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MALAYSTA

Basic Data 1/

Area:

Population (1984):

Population growth rates (1979-84):
Per capita GNP (1984):

Selected aggregates

as_percent of GNP 2/

Gross domestic investment 3/

Gross national savings

Narrow money 4/

Broad money 4/

Total liquidity (M3) 4/

Federal Government revenue and grants

Federal Govermment expenditure and
net lending

Federal Government overall deficit

Exports of goods and nonfactor services
Imports of goods and nonfactor services

Current account balance
Outstanding external debt 4/5/
Of which:

Annual percentage changes of selected

economic indicators 2/

Gross domestic product (1970 prices)

Crude oil production

Cross national product deflator

Consumer price index

Federal Govermment revenue and grants

Federal Government expenditure and
net lending

Reserve money

Narrow money

Broad money

Total liquidity (M3)

Domestic credit
Govermment 6/
Private 6/

Merchandise exports,

Merchandise imports,

Terms of trade

Nominal effective exchange rate
(depreciation =)

Real effective exchange rate
(depreciation =)

f.o.b.
f b

«0.

Medium— and long—~term debt

1980 1981 1982 1983 1984
29.7 34.5 37.9 36.7 32.6
28.4 24,1 23.5 25. 26.8
19.9 20.6 21.6 21.3 19.1
55.6 59.9 64,6 64,5 64,5
66.8 69.8 75.7 78.9 8l.5
27.7 28.9 28.3 28.8 28,4
34.2 44,7 45.6 39.5 35.9

6.6 15.8 17.3 10.7 7.5
61.4 55.5 54.5 56.6 59.9
58.9 62.4 64.1 62.4 58.8
-1.2  -=10.4 -14.,4 -11.7 -5.8
25.5 35.0 48.3 60.5 60.3
(19.4) (28.3) (41.5) (49.5) (51.7)

7.8 7.1 5.6 5.9 7.3
-2.3 -6.6 17.5 26.5 16.8

6.9 1.0 4.0 4.2 5.1

6.7 9.7 5.8 3.7 3.9
32.9 13.5 5.5 11.7 9.7
44,2 41.8 9.8 -4.9 1.4
20.9 9.7 16.6 4.7 4.3
15.0 12.5 13.3 7.9 -0.1
26.2 16.9 16.3 9.5 11.5
n.a. 13.6 16.8 14.5 15.1
N.a. 30.9 20.8 20.3 20.2
n.a. 8.0 5.1 -0.2 1.5
n.a. 22.9 15.7 20,5 18.7
17.0 -9.3 2.5 14.7 17.8
33.5 12.6 8.0 4.0 1.9

0.3 -3.0 -5.3 4.7 4.9
=44 3.6 3.4 3.1 2.8
-5.8 4.0 5.1 2.7 1.6

127,581 square miles
15.2 million

2.3 percent per annum
Uss$2,010
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1980 1981 1982 1983 1984

Federal Government budget 7/ (In billions of ringgit)
Revenue and grants 13.8 15.7 16.6 18.5 20.3
0f which: Petroleum revenue (2.8) (4.6) (5.3) (4.5) (5.7)
Expenditure and net lending 17.1 24.3 26,7 25.4 25.7
Of which: Development expenditure
and net lending (7.3) (11.1) (11.1) (9.4) (7.6)
Financing requirement 8/ 3.3 8.6 10.1 6.9 5.4
External borrowing 0.3 3.4 4.9 4.6 3.0
Domestic borrowling 3.3 4.7 5.8 2.2 2.8
Of which: Banking system (2.0) (1.2) (1.7) (-0.2) (1.1)
Balance of payments 7/ (In billions of U.S. dollars)
Trade balance 2.4 ~0.1 -0.7 0.5 2.7
Exports, f.o.b. 12.9 11.7 12.0 13,7 16.2
Imports, f.o.b. -10.5 =11.8 =12.7 =13.2 —13.5
Invisibles (net) -2.7 -2.3 -2.8 =3.7 =4.,4
Current account balance -0.3 ~2.4 -3.6 -3.2 -1.8
Capital accounts (net) 1.4 2.6 3.6 4.0 2.5
Overall balance 0.4 -0.5 -0.4 - -
Reserves and external debt Z/
Gross official reserves 4/ 4.7 A 4.1 4,1 4.0
(In months of imports) (5.4) (4.5) (3.9) (3.7) (3.6)
Total external debt 4/ 5.7 8.5 12.2 16.6 17.8
Medium- and long-term debt 4,4 6.9 10.5 13.6 15.3
Short-term debt 1.3 1.6 1.7 3.0 2.5
Debt service 9/ 0.6 1.1 1.5 1.8 2.5
Amortization 0.2 0.5 0.7 0.7 1.0
Of which: Prepayments (== (-=) (--) (== (0.2)
Interest payments 0.4 0.6 0.8 1.1 1.5
Debt service ratio (in percent) 9/ 4.3 8.0 10.2 10.9 13.1
Amortization 1.9 3.4 4,5 4.1 5.5
0f which: Prepayments (-=) (== (== (==) (0.8)
Interest payments 2.4 4.6 5.7 6.8 7.6

Sources: Data provided by the Malaysian authorities; and staff estimates.

1/ Components may not add up to totals because of rounding.

2/ Data for 1984 are estimates.,

3/ 1Includes changes in stocks.

%/ End of year.

S/ Includes short-term debt.

éj Percentage contribution to the increase in domestic credit.

7/ Data for 1984 are staff estimates based on preliminary official data.

8/ Components may not add to totals because of discrepancy items.

9/ Relative to gross current account receipts; includes interest payments on .
short—term debt.



I. Introduction and Summary

This report discusses developments in the Malaysian economy during
the period 1983-84. Chapter II focuses on recent developments in
aggregate demand and supply, investment and savings, production, labor
markets, and prices. Domestic financial policies and developments are
examined in Chapter III. Developments in the external sector are
discussed in Chapter IV, and Chapter V reviews the exchange and trade
system.

In the early 1980s Malaysia's growth performance was adversely
affected by the international recession and a substantial weakening in
external demand. The authorities pursued expansionary financial
policies to speed up development and to counter the domestic conse-
quences of weakened external demand. The most important of these
policies was a rapid expansion in budgetary expenditures. By boosting
domestic demand, these policies worsened the balance of payments situa-
tion and led to a sharp rise in external debt. By 1982, the external
current account deficit had widened to more than 14 percent of GNP, from
near balance in 1980, and external debt had more than doubled to nearly
50 percent of GNP. To reduce the fiscal and current account deficits,
the authorities initiated adjustment efforts in mid-1982, and inten-—
sified them in 1983. The thrust of these efforts was to curb budgetary
expenditure. Attention was also focused on achieving more effective
control over investments by nonfinancial public enterprises,

Helped by vigorous fiscal adjustment and a revival in external
demand, the balance of payments strengthened in 1983 with the current
account deficit narrowing to less than 12 percent of GNP. In addition,
with the moderation in the growth of domestic demand and a decline in
import prices, inflation levelled off both in 1982 and 1983. The growth
of real GDP accelerated slightly as exports recovered and demand for
imports weakened.

The Malaysian authorities continued substantial fiscal adjustment
in 1984 to further ease strains on the budget and lessen pressures on
the balance of payments. Efforts were also stepped up to restrain the
investments activity of nonfinancial public enterprises. Following a
decline in 1983, Federal Government expenditure rose only slightly by
1 percent in 1984, due to a further sharp reduction in development
spending. Government revenues rose by 10 percent, mainly on account of
increased collections from the petroleum sector. As a result, the
overall federal budget deficit fell by more than 3 percentage points to
7.5 percent of GNP. The growth of real gross fixed capital formation by
major nonfinancial public enterprises decelerated sharply to 18 percent
in 1984, from 42 percent in the previous year.




economic activity emerged. Rapid growth in credit demand by the private
sector, 1n particular counstruction, real estate, and housing, by commer—
cial banks and nonbank financial institutions had strained the liquidity
positions of these institutions. Liquidity was further constrained by
temporary capital outflows in the wake of a speculative bout against the
ringgit in the latter part of the year. In these circumstances, the
Central Bank eased the situation through open market operations, foreign
exchange swaps, and the recycling of government deposits to commercial
banks, but allowed domestic interest rates to rise.

The economic recovery gathered strength in 1984, with the growth of
real GDP accelerating further to 7.3 percent, due to strong export
demand. The improved growth performance was most pronounced in mining
and manufacturing, but growth in agriculture also rebounded fraom a
sluggish performance in the previous year. As in 1983, the growth in
domestic demand slowed in 1984, reflecting declines in investment
expenditure both in the public and private sector. Continued fiscal
retrenchment contributed to a decline of 7 percent in public sector
investment; a sharp 40 percent reduction in ilnvestment cutlays in the
0il and gas sectors was responsible for a 3 percent fall in private
sector investment. Contributions to GDP growth were shared equally by
domestic and foreign demand in 1984, unlike previous years when domestic
demand was the dominant growth stimulus.

The recovery of external demand, strong fiscal adjustment, and
expansion in the oil sector led to a substantial improvement in the
balance of payments during 1984, with the current account deficit
narrowing to less than 6 percent of GNP. The surplus on the trade
account rose sharply to U.S. dollar 2.7 billion, largely due to a sharp
increase in the volume of exports and a decline in the volume of
imports. To a lesser extent, an improvement in the external terms of
trade also contributed to the increase in the trade surplus. Oil
exports expanded rapidly, reflecting a marked increase in production and
a slackening in domestic consumption of petroleum products. A strong
expansion in electronic and electrical equipment exports boosted the
growth of manufactured exports to 27 percent. Total imports grew only
by 2 percent in 1984, mainly due to a decline in public sector expendi-
ture and a fall in import prices. The service account deficit widened
further, mainly as a result of larger payments of interest on external
debt, greater profit repatriation, and a sharp increase in fees and
other payments to foreign contractors.,

The current account deficit continued to be financed mainly by
Federal Government borrowing and commercial credits guaranteed by the
Government. There was a recorded net shorrt-term capital outflow of
US$0.5 billion in 1984, partly reflecting the temporary placement abroad
of proceeds from a floating rate note borrowing of the government. The
overall balance of payments was broadly in balance in 1984, after




recording a small deficit in 1983. Gross international reserves fell
slightly to US$4 billion during 1984, or the equivalent of 3.6 months of
imports. Total external debt rose by 7 percent to US$17.8 billion,
equivalent to about 60 percent of GNP. This rise was solely due to an
increase in medium- and long-term debt. Short-term debt fell by

US$0.5 billion to US$2.5 billion, or 14 percent of total external

debt. Debt service payments rose to US$2.5 billion, or 13 percent of
gross current account receipts in 1984, with interest payments account-
ing for about three fifths of the total.

During the first nine months of 1984, the ringgit rose by
4.2 percent in real terms, mainly due to a further strengthening in
nominal effective terms. However, from the start of the last quarter,
there has been a gradual reversal in this trend. Between October 1984
and April 1985, the ringgit depreciated by 3 percent in nominal, and by
5 percent in real effective terms, because prices in Malaysia remained
stable during this period.

Economic growth is estimated to slow to 5.6 percent in 1985,
primarily due to slower growth in external demand. <Crude oil production
is estimated to decline by about 6 percent in response to a softening in
the oil market. Manufacturing production is expected to be affected by
a substantial weakening in the external demand for electronic goods.
Even though the growth of imports of goods and nonfactor services is
expected to decline to 2 percent, the net contribution of foreign demand
to GDP growth is estimated to decline by 3 percentage points to less
than 1 percent. Domestic expenditure 1s expected to be somewhat more
buoyant than in 1984, as private sector investment benefits from higher
lnvestment in oil and gas and public sector consumption rises more
rapidly. However, a moderate rise in public sector investment will
dampen the rise in gross investment to 4 percent in 1985. Gross nation-
al savings as a proportion of GNP is estimated to decline somewhat,
partly reflecting a fall in the external terms of trade. With gross
investment remaining unchanged relative to GNP, the domestic resource
gap 1s expected to widen and the current account deficit is estimated to
increase to 7.7 percent of GNP. The rate of inflation is expected to
remain at ‘a moderate level, primarily due to stagnant import prices.

II. Domestic Economic Developments

l. Aggregate demand and supply

a. Trends and developments in 1984

The Malaysian economy grew strongly in 1984, consclidating the
recovery that began in 1983 from the slowdown during 1980-82. The
growth of real GDP, which had declined steadily from an average rate of
about 9 percent in the latter half of the 1970s to 5.6 percent in 1982
and had recovered to 5.9 percent in 1983, accelerated further to



7.3 percent in 1984, led by strong export growth (Tables 1, 2, and
Appendix Tables 22, 23, and 24 and Chart 1).

The pattern of growth in 1984 was in marked contrast to the 1980-82
period. On the demand side, public investment, 1/ which had been the
major engine of growth in 1980-82, declined in real terms in 1984. The
sharp growth in public investment in the early 1980s was not so much a
countercyclical resronse to the slowdown in external demand, as a
product of a development strategy that aimed to speed up development
through active public sector investment, particularly in heavy indus-
tries. However, the growing external imbalance on the current account,
which reached 14.4 percent of GNP in 1982, prompted the authorities to
adopt adjustment policies, including restraints on public investment.
The momentum of ongoing projects kept the growth of public investment
large in 1983, but in 1984 it was finally arrested. Similar adjustments
were also undertaken in public consumption expenditures, where the real
increase decelerated steadily from 15 percent in 1981 to 2.6 percent by
1984, The net contribution of the public sector to growth was negative
at -0.6 percent of GDP growth in 1984, compared with over 3 percent in
1982 and 1983, and nearly 8 percent in 1981l.

Compensating for this withdrawal of demand of the public sector was
the strong performance of exports. After stagnating in 1981, real
export growth accelerated steadily to 13.6 percent by 1984, spurred by
the economic recovery in industrial countries and the development of oil
and gas resources. Private consumption recovered in 1983 and 1984,
mainly through the increased real income brought about by higher output
growth and improvements in the external terms of trade. The terms of
trade improved by 4.9 percent in 1984, following a similar gain in 1983;
and a deterioration averaging 4 percent during 1981-82. Following a
marginal decline in 1983, private investment fell further by 3 percent,
due to a sharp reduction (40 percent in real terms) of investment in the
oil and gas sector, associated with the completion of major projects.
Investment in non-oil sectors, however, increased by 8 percent, mainly
reflecting the stronger external demand conditions. Changes in inven-
tories also contributed to demand growth in 1984, supported partly by
the rebuilding of the stock of palm oil.

With the shift in the composition of growth away from investment to
exports, the growth of real domestic production increased from 5.6 per-
cent to 7.3 percent in 19843 at the same time, the growth of real
imports of goods and services fell from a peak of 12.6 percent in 1982
to 4.4 percenr in 1984. Sharp gains in manufacturing and mining

1/ The public sector referred to here is under the new, broader
definition that includes 4 local governments and 36 major nonfinancial
public enterprises. The figures are still provisional. For more
details concerning the definition of the public sector, see the section
on publie finance.
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CHART 1
MALAYSIA

SELECTED INDICATORS OF MACROECONOMIC
DEVELOPMENTS, 1981-85
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Table 1. Malaysia: Output, Demand, and Prices, 1981-85 l/

(Percentage change over previous year)

1981 1982 1983 1984 1985

Official
Est.
GDP at market prices 7.1 3.6 5.9 7.3 5.6
Agriculture, forestry, and fishing 4.2 7.4 -1.0 3.0 3.4
Mining and quarrying -2.0 2.8 18.5 20.0 -3.3
Manufacturing 4.9 3.8 6.6 11.1 8.0
Construction 15.1 9.5 10.6 8.3 8.0
Wholesale and retaill trade 6.9 4.8 7.3 7.2 6.3
Government services 17.1 7.5 5.0 4.0 4.0
Net factor payments to abroad -4.8 35.1 45.1 29.0 12.1
GNP at market prices 7.5 4.7 4.3 6.0 5.1
Imports of goods and nonfactor services 7.4 12.6 7.0 4.4 2.3
. Demand
Domestic demand 10.0 7.5 4.8 3.3 4.8
Consumption 5.6 3.9 4.0 4.7 5.1
Private : (2.5) (2.7) (4.2) (5.5) (4.0)
Public 2/ (15.0) (7.1) (3.6) (2.6) (8.1)
Investment expenditure 3/ 23.0 10.9 7.3 -4.9 A
Private (9.3) (6.3) (-0.2) (-2.9) (5.7)
Public 2/ (44.5) (16.4) (15.5) (-6.8) (3.2)
Exports of goods and nonfactor services 0.5 9.1 10.4 13.6 3.8
Crude o1l production -6.6 17.5 26.5 16.8 -5.8
Consumer prices 9.7 5.8 3.7 3.9 4.0-4.5
Terms of trade : -3.0 =-5.3 4.7 4.9 -3.0
(Ratio to CNP)
Memorandum item:
Gross national saving 24,1 23.5 25.0 26.8 24.9
Cross domestic investment 34.5 37.9 36.7 32.6 32.6

Source: Data provided by the Malaysian authorities.

1/ Output and demand based on 1970 prices.
. 2/ Includes 4 local authorities and 36 major nonfinancial public enterprises.
3/ Excludes changes in stock.



Table 2. Malaysia: Contribution to the Growth of GDP
in 1970 Prices, 1981-85

(In percent)

1981 1982 1983 1984 1985 1/

Domestic demand 10.5 8.1 5.2 3.6 5.0
Private sector 3.0 2.6 2.3 2.5 2.9
Consumption 1.5 1.5 2.3 2.9 2.1
Investment 1.5 1.1 -= -0.5 0.8
Of which: oil and gas sector . -- -0.3 -1.6 -—-
Public sector 7.7 3.9 3.2 -0.6 2.1
Consumption 2.9 1.5 0.8 0.5 1.6
Investment 4,7 2.4 2.4 -1.2 0.5
Change in stocks -0.2 1.7 -0.2 1.8 -
External demand (net exports) -3.4 =2.5 0.7 3.6 0.6
Gross domestic product 7.1 5.6 5.9 7.3 5.6
Memorandum items:
Growth of total demand 7.2 7.9 6.3 6.3 4.5
Of which: public investment 2/ 3.2 1.6 1.6 -0.38 0.3
exports 2/ 0.1 2.5 2.9 3.9 1.2

Source: Data provided by the Malaysian authorities.

1/ Based on official estimates.

2/ In terms of contributions to total demand growth.




contrasted with slowdowns in construction and government services. The
slowdowns in the latter two were the result of adjustment measures taken
by the Government. The strong performance of manufacturing benefited
from growth in foreign demand, in particular for electronic goods. The
increase in output of the mining sector was due to increased oil and gas
production, which also contributed to the sharper growth of exports in
1983 and 1984.

b. Income, savings, and the resource gap

Notwithstanding the recovery in domestic production, the growth in
national income has been adversely affected by rising net factor pay-
ments abroad, comprising mainly interest payments on Malaysia's external
debt. Net factor payments abroad increased 2.5 times from 1981 to 1984,
and accounted for 6.3 percent of GDP in 1984. Consequently, the growth
of CNP was a full percentage point lower on average than that of GDP
during 1981-84.

The level of investment 1/ relative to GNP declined from a peak of
37.9 percent 1in 1982 to 32.6 percent in 1984, partly reflecting fiscal
ad justment. Meanwhile, gross national savings increased from 23.5 per-
cent of GNP in 1982 to 26.8 percent in 1984. Both the private and
public sector contributed to this increase, the former coming trom the
higher growth of income associated with terms of trade gains, and the
latter from lower current expenditure growth and higher revenues from
oil. Consequently, the current account deficit narrowed from l&4.4 per-
cent of GNP in 1982 to 5.8 percent in 1984. Malaysia would have been
able to finance a much larger part of investment with domestic savings
had it not been for the sizable and rising net factor payments to
abroad. Gross domestic savings (i.e., savings before these payments)
rose from 30.6 percent of GNP in 1982 to 33.6 percent in 1984.

c. Outlook for 1985

Growth of real GDP 1is projected to slow to 5.6 percent in 1985, due
mainly to a slackening in net exports. Exports are projected to grow by
only 3.8 percent as a result of lower growth in world demand and a cut-
back in oil production. Even though the growth of imports is expected
to decline further to 2.3 percent, the net contribution of foreign
demand will decline by 3 percentage points to only 0.6 percent of GDP.
The projected 3 percent deterioration in the terms of trade, due mostly
to lower prices for commodity exports, will also adversely affect
private incomes and consumption. Some of the expected slack in private
consumption 1s expected to be taken up by a faster growth of investment
and public consumption expenditures.

1/ Including change in stocks.



As a result of the slower growth, the deterioration in the terms of
trade, and some further growth in factor payments to abroad, gross
national savings as a ratio to GNP is projected to decline by almost
2 percentage points. With investment expected to remain unchanged at
the 1984 level, the domestic resource gap is projected to widen to
7.7 percent of GNP.

d. Production

Malaysia has been particularly successful in developing its primary
industries, shifting from an industrial structure heavily dependent on
rubber (which provided 55 percent of Malaysia's export earnings in 1960)
and tin (14 percent), to palm oil and timber in the 1960s, and further
to 0oil and gas in the 1970s. From the early 1970s, manufacturing has
grown rapidly, and notable gains have been recorded in the electronic
and electrical appliances industry, aided by direct foreign iavest-
ment. Between 1971 and 1984, the share of the agriculture, forestry,
and fishery sector in GDP declined from 30 percent to 21 percent, while
the share of the manufacturing sector increased from l4 to
19 percent. 1/

(1) Agriculture and forestry

Rubber and oil palm are the two most important agricultural
crops. Together, they account for about 75 percent of cultivated land
and 24 percent of export earnings. Rubber is the traditional crop, but
0oil palm has been gaining rapidly in importance since the 1960s when
major diversification began. The process has accelerated in recent
years with continued depressed prices of natural rubber, which has made
cultivation of oil palm more profitable. In 1984, palm oil surpassed
rubber in export earnings. In addition, there has been a further
diversification into cocoa, which 1s even more profitable than oil palm.

After reaching a peak of 1.6l million tons in 1976, production of
rubber has stagnated (Table 3). 2/ Production in 1984 was 1.53 million
tons, down 2 percent from 1983, due partly to unfavorable weather condi-
tions in the latter half of the year. The long-term stagnation in
rubber production is the result of a decline in planting and replanting
activities which began in the mid-1960s in the more productive estate
sector (Appendix Table 25). Efforts have been made to expand production

1/ The share of the mining and quarrying sector declined from
6.4 percent to 5.0 percent during the same period. However, this
decline is entirely attributable to the use of 1970 prices, which were
very low for oil and LNG compared with tin. There would be a large
increase in the share of the mining sector if current prices were used.

2/ Malaysia is the world's leading supplier of natural rubber,
accounting for 35 percent of world production. However, natural rubber
accounts for only a third of the world supply of elastomers.




Table 3. Malaysia: Production of Major Agricultural
and Mining Commodities, 1980-84

1980 1981 1982 1983 1984

(In thousands of metric tons)

Agricultural production and yields
Production of major commodities

Rubber 1,530 1,510 1,494 1,562 1,528
Palm oil 2,573 2,822 3,509 3,016 3,714
Palm kernel o1l 222 243 337 360 424
Paddy 2,045 2,021 1,884 1,779 1,717
Saw logs 1/ 27,915 30,653 32,824 32,833 31,500
Sawn timber 1/ 6,138 5,564 6,293 7,116 7,500

(In thousands of hectares)

Area under cultivation

Rubber 2,005 2,006 2,006 1,963 2,000
Estate (513) (500) (482) (462) (461)
Smallholder 2/ (1,492) (1,506) (1,524) (1,501) (1,539)

0il palm B 1,069 1,141 1,216 1,258 1,361

Paddy 716 710 682 665 639

(In kilogram per hectare)

Yields
Rubber (Estate) 1,428 1,432 1,507 1,487 1,500
(Smallholder) 964 951 955 1,015 1,000
Palm oil 3,018 3,129 3,616 2,912 3,411
Palm kernel oil 317 321 380 348 3838
Paddy 2,852 2,841 2,761 2,674 2,674

(In thousands of metric tons)
Mining

Tin-in-concentrate 61.4 59.9 52.3 41.4 41.3
Crude petroleum 3/ 100.9 94.2 110.7 139.3 161.0

Source: Data provided by the Malaysian authorities.

1/ Expressed in thousands of cubic meters.
q Includes Sabah and Sarawak.
/ Expressed in millions of barrels.



by assisting smallholders in their planting and replanting activities
and in the improvement of their management techniques; however, despite
some success, the expansion in production has not been able to
compensate for the decline in production by the estate sector. 1/
Production in 1985 is projected to increase marginally by 1.3 percent to
1.55 million tons through improved yields.

