1,813 2,038 2,241 
1,167 1,343 1,568 

646 695 673 

386 581 174 
3 15 4 85 59 

7 1  96 115 

Source: Data provided by t h e  Malaysian a u t h o r i t i e s .  

- 1/ End December. 
one year  o r  longer .  

By amount con t r ac t ed ,  w i t h  a n  o r i g i n a l  ma tu r i ty  of 
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