Rubber prices fell during 1984, particularly in relation to palm
oil. The price of rubber (RSSl, in ringgit terms) rose by some 40 per-—
cent 1n the early months of 1383, remained at around MS$2.6 per kg.
throughout the rest of 1983, and fell during most of 1984. By the end
of the year, it had lost the gains realized in early 1933 and stood at
M$S1.92/kg., barely the break-even level for producers. For the year as
a whole, prices were 9 percent below those in 1983. The fall was due to
the slower than expected growth in demand in the industrialized coun-
tries, particularly in Europe, the larger supply of natural rubber from
Indonesia and Thailand, and lower oil prices which reduced rhe cost of
synthetic rubber. A large overhang of inventories under the
International Natural Rubber Agreement (INRA) was also a factor. No
significant improvement in the price outlook i1s expected for 1985.
However, a reduction in the export tax, effective April 1985, and a
higher threshold price for the levying of export duty from M$1.80 to
M$2.10 per kg., will help producers to some extent.

0il palm and its products, palm oil and palm kernel oil, have
enjoyed a rapid expansion in production over the past 20 years. 2/
Production of palm oil increased by 23 percent to 3.7 million tons in
1984, rebounding from the 14 percent decline in 1983 that was due to
initial stress caused by the introduction of weevil as a pollinating
agent 1in late 1981 and 1982, as well as to adverse weather conditions.
Production of palm kernel oil increased by 18 percent to 360,000 tons in
1984. These increases were supported by a large increase in the culti-
vated area by the Federal Land Development Authority (FELDA) and the
estates., From 1980 to 1984, the area under cultivaction increased by
27 percent, or almost 300,000 hectares, and new planting in 1984
exceeded 100,000 hectares. The National Agricultural Policy envisages
an additional 60,000 hectares of new planting annually during the rest
of the decade, resulting in an annual rise in production of palm oil of
around 10 percent. Production for 1985 is estimated to increase by
16 percent to 4.3 million tons.

1/ Yields in the smallholders sector in 1984 were two thirds of the
level in the estate sector.
2/ Malaysia produces about 60 percent of the world production of palm
oil and about 50 percent of palm kernel oil. There is a fairly high
degree of subsctitutability among certain vegetable oils, particularly
between palm o1l and soybean oil, the major vegetabie oil. ‘



Price developments for palm oil and palm kernel o0il continued to be
favorable in 1984. A reduction in the supply of a wide range of vege-
table oils, including soybean oil (due to a drought in the United
States) and palm oil resulted in a steep rise in prices in the second
half of 1983. The price of palm oil peaked at M$2,390 per metric ton
{(c.i.f. Rotterdam) in May 1984. It subsequently fell to M$1,463 per
metric ton by the end of the year as production of vegetable oil
recovered, but remained well above the level in the first half of 1983,
which was about M$900 per metric ton. In 1984, prices were on average
63 percent higher than in 1983. The price of palm kernel oil followed
similar trends and increased by 51 percent in 1984. Prices in 1985 are
expected to remain relatively firm because stocks are still depleted.
0il palm and rubber would be at parity to the producer in terms of
profitability if prices were M$2.8 per kg. for rubber and M$900 per
metric ton for palm oil. The current price levels for rubber and palm
oil strongly favor oil palm cultivation.

The production of paddy declined by 3.5 percent to 1.7 million tons
in 1984, the fourth consecutive year of decline. The area under culti-
vation continued to decline, and yields increased only marginally.
Accordingly, rice production decreased by 4.5 percent to l.l million
tons, covering only 60 percent of domestic rice consumption, compared
with 65 percent in 1983. Rice imports increased by 67,000 tons to
424,000 tons.

Malaysia's cost of rice production is highj the National Paddy and
Rice Authority (LPN) providad a subsidy of M$165.4 per metric ton of
paddy purchased from farmers while maintaining the retail price of rice
at M$1,070 per metric ton, a level that is about 50 percent higher than
that in Thailand. Under the National Agricultural Policy, the author-
ities had aimed at 80-85 percent self-sufficiency for national security
purposes, but are now in the process of reviewing this target.

Malaysia's output of timber has grown steadily over the past
20 years, and Malaysia is now one of the world's leading producers of
timber. Peninsular Malaysia, Sabah, and Sarawak each account for
roughly one third of total saw log production. Most of the logs pro-
duced in Sarawak and Sabah are exported, whereas those produced in
Peninsular Malaysia are processed domestically. As part of an effort to
promote the domestic timber-based industry, a complete ban on exports of
logs from Peninsular Malaysia was imposed, effective January 1, 1985.
In addition, the Sabah State Government imposes royalty rates of
70 percent (f.o.b. value less logging cost allowance) on exports of
unprocessed timber and of 7 percent (f.o.b. value) on processed timber.

Production of saw logs declined by 4.1 percent in 1984 to 31.5 mil-
lion cubic meters, mainly due to abnormally wet weather in the first
half of the year, particularly in Sabah and Sarawak. Despite this fall
in the output of logs, production of sawn timber increased by 5.4 per-—
cent to 7.5 million cubic meters, due mainlv to the increase in logs



processed domestically, particularly in Sabah and Sarawak., Production
of sawn timber in Sabah and Sarawak amounted to 1.3 million cubic meters
and 0.4 million cubic meters, respectively, compared with 1.l million
cubic meters and 0.3 million cubic meters in 1983.

(2) Mining

Petroleum is the most important mineral product in Malaysia,
accounting for 23 percent of total exports in 1984. As of end-1984,
there was a recoverable reserve of crude oil amounting to 2.8 billion
barrels, or about 17 years of production at the current level. There
has been a lull in exploration activity since 1981, when the five-year
exploration period provided in the original contracts with two foreign
companies ended. In 1983, no new fields were discovered from 20 dril-
lings. During 1984, sixteen wells were sunk and threé new oilfields
were discovered; two of these are estimated to have combined reserves of
only 13 million barrels and the third is still under appraisal. The
Malaysian authorities expect a large increase in exploration activity in
1985 as a foreign contractor that signed a production-sharing contract
(PSC) in 1982 steps up its exploration activity, and as exploration by
Petronas Carligali, a subsidiary of Petronas, the national oil company
continues. Exploration activities are expected to be stepped up further
when new contracts are signed under a new PSC 1/ that provides better
terms for the oil companies.

Production of crude o0il increased by 17 percent in 1984, from
139 million barrels (382,000 barrels per day) in 1983 to 163 million
barrels (446,000 barrels per day) (Appendix Table 26). The bulk of this
increase came from offshore fields of Peninsular Malaysia. Since 1981,
Malaysia's production of crude oil has increased by 74 percent. How-—
ever, 1n order to promote stability in oil prices, the Malaysian author-
ities have decided to lower the production level in 1985 to 420,000 bar-
rels per day, from the 460,000 barrels per day planned earlier.

Liquefied natural gas (LNG) is rapidly becoming an important export
product, accounting for 4.6 percent of total exports in 1984. As of
end-1984, Malaysia had estimated recoverable gas reserves of about
50 trillion standard cubic feet, comprising 40 trillion cubic feet of
nonassociated gas and 10 trillion of assoclated gas, about three times
the size of oil reserves in terms of energy equivalent. Production and
shipment of LNG, which began in 1983, doubled from 1.85 million metric
tons in 1983 to 3.7 million metric tons in 1984, and is expected to
reach 5.65 million metric tons by 1987.

1/ The review of the production-sharing contract is primarily in
response to the move made by other countries to provide more attractive
terms for exploration. A revision under consideration includes raising
the oil companies' share of crude produced in small fields, especially
with under 50 million barrels of recoverable reserves. .




Domestic use of gas 1s also progressing with major developments
having taken place 1in 1984. In Peninsular Malaysia, the Duyong Cas
Project was completed, and delivery of gas was begun to a 900 megawatt
power station and to the HICOM Direct Reduction Iron plant. In Sabah,
the upstream phase of the gas project was completed and delivery of gas
from the Samarang field began to the Sabah Government's methanol plant
and hot briquetted iron plant. In Sarawak, the ASEAN Fertilizer Project
urea plant 1s expected to begin operation in July 1985. With these
developments, domestic use of gas in 1985 (excluding use in petroleum

operations) will
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50 percent of LNG exports.

The production of tin-in-concentrate, has declined steadily over
recent years. In particular, after the imposition of export controls by
the International Tin Council in April 1982, production fell from
59,900 metric tons in 1981 to 52,300 metric tons in 1982 and to
41,400 metric tons in 1983. With Malaysia's export quota amounting to
36,500 metric tons per year, production in 1984 declined marginally to
41,300 metric tons--the difference in production and exports is partly
accounted for by domestic consumption (1,600 metric tons), and the rest,
by stockpiling. Export controls are expected to remain in force
throughout 1985, and production is therefore nor likely to rise above
the 1984 level.

The large oversupply of tin and the stagnant demand kept the price
at M$29.15 per kg., the floor price of the International Tin Agreement
(ITA), throughout most of 1984. With production by non-ITA members
increasing, the current price level is supported by tight export quotas
and substantial buffer stock support; consumption growth is limited
because of substitution by other materials. Although efforts are being
made to develop other uses, including tin chemicals, there is little
prospect of improving demand in the medium term, and the price of tin is
expected to remain at ITA's floor price throughout 1985.

(3) Manufacturing and construction

‘A new index of manufacturing production, based on 19381
weights, was introduced in June 1984 to replace the former index based
on 1968 weights. A comparison of the weights in these two indices
illustrates the extent of the changes in the structure of the Malaysian
manufacturing sector over this period. There has been a large expansion
in export-oriented, light industries, particularly electrical machinery
assembly and textiles. The weight of the category 'electrical machi-
nery, apparatus, appliances, and supplies" in the manufacturing produc-
tion index increased from 2.0 percent in the old index to 14.9 percent
in the new index, and that of textiles increased from 2.2 percent to
5.9 percent. There has also been substantial diversification in the
manufacturing sector, characterized by the expansion of the category
"others,'" which includes paper, printing, and publishing; plastic
products; machinery manufacturing; and other miscellaneous industries.



The weight of this category in the manufacturing index rose from

5.4 percent to 15.7 percent. In contrast, there has been a sharp
decline in the weights of domestic market-oriented sectors such as food
and beverages, as well as more traditional export industries, such as
wood and rubber products (Table 4).

After expanding by about 6 percent in 1983, manufacturing
production recorded a strong growth of 12.2 percent in 1984. The
largest contribution came from the electrical goods sector, whose output
eased by 33.9 percent in 1984. sing of agr
al products increased by 14.2 percent in 1984, reversing the
2.5 percent decline in 1983. This increase was due entirely to the
larger processing of palm oil, reflecting the increased production of
crude palm oil in 1984. The metal products sector recorded an impres-
sive gain of nearly 50 percent, following the expansion of a large
aluminum factory.
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The main source of expansion in the electrical machinery sector in
1984 was the higher production of integrated circuits and semiconduc-
tors, which increased by 42 percent and 22 percent, respectively, as a
result of strong demand in overseas markets. There was a slowing of
growth in the production of electronic goods in the last quarter of 1934
and early 1985, reflecting the recent worldwide weakening of the semi-
conductors market. There was further progress in increasing the domes-
tic value added content, which resulted in a reduction in imported
inputs. This trend, which became evident in 1983 and strengthened in
1984, was due partly to the introduction of the investment tax credit
that stimulated modernization. The tax credit was designed to replace
the profit tax exemption under the piloneer status which had expired
during 1982-84 for many tirms that had started operations in the early
1970s.

In 1985, production in the chemical and iron industries is expected
to rise sharply and to partly offset the slowdown in the electronics
sector. Four large plants are expected to become operational during
1985, two for chemicals (urea and methanol) and two for iron (hot
briquetted iron and iron billet). Urea, methanol and briquetted iron
are intended for export. Protective measures, including a ban on
imports, are being considered for iron billets to ensure adequate
domestic sales.

Activity in the construction industry continued to be buovant in
1984, increasing by 8.3 percent on a national income account basis, down
slightly from 1982 and 1983 when growth averaged about 10 percent. The
main source of growth was commercial construction activity, with non-
residential construction starts (measured by floor area) increasing by
41 percent in 1984, compared with a decline of 29 percent in residential
construction starts. Construction activity in the nonresidential sector
was accounted for mainly by building of shopping centers and hotels.

The construction of office buildings peaked in 1984 as little new



Table 4. Malaysia: Industrial Production Index and Growth Rates, 1982-84

Index
Weights (1981=100) Change in Percent

Items 1968=100 1981=100 1982 1983 1984 1/ 1982 1983 1984 1/
Off-estate processing 12.3 13.4 118.0 115.0 131.3 18.0 -2.5 14.2
Food 16.5 6.1 92.8 101.6 103.8 -7.2 9.5 2.2
Beverages 4.5 3.7 94.7 84.3 86.5 -5.3 -11.0 -2.6
Tobacco products 7.2 3.6 109.0 104.8 112.5 9.0 -3.9 7.3
Textiles 2.2 5.9 95.9 95.2 103.8 -4.1 -0.7 9.0
Wood products 12,0 8.4 108.4 121.4 118.7 8.4 12.0 -2.2
Rubber products 6.4 3.7 97.9 101.7 94.1 -2.1 3.9 -7.5
Industrial chemicals and

chemical products 9.6 3.3 92.2 96.1 102.3 -7.8 4.2 6.5
fetroleum products 5.1 7.2 109.2 139.8 149.4 9.2 28.0 6.9
Nonmetallic mineral

products 7.6 5.3 94.8 99.9 110.6 -5.2 5.4 10.7
Basic iron and steel and

basic nonferrous metal 2.6 3.2 108.4 114.2 135.6 3.4 5.4 18.7
Fabricated metal products 4.2 2.6 100.9 90.8 136.0 0.9 -l10.1 49.8
Electrical machinery,

apparatus, appliances

and supplies 2.0 14.9 126.7 148.5 198.8 26.7 17.2 33.9
Transport equipment 2.4 3.0 96.0 111.1 119.3 -4.,0 15.7 7.4
Othes 5.4 15.7 93.1 93.4  94.2 -6.9 0.3 0.9
All manufacturing 100.0 100.0 105.7 112.7 126.4 5.6 6.6 12.2

Source: Data provided by the Malaysian authorities.

1/ Estimates.



construction was planned because of an emerging oversupply of office
space: 3.7 million square feet of office space was completed in and
around Kuala Lumpur during 1984, compared to 1.7 million square feet in
19833 an additional 19.8 million square feet will become available
during 1985-87, more than doubling the current supply of office space,
which 1s estimated at 14.7 million square feet at end-1984.

2. Employment, wages, and prices

a. Emglovment

Employment registered a modest increase of 3.1 percent in 1984,
slightly above the 2.8 percent gain recorded in 1983. With the labor
force increasing by 3.6 percent, the unemployment rate increased by
0.5 percentage point to 6.6 percent in 1984. Sectoral gains broadly
reflected the developments in industrial output in 1984, with employment
in the manufacturing sector growing the fastest. Construction, whole-
sale and retail trade, and hotels and restaurants continued to provide
the bulk of new employment. The mining and quarryling sector, 1n
contrast, reduced its work force because of lower tin production; the
capital-intensive oil sector does not generate much employment. Employ-
ment in agriculture, forestry, and fishing rose marginally, due to
difficulty in securing workers (Table 5).

A recent survey by the Ministry of Labor indicates little shortage
in skilled labor, except for the plantation sector. The number of new
job vacancies reported to employment offices has remained ralatively low
after declining in 1982. Labor shortage in the plantation sector was
particularly pronounced for rubber tappers, weeders, and harvesters.

b. Wages

Because of the lack of comprehensive data, wage developments in
Malaysia are difficult to judge. The Annual Survey of Industrial
Trends, conducted by the Central Bank, estimates that the increase in
wages for unskilled labor was 8.3 percent in 1984, virtually unchanged
from 1983. However, wage increases in new contracts that were nego-
tiated in collective bargaining during 1984 averaged 15.1 percent over a

three-year period, compared with 18.8 percent in contracts negotiated in
1983.

The outstanding features of the recent developments in wages, as
revealed by the Occupational Wages Survey conducted by the Ministry of
Labor, are the large increases in wages in the manufacturing sector and
stagnant wages in the agricultural sector. Wages in the manufacturing
sector as much as doubled between 1980 and 1983, while wages in the
plantation sector remained virtually unchanged (Table 6). The decline
in wages in the plantation sector is largely responsible for the short-
age of labor in that sector. Available information suggests that the
sharp increase in wages in the manufacturing sector, particularly in the



Table 5. Malaysia: Employment and the Labor Force, 1931-24

Percent Percent Contribution
Year—to—Year Share in to Growth
Percentage chanse Emplovment of Emplovment
1981 1932 1983 1984 1984 1982 1983 1984
Emplovment
Agriculture, forestry,
and fishing 1.0 0.3 -0.1 0.8 36.3 3.7 -1.4 9.3
Mining and quarrying ~-6.,8 -8.8 -4.9 -1.1 1.2 -4.9 -2.4 -0.4
Manufacturing 3.9 1.3 4,8 5.8 15.4 7.6 26.6 29.6
Construction 10.5 6.4 .8 5.5 6.8 14,2 14.9 11.4
Electricity, gas, and
water 3.9 3.9 3.6 2.5 0.6 1.5 1.4 1.2
Wholesale, retail trade,
hotels, and restaurants 4.2 4.5 5.8 5.2 13.3 21.0 26.4 22.1
Finance, insurance,
business services,
and real estate 6.7 5.2 5.9 4.7 1.4 3.0 3.3 2.5
Transport, storage,
and communications 10.8 5.0 2.9 2.8 4.7 8.2 4,7 4.1
Covernment services 9.3 H.6 3.7 3.0 16.0 37 .4 20.9 15.4
Other services 3.5 5.5 3.7 3.7 4.3 8.3 8.5 5.1
Total emplovment 4.1 2.6 2.8 3.1 100.0 100,0 100.0 100.0
Labor force 1/ 3.7 2.6 3.4 3.6 ces ces . cen

(As a percent of labor force)

tinemployment 5.5 5.5 f.l 6.6 N .o

Source: Data provided by the Malavsian authorities.

1/ Estimates.
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Selected Employment, 1980-83

(In ringgit per month)

Percent Increase

1980 1983 1980 to 1983
Rubber tapper 259 279 7.7
0il palm harvester 344 332 -3.5
Laborer
Unionized worker
Chemical products industry 352 507 44,0
Motor vehicle parts industry 261 573 119.5
Nonunionized worker
Rice milling industry 240 375 56.3
Electronics industry 241 458 90.0
Production Operator
Unionized worker
Chemical products industry 419 755 80.2
Motor vehicle parts industry 312 451 44,6
Nonunionized worker
Electronics industry 228 321 40.8

Source: Data provided by the Malaysian authorities.



electronic industry, was supported by a rapid rise in productivity, and
there are few indications of a substantial erosion in competitiveness.

C. Prices

Inflation was modest in 19843 the average increase in the consumer
price index remained below 4 percent as in the previous year. The
tavorable price performance was primarily a result of a further decline
in import prices (by 2 percent) in 1984. Among major commodity groups,
food prices rose by 3.7 percent in 1984, due partly to the higher price
of cooking oil that was caused by higher palm oil prices. For the
nonfood categories, ''gross rent, fuel and power," and "transport and
communications’ recorded large increases. This was due partly to the
withdrawal of government subsidies for kerosene and diesel fuel in
January 19843 the price of kerosene was raised by 31 percent, and that
of diesel, by 22 percent (Table 7 and Appendix Table 27).

The Government continues to monitor the prices of 17 types of
essential goods, including 8 food items. The only significant changes
in monitored prices were the increases 1in diesel and kerosene noted
above. Apart from these, minor reductions in the price of condensed
milk and sugar took place during 1984,

3. Energy

Malaysia's total energy consumption in 1984 increased by 6.6 per-
cent, a rate that is roughly comparable to the average of the preceding
three years. As a consequence, the growth of energy consumption during
the 1980-84 period slightly exceeded the growth of real GDP, the elas-
ticity being 1.04.

0il supplies cover about 80 percent of Malaysia's energy needs, but
there have been efforts to diversify energy sources, which have resulted
in a decline of the share of o0il in energy supply from 94 percent 1in
1980 to 82 percent in 1984. Natural gas and coal have increased in
importance over recent years. Domestic natural gas consumption in-
creased with the completion of the Duyong Gas Project. The second stage
of this project will pipe natural gas to the south and west coasts of
Malaysia. The use of coal increased by over 60 percent, as most cement
companies completed the conversion from fuel oil to coal, and some
companies expanded their capacity of coal-based facilities. Hydro-
electricity generation also recorded a large increase in 1984, due to
the commissioning of two new hydroelectric power stations and the
abundance of rain. (Table 8).

Although Malaysia can easily meet its demand for petroleum from its
own resources, about two thirds of its domestic consumption of petroleum
products are met by imports, and much of its own production of crude is
exported (Appendix Table 26). Because of its lizht, low sulphur
quality, Malaysian crude commands a higher price in the international

AN
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Table 7. Malaysia: Consumer Price Developments, 1981-84

(Year-to-year percentage change)

Food Nonfood

Total Items Items

Weight (100.0) (36.2) (63.8)
1981 9.7 11.4 8.7
1982 5.8 8.3 4.4
1983 3.7 0.9 5.5
I 4.3 1.9 5.8
II 3.8 0.6 5.8
III 3.3 -0.7 5.9
v 3.4 2.0 4,2
1984 3.9 3.7 4.0
I 5.0 6.1 4.4
II 4,2 4.0 4.3
III 4.0 4,1 3.8
IV 2.5 0.6 3.6

Source: Bank Negara Malaysia, Monthly Statistical Supplement.




Table 8.

Malavsia:
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Domestic Demand for and
Sources of Energy, 1980-84 1/

1880 1981 1982 1983 1984
(In barrels per dav; oil equivalent)

0il 162,498 171,684 183,087 188,237 185,205

Hvdro 7,783 8,909 7,657 9,359 17,400

Natural gas 1,865 2000 2,620 8,121 14,028

Coal 1,064 1,981 1,871 4,983 8,070

Total demand 173,210 184,574 195,235 210,700 224,703

(In percent)

0il 93.8 93.9 93.8 89.3 82.%

Hydro 4.5 4.8 3.9 4.4 7.7

Natural gas 1.1 1.1 1.3 3.9 h.2

Coal 0.6 1.1 1.0 2.4 3.6

Total demand 100.0 100.0 1nn.n 100.0 100.,0
Source: Data provided by the Malaysian authorities.

1/ Energy demand does not include noncommercial energy (i.e., firewood,
rubberwood, and other biomass), as reliable estimates of the use of such
energy are not yet available.
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market, whereas the large use of fuel oil in electricity generation
favors the use of cheaper heavy crude oil and heavier products in
domestic consumption. Despite its current status as a net exporter of

oil, Malaysia is expected to become a net importer as early as the turn
of the century, if domestic consumption increases at the current pace.
Efforts to restrain energy consumption have been stepped-up recently
with the measure to terminate subsidlies on diesel and kerosene.

III. Financial Policies and Developments

1. Public filnance

a. Structure of the public sector

The public sector in Malaysia as currently defined consists of the
Federal Government, 13 State GCovernments, & local governments (city,
municipal, and town councils) and 36 nonfinancial public enter-
prises. 1/ The general government sector (consisting of the Federal,
State, and local governments) is dominated by the Federal Government.
The latter provides grants and lcans which are a major source of finance
for many of the State and local governments. In 1984, 2/ the Federal
Government accounted for over 35 percent of the consolidated revenues
and expenditure of the general government sector, and by far the largest
part of the sector's deficit. The role of State Government is limited
because of constraints imposed under the Federal Constitution. Their
revenue sources, cother than statutory and other transfers from the
Federal Government, consist mostly of taxes and royalties from the
exploitation of natural resources (timber, petroleum and tin).

Total revenue and grants of the general government sector have
remained steady at around 33 percent of GNP during 1980-84. Total
expenditure, on the other hand grew strongly to reach over 50 percent of
GNP in 1981 and 1982, but fell sharply in the two subsequent years
consequent on a contraction in Federal Government expenditures. The
overall deficit of the general government sector rose to some l7 percent
of GNP in 1981 and 1982, but fell back sharply to 11 percent in 1983 and
to 8 percent in 1984 and 1985 (Appendix Table 28). The overall deficit
cf the State Governments rose from near balance in 1980 to almost
2 percent of GNP in 1984, and is estimated to rise further to 2.5 per-
cent in 1985, due mainly to marked growth in development expenditure
(Appendix Table 29).

1/ For a detailed list of public sector institutions see Government
Finance Statistics Yearbook, Volume VIII, 1984, International Monetary

Fund, Washington, D.C., p. 510.
2/ The fiscal year is the calendar year.
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Information on the social security system-~consisting of the Social
Security Organization (SOCSO)-- 1/ is not adequate to permit a consol-
idation with the Federal Government account for the entire period under
discussion. However, the available data indicate that SOCSO is growing
in terms of coverage (over 2.6 million employees registered in 1984) and
resources; contributions and investment income exceeded M$153 million in
1984 (Appendix Table 30). In 1984, the Social Security Act was extended
to a wider range of wage earners and cash benefits were raised. As a
result, expenditure increased by M$3 million to M$39 million. The Social
Security Act provides for funds not immediately required for expenses to
be invested in securities. Consequently, investments in government
securities increased by MS$S129 million (22 percent), bringing holdings of
government securities by SOCSO at the end of 1984 to M$71l million.

b. Federal Government g/

(1) Trends in 1980-83

Between 1980 and 1982, the overall budget deficit rose sharply
from M$3.3 billion (6.6 percent of GNP) to M$10.1 billion (17.3 percent
of GNP), due to a rapid growth in both operating and development expen-—
diture including net lending. In mid-1982, the authorities reassessed
fiscal policy. Following this reassessment, substantial fiscal adjust-
ment was undertaken during 1983, reflecting in particular a compre-
hensive review of expenditure policy, and the overall deficit declined
to M$6.9 billion, or 10.7 percent of GNP (Table 9 and Chart 2). Roughly
one-half of the deficits were financed from external borrowing, which
grew from M$0.3 billion (0.6 percent of GNP) to M$4.6 billion (7.1 per-
cent of GNP) in 1983. Recourse to domestic borrowing increased from
M$3.3 billion in 1980 to M$5.8 billion in 1982, but fell to M$2.2 bil-
lion in 1983. Financing from the nonbank sector rose sharply from
M$1.3 billion 1in 1980 to M$4.2 billion in 1982, due almost wholly to
purchases of government securities by the Employees' Provident Fund
(EPF) and Petronas. As foreign and nonbank borrowing exceeded financing
requirements in 1983, the Government built up substantial deposits; this
is reflected in a decline of M$0.2 billion financing from the banking
system. In contrast, recourse to bank financing was M$2,0 billion in
1980 and averaged around M$l.4 billion annually during 1981-82.

1/ SOCSO functions basically as a workman's contributory insurance
scheme. The Employees' Provident Fund (EPF), in which the majority of
the employed Malaysians participate, holds individual accounts on which
interest is paid and is therefore classified as a financial institution.

2/ For a summary description of budget formulation, execution and
funding procedures see Malaysia--Recent Economic Developments
(SM/84/140, 6/22/84) pp. 25-26.



Table 9. Malaysia: Summary of Federal Govermment Operations, 1980-85

Est. Latest
Act. Budget Est.
1980 1981 1982 1983 1984 1985 1985

(In millions of ringgit)

Total revenue and grants 13,836 15,703 16,563 18,502 20,300 21,769 22,310
Tax revenue 12,460 13,002 13,069 15,815 17,017 19,042 18,678
0f which: Petroleum tax 1/ 2,433 3,219 3,426 3,475 4,194 4,182 3,818
Nontax revenue - 1,372 2,695 3,482 2,679 3,277 2,718 3,623
0f which: etroleum revenue 2/ 345 1,367 1,875 991 1,553 576 1,481
Foreign grants o 4 6 12 8 6 9 9
Total expenditure and net lending 17,132 24,298 26,675 25,379 25,738 27,053 27,853
Operating expenditure 10,128 13,600 15,828 16,063 17,720 20,448 20,448
Development expenditure 5,280 8,864 7,079 5,791 3,847 4,361 4,361
Net lending 2,034 2,241 4,064 3,580 3,721 2,244 3,044
Adjustment for accounts payable =310 ~407 ~296 =55 450 -— -
werall deficit -3,296 -8,595 -10,112 -6,877 -=5,438 -=5,284 -5,543
Financing 3,296 8,595 10,112 6,877 5,438 5,284 5,543 ;
External (net) 310 3,419 4,893 4,569 2,958 ces oo
Project loans 334 303 409 497 712 . voe
Market loans =24 2,606 4,213 3,271 2,350 e .o
Other - 510 271 801 -104 oo cen
Domestic (net) 3,296 4,665 5,799 2,190 2,830 e .
Banking system 2,035 1,168 1,671 -156 1,056 coe oo
Central Bank 2,015 =300 855 881 1,002 .o e
Commercial banks 20 1,468 816 -1,037 54 ooe .o
Nonbanks 1,261 3,497 4,128 2,346 1,774 o .o
Employees' Provident Fund 1,132 1,733 2,154 1,947 2,320 ces ces
Petronas - 1,772 1,900 =177 -1,749 ces e
Other 129 -8 74 576 1,203 o ves
Discrepancy 3/ =310 511 ~580 118 -350 cen ‘e

(As percent of GNP)

Total revenue and grants 27.7 28.9 28.3 28.8 28.4 28.5 29.2
Of which: Nonpetroleum revenue 22.1 20.5 19,2 21.8 20.3 22.3 22.3
Tax revenue 24.9 23.9 22.3 24,6 23.8 30.0 24.5

Total expenditure and net lending 34,2 44,7 45,6 39.5 35.9 35.4 36.5
Operating expenditure 20,2 25.0 27.0 25,0 24,7 26.8 26,8
Development expenditure 10.5 16.3 12,1 9.0 5.4 5.7 5.7
Net lending 4,1 4,1 6.9 5.6 5.2 2.9 4.0

Overall deficit 6.6 15,8 17.3 10.7 7.5 6.9 7.3
External financing 0.6 6.3 8.4 7.1 4,1 .o e
Domestic financing 6.6 8.6 9.9 3.4 4.0 . oo

Sources: Data provided by the Malaysian authorities.
1/ Taxes on petroleum production, consisting of taxes on income and profits and export taxes.
7/ Royalties and dividends from Petronas.

3/ Includes float and timing differences in recording between the Treasury and the Central
Bank as well as unallocable sources.
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The marked increase in the federal government deficit between 1980
and 1982 reflected growth in total expenditures of 56 percent and in
revenue of 20 percent. Development expenditure and net lending in-
creased by 52 percent to M$L1.l billion in 1982, reflecting the
Government's efforts to accelerate implementation of 1ts development
program in the final year of the Third Malaysia Plan (TMP) (1980) and
the first year of the Fourth Malaysian Plan (FMP)(1981). 1/ This
expansionary expenditure policy was initiated at a time of sharply
rising petroleum prices, and provided a countercyclical stimulus to the
economy as external demand weakened. The realization that the world
recession was lasting longer than expected led to a reduction in direct
development spending in 1982, although this decline was offset by a
sharp rise in net lending. Operating expenditures increased by almost
60 percent to M$15.8 billion between 1980 and 1982, due both to a sharp
growth in wages and salaries and in outlays on other goods and services
as a result of the acceleration in the development effort. Operating
expenditures were also affected by the very rapid growth in interest
payments resulting from the growth in public debt and a rise in interest
rates, and from the steady growth in subsidies and transfers.

The growth in total revenues from M$13.8 billion in 1980 to
M$18.5 billion in 1983 was due primarily to the increase in revenues
derived from the production and export of petroleum. Oil revenues
comprising income tax, export taxes (imposed for the first time in 1980
at 25 percent), royalties, and dividends, grew rapidly up to 1982 on
account of the sharp rise in world prices of petroleum at the beginning
of the decade. Such receipts rose from 5.6 percent of GNP in 1980 to
9.1 percent in 1982, but declined to 6.9 percent in 1983 due to a sharp
fall in dividends from Petronas. In contrast, non-oil revenues declined
as a share of GNP between 1980 and 1982, mainly because of a decline in
revenue from export duties. The recovery of non-oil revenues in 1983
(to 22 percent of GNP) was due partly to a substantial tax package that
included a doubling of the sales tax rate, and increases in other taxes
on goods and services.

(2) Revenue

The structure of revenue underwent major changes over the
period 1980-83 (Appendix Table 31). The single most important factor in
this change was o1l revenues, which grew from 20 percent of total
revenue in 1980 to 32 percent in 1982, but fell to 24 percent in 1983,
The largest growth cccurred in 1981 (from 20 to 29 percent of total
revenue) due to the M$l billion of dividends received from Petronas and
a virtual doubling of export duty receipts. By the same token, the
decline in o0il revenues in 1983 was due to a fall in dividends from
Petronas to MS$S0.5 billion (from the MSL.5 billion in the previous

1/ For details see '"Malaysia: Recent Economic Developments"
(SM/83/144, 6/27/83), p. 24.
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year), in spite of a slight increase in export duties and virtually
constant receipts from income taxes and petroleum royalties.

The growth of oil taxes also had a considerable impact on the
composition of tax revenues over the period. The share of revenue
derived from taxes on income and profits increased from about 42 percent
to 46 percent, aided by increases in tax revenues from oil-producing
companies. Individual and non-oil corporate income taxes declined in
relative terms as their base was eroded by exemptions, allowances, and
incentives that were granted in support of growth and equity objec-
tives. Taxes on international trade declined continuously during this
period-—-from 37 percent of tax revenue in 1980 to 28 percent in 1983,
Although import duties maintained their share (at about 17 percent) of
tax revenue, they fell as a proportion of imports, reflecting an erosion
of the tax base due to a wide variety of exemptions (see below). Export
duties, on the other hand, fell sharply from 21 percent to 12 percent of
tax revenue between 1980 and 1983, due both to a fall in dutiable export
values and a reduction in export duty rates, particularly on rubber and
tiny if export duties on petroleum are excluded, the decline 1is even
sharper. Taxes on goods and services increased from an average of
18 percent in 1980-81 to 20 percent in 1982 and 23 percent in 1983; this
was due partly to a doubling of sales tax rates in the latter year.
Selective excises on goods and services also increased their ratio
slightly, principally on account of increased tax collections on motor
vehicles, tobacco and alcoholic beverages, and petroleum products.

Estimates of tax buoyancies over the period 1975-84 indicate that
overall tax revenues had a buoyancy of 1.11l, due largely to the effect
of corporate oil receipts and the domestic sales tax (Table 10). The
buoyancy of individual income and import taxes also exceeded unity
during 1975-84. More recently, these trends have become even stronger.
Thus, corporate oil receipts had a buoyancy of 2.38, and domestic sales
taxes 2.00 in the period 1979-84. Sales taxes on imports also had a
high buoyancy as did individual income taxes. Buoyancy estimates with
respect to proxy tax bases indicate, however, that taxes on interna-
tional trade (in particular export duties) were not particularly
buoyant. The buoyancy of export duties to exports was only 0.15,
reflecting discretionary tax reductions in the face of falling export
prices. The buovancy of customs duties to imports was 0.87, reflecting
widespread exemptions for government imports, and imports of raw
materials and capital goods to which lower duty rates apply (see
Annex A--Tax Summary).

(3) Expenditure

The structure of expenditure also changed, as the share of
current expenditures declined from 59 percent of total expenditures in
1980 to 55 percent in 1981, due to a sharp boost to development outlays,
but increased steadily thereafter to 59 percent in 1982 and to




Table 10, Malaysia:
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Estimates of Tax Buoyancies, 1975-84

With respect to:

GNP Imports Exports
1975-79 1979-84 1975-84 1979-84 1979-84
Tax revenues 1.05 1.20 l1.11 cee cee
Income and profits tax 0.93 1,59 1.21 ere coe
Individual (1.42) (1.16) (1.31) T eee e
Corporate non-oil (0.54) (1.39) (0.90) cee ere
Corporate oil (1.42) (2.38) (1.82) ces e
Domestic consumption 0.92 1.19 1.03 e . e
Sales tax—-domestic (1.10) (2.00) (1.48) ces oes
Excises and others (0.89) (0.99) (0.93) ces .
Import taxes 0.91 1.21 1.04 0.92 ces
Sales tax--imports (0.90) (1.57) (1.18) (1.19) .o
Customs duties and
surtax (0.92) (1.15) (1.02) (0.87) coe
Export duties 1.73 0.14 1.00 oo 0.15
Petroleum ces (2.51) 1/ ces ces (3.01) 1/

Source: Staff estimates.

1/ For period 1980-84.
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63 percent in 1983 (Appendix Table 32). Development expenditures, which
grew strongly in 198l and reached 46 percent of total expenditures in
that year, declined sharply to 42 percent in 1982 and 37 percent in
1983. 1In the latter year, direct development expenditure accounted for
only 23 percent of total expenditure the balance of total expenditure
being accounted for by net lending which increased slightly during that
year.

The composition of operating expenditures shifted as interest
payments, particularly the foreign component, grew strongly from l5 per-
cent of operating expenditure in 1980 to 17 percent in 1982, and to
21 percent in 1983. The percentage of wages and salaries, on the other
hand, declined from 42 percent of operating expenditure in 1980 to
40 percent in 1983. The relative decline reflects in part the absence
of any general wage and salary increase since 1980. The relative impor-
tance of outlays on goods and services declined in each of the following
years after reaching 17 percent of operating expenditure in 1981, and
was assoclated with the shift to an environment of budgetary strin-
gency. Subsidies and transfers, which accounted for some 27 percent of
expenditures in 1980 and 1981, increased in relative terms in the
following year, but declined sharply in 1983. The rise in interest
payments on government debt during 1980-83 was mainly at the cost of
expenditures on social and economic services, which fell by 6 percentage
points to 57 percent of total government expenditure (Appendix Table 33),

(4) The 1984 budget outturn

The budget for 1984, presented in October 1983, aimed at
consolidating and strengthening the Government's financial position by
aligning expenditures more closely to available resources in light of
the continuing balance of payments constraint. The budget, which aimed
at curbing the growth in expenditures, especially development outlays,
also contained a revenue package to boost nonpetroleum receipts. The
overall deficit was initially budgeted at M$7.4 billion, equivalent to
10.4 percent of estimated GNP, at the time the budget was framed. This
deficit was based on revenues of M$19.4 billion, 1/ reflecting a growth
of 8 percent over 1983 preliminary actuals, notwithstanding a proiected
8 percent decline in petroleum receipts. Expenditures (inclusive of net
lending) were budgeted to increase by some M$2.2 billion, reflecting a
9 percent growth, compared to an annual average of some 25 percent
during 1980-82; however they represented virtually no growth compared
with the estimates of 1983 and the actual outturn of 1982,

The budget estimates were subsequently revised to reflect an
additional receipt of M$530 million in dividends to be collected from

1/ TIncluding a package of tax measures amounting to a net M$242 mil-
lion, on an annual basis.




Petronas; an expenditure reduction of about M$400 million in petroleum
subsidies following increases in domestic prices in January 1984; and a
downward revision of some M$430 million in external interest payments.
However, these changes were more than offset by the appropriation of an
additional M$1.2 billion for development projects, including telecommu-
nications and road projects which for contractual and other considera-
tions had to be restored, and by the provision of M$855 million for
project payments postponed in 1983, Accordingly, the revised overall
deficit 1/ was estimated at M$7.9 billion (equivalent to 1l percent of
GNP) and was projected to be higher than that initially budgeted by
M$450 million.

The estimated cutturn for 1984 was much better than both the
original and revised budget estimates, with a decline in the overall
deficit of M$1.5 billion from the 1983 outturn. The overall deficit was
reduced to M$§5.4 billion, ¢r 7.5 percent of GNP, compared to a deficit
of M$6.9 billion or 10.7 percent of GNP in 1983. The improvement was
due wholly to a M$1.8 billion increase in revenue offset in part by a
M$300 million increase in expenditure. Revenue increased by some
10 percent {slightly below the growth in GNP at current prices), and tax
revenue rose by 1l percent principally on account of increased collec-
tions from petroleum producing companies. Taxes from international
trade also rose, both on account of imports and exports (petroleum and
palm 0il). Taxes on goods and services increased marginally by 5 per-
cent; in contrast, nontax revenue rose by M$600 million due entirely to
increased dividends paid by Petronas, and petroleum rovalties.

The increase in expenditure was almost wholly due to an increase in
operating expenditure (M$l.7 billion, or 10 percent) caused by a sharp
rise in lnterest payments and a somewhat smaller increase in wages and
salaries. Interest charges increased by 26 percent, reflecting prima-
rily the growing size of the public debt since 1980, and, to a lesser
extent, a rise in interest rates in international financial markets.

The 10 percent increase in wages and salaries was to meet normal annual
wage increments as employment in the Federal Government increased by

3 percent over the year. Reflecting the tight control on development
expenditure and new commitments, Federal Government development outlays
(inclusive of net lending) declined by 19 percent due to lower direct
development expenditure. In contrast, net lending to State Governments
and nonfinancial public enterprises rose by &4 percent. As a result, the
share of direct expenditure in total development expenditure declined to
51 percent from 62 percent in 1983, while that of net lending rose to

49 percent from 38 percent a year earlier. The decline in the share of
expenditure on economic services relative to total federal government
expenditure continued in 1984, affecting all major economic cate-
gories. Retrenchment of outlays on general administration and defense,

1/ As of April 1984.
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which had started in 1982, continued in 1984. However, unlike in pre-
vious years, expenditures on social service, particularly education,
rose faster than total expenditure in 1984.

The reduction in the overall deficit necessitated a lower level of
financing than in 1983. Net external borrowing declined sharply by
M$1.6 billion to M$3.0 billion. As a matter of policy, recourse to
project loans was stepped up during the year, while there was some
prepayment of market loans raised in previous years. Nonbank financing
fell (by M$500 million) for the second successive year due to a reduc-
tion in the holding of government securities (of M$1.5 billion) by
Petronas. This mainly reflected a transfer of government securities to
Bank Bumiputra in exchange for foreign property loans and equity shares,
accounting for most of the recourse to the banking system, which rose by
M$1.l billion, compared with a net repayment of M$0.2 billion in 1983.

(5) The budget for 1985

The budget for 1985, which was presented by the Minister of
Finance to Parliament in October 1984, contained a package of fiscal
measures aimed at further strengthening the finances of the public
sector, promoting private sector growth and improving the balance of
payments. The overall deficit initially budgeted for 1985 was
M$5.3 billion, equivalent to 7 percent of GNP, This deficit was based
on revenues of M$21.8 billion, reflecting a growth of 7.2 percent over
the estimated actuals of 1984 and yielding a buoyancy of l.1 in relation
to nominal GNP. The forecast included new revenue measures amounting to
a net M$40 million on an annual basis. The revenue package included a
share transfer tax on land-based companies (M$150 million); increases in
import duties on cars, tires and plywood (M$80 million); increases in
road transport fees (M$150 million); and increased excise duty on cars
(M$12 million), offset in part by a reduction in personal income tax
rates and an increase in child relief (M$327 million) and a reducticon in
estate duty rates (M$23 million). Expenditure was budgeted at
M$27.1 billion, 5 percent more than the estimated outturn for 1984,
Operating expenditure was estimated at M$20.4 billion (an increase of
15 percent over 1984), reflecting principally increases in interest
payments (M$l.l billion), and subsidies and other transfers (M$500 mil-
lion). In contrast to the budgetary outturn in 1984, direct development
outlays were budgeted to increase by M$500 million, while net lending
was cut back by some M$1.5 billion. The latest budget estimates
anticlpate significant reductions in cutlays on defense and transport
and telecommunications in 1985,

The latest revenue estimates have taken into consideration a
further softening in petroleum production and exports. Income tax from
petroleum producing companies, export duties on petroleum, and petroleum
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royalties are expected to decline by M$390 million. 1/ This decline has
been more than offset by an anticipated dividend from Petronas of

M$930 million, so that total revenue 1s expected to be M$22.3 billion,
or 10 percent over 1984 revenue collections and about the same rate of
lncrease as in the previous year. With the inclusion of a sum of

M$800 million for housing loans, total expenditure and net lending 1is
expected to be M$27.8 billion. The resulting overall deficit of

M85.5 billion is thus expected to increase marginally in absolute terms
when compared to the overall deficit in 1984, but decline slightly as a
share of GNP from 7.5 percent to 7.3 percent in 1985.

(6) Federal Government debt

Total Federal Government debt outstanding at end~December 1980
was M$23.1 billion (Table l1). By end-1983, it had more than doubled to
M$50.6 billion, reflecting the marked deterioration in Federal
Government finances, with the increase almost equally divided between
foreign and domestic sources. By 1984, the level had reached
M$56.8 billion. Although the net increase 1in total debt was relatively
small in 1984 (M$6.2 billion), the annual increase between 1980 and 1983
was more than M$9 billion. The outstanding debt in relation to GNP,
which was 46 percent in 1980, increased rapidly in 1981 and 1982, but
slowed considerably in 1984 with the improved budgetary situation,
nonetheless reaching about 80 percent of GNP in that year.

Foreign debt quadrupled between 1980 and 1984, reaching 36 percent
of total debt outstanding. The strongest growth occurred in 1982 when
the Federal Government borrowed M$4.9 biilion abroad. Most of this
growth was 1in market loans which increased as a share of total external
loans from 45 percent in 1980 to 70 percent by 1984, Amortization of
foreign debt had been low at M$0.2 billion annually in 1980 and 1981,
but increased to M$0.5 billion 1n the two subsequent years; and to
M$1l.l billion in 1984. The larger part of repayments must still be made
when grace periods of earlier borrowing expire, although in 1984 pre-
payment of maturities due later in the decade have been undertaken to
smooth out years of heavy amortization. While domestic debt increased
in 1984 in absolute terms by a larger amount, its share in the total
declined. This reflected both the constraints imposed by the statutory
limitation on the outstanding stock of domestic debt (M$3 billion for
Treasury bills and MS40 billion for government securities), and the
Covernment's policy of not crowding out the private sector from access
to domestic sources of finance. The stock of domestic debt grew from
M$18.3 billion in 1980 to M$36.1 billion in 1984. By far the larger

1/ It is likely that export duty collections (principally rubber) and
taxes on goods and services may have to be revised further. On
April 17, 1985, in order to reduce the incidence of export duty on
rubber growers, a higher threshold price and a reduced export duty
structure was announced.



Table 11. Malaysia: Outstanding Federal Government Debt, 1980-84 1/

1980 1981 1982 1983 1984
(In billions of ringgit)

Domestic debt 18.3 22,4 28.5 32.9 36.1
Government securities 2/ 16.8 20.6 26.2 30.1 33.3
Treasury bills 1.5 1.8 2.3 2.8 2.8

Foreign debt 3/ 4,9 8.3 13.2 17.7 20.7
Project loans 2.7 3.5 4.2 5.4 6.1
Market loans 2.2 4.8 9.0 12.3 14.6

Total debt 23.1 30.7 41.6 50.6 56.8

(As percent of GNP)

Domestic debt 36.6 41,2 48.6 51.2 50.4
Govermment securities 33.6 37.9 44,7 46.9 46,5
Treasury bills 3.0 3.3 3.9 4.3 3.9

Foreign debt 9.7 15.2 22.5 27.6 28.9
Project loans 5.3 6.4 7.1 8.5 8.5
Market loans 4.4 8.8 15.4 19.1 20.4

Total debt 46,3 56.4 71.1 78.8 79.3

Amortization of foreign debt
(in billions of ringgit) 0.2 0.2 0.5 0.5 1.1

Source: Data provided by the Malaysian authorities.

1/ End of period.

2
3

/ Excludes use of Fund credit.

/ Includes Investment Certificates of MS$0.2 billion.




part of the growth occurred in government securities which constitute
the bulk of outstanding debt and have a much higher statutory limit on
the amounts outstanding; these grew from M$16.8 billion in 1980 to
M$33.3 billion in 1984, The largest share of government securities 1is
held by the EPF, which accounted for about 46 percent of domestic debt
in 1984. Treasury bills are held mostly by commercial banks.

In order to contain debt servicing charges on government debt and
to provide governmert lending at preferential rates to priority acti-
vities, interest rates on government securities have been kept rela-
tively stable in recent years, despite rising yields on other financial
assets. The discount rate on three-month Treasury bills fell by about
1l percentage point to 5.1 percent in .984, following a rise of similar
magnitude in the previous year. The coupon rates on long-term govern-
ment bonds remained broadly unchanged within a range of 6.5-8.6 percent
for maturities of 3 years and 21 years, respectively. Since interest
rates on other financial assets rose during the same period, the
differential between yields on government securities and those assets
became more pronounced.

o Nonfinancial public enterprises

Traditionally, nonfinancial public enterprises (NPE's) had been
defined to comprise ten entities whose activities broadly encompass
ports, railways, electricity, and telecommunications (see Annex B for a
list of agencies). 1/ Although the surpluses of these agencies remalned
sizable, they were also funded by loans and grants from the Federal and
State Governments and project financing from international development
agencies. During the Third Malaysia Plan period, the current surpluses
of these agencies, largely reflecting surpluses of Petronas, financed
some 40 percent of their total development expenditure. The development
expenditure of these entities amounted to less than 20 percent of the
total development expenditure incurred by Federal and State Governments
in the Third Plan.

In recent years, however, due to the increasing involvement of the
public sector in national economic activities, there has been a rapid
growth in the number of publicly-owned or controlled enterprises engaged
in typically private sector activities. As their level and range of
activity expanded in recent years, so has the extent of their financial
requirements for new investment. Most of these agencies, like the
traditional NPE's, depend on the Federal Government for grants, equity,

1/ In addition to these ten entities, four local governments were
included in a list of 14 public authorities, which, together with the
Federal Government and 13 State Governments comprised the limited public
sector--see Malaysia--Recent Economic Developments (SM/84/140, 6/22/84),
Appendix Table 25.



or loans, including domestic and external loans guaranteed by the
Government.

Given the significant impact that NPE's have on domestic consump-
tion and investment, as well as on the balance of payments, the
Government has, since 1983, taken steps to review the expenditure of the
NPE's within the framework of public sector budgetary planning. In
initiating steps toward more effective control, the authorities estab-
lished an Interagency Committee in 1984 to lay down guidelines on the
definition of public agencies and to monitor the activities of these
agencies within the framework of national economic planning. Accord-
ingly. the Committee has now extended the coverage of NPE's from the
rraditional 10 NPE's and the 13 "Off-Budget Agencies' to include a
further 13 NPE's for immediate monitoring and reporting purposes (Annex
B). This group of NPE's meet the criteria of: (1) 51 percent govern-
ment ownership and control; and (2) annual revenue in excess of M55 mil-
lion. The concept has not, however, been extended to include a number
of agencies which have been acquired by public holding companies in the
course of pursuing NEP objectives to restructure asset ownership.

The overall deficit of the 36 NPE's which was M$3.1 billion
(6.1 percent of GNP) in 1980 declined to MS1.9 billion (3.5 percent of
GNP) in 1981, but more than doubled to M$4.2 billion (7.2 percent of
GNP) in 1982 (Appendix Table 34). 1/ The overall deficits remained high
both in 1983 and 1984 standing at M$3.6 billion and M$4.6 billion,
respectively. These deficits have been met almost wholly through loan
financing, with two fifths coming from foreign sources, particularly in
the period 1982-84. The operating surpluses of these enterprises, which
totaled M$0.5 billion in 1980, increased steadily to M$2.2 billion
(4.1 percent of GNP) in 1981 and to M$2.3 billion (4.0 percent of GNP)
in 1982. In 1983, however, they increased strongly to M$5.1 billion
(7.9 percent of GNP) with M$4.3 billion contributed by Petronas. In the
five-year period 1930-84, four fifths of the operating surpluses came
from Petronas, while the balance was generated mainly by two other
enterprises—-—the National Electricity Board and Telecommunications
Department. Development expenditure of the enterprises has increased
every year and tripled during the period--from M$3.5 billion in 1980 to
M$10.6 billion (14.8 percent of GNP) in 1984. In the latter years,
development expenditure of the public enterprise sector was almost three
times the level of direct development expenditure of the Federal
Government.

1/ These statistics, however, are only indicative of broad trends and
need turther refinement. .




2. Money and credit

a. Structure of the financtal sector

The financial sector of Malaysia comprises a wide range of bank and
nonbank financial institutions. The banking system, consisting of the
Central Bank, 39 commercial banks (23 domestic and l6 foreign), 41 fi-
nance companies, 12 merchant banks, and 5 discount houses, is at the
heart of the sector. At the end of 1984 the banking system accounted for
72 percent of the sectors total assets of M$146 billion. In addition to
the banking system, there are nonbank financial intermediaries, of which
the largest 1s the EPF, with total assets of nearly M$2l billion at the
end of 1984. Other large intermediaries include the National Savings
Bank, the development finance institutions, and life insurance funds.

The banking system is supervised by Bank Negara Malaysia (BNM), the
Central Bank, which issues currency, acts as banker and advisor to the
Government, and conducts monetary and credit policy. In recent years,
BNM has operated its monetary policy mainly by affecting the volume of
bank reserves and by 1lntervening in the money market, primarily through
lead banks. This policy has been implemented mainly through open market
operations in government securities, rediscounting of commercial bills
and bankers' acceptances, recycling of government deposits, foreign
exchange swap transactions and, most recently, changes in statutory

' reserve requirements of commercial banks and merchant banks,

The acrivities of commercial banks are controled by a variety of
instruments. Important among these is the statutory reserve requirement
which requires banks to keep 4 percent of designated liabilities in the
form of noninterest-bearing balances with the Central Bank 1/. In
addition, the banks are also required to invest 20 percent of their
designated liabilities in liquid assets, of which one half should be in
the form of primary liquid assets. For this purpose, primary liquid
assets comprise cash, balances with the Central Bank, net money at call
with discount houses, Treasury bills and government bonds with remaining
maturities of one year or less. Moreover, the ratio of capital to total
assets (for domestic banks) and of net working funds to total assets
(for foreign banks), both net of fixed and long-term investment, should
not be below &4 percent and 6 percent, respectively. The loan portfolio
of commercial banks 1s subject to lending guidelines designed to channel
credit to priority sectors, generally at below market interest rates.
Also, loans to a single customer cannot exceed 30 percent of a bank's
capital.

Salient features of the finance companies are that they are not
permitted to accept deposits of less than three months' maturity and

‘ 1/ Five percent before April 15, 1985.



they cannot grant unsecured loans. The reserve requirements are less
stringent than those for commercial banks. They are set at 2.5 percent
of designated liabilities for statutory reserves and at 10 percent for
total and 5 percent for primary liquid assets. The capital adequacy
ratio is defined in terms of risk assets which cannot exceed 15 times
the shareholders' funds. Finance companies are also subject to lending
guldelines similar to commercial banks.

The merchant banks provide corporate financial services such as
underwriting, loan syndication, and portfolio management, undertake
related lending, and operate in the money market. At least 30 percent
of total income of merchant banks should be from fee-based activities.
They are permitted to accept corporate deposits of not less than
M$1 million per deposit, as well as deposits of not less than M$250,000
per deposit from financial institutions. They are also allowed to
accept foreign currency deposits from nonresidents, equivalent to at
least M$250,000 each. They are subject to a statutory reserve require-
ment of 2.5 percent 1/ of designated liabilities and a minimum total
liquid asset ratio of 10 percent.

The discount houses are allowed to accept deposits, including those
of less than one-month maturity, from other banking institutions as well
as from corporations. They are required to invest at least 85 percent
of their resources in Treasury bills and other government securities
with remaining maturities of not more than three years; the balance can
be invested in bankers' acceptances (BAs) and negotiable certificates of
deposit (NCDs).

Malaysia has an active money market. The largest component of the
money market is the interbank market representing transactions among
commercial banks and merchant banks. Most of these transactions are in
the form of interbank deposits and loans (overnight and seven-day call
money, and fixed deposits of one to twelve month maturities). Finance
companies are not permitted to participate in interbank transactions
except for placement of fixed deposits. The discount houses participate
in the market by accepting call money and investing in BAs and NCDs, and
Treasury bills. Intermediation in the interbank market is subject to
limits. The foreign banks are not allowed to fund more than 20 percent
of their lending operations from the interbank market. Recently, their
interbank borrowing has been limited to their capital base and the same
limit has been applied to merchant banks.

Interest rates on interbank borrowing and lending are essentially
determined by market conditions. Interventions by BNM have usually been
aimed at stabilizing interest rates. The discount rates on various
instruments are generally set in line with the prevailing money market
rates; Bank Negara does not announce a discount rate.

1/ Before April 15, 1985, 1.5 percent.




b. Monetary and cradit developments and policies

(1) Main trends

In the 1970s, a large portion of the demand for money was
satisfied through the generation of balance of payments surpluses.
Despite accommodative monetary policies, domestic credit expansion was
moderate, mainly because relatively small financing requirements of the
Government were largely met from nonbank sources. In the 1980s, these
trends reversed. During the four-year period ended in 1984 the supply
of money from domestic sources generally exceeded the demand for
money. The resulting increase in pressures on overall demand contri-
buted to a weakening of the balance of payments. Major stimuli to
domestic credit expansion included expansionary Federal Government
budgets (1980-82) and strong private sector credit demand (1983-84) 1/

In the 1970s and early 1980s, the growth in nominal money supply
was malnly assoclated with increases in reserve money, and during the
past two years, with rises in the money multiplier. The growth in
reserve money stemmed primarily from increases in the foreign assets of
Bank Negara alcthough in more recent years domestic sources became a
prominent factor. Among these, financing of government deficits and
accommodation of banks, particularly through open market operations in
government securities, and recycling of government deposits played an
important role. In recent vears, Bank Negara has also placed greater
reliance on foreign exchange swap facilities to influence bank liqui-
dity, partly because their self-liquidating nature ensures that accommo-
dation 1s only temporary. The rise in the multiplier in the last two
years was largely associated with a shift in the composition of money
toward interest-bearing guasi-monetary deposits. This shift reflected a
change in the liquidity preference of the nonbank public induced by
abating inflation, rising nominal interest rates on deposits, and
intensified deposit mobilization efforts, in particular by nonmonetary
financial institutions. During 1983-84, the rate of inflation declined
by more than 3 percentage points 2/, and nominal interest rates on one-
year fixed deposits rose by more than 2 percentage points. During the
same period, deposits of nonbank financial institutions increased by
68 percent, more than twice as fast as those of commercial banks.

In the past, the general level of interest rates was kept low
relative to international rates, due partly to the policy of supplying
loans to priority sectors and special groups at low cost. From 1978,
the commercial banks have been allowed to set their own deposit and

1/ The greater part of the large budget deficits, parcicularly in
1981 and 1982, was tinanced by foreign borrowing and increased resort to
domestic nonbank resources and, to this extent, had little direct
consequences for the expansion of domestic credit.

2/ End of period.



lending rates. Since then, interest rates have increased in response to
domestic money market forces. For lnstance, interest rates on one-year
deposits of commercial banks rose from 6.5 percent in 1978 to nearly

11 percent in the recent past. At the same time, average lending rates
of commercial banks increased from 9.3 percent to almost 13 percent. In
recent years, as a result of the increase in the general level of
nominal interest rates and a concurrent decline in the rate of infla-
tion, real interest rates approached those prevailing in international
financial markets.

Until recently, short-term interest rates in the domestic interbank
market were below prevailing international rates (Chart 3). A substan-
tial differential between domestic and international interest rates in
favor of domestic borrowing existed until mid-1982. With the subsequent
decline in international rates and the rise in domestic interbank rates,
the differential narrowed and turned in favor of borrowing from abroad
in the last quarter of 1984. The Central Bank has been providing swap
facilities to commercial banks with a premium on the ringgit to offset
the impact of the interest rate differential on capital flows. The
forward premium on the ringgit fell in line with the narrowing of the
interest rate differential and has turned into a discount from mid-1984.

(2) Overview of monetary policies in 1984

In 1984, the Central Bank pursued a relatively accommodative
monetary policy during the first half of the year. It reverted to a
stance of moderate restraint at mid-year, largely in response to a more
rapid than expected credit expansion by the banking system. It shifted
back to a more relaxed stance during the last two months of the year and
in early 1985, partly because of signs of a weakening in economic
activity. In the conduct of monetary policy, the focus of monetary
management turned away from narrow money (Ml) towards broader concepts
of money (M2 and M3) and corresponding credit aggregates which were
found to have assumed greater significance in terms of a stable and
predictable relationship with underlying economic activity. As in the
previous year, a factor which reduced the flexibility of the Central
Bank in the conduct of monetary policy during 1984 was a continued large
overhang of undrawn loan commitments and new commitments of commercial
banks, finance companies, and merchant banks to the property development
and real estate sector. 1/

1/ Undrawn loan commitments of the commercial banks to the property
sector remained unchanged at M$3.9 billion in 1984, but rose by
M$0.5 billion to M$1.3 billion in regard to finance companies.
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Against this background, the Central Bank concentrated its monetary
operations during 1984 on stabilizing money market conditions by provi-
ding liquidity as and when necessary to relieve undue pressures on
interest rates and to enable financial institutions to meet their credit
commitments at reasonable cost. During the year, it injected M$3.9 bil-
lion of new funds (M$2.4 billion in 1983) into the interbank market,
mainly through purchases of government securities and bankers' accep-
tances, foreign exchange swaps and recycling of government deposits to
commercial banks. In April 1985, BNM reduced the statutory reserve
requirement of the commercial banks by | percentage point to 4 percent
with a view to easing the liquidity conditions in the banking system.
This measure was estimated to augment bank liquidity by about M$0.4 bil-
lion. At the same time, it raised the statutory reserve requirement of
merchant banks by 1 percentage point to 2.5 percent in order to reduce
the unequal impact of differential reserve requirements on the cost of
funds of financial institutions and foster competition among them.

In early 1984, the Central Bank introduced new guidelines for
lending of commercial banks and finance companies to priority sectors.
With a view to strengthening the safety and soundness of banking
institutions, the Central Bank set the maximum limit for loans to any
customer of commercial banks, finance companies, and merchant banks at
30 percent of capital funds and, for the same group of institutions,
issued gulidelines on the suspension of interest on nonperforming
loans. The Central Bank also continued to exercise moral suasion to
prevent undue exposure of these institutions to loans to the real estate
sector.

Interest rate policy during 1984 aimed at effective mobilization
of domestic savings, consistent with the need of promoting private
investment. In general, the authorities allowed the level of interest
rates to rise 1n accordance with prevailing market trends. The policy
focused on maintaining gzenerally stable short-term rates and keeping
them better aligned with interest rates abroad to prevent undue capital
movements.

'(3) Recent developments in monetary aggrezates

A conspicuous feature of monetary developments in 1983 and
1984 has been a sharp deceleration in the growth of narrow money and a
rapid expansion of liquid liabilities in nenbank financial institu-
tions. In 1983, the stock of narrow money grew bv 3 per cent, compared
with about 13 percent in each of the previous two years, and in 1984 it
fell by 1 percent (Table 12 and Appendix Tables 35 and 36). During the
same period, the stock of liquid liabilities of nonbank financial
ilnstitutions rose by more than 30 percent per annum (Aprendix




Table 12. Malaysia:

Banking Survey, 1981-84 l/

1981 1982 1983 1984
Dec. Dec. Dec. Dec.
(Percentage change)

Domestic credit 30.9 20.8 20.3 20.2

Govermment {(net) 114.2 44,4 ~1.1 13.8

Private sector 24.6 17.7 23.7 21.0

Total liquidity (M3) 13.6 16.8 14.5 15.1

Currency 7.2 12.3 5.2 -0.8

Demand deposits 18.2 4.1 10.4 -0.4

Liquid liabilities 2/ 13.9 18.2 17.0 20.7

Memorandum items:

Monetary survey 3/

Domestic credit 34.9 21.0 16.5 18.0

Private sector 4/ 22.8 16.4 21.7 18.0

Broad money (M2) 16.9 16.3 9.5 11.5

Narrow money (Ml) 12.5 13.3 7.9 -0.1

Quasi money 19.4 17.9 10.3 17.2

Net foreign assets

Domestic credit
Government
Private sector

Total liquidity (M3)
Currency
Demand deposits
Liquid liabilities 2/

(Changes as percent of the stock of

total liquidity)

-4.7 -0.2 -1.2 -1.4
26.3 20.4 20.6 21.6
6. 5.0 -0.2 1.7
19.5 15.4 20.8 19.9
13.6 16.8 14.5 15.1
1.0 1.6 0.7 0.1
2.7 2.2 1.6 -0.1
9.8 12.9 12.2 15.2

Source:

Appendix Tables 35 and 36.

1/ Consolidation of the accounts of monetary authorities, commercial banks,
finance companies, merchant banks, and discount houses,
2/ 1Includes time and savings deposits and negotiable certificates of

desbsit.

}j Consolidation of monetary authorities and commercial banks' accounts.
ﬁ/ Excludes claims on other financial institutions,
5/ 1Includes adjustment for write—off of MS1 billion of foreign assets.
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Table 37). Although exceptional factors 1/ contributed to the decline
1n narrow money in these two years, these~deve10pments were perceived by
the Malaysian authorities to be indicative of significant changes in the
liquidity preference of the public in response to movements in interest
rates and changes in banking and payment practices. In view of this,
the focus of monetary management shifted from the concept of narrow
money to the broader monetary aggregates M2 and M3 which were considered
to have a more stable relationship with economic activity.

Historically, the stock of broad money (M2) grew significantly
faster than domestic income and so did the stock of total liquidity
(M3). As a result, the respective velocities of circulation of money
followed a declining trend. This trend came to a halt for the velocity
of M2 in 1983, but continued for the velocity of M3 in 1984 (Chart 4).
A decline in the rate of inflation and a gradually rising level of
nominal interest rates contributed to a pronounced shift in the demand
for money from currency and demand deposits toward quasi-monetary
deposits. During 1983-84, the demand for quasi-monetary deposits was
satisfied to a larger extent than in previous periods by nonmonetary
financial institutions, partly because of their higher interest rates
(Chart 5). The modal margin of interest rates on three-month fixed
deposits offered by these institutions over those of commercial banks
rose 1n the course of 1984 to a range of 0.75-1.00 percentage point from
0.50 percentage point during most of 1983. It went temporarily as high
as 1.25 percentage points for six-month deposits and 3.25 percentage
points for three-month deposits in October 1984. In addition, the
nonmonetary financial institutions became more aggressive in their
efforts to mobilize deposits. They supported these efforts by a rapid
expansion of their branch network.

During 1983-84, the rate of growth in the stock of M2 dropped by
6 percentage points to an average annual rate of 10.5 percent
(Table 13). In contrast, growth of M3, averaging 15 percent, was only
slightly below the average annual growth rates of the preceding two
years. Unlike in previous years, when growth in broad money aggregates
was mainly associated with changes in the stock of reserve money, during
1983-84, M2 and M3 grew mainly on account of increases in the respective
money multipliers. These rose on average by 6 percent for M2 and nearly
10 percent for M3, compared with growth of reserve money averaging
4 percent during the two-year period (Chart 6). The increase 1in the
money multiplier was in turn associated largely with declines in the
currency/deposit ratio. A decline in the reserves/deposit ratio

1/ An important factor was a currency changeover. For a more
detailed explanation of this see p. 43.



Table 13. Malaysia: Money Velocity and Money Multipliers, 1981-84

1981 1982 1983 1984
Money velocity 1/
M1 4.86 4,62 4.70 .24
M2 1.67 1.55 1.55 1.55
M3 1/ 1,44 1.32 1.27 1.23
Money multiplier 2/ ;
M1 1.53 1.49 1.53 1.47
M2 4,46 4,45 L.65 4.98
M3 2/ 5.20 5.21 5.69 6.29
(Percentace contribution to change in the
stock of total liquiditv (M3))
Total liquidity (M3) 13.6 16.8 14.5
Reserve monev 9.7 16.6 4.7
Money multiplier (M3) 4.0 0.2 9.3 10,4
(Percentage contribution to change in the
monev multiplier (13))
Currency/deposit ratio 4.6 3.0 5.9 11.2
Reserves/deposit ratio -0.5 -2.8 2.8 0
Memorandum items:
Interest rate on one-vear time deposits 11.0 10.0 9.0 10.8
Rate of inflation (end of period) 3.8 5.2 3.1 1.7

Source: Staff calculations based on Appendix Tables 35, 36, 38 and 41, and data
provided by the Malaysian authorities,

1/ GNP/monevy.
2/ Money/Reserve money.
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contributed about 30 percent to the increase in the multiplier of M3 in
1983, but was a negligible factor in 1984. 1/

(4) Reserve money management

As indicated earlier, during the 1970s and early 1980s,
increases in reserve money were the dominant factor contributing to
growth in broad money aggregates. During this period the increases in
reserve money, reflecting both sharp expansions in currency outside
banks and reserves, were largely associated with increases in the
foreign assets of the monetary authorities {(in the 1970s) or with
increases in the domestic component of the monetary base (early
1980s). During 1983-84, the growth of reserve money slowed sharply, and
increases in the money multiplier became a major factor contributing to
monetary growth. More specifically, after averaging nearly 17 percent
per annum during 1970-82, the growth in reserve money slowed markedly to
a range of 4-5 percent during 1983-84 (Table 14 and Appendix
Table 38). This slowdown mainly reflected a weakening demand for
currency by the nonbank public and was largely associated with a sharply
reduced expansion of the domestic component of the monetary base. The
weakening in the demand for currency, reflecting the increased oppor-
tunity cost of such holdings, and perhaps changes in payment practices
as well, was reinforced by a concurrent changeover to currency notes
with new designs. The nonbank public took less in new notes against old
ones, keeping the balance in time or savings deposits to earn inter-
est. A larger than usual buildup of government deposits at the Central
Bank resulting from higher government revenue collections and a slowdown
in government outlays may also have contributed to withdrawal of cash
from the economy. The reduced expansion of the domestic component of
the monetary base was mainly assoclated with a contraction in the
Central Bank's lending to commercial banks and other financial
institutions 2/, which largely offset the expansionary influence on
reserve money emanating from the growth of the Central Bank's net claims
on government.

The slow annual growth in reserve money during 1983-84 masks
sizable fluctuations in the course of each year. These fluctuations
were highlighted in 1984 by a marked expansion of reserve money in the
second quarter, followed by a contraction of similar size in the third
quarter. The expansion in the second quarter was mainly associated with
the Central Bank's intervention to ease the increasingly tight liquidity
situation of commercial banks through purchases of government secur-
ities, recycling of government deposits, and other lending reflected

1/ Since statutory reserve requirements remained unchanged during
this period, the movements in the reserve/deposit ratio reflected
largely changes in the demand for excess reserves of the financial
institutions.

2/ Indicated by the reduction in the Central Bank's net other assets.



Table 14, Malaysia: Factors Affecting Changes in
Reserve Monev, 1982-85

1982 1983 1984 1984 1985
Annual Nl Q2 Q3 Q4 0l
(Changes in billions of MS) 1/
Reserve money 1.2 0.4 0.4 0.1 0.4 ~0.4 0.2 0.4
Of which:
Currency outside
banks 0.6 0.3 -0.1 0.2 -0.4 0.1 0.2
Reserves 2/ 0.5 0.2 0.5 0.1 0.1 N.1 0.2 0
(Statutory
reserves) (0.3)  (0.3)  (0.4) 3/(0.1)  (0.1) 0.1)  (0.1) 3/(.0d)
Factors:
Net foreign assets 4/ -0.6 0 0.1 0.3 -0.2 n.8 -0.6 -0.6
Net domestic assets 1.8 Q.4 0.3 -0.2 0.6 -1.2 0.8 1.0
Claims on .
Govermment 1.3 l.5 1.3 -0.5 0.7 0.8 0.3 0.3
Less: Government
deposits
(increase -) -0.3 =0.5 -0.5 0.9 =0.5 -1.5 0.6 1.1
Claims on private
sector 0 0.3 0 0 0.2 -0.1 =-0.1 ces
Less: VNet other
assets 0.8 ~-0.9 -0.5 -0.6 0.2 -0.% 0 e
Memorandum item:
Foreign exchange swaps =0.3 -0.9 0.6 0.1 0 0.1 0.4 eee
(Percentage change)
Reserve money 16.6 4,7 4.3 1.4 4,1 -3.8 2.6 4.0
(Seasonally adjusted) cee cee ces (0.9) (6.0) (=0.4) (0.8) (3.7)

Source: Appendix Table .., and data provided by the Malaysian authorities.

1/ Data do not always add up to totals due to rounding.
/
/

N
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finance companies and merchant banks with the Central Bank.
3/ Includes only statutory reserves of commercial banks.
4/ Includes foreign assets acquired through swaps.

Includes currency holdings and deposits of commercial bhanks, and demand deposits of



in the increase of the Central Bank's claims on the private sector and
net other assets. The contraction of reserve money in the third quarter
was largely due to tax payments and lower government disbursements as a
result of continued fiscal restraint. In spite of a sharp fall of net
foreign assets in the fourth quarter, reserve money rose moderately
because of compensating operations of the Central Bank to stabilize
strained money market conditions. In October, speculation against the
ringgit early in the month led to a sharp decline in commercial bank
deposits and a severe shortage of ringgit funds in the interbank
market. The loans-deposit ratio of the commercial banks reached more
than 99 percent at the end of October, while the liquidity ratio dropped
by nearly 3 percentage points to 24 percent. To alleviate the tight
liguidity situation, the Central Bank purchased a net amount of

M$1 billion of government securities and sold more ringgit under swap
arrangements with branches of foreign banks. The latter was done,
unlike in previcus years, at a discount on the forward ringgit, as
interest rates in the domestic interbank market rose above those in
international markets. With a view to further alleviating the tight
liquidity situation, the Central Bank recycled MS$1.3 billion of
government deposits back to local banks in the last two months of the
year.

During the first quarter of 1985, reserve money rose significantly
by M$0.4 billion, or an annual rate of 14 percent on a seasonally
ad justed basis, despite a further decline in net foreign assets by
M$0.6 billion. The increase was mainly associated with a substantial
decline in government deposits at the Central Bank {(by MS$1 billion).

(5) Interest rate developments

Since 1978, the commercial banks have been allowed to set
their own deposit and lending rates. However, interest rates on loans
to priority sectors are determined by the Central Bank, and those
charged on loans to the Government are prescribed by law. Since
November 1983, all lending rates of the commercial banks are pegged to a
bank's base lending rate (BLR) 1/. The BLR is determined by a bank's
cost of funds, after providing for the cost of statutory reserves,
liquid asset requirements, and overhead costs. Lending margins above
the BLR are fixed for each borrower depending upon credit standing and
other relevant factors, Therefore, the interest rate charged to each
borrower moves automatically with movements in the BLR.

After having fallen in 1983, the general level of nominal interest
rates rose in 1984, more so in real than in nominal terms, due to a
further abatement in the rate of inflation. The rise in nominal
interest rates was largely the result of strong credit demand and tight
money market conditions which were only partly alleviated by Central

1/ The finance companies adopted the BLR system in October 1984,
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3ank intervention. Interest rates on deposits increased steadily
throughout 1984 before tapering off somewhat in the early months of
1985. The increase was more pronounced in regard to lnterest rates on
savings deposits and fixed deposits with original maturities between one
and six months than for longer-term deposits. For instance, commercial
banks raised their rates on savings deposits by l.5 percentage points to
7.5 percent and on short-term fixed deposits by 1.8-2.0 percentage
points to 10.0-10.5 percent (Table 15 and Appendix Table 39). Longer-
term fixed deposit rates were raised by 1.8 percent to 10.5-10.8 per-
cent. Average lending rates were also adjusted upwards by 1.2 percent-
age points to 12.8 percent, but somewhat less than deposit rates. As a
result, the bank's gross interest rate margin, which had widened in
1983, narrowed in 1984. Somewhat larger adjustments were made by other
financial institutions, in particular finance companies.

Conditions in the interbank money market tightened in the course of
the year, with growth in lending activities outpacing deposit growth in
financial institutions. After declining moderately during the first
four months, interbank rates rose gradually in the remainder of the
second quarter and in the third. The interbank market came under
sarticular strain in October when exchange speculation drained large
funds from the market, resulting in a surge of short-term rates, between
5-10 percentage points, for a short period during the month. Following
massive liquidity injection by the Central Bank, the market acquiesced
quickly, and in the last two months of the year, short-term rates
returned to a range of 9-10 percent, the level prevailing during the
third quarter.

There was little trading in BAs and yields remained broadly
unchanged for 1984 as a whole. In contrast, active trading continued
for NCDs, with the total amount outstanding rising by M$1 billion to
M$4.3 billion and yields increasing by 1-2 percentage points.

After having been generally in favor of domestic borrowing in
recent years, the uncovered differential between domestic interbank
rates and corresponding foreign money market rates turned in favor of
borrowing from abroad during the last quarter in 1984 and the first two
months in 1985. However, because of a discount on forward ringgit
implicit in the swap margin the cost of borrowing through swaps was kept
above that in the domestic interbank market, by less than 1 percent in
October and November, and 1-3 percentage points in the following three
months.

(6) Commercial banks

With loans growing faster than deposits, the liquidity
position of commercial banks was generally tight during 1984, requiring
liquidity injections by the Central Bank to local banks and greater
resort to liquidity abroad by branches of foreign banks, particularly in
the last quarter of the year. The average weekly liquidity ratio fell
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from 24.4 percent in 1983 to 23.7 percent in the first quarter,

22.8 percent in the second, and 22.7 percent in the third (Appendix
Table 40). Excluding exceptional acquisitions of government securities
by one large bank, 1/ the liquidity ratio in the third quarter would
have been less than 22 percent. After adjustment, the liquidity ratio
fell further by about 2 percentage points to 20 percent in the fourth

quarter of 1984,

Commercial banks' lending to the private sector, including private
businesses and individuals and public entarprises but excluding other
financial institutions, rose by M$6.6 billion, or 19 percent in 1984,
compared with an expansion of M$6.2 billion, or 21 percent in 1983
(Appendix Table 41). As in the previous year, the more rapid expansion
of lending was not matched by the growth of private sector deposits
which rose by M$4.5 billion or l4 percent, due in part to continued
strong competition from nonbank intermediaries. However, compared with
1983 when deposits grew by only M$1.3 billion, deposit growth was
substantially faster in 1984. The composition of private sector
deposits shifted in favor of fixed deposits with original maturities of
one, three, and fifteen months. The share of demand deposits in total
private sector deposits fell from 23 percent in 1983 to 20 percent,
while the share of one-and-three-month fixed deposits rose from 25 per-
cent to 33 percent and that of fifteen-months deposits increased from
12 to 16 percent. The shift to fixed deposits in the short maturities
was due to expectations of an increase in interest rates and relatively
high returns on such deposits, whereas the switch to 15 month deposits
was a result of the tax exemption incentive on interest received and the
negotiability of interest rates on such deposits.

The major portion of the increase in commercial bank lending in
1984 continued to be to the real estate and construction sectors
(32 percent), followed by financing, insurance and business services
(17 percent), and individual housing (l4 percent). The combined share
of the traditional sectors (agriculture, industry, and commerce) in new
lending was 23 percent, compared with 38 percent in 1983 (Appendix
Table 42). Except for agriculture, lending to all other traditional
sectors was significantly below that in 1983. In particular, loans to
the mining sector fell by M$0.l1 billion in 1984, due to a reduction in
credit extended to the petroleum and gas industries. Loans for manufac-
turing rose by only M$0.5 billion, or 7 percent, in 1984, compared with
M$1.2 billion or 20 percent in the previous year, partly reflecting a
slackening in investment activity. However, the slowdown

1/ In September 1984, Bank Bumiputra Malaysia Berhad (BBMB) sold
M$1,255 million of foreign property loans to Petronas in exchange for
Malaysian government securities and cash. In addition, BBMB received
M$300 million government securities from Petronas as contribution to its
capital and M$729 million in cash and government securities in compensa-
tion for its shares in a local bank.




1n lending to the traditional sectors may have also been attributable to
crowding—out by the continued large lending to the real estate sector.

In compliance with the lending puidelines, commercial banks' lend-
ing to the Bumiputra community at the end of 1984 amounted to nearly 32
percent of the total outstanding loans at the end of 1983, and substan-
tially exceeded the minimum requirement target of 20 percent set for
that date (Appendix Table 43). Bumiputra borrowing for real estate,
construction, and housing accounted for the largest share ot total new
credit (44 percent), followed by borrowing for financial and business
services (17 percent). The agricultural sector absorbed less than
! percent of new credit, and manufacturing accounted for 9 percent.
Under the Special Loan Scheme commercial banks are required to lend
5 percent of total loans outstanding at the end ot 1980 to small-scale
enterprises by the end of 1985, of which 2.5 percent is earmarked for
the Bumiputra community. Compliance with these targets at the end of
1984 was 3.3 percent for total credit and 1.l percent for credit to
Bumiputra enterprises. Housing Loan Commitment targets were exceeded by
14 percent at the end of 1984 for total allocations, but for Bumiputra
allocations there was a shortfall of 2 percent.

(7) Other financial institutions

The nonmonetary financial institutions, including finance
companies, merchant banks and discount houses, continued to expand
rapldly during 1983-84, Their liquid liabilities rose on averagze by
nearly 32 percent per year, and growth of their combined lending te the
private sector averaged 29 percent (Appendix Table 44). As with
commercial banks, the growth of liquid liabilities was concentrated in
short-term fixed deposits, due mainly to the relatively hizh raturns
otfered on these deposits and expectations of rising interest rates. In
1984, the bulk of new credit was extended to the real estate sector
(31 percent of total new credit), followed by consumption credit
(17 percent). Agriculture accounted for only 6 percent and manufac-
turing tor 8 percent. of new lending.

Finance companies were the most dynamic element in the expansion of
the nonbank financial institutions., In 1984, their liquid liabilities
rose by 35 percent, due partly to higher interest rates offered on fixed
and savings deposits relative to commercial banks., and partly to
continued rapid expansion of the branch network. The finance companies
opened 28 new branch offices in 1984 bringing their total zo 303, about
45 percent of the commercial banks' branch offices.

With the increase in their resources, the finance companies were
able to expand their lending activities significantly, with a consid-
erable shift toward term and bridging loans for construction, real
estate and property development purposes. Theilr total claims on the
private sector rose by M$2.6 billion or 35 percent. Of this increase,
M$L billion, or 40 percent, was in loans to the bullding and
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construction industry, including housing loans to individuals. In
addition, at the end of 1984, M$l1.4 billion, or 65 percent of the
finance companies' undrawn loan commitments was intended for the
financing of this broad sector.

Credit extended to the Bumiputra community constituted 31 percent
of new lending, and loans outstanding reached M$2.6 billion at the end
of 1984, representing 34.5 percent of total loans outstanding at the end
of 1983, This was well above the prescribed minimum target of 20 per-
cent. Credit extended to small-scale enterprises at the end of 1984 was
broadly in line with the minimum target of 25 percent of total loans
outstanding at the end of 1983.

The activities of the merchant banks slowed down in 1984, after
vigorous growth in 1983. Constrained by generally tight liquidity
conditions and rising interest rates, both fee-based and fund-based
activities lost momentum during the year. Growth in fee-income fell to
13 percent in 1984, from 27 percent in 1983. As in previous years, the
fee income was derived mainly from syndication and management of corpo-
rate loans, corporate advisory services, underwriting and portfolio
management, and from commissions. Total fund-based resources of mer-
chant banks rose by 32 percent in 1983 (Appendix Table 45). In line
with the slow growth in resources, the lending operations of the mer-
chant banks slackened in 1984. The growth in credit to the private
sector decelerated to 15 percent, from 44 percent in 1983. As in recent
years, a substantial part of the new credit (40 percent) was extended to
the construction, real estate and property development sectors. Loans
to agriculture and manufacturing fell by 16 percent and 29 percent,
respectively,

Deposits of discount houses rose by 24 percent to M$2.0 billion in
1984 (Appendix Table 46). This increase was largely absorbed by
investment in government securities and, to a lesser extent, by claims
on the private sector, including BAs and NCDs, which expanded more
rapidly than in previous years.

IV. External Developments

1. Overall balance of payments developments

During 1981-82, Malaysia's balance of payments experienced a rapid
deterioration, reflecting a sharp expansion in public sector expenditure
and the severe internaticnal recession. The current account deficit
widened from US$0.3 billion (about 1 percent of GNP) in 1980 to
US$3.6 billion (more than 14 percent of GNP) in 1982 (Table 16 and
Chart 7). As the bulk of the deficit was financed by foreign borrowing,
external debt more than doubled to USS$12.2 billion (48 percent of GNP),
and debt service payments increased to US$1.5 billion (10 percent of
gross current account receipts). However, the balance of payments began




Table 16. Malavsia: Balance of Pavments, 1980-34

(In millions of 1I.S. dollars)

1980 1981 1/ 1982 1/ 1983 1984
Trade account 2,406 =105 =753 495 2,A687
Exports (f.o.b.) 12,868 11,675 11,964 13,722 16,104
Imports (f.o.b.) 10,462 11,780 12,719 13,227 13,477
Service Account (net) -2,670 -2,305 -2,816 -3,702 -4 ,340
0f which:
Freight and insurance -818 -571 -922 =934 -972
Travel =406 =292 =332 =474 =519
Investment income 2/ -836 -797  -1,147  =1,597 -2,051
Transfers, net =21 -34 =33 =22 )
Current account =285 =2,445 =-3,AN] -3,231 -1,7n0
Long—Fe?m capital (net) 1,017 2,539 3,473 3,894 2,992
Official (net) 83 1,310 2,214 2,689 2,094
Federal Covernment (142) (1,263) (2,030) (1,897) (1,315)
Other 3/ (59) (47) (184) (792) 778)
Private (net) 934 1,229 1,259 1,205 898
Short—term capital (net) 431 42 140 123 —4h8
Domestic financial sector 575 279 -238 208 323
Other -144 =237 373 -85 -R29]
SDR allocation 35 32 - - -
Frrors and omissions =776 -662 =419 -827 =755
Overall halance 424 -495 =407 =40 -1
Monetary movements =424 495 407 40 1
Change in gross reserves (increase =) =420 274 35h -19 nS
Change in liabilities -4 221 51 59 -A7
¥et use of Fund credit (~=) (221 (53) (58) (=729
Memorandum item:
Current account/GNP ratio (In percent) -1.2 =104 ~-14.4 -11.7 -5.2
Exchanygze rate (MS$/USS)
Periond average 2.1769 2.3041 2.3354 2.3213 2.34%%
End of period 2,2024 2,2423 2,3213 2.3383 2.4250

Source: Data provided bv the Malavsian authorities.

1/ Five LNG tankers acquired bv the Malavsian National Shipping Companv during 1981-82
at a cost of about USSRN0 million are not included in trade and capital account dara.
However, the debt incurred in the purchase of these tankers is included in external debht
statistics,

2/ 1Includes interest pavments for foreign debt.

3/ Includes commercial credits guaranteed by the Government.
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improving in 1983, as fiscal adjustment was intensified and external
demand recovered during the second half of the year from the prolonged
recession. Exports rebounded from setbacks in the previous two years
and the growth in imports levelled off. Although the net deficit on the
service account increased sharply, the current account deficit declined
to US$3.2 billion (12 percent of GNP) in 1983. With medium- and long-
term capital inflows continuing to finance the current account deficit,
external debt rose to US$16.6 biliion (61 percent of GNP), and debt
service payments, to USS$S1.8 billion (1l percent of gross current account
receipts) in 1983.

In 1984, the external payments position improved further, as fiscal
ad justment was sustained and the recovery in external demand gained
momentum. The current account deficit narrowed to US$1.8 billion (about
6 percent of GNP). Exports grew robustly, aided by a step-up in 0il/LNG
production, buoyant manufacturing exports, and favorable price develop-
ments for palm oil. The growth of imports continued to slow, reflecting
restraint in public sector expenditure and a weakening in import
prices. However, the resulting significant increase in the trade
surplus was more than offset by a further widening in the service
account deficit, due mainly to higher interest payments and higher
contract and professional charges. Reversing a rapidly rising trend of
previous years, the net inflow of long-term capital declined to
US$3 billion in 1984, as a result of a slowdown in public sector
investment, With the short-term capital account and the net errors and
omissions registering a sizable deficit, the overall payments position
remained in near balance; gross official reserves declined slightly to
US$4 billion at the end of 1984. Total external debt rose at a slower
pace to US$17.8 billion, remaining equivalent to 60 percent of GNP,

Debt service payments, however, increased sharply to US$2.5 billion
(13 percent of gross current account receipts) in 1984, partly reflec-
ting a substantial increase in amortization.

2. Merchandise trade

The strengthening of the trade account, which began in 1983,
continued 'in 1984, with the surplus widening to US$2.7 billion from
US$0.5 billion in 1983. This was attributable primarily to a further
expansion in export volume and a slower growth of import volume
(Table 17). These volume developments are estimated to have accounted
for about 70 percent of the increase in the trade surplus in 1984, A
further gain in the terms of trade also contributed importantly to the
widening of the trade surplus.

a. Exgorts

Following a poor performance during 1981-82 as a result of the
severe international recession, exports recovered strongly in 1983, as
external demand strengthened during the course of the year and produc-—
tion in the oil/gas sector increased. Exports grew further by
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CHART 7
MALAYSIA
BALANCE OF PAYMENTS, 1978-84

(In billions of U.S. dollars)
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Table 17, Malavsia: Factors Affecting Developments in
the Balance of Trade, 1981-84

(Changes from previous vear in billions of U.S. dollars)

1981 1932 1983 1985
Changes in trade balance -2.5 -0.h 1.2 2,2
Contribution to changes in
balance due to:

Changes in volume 1/ -2.1 - 0.6 1.5
Exports (-1.5) (1.1) (1. 2.2)
Imports (-0.6) (=1.1) (-0.9) (=0.7)

Changes in the
terms of trade 2/ ~N.4 -0.% A 0.7

Changes in import prices 3/ 0.1 - -- --

Sources: Data provided by the Malavsian authorities and staff calculations.

l/ The change in the trade balance that would have occurred had export and
import volumes changed as thev did, with prices remaining unchanged at the
previous vear's levels.

g/ The change in the trade balance that would have occurred had the terms
of trade changed as they did, with volumes remaining unchanged at the previous
vear's levels.

3/ The change in the trade bhalance that would have occurred had import
pf?ces changed as they did, with volumes and the terms of trade remaining
unchanged at the previous vear's levels,

Note: In addition to the three identified components, the change in the
trade balance also includes the contribution of second- and third-order
ef fects resulting from the interaction between volume, price, and terms of
trade changes. Their net contribution was never greater than USS0O.,1 billion
in absolute terms,
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18 percent to US$16.2 billion in 1984, reflecting a continued expansion
in manufacturing exports and a further step-up in oil/gas production. A
sharp rise in palm oil prices also contributed importantly to the
favorable export performance. However, exports of major traditional
primary products (rubber, tin, saw logs, and sawn timber) generally
stagnated, partly because of excess supply in international markets and
a shift in demand to cheaper sources. As in 1983, much of export growth
was accounted for by a substantial increase in export volume (16 per-
cent). Export prices continued to rise sluggishly (less than 2 per-
cent), as a result of a further weakening in oil prices and a decline in
rubber and tin prices. Reflecting the stagnation in exports of tradi-
tional primary commodities, manufactures and crude o0il/LNG have become
increasingly predominant in Malaysia's exports, accounting for about

60 percent of total exports in 1984.

Exports of natural rubber remalned unchanged at US$1l.6 billion in
1984, following a rebound in 1983, as prices weakened sharply during the
second half of the year (Table 18). The export unit value fell by about
20 percent during June-December, after remaining at about US$1,070 per
ton during the first five months of 1984, although the average unit
value declined by less than 3 percent for the year as a whole. The
weakening in prices reflected an increased rubber supply from Indonesia
and heavy forward sales of rubber in anticipation of a strengthening of
the U.S. dollar. Export volume increased only marginally, partly in
response to the adverse price developments and stagnant production.

Export earnings from tin declined by 35 percent to less than
US$0.5 billion, following a temporary recovery in 1983. The decline was
principally due to a fall in export volume, as a result of weak world
demand caused by a large commercial tin surplus (about 68,000 tons) and
increased supply from non-ITC (International Tin Council) member
countries. The application of more stringent export control by the ITC
was another factor contributing to the decline; in an effort to counter
weak demand, Malaysia's export quota was reduced to 9,123 tons per
quarter in July 1983. The export unit value fell further for the fourth
consecutive year, reflecting the continued soft market conditions.

Total export earnings from saw logs and sawn timber declined by
about 13 percent to USS1.5 billion, following a 9 percent fall in
1983. Despite a substantial increase in prices, exports of saw lags
decreased by 10 percent to USS1l.l1 billion, as export volume fell by
20 percent. The large fall in export volume reflected stagnation in
production due to adverse weather conditions in early 1984 and a shift
in external demand to cheaper saw logs from Papua New Guinea and the
Solomon Islands. The poor volume performance was also attributable to a
number of recent measures aimed at encouraging the expansion of the
timber-based industries; these included a selected ban on saw log




Table 18, Malaysia:
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(In millions of U.S. dollars)

Exports, 1980-84 1/

1980 1981 1982 1983 1984
Rubber 2,121 1,611 1,137 1,578 1,565
Volume ('000 tons) (1,526)  (1,492)  (1,378)  (1,563)  (1,588)
Unit value (USS/ton) (1,390) (1,086) (825) (1,010) (985)
Tin 2/ 1,151 928 635 740 479
Volume ('000 tons) (69,5) (66.4) (48.6) (57.1) (38.3)
Unit value (USS$/kg.) (16.6) (14.0) (13.1) (13.0) (12.5)
saw logs 1,212 1,083 1,447 1,198 1,080
Volume ('000 cu. m.)  (15,156)  (15,923)  (19,298)  (18,726)  (15,000)
Unit value (USS/cu. m) (80) (68) (75) (64) (72)
Sawn timber 584 457 471 550 450
Volume ('000 cu. m.) (3,245)  (2,908)  (3,116)  (3,438)  (2,710)
Unit value (USS$/cu. m.) (180) (157) (151) (160) (166)
Palm oil 1,222 1,256 1,186 1,298 1,932
Volume ('000 tons) (2,258) (2,507) (2,817) (2,949) (3,000)
Unit value (USS/ton) (541) (501) (421) (440) (644)
Petroleum 3,082 3,004 3,295 3,391 3,728
Volume ('000 tons) (11,227) (10,143) (11,974) (14,224) (16,$98)
Unit value (USS/ton) (275) (295) (275) (238) (226)
LNG - - — 358 743
Volume (million tons) (==) (--) (==) (1.8) (3.7)
Unit value (USS/ton) (=) (==) (-=) (196) (201)
Manufactured goods 2,863 2,728 3,149 4,070 5,084
Other 706 699 716 935 1,184
Total exports 12,941 11,766 12,036 14,118 16,245

Source: Data provided by the Malavsian authorities.

Customs data.

1/
2/

Includes tin-in-concentrates.



_56_.

exports from Peninsular Malaysia 1/ and preferential export royalty
rates on exports of processed timber. Export earnings from sawn timber
decreased by 18 percent to less than US$0.5 billion, as a result of a
21 percent fall in export volume. The limited availability of logs in
early 1984 and a weak recovery in construction activity in major
importing countries were major factors responsible for the volume
decline.

Exports of palm oil grew by about 50 percent to US$l.9 billion in
1984, after stagnation in previous years. The significant increase in
export earnings was entirely the result of a strong surge in prices,
which reflected a tightening in the international vegetable oil markets
due to low production of soybean abroad. Notwithstanding signs of
slackening during the second half of 1984, palm oil prices (c.i.f.
Rotterdam) averaged US$729 per ton in the year as a whole, compared with
USS§501 per ton in 1983. Export volume rose by only 2 percent, as high
prices induced a shift in external demand to cheaper vegetable oils.

Exports of crude oil increased by 10 percent to US$3.7 billion in
1984, as export volume rose by 16 percent to 343,000 barrels per day,
reflecting a step-up in production. The relatively steady demand by
Japan and Singapore for Malaysia's low sulphur oil has helped sustain
the large increase in export volume in recent years, despite the
slackening in the world demand for petroleum; these two countries
together imported about 65 percent of the total export volume in 1984,
The weighted average price of Malaysian crude was reduced by US$0.93 per
barrel to US$29.88 per barrel, following a decline of US$5.50 per barrel
in 1983, The downward adjustment reflected a further softening in the
international oil market, with a cutback of North Sea Oil prices in
October 1984,

Following the first major contribution to Malaysia's exports in
1983, LNG exports more than doubled to over US$0.7 billion in 1984, as
export volume also doubled to 3.7 million tons. Export prices rose
sluggishly (less than 3 percent), reflecting weak oil prices. At
present, Japan is the sole buyer of LNG, under a 20-year contract.
Export volume is expected to rise to about 5.7 million tons by 1987.

Exports of manufactures expanded further by 25 percent to
US$5 billion in 1984, as external demand strengthened. The stimulus to
this robust expansion came primarily from electrical machinery and
appliances (including electronic components), which rose by about
20 percent to US$2.9 billion, accounting for almost 60 percent of
manufactured exports (Appendix Table 47). The significant expansion
reflected a continued strong surge in world demand (particularly from
the United States) for electronic components, which expanded by

1/ The export of saw logs above 4l centimeters in diameter from
Peninsular Malaysia has been banned effective January 1985.




24 percent to US$2.1 billion. However, demand slackened during the
fourth quarter of 1984, due partly to large accumulation of inventories
and structural adjustments 1in the computer industry as a result of
intensive competition. Domestic value added of electronics remained
relatively small, as production continued to concentrate in the free
trade zones and to depend heavily on imports for intermediate compo-
nents. Among other major manufacturing export items, exports of chemi-
cal products increased by more than 50 percent, mainly reflecting a
marked rise in exports of petroleum products as a result of an expansion
in refinery operations. Exports of textiles, clothing, and footwear

- .
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’
ose by about 20 percent, due to strong external demand, particularly
r

With a view to strengthening exports, the export refinancing scheme
is currently under review. Under the present scheme, export credit (for
both post and pre-shipment) is avallable for a maximum period of three
months at an interest rate linked to the market rate for bankers'
acceptances. The scheme 1s open to manufactured goods and selected
primary commodities, such as palm oil products. Total export credit
provided under the refinancing facility in 1984 was aboutr US$0.7 billion
(equivalent to 6 percent of non-oil/LNG exports in the year), the bulk
of which was extended to the textiles, palm oil, rubber, and wood
products sectors.

b. Imports

Malaysia's imports registered a significant expansion during
1979-80 (an average annual rate of 35 percent in nominal terms and about
20 percent in real terms), in response to higher public sector
expenditure and an increase in real income as a result of an lmprovement
in the terms of trade. While the growth of imports slowed considerably
to an average rate of about 10 percent in nominal terms (about 8 percent
in real terms) during 1981-82, 1/ the continued expansion in imports was
a major factor responsible for the widening of the current account
deficit during the period. These developments resulted in a relatively
high average income elasticity of more than 1.5 during 1979-82.

However, the adverse impact of rising imports on the current account
weakened substantially during the subsequent two years, as import growth
moderated considerably, partly in response to the intensification of
fiscal adjustment. In 1984, imports grew by 2 percent to US$13.5 bil-~
lion, following a rise of 4 percent in the previous year. The sluggish
expansion was due to a slowdown in public sector expenditure and a
further fall in import prices. A moderation in offshore oil instal-
lation activity and a decline in o0il imports also contributed. Adjusted
for import prices, imports grew by 5 percent in volume terms, compared
with an increase of 7 percent 1in 1983,

l/ This growth rate does not include five LNG tankers acquired by the
Malaysian National Shipping Company at a cost of about US$800 million,
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Among major import categories, consumption goods rose by ll percent
to US$2.8 billion in 1984, compared with a 5 percent increase in 1983
(Appendix Table 48). The faster expansion was attributable to increased
food imports, due to a shortfall in domestic rice production and higher
imports of consumer durables in anticipation of increases in import
duties in the 1985 budget. Imports of investment goods, which are
exclusive of imports of military equipment, aircraft and offshore oil
installation equipment, increased by 1l percent to US$4.7 billion,
following a 9 percent increase in 1983. 1/ The acceleration in the
growth of investment goods imports reflected a significant increase in
"other" investment goods imports, such as generators, electric fittings,
and office equipment. Imports of machinery grew relatively rapidly, as
a result of a strong demand for manufacturing investment. Imports of
transport equipment declined substantially, due to reduced public sector
expenditure on railway locomotives and coaches. Imports of intermediate
goods grew by 3 percent to US$6.5 billion in 1984, compared with a
6 percent increase in 1983. The slowdown was attributable to a further
decline in imports for construction and a substantial fall in imports of
crude oil and petroleum products. The latter was the result of the
commencement of operations at the Kerteh refinery, which processes local
crude, as well as an increased substitution of petroleum products by
gas, coal, and hydroelectricity. Imports of intermediate goods for
manufacturing, the largest item among intermediate goods imports,
expanded by 13 percent to US$4.2 billion in 1984, parcly reflecting
large manufactured goods exports.,

Ce Terms of trade

After deteriorating during 1981-82, the terms of trade improved
gradually in the subsequent years. In 1983, the terms of trade rose by
about 5 percent, due to a recovery in export prices of some non-oil
primary commodities and a decline in import prices (Appendix Table 49
and Chart 8). g/ This was followed by another 5 percent improvement in
1984, as a result of a further rise in some non-oil export prices and a
continued fall in import prices. Consequently, the terms of trade in
1984 were roughly comparable to the level prevailing in 1980. The gain
in the terms of trade during 1983-84 is estimated to have accounted for
about one third of the improvement in the trade balance during the
period.

1/ Official import data presented in the balance of payments
(Table 16) are adjusted so as to include imports of military equipment,
aircraft, and offshore oil installation equipment. In 1984, these
imports were about US$1 billion, compared with US$1.6 billion in 1983.

2/ The terms of trade is computed on a basis of price indices with
1980 weights, which are estimated by the authorities. These price
indices are still provisional because of the absence of the full adjust-
ment to the commodity composition in 1980,
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CHART 8

MALAYSIA
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d. Direction of trade

The geographical pattern of Malaysia's trade has been characterized
by a marked concentration in four areas, namely, the ASEAN countries
(mainly Singapore), Japan, the United States, and the EC, which together
accounted for about three fourths of total trade during 1981-83
(Appendix Table 50). Notwithstanding a rapid increase in the share of
the ASEAN countries in the early 1980s, mainly due to increased oil
transactions, the trade shares among these trading partners remained
relatively stable during 1981-83, with Japan and Singapore together
accounting for about two thirds of trade undertaken with these four
groups.

In 1984, Malaysia's exports to Japan rose sharply, accounting for
23 percent (US$3.7 billion) of total exports, due to a significant
increase in crude oil and LNG. Japan continued to be the principal
importer of Malaysia's major primary commodities, particularly crude
oil, LNG, saw logs, and tin, which together accounted for about three
fourths of 1ts total imports from Malaysia in 1984. The share of
exports to Singapore fell to 21 percent (US$3.5 billion), reflecting a
substantial decline in exports of c¢rude oil, rubber, and sawn timber.
Crude oil has been a major item among Malaysia's exports to Singapore in
recent years, accounting for more than one third of the total exports 1in
1984. The share of exports to the EC, which has been a major importer
of sawn timber, palm oil, and tin, also fell somewhat, mainly on account
of 1ts relatively sluggish economic growth. Exports to the United
States, the principal importer of Malaysia's manufactured zoods,
increased substantially, rerflecting strong demand for electronic goods.

On the import side, Japan and the United States continued to be the
major suppliers of Malaysia's imports (particularly manufactured and
lnvestment goods), together accounting for more than two-fifths of the
total imports in 1984. Japan's position as the largest source of
Malaysia's imports further strengthened, due partly to increased demand
for machinery. The share of imports from the United States remained
roughly unchanged, aided by higher imports of electronic component parts
and manufactured goods. The relative share of imports from the ASEAN
countries rose slightly, reflecting higher imports of food items.
However, the share of imports from the EC fell, primarily on account of
a decline in imports from West Germany.

3. Serwvices

During 1981-83, the net deficit on services increased by almost
40 percent to US$3.7 billion, equivalent to about 13 percent of GNP.
The bulk of this detericration was attributable to marked increases 1in
payments for investment income (particularly, interest payments) and
miscellanecus other services, including contract and professional
charges for foreign contractors; net investment income payments almost
doubled to US$1.6 billion (Appendix Table 51). The widening of the net



deficit on the services account limited the scope for reducing the
current account deficit, despite the improvement in the trade account 1n
1983.

In 1984, the service account deficit rose by 19 percent to
US$4.4 billion, equivalent to more than 14 percent of GNP. The major
factor responsible for the widening deficit continued to be net invest-
ment lncome payments. which increased by about 28 percent to US$2.1 bil-
lion. This sizable increase was mainly due to a further rise in inter-—
est payments to about US$1.5 billion, reflecting a rapid increase in
foreign borrowing in recent years. Direct investment income payments
(mainly profits and dividends accruing to foreign direct investment--—
both remitted abroad and reinvested) grew by 19 percent to US$l.2 bil-
lion, mainly on account of the recovery in export earnings. The
increase 1n net payments for freight and insurance, however, remained
sluggish, as gross earnings grew sharply, aided by an expansion in the
carrying capacity of the domestic shipping companies (including LNG
tankers). The increase in the net deficit on travel moderated signi-
ficantly, partly because domestic holiday travel was encouraged. The
net deficit on other miscellaneous services widened further by 20 per-
cent to US$0.9 billion, reflecting higher payments on contract and
professional charges for oil/gas projects and turnkey projects awarded
to foreign contractors. However, the rate of increase in thase service
payments in 1984 was substantially slower than in 1983 (about 32 per-
cent), partly due to completion of some projects.

Efforts have been made to improve the chronically weak services
account through the Council on Malaysian Invisible Trade which was set
up in 1981, with a view to promoting exports and import substitution in
the area of invisible transactions. The Council has undertaken
extensive studies on the services account and made a number of policy
recommendations, particularly with respect to tourism, shipping,
insurance, and investment income. Recently, the Council has initiated
discussions with a number of countries on a bilateral basis to foster
closer cooperation in improving Malaysia's invisibles account.

4.  Capital account

a. Long-term capital

After almost quadrupling to US$3.9 billion during the previous
three years, the net inflow of long-term capital declined by about
25 percent to US$3 billion in 1984. The turnaround was due to a
substantial decline in both official and private long-term capital
inflows. The net inflow of official long-term capital decreased by
22 percent to US$2.1 billion in 1984, as Federal Government borrowing
was curtailed sharply to US$1.3 billion, in an effort to forestall a
further significant increase in the external debt burden. The net
borrowing in 1984 included a floating rate note issue of US$0.6 billion
to prepay amortization due during 1986-93. Among other official




capital, net borrowing by nonfirancial public entities remained
unchanged, roughly at the high 1983 level (US$0.8 billion), reflecting
the foreign financing requirement for ongoing projects. Other official
capital registerad a minor net outtflow, as a result of Malaysia's
subscription to the Islamic Development Bank and a voluntary contribu-
tion to the Sixth International Tin Agreement to supplement the re-
sources of the Buffer Stock Manager. On the other hand, the net inflow
USS0.9 bil A in 1984

of private capital declined by one qua

y e io
partly on account of the completion of major projects in the oil and gas
sector.
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b. Short-term capital

There was a recorded net short-term capital outflow of USS$0.5 bil-
lion 1n 1984, following a net 1inflow of USS0.l billion in 1983. Net
external liabilities of the domestic financial sector rose by about
US$0.4 billion: the settlament of foreten loans for real estate re-
sulted in a large decline in net foreign Liabilities {about USS0.4 bil-
lion); 1/ however, this dacline was more than offset by a substantial
borrowing and a drawdown in foreign assets by the financial sector,
primarily in response to a tightening of domestic credit conditions.
Other short-rerm capital registered an outtlow of USS$0.9 billion,
compared with an outflow of US$0.1 billion in 1983. The large outtflow
reflected an undrawn portion of the floating rate note borrowing (about
US$330 million) which was temporarily withheld by the Federal GCovernment
to be used for prepayments during the course of 1985. The purchase of
part ot the foreign loans for real estate by Petronas from Bank
Bumiputra was another major factor contributing to the outflow. 2/

1/ In the process of settling these loans (total value of about
US50.9 billion), Bank Bumiputra wrote off about US$0.4 billion and sold
the remainder (US$0.5 billion) to Petronas. At the same time, Bank
Bumiputra is estimated to have repald the foreign liability of about
US$0.9 billion, which had been incurred in connection with real estate
lending operations. Since the reduction in foreign assets due to the
write-off 1s not included in capital transactrions in the balance of
payments, the transactions related to the settlement of these loans
resulted in a decline in net foreign liabilities of US$0.4 billion 1in
the capital account for the domestic financial sector.

g/ In standard balance of payments statistics, transactions
associated with the real estate loan portfolio should be classified as
long-term capital transactions. Yowever, in Malaysia's official
balance of payments statistics, 2xternal transactions related to the
domestic financial sector are traditionally treated as part ot short-
term capital transactions.
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5. International reserves

Gross official international reserves declined slightly, by
US$0.1 billion to USS4 billion at the end of 1984 (Table 19). In terms
of menths of imports, they fell from the equivalent of 3.7 months in
1983 to 3.6 months. The decline marked the fourth consecutive year of a
downward trend since 1980, when gross official reserves peaked at the
equivalent of 5.4 months of imports. Foreign liabilities fell by
US$67 million in 1984, as Malaysia repayed SDR 52 million to the Fund to
reduce its liability under the compensatory and buffer stock financing
facilities to SDR 263 million. The monetary authorities' net interna-
tional reserves at the end of 1984 i

of the previous year at US$3.7 billion.
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6. External debt

Total external debt rose rapidly between 1980-83, at an average
annual rate of more than 40 percent to US$16.6 billion, equivalent to
about 60 percent of GNP (Table 20). Medium- and long-term external debt
more than tripled to US$13.6 billion (50 percent of GNP) during the
period. Reflecting the marked increase in external debt, debt service
payments almost tripled to US$l.8 billion (ll percent of gross current
account receipts). In 1984 there was a substantial moderation in the
growth of external debt, as a result of continued fiscal adjustment and
restraint on external borrowing. Total external debt grew by only
7 percent to US$17.8 billion, remaining equivalent to about 60 percent
of GNP. Medium- and long-term debt increased by 12 percent to
US$15.3 billion (52 percent ‘of GNP), compared with a 30 percent increase
in 1983. Debt service payments, however, rose sharply to US$2.5 billion
(13 percent of gross current account receipts) in 1984, with interest
payments accounting for about three fifths of the total.

a. Medium- and long-term debt

Public sector medium- and long-term debt rose by 16 percent tao
US$ll.5 billion, following a 37 percent increase in 1983, with both
Federal Govermment and other public sector borrowing growing slowly
(Table 21). The Federal Government continued to be the principal
borrower, accounting for about three fourths of the total public sector
external debt outstanding in 1984. About 59 percent of public sector
debt at the end of 1984 carried variable interest rates, compared with
56 percent in 1983,

In terms of classification of lender, financial institutions
accounted for the bulk of public sector borrowing, with their share
increasing by 1l percent to US$7.9 billion, about 70 percent of the
total public sector debt in 1984. Market borrowing continued to be
undertaken in diversified currency denominations (including the Japanese
yen, the Swiss franc, and the Deutsche mark) to spread exchange risk and
obtain favorable interest rates. Among major market borrowings
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Table 19. Malaysia: International Reserves and Related

Foreign Assets and Liabilities,

(In millions of U.S. dollars;

1980-84

end of period)

1980 1981 1982 1983 1984
Central bank (net) 4,636 4,368 4,020 4,038 3,970
Foreign assets 4,641 4,373 4,023 4,044 3,981
Gold and foreign exchange (4,368) (4,091) (3,765) (3,769) (3,728)
Reserve position in IMF (148) (136) (128) (167) (156)
SDRs (125) (146) (130) (108) (97)
Foreign liabilities 5 5 3 6 11
Government and other official
entities (net) 46 ~181 ~240 -298 ~231
Foreign assets 46 40 34 32 27 1/
Foreign liabilities - 221 274 330 258
0f which: Use of Fund credit (=) (221) (274) (330) (258)
Monetary authorities' total
foreign assets (net) 4,682 4,187 3,780 3,740 3,739
Foreign assets 4,687 4,413 057 4,076 ,008
Foreign liabilities 5 226 277 336 269
Commercial banks (net) =427 -710 =44h -649 —-1,447
Foreign assets 876 896 1,244 2,312 1,014
Foreign liabilities 1,303 1,606 1,690 2,961 2,461
Memorandum items:
Gold (in millions of
troy ounces) - 2,32 2.33 2.33 2.33 2.33
Gross international reserves in
terms of months of imports 5.4 4.5 3.9 3.7 3.6

Source: Data provided by the Malavsian authorities and IMF,

Financial Statistics.

1/ Excludes US$333 million, which was
Government abroad following the floating

be used for prepayments in 1985.

International

temporarilv withheld by the Federal
rate note borrowing (USSAON million) to
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Table 20. Malaysia: External Debt, 1980-84

1980

1981

1982

1983

1984

(In millions of U.D. dollars)

Total external debt 1/ 5,730 8,477 12,184 16,633 17,806
Medium— and long—term 2/ 4,375 6,854 10,461 13,606 15,275
Short-term éj 1,355 1,624 1,723 3,027 2,531

Debt service 635 1,111 1,454 1,763 2,479
On medium- and long-term 2/ 536 991 1,325 1,582 2,259
On short~term 3/ 100 119 128 181 220
Amortization 285 469 646 659 1,035
Interest payments 350 641 808 1,104 1,444

(In percent)

External debt/GNP ratio 25.5 35.0 48,3 60.5 60.3
Medium- and long-term 2/ 19.4 28.3 41.5 49.5 51.7
Short—-term }/ 6.0 6.7 6.8 11.0 8.6

External debt/exports 45.5 70.7 101.2 122.1 114.0
Medium- and long-term 2/ 34.7 57.1 86,9 99.9 97.8
Short-term 2/ 10.8 13.5 14.3 22.2 16.2

Debt service ratio 4/ 4.3 8.0 10.2 10.9 13.1
On medium- and long-term 2/ 3.6 7.1 9.3 9.7 11.9
On short-term 3/ 0.7 0.9 0.9 1.1 1.2
Amortization: 1.9 3.4 4,5 4,1 5.5
Interest payments 2.4 4,6 5.7 6.8 7.6

Memorandum item
Prepayments(In million of U.S. dollars) -- - - - 152

Ratioc to current account receipts (-=) (-=) (--) (-=) (0.8)

Source:

Data provided by the Malaysian

authoritiese.

1/ Outstanding at the end of the period.

2/ Original maturity of one year and over.
3/ oOriginal maturity of less than one year.
Ey Ratio to gross current account receipts.
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Table 21. Malaysia:

Medium—

and Long-Term External Debt, 1/ 1980-84

1980 1981 1982 1983 1984
(In millions of U.S. dollars)
Total outstanding debt 4,375 6,854 10,461 13,606 15,275
Government and govermment guaranteed 3,103 5,062 7,269 9,928 11,474
By lender
Bilateral (575) (854) (808) (983) (1,803)
Multilateral (745) (873) (982) (1,091) (1,096)
Financial institutions (1,712) (3,049) (5,112) (7,141) (7,928)
Suppliers' credits (70 (58) (82) (359) (356)
IMF (== (227) (285) (354) (290)
By debtor '
Federal Govermment (2,187) (3,692) (5,668) (7,582) (8,530)
Other 2/ (916) (1,370) (1,601) (2,347) (2,944)
Private nonguaranteed 1,272 1,792 3,192 3,678 3,801

Total debt servicing 535 991 1,326 1,582 2,259

Publicly guaranteed 326 534 803 975 1,488
Amortization 118 178 310 299 554
‘ Federal govermment (84) (86) (209) (21%) (449)
Other 2/ (34) (92) (101) (85) (105)
Interest payments 208 356 493 675 934
Federal Government (172) (277) (407) (535) (720)
Other 2/ (36) (79) (86) (140) (214)
Private nonguaranteed 209 457 523 607 771
Amortization 167 291 336 360 481
Interest pavments 42 166 187 248 290

(In percent)

OQutstanding debt/GNP ratio 19.4 28.3 41.5 49,5 51.7
Federal Government 9.7 15.2 22.5 27.6 28.9
Other publicly guaranteed 2/ 4,1 5.7 6.3 8.5 10.0
Private sector : 5.6 7.4 12.7 13.4 12.8

Debt service ratio 3/ 3.6 7.1 9.3 9.7 11.9
Federal Government 1.7 2.6 4,3 4.6 6.2
Other publicly guaranteed 2/ 0.5 1.2 1.3 l.4 1.7
Private sector l.4 3.3 3.7 3.7 4.0

Memorandum item:

Prepayments(In million of U.S. dollars) - -- - - 152
Ratio to current account receipts (-=) (==) (==) (-=) (0.8)

‘om*ce: Data provided by the Malavsian authorities.
1/ Original maturity of one year and over; end of period.
2/ Mainly non-financial public enterprises.
Ey Percentage ratio to gross current account receipts.
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undertaken during the year were a syndicated Euro-dollar loan of
USS$500 million and a floating rate note issue of US$600 million. The
syndicated Euro-dollar loan has a ten-year maturity with a five-and-a-
half year grace period and consists of two tranches: one (US$300 mil-
lion) carrying combined interest rates of 0.5 percent above LIMEAN and
LIBOR; and the other (US$200 million) carrying an interest rate of
0.25 percent above LIBOR. The floating rate note issue was aimed at
prepaying external borrowing undertaken earlier and due in 1986/93, with
a view to reducing the interest burden and improving the maturity
profile of Malaysia's external debt. 1/ External debt due to
multilateral sources (mainly the IBRD and the Asian Development Bank)
remained unchanged at the 1983 level of US$l.1 billion (10 percent of
total public sector external debt). External debt due to bilateral
s50urces \maLuLy Japan, the United Kiusuum, and the Federal RCPUULLL of

Germany) almost doubled to USS$1.8 billion (16 percent of total public

Private sector medium- and long-term debt increased by 3 percent to
US$3.8 billion in 1984, compared with 15 percent in 1983. The moderate
expansion reflected the Central Bank's urging to the private sector to
exerclse greater restraint, generally higher external borrowing costs
during the year, and a sizable repayment with the expiration of grace
periods of some large loans. It was also attributable to a slowdown in
borrowing by the oil/gas-related industry, as a result of the completion
of major projects, particularly those related to LNG development.

Total debt service payments on medium- and long-term external debt
rose by about 43 percent to US$2.3 billion in 1984, following a 19 per-
cent increase 1n 1983. The marked increase was due to a rise of about
USS0.4 billion in amortization and to an increase of US$0.3 billion in
interest payments; amortization in 1984 included a prepayment of
USS$152 million. The debt service burden in relation to gross current
account receipts rose by about 2 percentage points to 12 percent, of
which about 8 percentage points related to services on public sector
debt.

b. Short-term debt

Short-term external debt declined by 16 percent to US$2.5 billion
(9 percent of GNP) in 1984, following an increase of more than
75 percent in 1983 (Table 20). 2/ This compares with outstanding short-
term foreign assets of US$1l billion held by commercial banks at the end

l/ Out of the floating rate note issue, US$152 million was used for
prepayments in 1984, and the bulk of the remainder is to be disbursed
for prepayments during 1985.

2/ Official statistics on short-term external debt are available only
for the financial sector (commercial banks, merchant banks, and finance
companies).

@&
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of 1984. The decline in 1984 reflected a settlement of large foreign
liabilities by a major commercial bank in connection with the
restructuring of its foreign lending operations. The impact of the
repayment was partly offset by increased external borrowing by the
banking system to fund domestic lending in the face of tight liquidity
conditions during the second half of the year. Interest payments on
short-term debt in 1984 are estimated to have been about USS0.2 billion,
equivalent to about 1 percent of gross current account receipts.

V. Exchange and Trade System

l. Exchange rate developments

The external value of the Malaysian ringgit is determined on the
basis of an undisclosed basket of currencies of Malaysia's trading
partners. The welights are based on a formula that takes 1into account
trade shares as well as the 1importance of currencies used in settle-
ments. The composition of the basket has remained unchanged since
September 1975, when the basket pegging scheme was first introduced.
The exchange rate of the ringgit in terms of the U.S. dollar, the
intervention currency, 1s determined in the foreign exchange market, and
the authorities intervene to smooth out excessive day-to-day fluctua-
tions of the ringgit in relation to the basket of currencies. The
commercial banks are free to determine and quote exchange rates for all
currencies and are permitted to deal forward in all currencies.

a. Spot market developments

Between December 1981 and December 1983, the ringgit appreciated by
6.6 percent vis-a-vis a currency basket of major trading partners
(Chart 9). This strengthening reflected a substantial appreciation of
the Malaysian currency vis—-a-vis the Deutsche mark (14 percent), the
pound sterling (22 percent), and the French franc (29 percent), which
more than offset a depreciation against the U.S. dollar (4 percent).
During the period, the ringgit remained roughly unchanged vis-a-vis the
Singapore dollar and registered a minor appreciation against the
Japanese yen (3 percent). With domestic inflation rising at a slightly
faster pace than foreign inflation, the ringgit thus appreciated by
7.9 percent in real effective terms during the period.

During the first nine months of 1984, the trend of appreciation
continued. The Malaysian currency rose by 4.2 percent in real effective
terms, mainly reflecting a further strengthening in nominal effective
terms. This was due to an appreciation vis-a-vis the three European
currencies (about 9-12 percent) and the Japanese yen (4 percent); the
ringgit remained roughly unchanged vis-a-vis the U.S. dollar and the
Singapore dollar. However, there has been a gradual turnaround from
October 1984. The Malaysian currency depreciated by 3 percent in
nominal effective terms during October 1984-April 1985, as 1t weakened




vis~a~vis the U.S. dollar (6.1 percent) and the Singapore dollar

(3.5 percent). With domestic prices rising slightly more slowly than
foreign prices, the ringgit thus depreciated by 5.1 percent during the
period. The recent depreciation brought back Malaysia's relative
external price position roughly to the level prevailing during the
latter part of 1983,

b. Forward market developments

Forward exchange cover is provided to customers of the commercial
banks generally for a period not longer than three months through swap
facilities with Bank Negara. Forward premia or discounts on the ringgit
are equivalent to the swap margins provided by the commercial banks 1in
arranging contracts for forward exchange with their customers.

Exporters of petroleum, rubber, tin, and palm oil, as well as an
increasing number of importers, were the main users of the forward
exchange market. Most of the transactions were for the U.S. dollar,
reflecting its predominance in Malaysia's external trade and financial
settlements. Swap transactions slackened somewhat during the first
three quarters of 1984, partly reflecting a slower expansion in

imports. However, the volume of transactions increased substantially
during the tourth quarter of 1984, mainly reflecting increased needs for
ringgit funds for domestic lending operations, speculation on the
ringgit, and a more raplid increase in imports. According to data on the
swap margins, the ringgit continued to be quoted at a forward premium in
terms of the U.S. dollar during the first six months of 1984. However,
from July 1984, the ringgit began to be quoted at a forward discount,
mainly reflecting a tightening of credit policy, which led to a rise in
domestic interest rates (Appendix Table 52). The forward discount
widened substantially after October 1984, partly due to a decline in
foreign interest rates relative to domestic rates.

2. Trade system i/

Malaysia continues to have an exchange system free of restrictions
on payments and transfers in respect of current international transac-
tions. However, special restrictive regulations are applied to transac-
tions with Israel and South Africa. The Central Bank administers the
exchange control system, but most of the authority for approving pay-
ments abroad is delegated to the commercial banks, irrespective of the
amount of such payments. Payments to nonresidents in excess of M$10,000
may be subject to prior approval and the completion of exchange control
forms. Proceeds from exports must be repatriated to Malaysia in a
specified currency, or sold to an authorized bank in Malaysia for
ringgit, in accordance with the time of payment specified in the

l/ IMF, Annual Report on Exchange Arrangements and Exchange
Restrictions, 1984 contains a more detailed description of Malaysia's
exchange and trade system. .
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commercial contract, which must not exceed six months from the date of
export. Payments for invisibles to all countries, other than Israel and
South Africa, may be made without restriction after exchange control
requirements have been met. Foreign borrowing of the equivalent of
M$100,000 or more by residents requires specific permissionj for loans
raised on reasonable terms and used for productive purposes in Malaysia,
such permission is readily given. Companies in Malaysia controlled by
nonresidents are permitted to borrow in Malaysia up to M$500,000 without
exchange control approval. The authorized commercial and merchant banks
in Malaysia are permitted to borrow or accept deposits from nonresidents
in foreign currency. Loans in foreign currency by banks in Malaysia are
permitted, provided that certain business and productive purposes are
met.

Tariffs and import controls in the various parts of Malaysia have
been fully unified. Depending on the nature and origin of goods,
specific licenses are required for certain imports for reasons of
health, security, or public policy. Certain imports are subject to
quantitative restrictlions as a temporary measure to protect local
industries; these restrictions are reviewed from time to time. Imports
of motor vehicles are subject to specific licensing with gquantitative
restrictions as a measure to protect local industries. Raw materials
and machinery for the manufacturing sector are eligible for duty
exemptions as follows: (a) raw materials are subject to a reduced rate
of import duty of 2 percent to 3 percent; (b) industries can be further
exempted from this reduced import duty if they comply with the New
Economic Policy recommendations on equity participation, management, and
employment structure; (c) all duties on imported machinery and equipment
which are unavailable locally and used directly in manufacturing were
abolished, replacing the system of case-by-case exemption; and
(d) import duty drawbacks for imported raw materials may be claimed by
any manufacturer, provided that evidence of export performance and
importation of the raw material 1s submitted.

To ensure adequate domestic supply, exports of cement, scrap iron,
steel bars, wheat flour, rice and paddy, and sugar are subject to
licensing. Also subject to licensing are exports of all textiles,
tiles, bricks, and other goods as specified in the Customs Prohibition
of Export Orders, 1978,

3. Changes during 1984

June 10. A ban on the export of saw logs above 41 centimeters in
diameter from Peninsular Malaysia was announced with effect from
January 1, 1985.
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Table 22. Malaysia: Industrial Origin of Gross Domestic Product
at 1970 Prices, 1971 and 1981-84

(In millions of ringgit)

1971 1981 1982 1983 1984 1971 1981 1984
As percent of GDP

Agriculture, forestry,

and fishery 3,852 6,516 6,995 6,922 7,130 29.6 23.2 21.1
Mining and quarrying 834 1,148 1,180 1,398 1,678 6.4 4,1 5.0
Manufacturing 1,858 5,115 5,309 5,659 6,287 14.3 18.2 18.6
Construction 541 1,391 1,523 1,685 1,825 4.2 5.0 5.4

Electricity, gas, and

water 238 665 707 786 874 1.8 2.4 2.6 .

Transport, storage, and
communications 632 2,024 2,248 2,447 2,667 4.8 7.2 7.9

Wholesale and retail trade 1,717 3,772 3,952 4,260 4,567 13.2 13.4 13.5
Ownership of dwellings,

banking, insurance,
real estate, and

business services 1,126 2,199 2,337 2,513 2,689 8.6 7.8 8.0
Government services 1,466 3,750 4,030 4,232 4,401 11.3 13.3 13.1
Other 1/ 752 1,512 1,396 1,540 1,604 5.8 5.4 4.8

GDP at market prices 13,016 28,092 29,677 31,442 33,724 100.0 100.0 100.0

Source: Data provided by the Malaysian authorities.

1/ Includes other services and import duties less imputed bank service charges.
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Table 24. Malaysia: Major Expenditure Aggregates in
Current Prices, 1971 and 1981-84

1971 1981 1982 1983 1984
Consumption 10,081 41,019 44,695 48,154 52,222
Private 7,911 30,594 33,226 35,998 39,497
Public 2,170 10,425 11,469 12,156 12,725
Investment 2,701 18,972 21,311 22,719 21,729
Private cas 10,295 11,081 10,984 10,730
Public 8,677 10,230 11,735 10,999
Change in stocks -13 -208 845 844 1,634
Exports of goods and
nonfactor services 5,242 30,153 31,876 36,388 42,919
Imports of goods and
nonfactor services (5,056) (33,872) (37,531) (40,126) (42,104)
Gross domestic product 12,955 56,064 61,196 67,979 76,400
Net factor payment to abroad (363) (1,748) (2,679) (3,707) (4,806)
Gross national product
at market prices 12,592 54,316 58,517 64,272 71,594
(Annual percent change) (.o0) (8.6) (7.7 (9.8) (11.4)

(Percent of GNP)

Consumption 80.1 75.5 76.4 74.9 72.9
Private 62.8 56.3 56.8 56.0 55.2
Public 17.2 19.2 19.6 18.9 17.8

Investment 21.5 34.9 36.4 35.3 30.4
Private . 19.0 18.9 17.1 15.0
Public . 16.0 17.5 18.3 15.4

Exports of goods and
nonfactor services 41.6 55.5 54.5 56.6 59.9

Imports of goods and
nonfactor services (40.2) (62.4) (64.1) (62.4) (58.8)

Source: Data provided by the Malaysian authorities
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Table 25. Malaysia: Acreage of Newly Planted and Replanted
Rubber in Peninsular Malaysia, 1961-84

(In thousands of hectares)

Estates Smallholders L/ Total
Newly Newly Newly
Year planted Replanted planted Replanted planted Replanted
1961 7.2 28.3 27.3 27.0 46.0 55.3
1962 4.0 25.5 44,0 31.3 48.0 56.8
1963 3.5 23.8 34.6 37.7 38.1 61.5
1964 2.5 23.8 24.7 37.0 27.2 60.3
1965 2.0 21.5 13.3 41.4 15.3 62.9
1966 1.3 20.2 10.7 21.7 12.0 41.9
1967 1.0 11.3 7.9 32.3 8.9 43.6
1968 0.2 5.3 4,2 15.8 4,4 21.1
1969 0.9 9.7 6.3 15.1 7.2 24.8
1970 1.2 14,1 11.0 21.5 12.2 35.6
1971 2.4 12,1 12.7 23.3 15.1 35.4
1972 2.2 8.0 37.5 23.4 39.7 31.4
1973 2.3 9.7 20.8 28.6 23.1 38.3
1974 1.9 12.2 10.8 22.2 12,7 34.4
1975 2.6 11.2 15.1 20.3 17.7 31.5
1976 1.2 8.5 10.4 13.7 11.0 22.2
1977 2.1 7.4 13.9 12.4 16.0 19.8
1978 0.6 7.2 24,1 12.8 24,7 20.0
1979 1.4 5.4 14.8 13.7 16.2 19.1
1980 0.4 7.1 18.4 14.5 18.8 21.6
1931 1.7 7.2 13.0 21.7 14.7 28.9
1982 2.4 6.7 12.4 22.9 14.8 29.6
1983 2.5 5.9 12.6 23.2 15.1 29.1
1984 2/ 2.0 7.0 16.5 21.5 18.5 28.5

Source: Data provided by the Malaysian authorities.

1/ 1961-69 refers to those smallholdings receiving assistance from
RISDA only.
2/ Estimates.
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Malaysia: Production, Consumption, and Net Exports

of Petroleum and Products,

1980-84

(In millions of barrels oil equivalent)

1980 1981 1982 1983 1984 1/
l. Production of crude oil 100.3 93.7 110,1 139.3 162.7
2. Total exports of crude oil and
products 86.4 77.9 93.0 116.2 139.2
Crude oil 85.0 76.8 90.6 107.7 126.6
Products 2/ 1.4 1.1 2.4 8.5 12.6
3. Total imports of crude oil and
products 48.7 49.6 48.2 48.9 43.8
Crude o1l 29.5 26.5 18.9 20.3 19.4
Products 19.2 23.1 29.3 28.6 24.4
4, Net exports of crude oil and
products (2 ~ 3) 37.7 28.3 44.8 67.3 95.4
5. Domestic consumption of crude
o1l and products 58.9 62.5 66.5 68.5 67.3
6. Stock change, refinery use, and
losses and discrepancies 3.7 2.9 -1.2 3.5 --

Source:

1/

2/

Preliminary.
Including bunkers.

Data provided by the Malaysian authorities.
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Table 27, Malaysia Consumer Price Index, 1981-84 l/
(1586 = 10G)
1981 1982 1983 1984 1984
lst 2nd 3rd 4th
Llaiaohta P o P, ~ e
wolglieo L{Lla k{LL- k{LL. \.{LLI

Total 100.0 109.7 116.1 120.4 125.1 125.2 124.8 125.5 124.8
Food 36.2 111.4 120.6 121.7 126.2 127.9 126.2 126.3 124.3
Beverages and tobacco 4.9 113.9 121.5 147.5 152.7 149,11 152.7 154.5 154.5
Clothing and footwear 4.7 109.5 114.1 118.6 121.6 120.8 121.3 122.0 122.3
Gross rent, fuel

and power 18.2 109.9 116.8 124.0 133.3 131.4 131.9 134.9 134.9
Furniture, furnishing,

and household

equipment 5.9 106.4 109.6 112.3 113.4 113.2 113.4 113.5 113.4
Medical care and .

health expenses 1.3 109.0 114.4 130.0 131.5 131.2 131.2 131.8 131.8
Transport and

communications 16.6 107.9 111.5 114.2 119.9 119.3 120.3 120.1 120.0
Recreation, entertain-—

ment, education and

cultural services 6.7 105.5 108.1 107.5 104.7 106.9 104.1 104.0 103.6
Miscellaneous goods

and services 5.5 109.1 111.7 118.9 120.7 120.5 120.6 120.8 121.1

Sources:
Malaysian authorities.

1/

seasonally adjusted.

Quarterly and annual indices are simple averages of monthly indices.

Bank Negara Malaysia, Monthly Statistical Supplement; and data provided

by the

The data are not
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APPENDIX

Summary of the General Government Sector, 1980-85 1/

Estimate Latest
Actual Estimate
1980 1981 1982 1983 1984 1985
(In millions of ringgit)
Total revenue and grants 16,441 18,399 19,866 21,769 23,793 26,016
Revenue 16,437 18,393 19,854 21,761 23,787 26,007
Federal (13,832) (15,697) (6,551) (18,494) (20,294) (22,301)
State (2,445)(2,489) (3,064) (2,997) (3,210) (3,451)
Local (160) 207 239 270 283 255
Grants 4 6 12 8 6 9
Total expenditure and net lending 19,718 27,538 29,530 28,769 29,469 32,116
Current expenditure 11,716 15,351 17,576 17,872 19,828 22,556
Federal (10,128) (13,600) (15,828) (16,063) (17,720) (20,448)
State 2/ (1,446) (1,580) (1,552) (1,565) (1,763) (1,834)
Local (142) (171) (196) (244) (345) (274)
Direct development expenditure 6,278 10,353 8,186 7,372 5,470 6,516
Federal (5,280) <(8,864) (7,079) (5,791) (3,847) (4,361)
State (931) (1,442) (1,040) (1,505)(1,452) (2,021)
Local (67) 47 (67) (76) (17D) (134)
Net lending 2,034 2,241 4,064 3,580 3,721 3,044
Adjustment for accounts payable =310 -407 -296 =55 450 e
Overall deficit -3,277 -=9,139 -9,664 =7,000 =5,676 =6,100
Financing (net) 3,277 9,139 9,664 7,000 5,676 6,100
External 310 3,419 4,893 4,569 2,958 oo
Domestic 2,967 5,720 4,771 2,431 2,719 .o
(As percent of GNP)
Memorandum items:
Total revenue and grants 32.9 33.9 34,0 33.9 33.2 34,1
Total expenditure and net lending 39.4 50.7 50.5 44.8 41,2 42.
Overall deficit 6.5 16.8 16.5 10.9 7. 8.

Source:

1/ Federal Government,

Data provided by the Malaysian authorities.

the 13 state governments,and 4

?

local governments,

The consoli-

dation 1is incomplete because some data on the flows between the Federal Govermment and the
other subsectors are not available.

2/ VNet of statutory and other grants from the Federal Govermment to the 13 state govern—
ments.,

9
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Table 29. Malaysia: Summary of the State Governments' QOperations, 1980-85

(In millions of ringgit)

Final Estimate Latest
Actual Actual Estimate

1980 1981 1982 1983 1984 1985

Revenue and grants 3,297 3,489 4,303 4,445 4,704 5,177
Revenue 2,445 2,489 3,064 2,997 3,210 3,451
Statutory grants 551 636 843 1,028 980 1,137
Other Federal Govermment grants 301 364 396 420 514 589
Expenditure 3,392 4,454 4,651 5,426 6,016 7,081
Operating expenditure 1,997 2,216 2,395 2,593 2,743 2,971
Devel opment expenditure 1,395 2,238 2,256 2,833 3,273 4,110
Overall deficit (=) -95 =965 -348 -981 =1,312 -1,904
Financing (net) 95 965 348 981 1,312 1,904
Federal Govermment loans 163 432 820 908 1,307 1,500
Change in assets (increase =) -68 533 ~472 73 5 H04

Source: Data provided by the Malaysian authorities.
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Table 30. Malaysia: Summary of the
Social Security Organization Operations, 1980-84
(In millions of ringgit)
1980 1981 1982 1983 1984 1/
Receipts 72.7 105.0 126.6 141.7 153.6
Contributions 55.0 8l.1 93.3 99.0 100.8
Investment income 17.7 23.9 33.3 42.7 52,8
Expenditure 5.6 8.7 11.2 16.0 19.3
Balance 67.1 96.3 115.4 125.7 134.3
Memorandum items:
Holdings of government
securities 2/ 259.40 354,50 466,50 582.50 711.50
Registered employees (millions) 1.84 2.16 2,18 2.46 2.62

Registered employers (thousands) 41.70 47,00 53.20 57.50 61.90

Sources: Data provided by the Malaysian authorities.

1/ Provisional.

zy The Social Security Organization invests all its surplus funds in
government securities.



Table 31, Malavsia:

Federal

LIn milllans of ringsit)

overnment Revenue and SGrants,

198RS

APPENDIY

Final Estimate latest
Actual Actual Estimate 1/
198" 19R1 1942 1383 1984 [RES
Total tax revenue 12,460 13,002 13,0/9 15,315 17,017 18,178
Taxes on net income and profits 2;/’ 5,24N 5,819 h, 048 7,202 3,035 7,947
D11 production companies 1,734 1,978 2,075 1,998 2,570 2,481
Ocher companies 2,521 2,754 2,013 1,450 3,438 3,560
Individuals 433 1,087 1,3k 1,21 2,n27 1,902
Taxes on property 3/ 73 Rb 103 100 falel 250
Taxes on goods and services 2,337 2,420 2,633 3,AR23 3,7KR9 5,035
Sales tax 9k 730 7HE 1,284 1,300 1,802
[mported sonds (3510 (325) (3431 (528) (531) (A1)
Nomestic gnods {345) (4N5) (445) {75hR) (789) (91 1)
Selective excises nn poods 973 k4 1,n24 1,360l 1,460 1,796
Tobaceo and alecoholirs beverages (209) (227) (2479 (333) (35%) (384)
Petraleum praducts (330010 (27/1 (305) 43n) (ARTY (n73)
Motor vehicles (316) (344) (40h) (530) (563) {(554)
Ather (118) (120 (6h) {(h) (59) (791
Selective excises on services 4/ 247 273 319 325 3264 435
Motor vehicles tax 390 408 460 545 S5H8 |1n
Other 31 37 42 1UA 1A 184
Taxes on international trade Alt'\'l?. AIJJD ial“'}S 4 48R3 4 7R2 SIOAR
Import duties 2,061 2,245 2,315 2,591 2,n97 3,309
Tabacco and alcoholic bheverages (259) (324) (3%A) (4p3) (358) (472)
Fetroleum products (1501 (174 (23%) (297) (337) (375
Other import duties (1,029)  (1,148)  (1,241) (1,447 (1,388)  (2,241)
Surtax on imports (6213) (599) (455) (384) (114) (281)
Fxport duties 2,567 2,225 1,720 1,492 2,089 1,679
Rubher (1,098) (514) [QRTD) (2773) (1A2) (1R7)
Patroleum (697)  (1,241)  (1,351) (1,477) (1,624) (1,337
Tin (575) (298) (159) (5n) (35) (32
Palm oil (166) (14R) 73 (49) (193) (77)
Other i (24) (25 (37 (710 (4R)
Other tax revenue 5/ 182 207 250 357 323 402
Nontax revenue 1,372 2,A95 3,482 2,h79 3,277 3,623
Property income 855 1,963 2,491 1,843 2,428 2,520
Nonfinancial public enterprises 35 46 4 43 48 54
Public financial institutions 180 220 220 220 220 22N
Kent and interest 295 330 353 589 a7 765
Pividends paid hy Petronas N 950 1,450 500 980 930
Petroleum royalties 345 417 425 491 573 551
Administrative fees and charges,
sale of goods, fines and forfelit 309 348 373 443 438 577
Other nontax revenue 208 R4 618 3a3 a1l 526
Total revenue 13,832 15,697 16,551 18,494 20,294 22,301
Foreiun Zrants 4 ) 12 A h Q
Total revenue and grants 13,836 15,7u3 in,5h03 15,502 20,300 0 22 3140

Source:

i

2/ Corporate and individual income tax,

37 Includes death and gift taxes.

4/ Comprises betting and lotrery taxes, and
_““/

Data provided by the Malaysian authorities.

film rental
txcludes expenditure refunds and net lending items.

tax.

Includes effects of tax measures contained in the [985 budyet (original estimates),
land speculation tax, and capital gains rax.



Table 32.

Malaysia:
Govermment Expenditure and Net Lending,

@]
o

(In millions of ringgit)

Economic Classification of Federal
1980-85

APPENDIX °

Final Estimate TLatest
Actual Actual Estimate
1980 1981 1982 1983 1984 1985
Operating expenditure 1/ 10,128 13,600 15,828 16,063 17,720 20,448
Expenditure on goods
and services 5,777 7,951 8,502 8,690 9,685 10,775
Wages and salaries (4,292) (5,528) (6,104) (6,466) (7,088) (7,466)
Other purchases of goods
and services 2/ (1,485) (2,369) (2,398) (2,224) (2,597) (3,309)
Interest payments 3/ 1,531 2,033 2,711 3,445 4,338 5,476
Subsidies and other
current transfers 2,820 3,616 4,615 3,928 3,697 4,197
Trans fers to state
goverments (355) (407) (550) (473) (592) (547)
Pensions (531) (573) (580) (629) (685) (797)
Other current transfers 4/ (1,934) (2,636) (3,485) (2,826) (2,420) (2,853)
Development expenditure 5,280 8,864 7,079 5,791 3,847 4,361
Net lending 5/ 2,034 2,241 4,064 3,580 3,721 3,044
Adjustable for accounts payable -310 =407 -296 -55 450 -
Total expenditure and
net lending 17,132 24,298 26,675 25,379 25,738 27,853

Source:

1/

2/ Estimated.

Includes refunds of expenditure.
Includes defense expenditures shown in the development budget and

Data provided by the Malaysian authorities.

excludes capital expenditure shown in the current budget.

3/

%/ Derived as a residual.

bloc-voted expenditure not classified above.

5/

Excludes contributions to the sinking funds.
Includes contributions to statutory funds and may

Includes repayments of loans made from revenue and loan funds.

include
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Table 33. Malaysia:

(In millions of ringgit)

1980-35

APPENDIX

Functional Classification of Federal Govermment
Expenditure and Net Lending,

Final Estimate Latest
Actual Actual Estimate
1980 1981 1982 1983 1984 1985
General services 9,597 13,502 15,704 13,591 13,885 14,824
General public services 2,371 3,062 3,776 3,338 3,126 4,174
General administration (1,237) (1,702) (2,330) (1,916) (1,607) (2,493)
Internal security (1,134) (1,360) (1,%46) (1,422) (1,519) (1,681)
De fense 2,255 3,333 3,695 3,410 3,043 2,270
Education 2,786 3,517 4,073 3,930 4,609 4,743
Health 773 973 1,066 992 1,003 1,279
Social security 1/ 516 584 580 629 655 797
Housing and community amenities 330 1,663 1,389 856 978 1,160
Other community and social 566 370 625 436 471 401
services
Economic services 5,642 8,120 . 7,927 7,297 6,275 6,589
Agriculture,forestry and
rural development 1,329 2,004 2,313 ,907 1,802 2,289
Transport and communications 1,663 1,320 2,907 2,716 2,432 2,134
Other economic services 2/ 2,650 4,296 2,707 2,674 2,041 2,16
Unallocable 3/ 2,203 3,083 3,340 4,546 5,128 6,440
Public debt interest (1,531) (2,033) (2,711) (3,445) (4,338) (5,476)
Grants to states (355) (407) (550) (473) (592) (547)
Other 3/ (317) (643) (79) (628) (198) (417)
Adjustment for accounts pavable -310 =407 =296 =55 450 ce
Total expenditure and net
lending 17,132 24,298 26,675 25,379 25,738 27,853

Source:

1/ Government pensions.

Data provided by the Malaysian authorities.

g/ Includes general administration, regulations and research, mining, manufacture and
construction, utilities, and other economic services,

3/ 1Includes expenditure refunds and net lending items.
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Table 34, Malaysia: Summary of Operations of
Nonfinancial Public Enterprises, 1980-85 1/

(In millions of ringgit)

Estimate Estimate

1980 1981 1982 1983 1984 1985

Operating surplus 482 2,186 2,294 5,050 6,034 7,182
Development expenditure 3,545 4,090 6,484 8,683 10,629 10,138
Overall deficit -3,063 -1,904 =4,190 -3,633 -4,595 -2,956
Financing 3,063 1,904 4,190 3,633 4,595 2,956
Grants (federal and state) 246 500 609 585 617 676
Loans 1,954 1,915 5,199 3,911 4,081 4,502
Foreign 327 613 2,171 2,002 1,723 1,680
Domestic 1,627 1,302 3,028 1,909 2,358 2,822

Of which: Federal and state 1,356 923 2,045 2,023 1,853 2,226

Other 271 379 983 (114) 505 596

Equity 378 694 333 386 652 290
Of which: Domestic 363 513 253 344 641 266
Foreign 15 181 80 42 11 24

Internal funds 268 307 oo -164 oo oo
Use of assets 2/ 217 -1,512 -1,951 -1,085 =755 -2,512

Source: Data provided by the Malaysian authorities.

1/ Consisting of 36 NPEs as defined in Annex B.

2/ Residual.
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Table 35. Malaysia: Banking Survey, 1980-84 1/
1980 1981 1982 1983 1984
Dec. Dec. Dec. Dec. March June Sept. Dec.
(In millions of ringgit; end of period)
Foreign assets (net) 9,280 7,697 7,624 7,086 5,982 6,144 4,313 5,367
Domestic credit 28,452 37,246 44,995 54,130 56,245 59,666 63,605 65,076
Claims on government
(net) g/ 2,003 4,290 6,194 6,123 6,977 6,536 7,807 6,966
Claims on private sector 26,449 32,956 38,801 48,007 49,268 53,110 55,798 58,110
Toral liquidity 33,394 37,923 44,286 50,705 52,432 52,802 56,139 58,350
Other items (net) 4,338 7,020 8,333 10,511 9,795 11,008 11,779 12,093
Memorandum items:
Narrow money (M1) 9,932 11,173 12,656 13,662 13,678 13,966 13,460 13,655
Broad money (M2) 27,823 32,527 37,827 41,424 42,468 44,036 44,284 46,189

Source: Data provided by the Malaysian authorities; and staff estimates

1/ Consolidation of the accounts of the monetary authorities, commercial banks, finance
companies, merchant banks, and discount houses.

2/ Includes counterpart of Treasury IMF account.
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Table 36. Malaysia: Monetary Survey, 1980-84 l/
1980 1981 1982 1983 1984
Dec. Dec. Dec. Dec. March June Sept. Dec.
(In millions of ringgit; end of period)
Foreign assets (net) 9,363 7,707 7,660 7,155 6,139 6,273 4,430 5,493
Domestic credit 22,952 30,952 37,444 43,636 45,833 47,739 50,467 51,500
Claims on government
(net) 2/ 549 2,788 4,617 4,203 4,883 4,627 5,625 4,771
Claims on private sector 20,930 25,712 29,916 36,417 37,649 39,704 41,403 42,974
Claims on other
financial institutions 1,473 2,452 2,911 3,016 3,301 3,408 3,439 3,755
Broad money (M2) 27,823 32,527 37,827 41,k24 42,468 44,036 44,284 46,191
Narrow money (M) 9,932 11,173 12,656 13,662 13,678 13,966 13,460 13,657
Quasi money 17,891 21,354 25,171 27,762 28,790 30,070 30,84 32,534 -
Other items (net) 4,492 6,132 7,277 9,367 9,504 9,976 11,613 11,802
. (Percentage change)
Domestic credit 34.9 21.0 16.5 15.1 15.6 20.9 18.0
0f which: Claims on
private sector 22.8 16.4 21.7 19.6 20.1 19.5 18.0
Claims on other
financial institutions 66.5 18.7 3.6 8.0 19.8 17.9 24.5
Broad money 16.9 16.3 9.5 7.1 12.8 10.9 11.5
Narrow money 12.5 13.3 7.9 4,7 9.3 3.2 0.1
Quasi-money 19.4 17.9 10.3 8.3 14.5 14.6 17.2

Source: Data provided by the Malaysian authorities; and IMF, IFS.

1/ Consolidation of the accounts of the monetary authorities and commercial banks.

25/ Includes counterpart of Treasury IMF account.
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Table 37, Malaysia: Consolidated Statement of Assets and Liabilities
of Nommonetary Financial Institutions, 1980-84 1/
1980 1981 1982 1983 1984
Dec. - Dec. Dec. Dec. March June Sept., Dec.
(In millions of ringgit; end of period)

Cash 1,680 1,999 2,438 3,112 3,783 3,459 3,706 4,054

Foreign assets (net) -83 -10 =36 -69 -157 -129 -117 -126
Claims on govermment

(net) 1,454 1,502 1,577 1,920 2,094 1,929 2,182 2,195

Finance companies 203 137 127 145 189 165 151 133

Merchant banks 161 180 189 306 343 305 358 336

Di scount houses 1,080 1,185 1,271 1,469 1,562 1,459 1,673 1,726

Claims on private

sector 5,512 7,238 8,885 11,547 11,532 13,258 14,201 14,896

Finance companies 3,616 4,646 5,810 7,539 8,096 8,712 9,480 10,189

Merchant banks 1,709 2,391 2,871 3,793 3,183 4,287 4,414 4,415

Discount houses 187 201 204 215 253 259 307 292

Liquid liabilities 2/ 5,749 6,785 8,122 10,779 11,640 12,197 13,309 14,117

Finance companies 4,818 6,227 7,240 8,973 10,199 10,411 11,260 12,097

Merchant banks 543 266 518 1,425 1,023 1,378 1,599 1,299

Discount houses 388 292 364 381 418 408 450 721

Credit from commercial banks 401 1,154 1,523 1,538 1,852 1,998 1,762 2,145
Capital accounts 411 490 642 869 900 981 1,033 1,111

Other items (net) 2,002 2,300 2,577 3,324 2,860 3,341 3,868 3,646

Source: Data provided by the Malaysian authorities; and IMF, IFS.

1/ Consolidation of the accounts of finance companies, merchant bank, and discount
houses.
2/ Includes time and savings deposits, and money market instruments.
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Table 38. Malaysia: Monetary Authorities Account, 1980-84
(In millions of ringgit; end of period)
1980 1981 1982 1983 1984 1985
Dec. Dec. Dec. Dec. March June Sept. Dec. March
(In millions of ringgit; end of period)
Foreign assets 10,316 9,805 9,338 9,456 9,754 9,402 10,221 9,655 9,090
Claims on government 1,681 708 2,001 3,525 3,064 3,735 4,515 4,809 5,115
Claims on private sector 591 748 729 1,029 985 1,176 1,086 1,006 . oo
Reserve money 6,648 7,296 8,505 8,903 9,031 9,400 9,045 9,283 9,651
Currency outside banks 4,758 5,100 5,727 6,025 6,064 6,256 5,870 5,974% 6,185
Currency and deposits .
of banks 1/ 1,591 1,837 2,328 2,457 2,506 2,551 2,653 2,836 2,853
Deposits of non-
monetary financial
institutions 2/ 110 143 173 225 243 258 280 298 316
Other deposits 189 216 277 196 218 335 242 173 297
Time deposits 1,342 46 35 36 36 37 33 32 oo
Foreign liabilities 4 506 643 784 782 660 641 652 684
Govermment deposits 3/ 2,426 998 1,327 1,808 921 1,441 2,909 2,267 1,195
Capital accounts 1,118 1,333 1,325 1,616 1,616 1,616 1,616 1,742 1,742
Nther items (net) 1,050 1,082 233 863 1,417 1,159 1,578 1,494 .o

Source: Data provided by the Malaysian authorities; and IMF, IFS.

1/ 1Includes currency holdings and deposits of commercial banks.

2/ Includes deposits of merchant banks and finance companies,

3/ Includes counterpart of Treasury IMF account.



...87_
APPENDIX

Table 39. Malaysia: Interest Rates of Commercial Banks, 1930-85

(In percent per annum)

Minimum Lending Rates

« Fixed Deposits: Prefer- Base Average
cffective Maturity Periods in Months Saving Prime ential Lending Lending
Date 1 3 6 9 12 Deposits Rate Rate 1/ Rate 2/ Rate 3/
1980
December 8.50 8.50 8.50 9.00 9.00 6.00 8.50 7.00 PN 10.17
1981
December 9.00 10.00 10.50 10,50 11.00 7.00 8.50 7.00 o o 12,00
1982
December 8.00 9.00 9.25 9.50 10.00 6.50 8.50 7.00 12.00 12.30
1983
March 7.00 7.50 8.25 8.25 8.50 6.50 8.50 7.00 [1.00 11.88
June 7.00 7.50 8.00 8.00 8.50 6.50 8.50 7.00 11.00 11.77
September 8.00 8.25 8.50 8.50 8.75 6.00 8.50 7.00 11.00 11.56
December 8425 8.50 8.50 8.75 9.00 6.00 8.50 7.00 10.75 11,60
1984
March 8.00 9.00 9.00 9.00 9.00 6.00 8.50 7.00 10.75 11.72
June 9.00 9.25 9.25 9.25 9.50 . 6.50 8.50 7.00 11.00 11.97
September 9.75 9.75 9.75 9.75 9.75 6.50 8.50 7.00 11.50 12.18
December 10.00 10,50 10.50 10.50 10.75 7.50 8.50 7.00 12.25 12.81
1985
February 9.50 10.00 10.50 10.50 10.75 7.00 oo 7.00 12.25 n.a.

Source: Bank Negara Monthly Statistical Supplement, various 1issues.

1/ The preferential rate applied to advances to Federal and State Government and public
authorities and advances against govermment or municipal securities, and against agricultural
products.

2/ With effect from November 1, 1983, all lending rates are pegged to a bank's declared base
lending rate (BLR), with the exception of those levied on loans to priority sectors and those
prescribed by law.

3/ Refers to the weighted average lending rate of all the commercial banks,
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Table 40, Malaysia: Commercial Banks—-Liquidity and Statutory
Reserve Requirements, 1980-84

1980 1981 1982 1983 1984
Mar. June Sept. Dec.

(In millions of ringgit; end of period)

Total liquid assets 1/ 5,484 7,428 8,348 8,593 9,181 8,701 11,070 10,395
0f which: Primary
liquid assets 2,870 3,421 3,813 4,273 4,442 4,426 4,665 4,768
Eligible liabilities 2/ 23,387 27,490 31,621 37,109 39,034 39,830 41,390 42,834
Statutory reserves 2/ 1,169 1,375 1,581 1,853 1,952 2,067 2,006 2,142

(In_percent)

Statutory reserves ratio 5.0 5.0 5.0 5.0 5.0 5.2 4,8 5.0
Liquidity ratio 23.4 27.0 26.4 23.2 23.5 21.8 26.8 24,3
Primary liquid assets

ratio 12.3 12.4 12.1 11.5 11.4 11.1 11.3 11.1

Source: Bank Negara Malaysia, Monthly Statistical Supplement.

1/ With effect from March 1979, commercial banks are required to maintain a minimum
ratio of their eligible liabilities in Malaysian liquid assets. One half of this ratio is
to be in primary liquid assets. Primary liquid assets are defined to comprise cash,
balances with the Central Bank of Malaysia, net money at call with the discount houses in
Malaysia, Federal Government Treasury bills, and Federal and State Government securities
with maturities of one year or less to run, Other liquid assets, known as secondary
liquid assets, comprise Federal and State Government securities with maturities of more
than one year to run, bills discounted to purchased, and bills receivable which are
payable in Malaysia and rediscountable at the Central Bank of Malaysia, including bankers'
acceptances. The minimum primary liquid assets ratio is 10 percent and the minimum
liquidity ratio is 20 percent. Liquidity requirements against foreign liabilities, which
are also eligible liabilities, have been set at zero percent since October 1981,

2/ Comprises total deposits, net amounts due to other commercial banks, the finance
companies, and the merchant banks, negotiable certificates of deposit, and instruments
discounted/rediscounted under repurchase agreements.

3/ As from April 15, 1985, the statutory reserve which commercial banks are required to
maintain with the Central Bank has been reduced from 5 to 4 percent of eligible

liabilities. Statutory reserve requirements against foreign liabilities have been set at
zero percent since October 1981.
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Table 41, Malaysia Assets and Liabilities of Commercial Banks, 1980-84

1980 1981 1982 1983 1984
Dec. Dec. Dec. Dec. March June Sept. Dec.

(In millions of ringgit; end of period)

Assets

Reserves 1,586 1,833 2,323 2,451 2,484 2,607 2,602 2,816
Foreign assets 1,947 2009 2,889 5,407 4,320 4,342 2,242 2,458
Claims on govermment 3,972 5,552 6,301 7,586 7,722 7,230 9,237 8,333

Claims on private sector 20,339 24,964 29,187 35,388 36,664 38,528 40,317 41,968

Claims on other financial

institutions 1,473 2,452 2,911 3,016 3,301 3,408 3,439 3,755
Liabilities

Demand deposits 4,875 5,714 6,479 7,216 7,153 7,117 7,068 7,210
Time and savings

deposits 15,773 19,917 24,206 24,808 25,880 26,364 26,908 29,264
Negotiable certificates

of deposit (NCDs) 1/ 776 1,391 930 2,918 2,874 3,669 3,883 3,238
Foreign liabilities 2,896 3,601 3,924 6,924 7,153 6,811 7,392 5,968
Govermment deposits 2,678 2,474 2,358 5,100 4,982 4,897 5,218 6,104
Capital accounts 965 1,595 1,997 2,995 3,029 3,091 3,462 3,588
Other items (net) 1,354 2,118 3,717 3,887 3,420 4,166 3,906 3,958

Source: Data provided by the Malaysian authorities; and IMF, IFS.

1/ Excludes NCDs held by commercial banks.
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Table 42, Malaysia: Direction of Commercial Bank Lending, 1980-84
(In millions of ringgit)

1980 1981 1982 1983 1984
End of period: Dec. Dec. Dec. Dec., Dec.
Agriculture 1,648 1,910 2,134 2,390 2,664

(8.1) (7.7) (7.3) (6.7) (6.3)
Mining and quarrying 211 277 495 626 486

(1.0) (1.1) (1.7) (1.8) (1.2)
Manufacturing 4,694 5,947 6,190 7,399 7,895

(23.1) (23.8) (21.2) (20.9) (18.8)
Electricity 279 170 144 96 39

(1.4) (0.7) (0.5) (0.3) (0.1)
General commerce 4,644 5,594 6,138 7,662 8,168

(22.8) (22,4) (21.0) (21.6) (19.5)
Building and construction 1,407 1,643 1,860 2,494 3,248

(6.9) (6.6) (6.4) (7.0) (7.7)
Real estate 1,710 2,755 3,660 4,667 6,032

(8.4) (11.0) (12.5) (13.2) (14.4)

Individual housing loans 2,232 2,811 3,498 4,158 5,129
(11.0) (11.3) (12.0) (11.7) (12.2)

Transport, storage, and

communication 400 624 715 750 772
(2.0) (2.5) (2.4) (2.1) (1.8)
Other 3,114 3,233 4,353 5,244 7,535

(15.3) (12.9) (14.9) (14.8) (18.0)

Total 23,339 24,864 29,187 35,388 41,968

Source: Bank Negara, Monthly Statistical Supplement, various issues.

1/ Figures in parentheses are percentage shares. Excludes lending to
goverment.



Table 43.

Malaysia: Compliance with Lending Guidelines, 1982-84

(In Egrcent)

Guidelines Expiring Guidelines Expliring Guidelines Expiring
Dec, 31, 1982 Dec. 31, 1983 Dec., 31, 1984
Minimum 1/ Actual Minimum 1/ Actual Minimum Actual

requirement performance requirement performance

requl rement perfommance

Commercial banks
Loans to/for
Bumiputra community
Small-scale enterprises
Of which: TLoans under the
Special Loan Scheme
(Bumiputra community) 3/
Agricultural food production
Housing
0Of which: Bumiputra housing

Finance companies
Loans to/for
Bumiputra community
Small-scale enterprises
Housing

18.0 17.5 18.0 29.7
12.01 12.6 -- -

5.0 2/ 3.4 5.0 2/ 3.8

(-=) (--) (2.5)" 2/ 0.8
10.0 4/ 12.4 6.0 6.7
10.0 13.7 -- -
20.0 29.2 20.0 30.7
25.0 27.7 25.0 24.9
20.0 23.4 --

20.0 31.7
5.0 3.8
(2.5) 1.1
6.0 6.2

20,000 units 25,738 units
(7,896 units)5/7,735 units

20.0 34.5

Sources: Bank Negara Malaysia,

1/
2/ As a percentage of total lo
3/ 1Introduced on March 31, 198
4/ As a percentage of total lo
5/

Annual Report, various issues.

As a percentage of total loans outstanding at end of the preceding year.

ans outstanding at end of 1980.
3.
ans outstanding at June 30, 1979.

As per guidelines introduced in March 1984,
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Table 44. Malaysia: Assets and Liabilities of Finance Companies, 1980-84
(In millions of ringgit; end of period)
1980 1981 1982 1983 1984
Mar. June Sept. Dec.
Foreign assets 14 7 5 3 2 3 3 2
Domestic assets 5,634 7,394 9,105 11,357 12,732 13,170 14,125 15,222
Cash 1/ 249 264 322 379 417 426 469 504
Claims on Central Bank 90 116 139 179 196 206 224 243
Net claims on com-
mercial banks 1,158 1,617 1,972 2,165 2,826 2,450 2,545 2,847
Net claims on govt. 203 137 117 145 227 221 212 198
Claims on private
sector 2/ 3,587 4,595 5,727 7,437 1,997 8,610 9,376 10,077
Other 3/ 347 665 828 1,052 1,070 1,259 1,301 1,355
Assets = Liabilities 5,648 7,401 9,110 11,360 12,733 13,172 14,127 15,224
Foreign liabilities 28 15 14 19 19 19 20 30
Domestic liabilities 5,620 7,386 9,096 11,341 12,714 13,153 14,107 15,194
Fixed deposits 4/ 4,592 6,021 7,073 8,643 9,887 10,146 11,019 11,917
Savings deposits 370 402 510 691 712 762 741 728
Borrowing from banks 43 63 312 499 489 498 435 480
Other 5/ 615 900 1,201 1,508 1,626 1,747 1,912 2,069
0f which: Capital
and reserves (270) (332) (440) (578) (607) (679) (708) (756)

Source: Data provided by the Malaysian authorities.

1/ Includes merchant banks' balances with commercial banks and money at call.

2/ Includes investment in subsldiary and other companies, loans and advances to
customers and bills discounted.

3/ Includes all other assets, n.i.e.

é/ Includes fixed deposits of finance companies and deposits of merchant banks.

5/ Includes all other liabilities, n.i.e.
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(In millions of ringgit; end of period)

1980 1981 1982 1983 1984
Mar. June Sept. Dec.
Foreign assets 10 15 15 15 15 15 Is 15
Domestic assets 2,219 2,889 3,579 4,717 4,932 5,255 5,541 5,527
Cash 1/ 34 13 22 48 41 26 31 55
Claims on central bank 22 29 37 48 52 54 57 57
Net claims on com—
mercial banks 73 101 240 281 249 296 371 339
Net claims on Government 161 162 189 307 343 305 358 336
Claims on private
sector 2/ 1,684 2,382 2,773 3,980 4,090 4,410 4,548 4,568
Other 3/ 245 202 318 54 157 164 176 172
‘ Assets = Liabilities 2,229 2,904 3,594 4,731 4,947 5,270 5,556 5,542
Foreign liabilities 88 25 60 134 155 145 133 137
Domestic liabilities 2,141 2,879 3,534 4,597 4,792 5,125 5,423 5,405
Fixed deposits 4/ 1,185 1,628 2,099 3,067 3,340 3,702 3,868 4,018
Savings deposits - -- - - - - - -
Borrowing from banks 209 247 328 222 256 215 278 125
Other 5/ 748 1,004 1,107 1,309 1,196 1,208 1,277 1,262
0f which: Capital
and reserves (141) (158) (202) (291) (292) (302) (324) (355)

Source: Data provided by the Malaysian authorities.

Includes merchant banks' balances with commercial banks and money at call.
Includes loans and advances to customers and bills discounted.

Includes all other assets, n.i.e.

Includes fixed deposits of finance companies and deposits of merchant banks.
Includes all other liabilities, n.i.e.
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Table 46,

Malaysia:

Assets and Liabilities of Discount Houses, 1980-84

(In millions of ringgit; end of period)

1980 1981 1982 1983 1984
Mar, June Sept. Dec.
Assets
Claims on the
Central Bank 1.8 2.6 4,5 0.7 1.5 0.5 0.5 0.7
Claims on government 1,090,2 1,185,0 1,271.2 1,468.5 1,561.8 1,458.6 1,672.6 1,725.6
Claims on
private sector 187.4 200.8 204,2 215.3 253.5 259.2 307.0 291.5
Net other assets -56.2 -67.4 -54,3 -68.0 -66.4 -41,7 21.3 -16.5
Liabilities .
Deposits 1,223.2 1,321.0 1,425.6 1,616.5 1,750.4 1,676.6 2,001,4 2,001.3
Source: Data provided by the Malaysian authorities.




Table 47, Malaysia:

- 95 -

APPENDIX

(In millions of U,S. dollars)

Composition of Manufactured Exports, 1980-84

1980 1981 1982 1983 1984

Food, beverages, and tobacco 218 260 224 249 277
Textiles, clothing, and footwear 370 340 350 406 483
Wood products 215 205 181 211 176
Rubber products 39 36 38 42 46
Chemicals and petroleum products 165 182 224 384 588
Of which: petroleum products (87) (99) (123) (258) (396)
Nommetallic mineral products 28 22 31 45 56
Manufactures of metal 115 92 88 104 131
Electrical machinery and appliances 1,385 1,407 1,771 2,387 2,883
Of which: electronic components (1,053) . (1,094) (1,355) (1,673) (2,067)
Transport equipment 102 36 86 148 212
Other manufactures 1/ 225 147 156 194 232
Total 2,862 2,727 3,149 4,070 5,084

Source: Data provided by the Malaysian authorities.

1/

Includes paper and paper products, and optical and

scientific equipme

nt.
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Table 48. Malaysia: Gross Imports, 1980-85 1/
(In millions of U.S. dollars)
1980 1981 1982 1983 1984
Consumption goods 1,988 2,312 2,396 2,508 2,783
Food 541 695 745 745 785
Beverage and tobacco 111 129 128 120 101
Consumer durables 456 468 474 525 711
Other 880 1,020 1,049 1,118 1,186
Iavestment goods 2/ 3,231 3,261 3,870 4,226 4,706
Machinery 1,184 1,247 1,352 1,417 1,598
Transport equipment 423 415 683 717 607
Metal products 812 751 886 897 893
Other 312 848 949 1,195 1,608
Intermediate goods 5,369 5,811 5,956 6,303 6,481
For manufacturing 3,064 3,166 3,314 3,745 4,217
For construction 266 407 544 519 486
For agriculture 410 328 268 257 328
Crude petroleum 368 . 894 626 704 551
Other 761 1,016 1,204 1,078 899
Imports for re—export 186 163 182 205 157
Tin ore 136 134 166 183 107
Crude natural rubber 50 29 16 22 50
Total 10,774 11,547 12,404 13,242 14,127

Source: Data provided by the Malaysian authorities.

l/ Customs data; excludes military imports, imports of ships and aircrafc
by  the national shipping and airline companies, and imports of offshore
installation equipments of the petroleum sector.

2/ Exclusive of imports of ships and aircraft by the national shipping and
airline companies and imports of offshore installation equipments by the oil
sector,
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Table 49. Malaysia: Exports, Imports, and Terms of Trade, 1979-84

(1980 = 100) 1/
1979 1980 1981 1982 1983 1984
Exports
Value_g/ 85.4 100.0 90.7 93.0 106.7 125.6
Volume 98.2 100.0 88.1 96.3 108.4 125.3
Price 2] 87.0 100.0 103.0 96.6 98.4 100.2
Imports
Value gj 74.9 100.0 112.7 121.5 126.4 128.9
Volume 85.8 100.0 106.1 115.7 123.6 129.8
Price 2/ 87.3 100.0 106.2 105.0 102.3 99.3
Overall terms of trade 99,7 100.0 97.0 91.9 96,2 100.9

Source: Data provided by the Malaysians authorities.

i/ Trade indices with 1980 weights presented in this table are provisional
official estimates,
2/ 1In terms of U.S. dollars.




Table 50, Malaysia: Direction of Trade, 1980-84

(Percentage shares)

Exports Imports
1980 1981 1982 1983 1984 1980 1981 1982 1983 1984
ASEAN countries 22.4 26.5 30.0 28.2 27.1 16.5 18.0 19.9 18.8 19.4
0f which:

Singapore (19.1) (22.8) (24.9) (22.5) (20.8) (11.7) (13.1) (14.4) (14.0) (13.1)
Japan 22.8 21.1 20.3 19.6 22.6 22.9 24.5 25.0 25.3 26.1
India 2.2 2.6 1.9 2.4 3.6 0.9 0.7 0.6 0.7 0.8
Australia 1.4 1.7 1.9 l.é 1.6 5.5 5.5 ba6 4.2 4.0
EEC 16.9 15.2 14.9 14.6 12.8 15.4 13.9 12,2 14.0 13.4
United States 16.3 13.1 11.6 13.2 13.7 15.0 14.6 17.5 16.1 16.2
U.S.S.R. 2.2 2.2 2.0 2.2 1.3 0.3 0.2 0.2 0.1 0.1
Other 15.7 17.6 17.4 18.4 17.3 23.5 22.6 20.0 20.8 20.0

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Data provided by the Malaysian authorities,

_86_
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Table 51. Malaysia: Service Account, 1980-84
(In millions of U.S. dollars)
1980 1981 1982 1983 1984
Freight and insurance (net) -818 =871 =922 =934 =972
Receipts (207) (191) (180) (277) (380)
Payments (1,019) (1,063) (1,102) (1,211) (1,353)
Other transportation (net) -26 3 66 40 34
Receipts (372) (434) (460) (482) (527)
Payments (398) (431) (394) (442) (492)
Travel (net) -406 ~292 -332 ~476 -519
Receipts (317) (387) (518) (571) (645)
Payments (723) (678) (850) (1,047) (1,164)
Investment income (net) l/ -836 =797 -1,147 -1,597 -2,051
Receipts (739) (792) (650) (557) (641)
Payments (1,575) (1,589) (1,797) (2,154) (2,692)
Govermment, n,i.e, (net) -3 3 12 15 15
Receipts (89) 91) (101) (108) (113)
Payments (92) (88) (89) (93) (98)
Other (net) Z/ ~5381 -352 =493 =750 ~-897
Receipts (250) (308) (424) (516) (484)
Payments (831) (660) (917) (1,267) (1,381)
Total services (net) -2,h70 =-2,305 =2,816 -=3,702 =4,390
Receipts (1,968) (2,204) (2,332) (2,511) <(2,79D)
Payments (4,638) (4,509) (5,148) (6,213) (7,181)

Source: Data provided by the Malaysian authorities.

1/ TIncludes interest payments on external debt.
2/ Includes contract and professional charges, agency fees, commissions,
rents and royalties, and salaries.
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Table 52. Malavsia: TInterbank Swap Transactions, 1982-85 l/
Forward
premium Eurodollar Cost of borrowing MS through
implicit in interest interbank
Swap swap margin rate Swap Money market Difference
Period margin g/ (Percent per annum)
1982
January ~-165 3.0 15.1 12.3 8.8 3.5
February =290 5.1 16.8 L1.6 9.1 2.5
March =207 3.6 15.6 12.1 9.6 2.5
April =220 3.9 15.0 1.3 9.5 1.8
May -105 1.8 14.5 12.8 9.9 2.9
June =295 5.1 16.7 11.8 9.3 2.5
July -195 3.4 14,9 11.7 9.5 2.2
August 15 -0.3 10.8 1.2 9.5 1.7
September -28 0.5 1.5 11.2 9.4 1.8
October =35 0.6 10.1 9.6 8.2 1.4
November =25 0.4 9.9 9.6 8.4 1.2
December 20 -0.3 9.6 10.1 8.5 1.6
1933
January -5 0.1 9.3 9.3 7.9 1.4
February 5 ~-0,1 8.9 9.1 7.9 1.2
March -60 0.9 9.7 8.8 7.3 1.5
April =30 0.4 9.1 8.7 7.5 1.2
May -5 - 9.5 9.5 7.8 1.7
June =30 N.4 10.0 9.6 7.6 2.0
July -60 0.9 10,1 9.2 7.8 1.4
August =27 0.3 10.3 10.0 8.7 1.3
September =55 N.8 9.5 8.7 8.4 0.3
October =35 0.4 9.6 9.2 8.3 n.9
November 25 -0.6 10.0 1.6 8.7 1.9
December 35 -0.8 10.0 10.8 9.9 0.9
1984
January 23 -0.5 10.9 10.4 9.4 1.0
February ~-15 0.1 10.1 10.0 8.6 1.4
March -10 0.1 10.9 10.8 8.9 1.9
April -15 0.1 10.9 10.8 8.8 2.0
May -8 N.1 11.8 11.7 9.2 2.5
June -10 0.2 12.3 12,1 9.6 2.5
July 15 -0.4 11.9 12.3 In.3 2,0
August 21 -0.5 12.0 12.5 10.2 2.3
September - -0.2 11.3 11.5 10.4 1.1
October 260 -4,6 10,2 14.8 14.8 -
November 35 -0,7 9.3 10,0 9.6 N.4
December 170 -2.0 8.7 11.7 10,3 1.4
1985
January 180 -3.1 8.6 1.7 9.6 2.1
February 160 -2.7 9.6 3.8 2.5
March 150 -2.5 9.6 2. 9.5 2.4
Source: Data provided by the Malaysiar authorities; and staff calculations. .

l/ Representative three-month swap effected through foreign exchange brokers at the end
of the month,
2/ Ringgit per USS$10,000 over a three-month period.
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- 113 -~ ANNEX B

Nonfinancial Public Enterprises

Traditional definition

1.
2.
3.
4.
5.
6.
7.
8.
9.
0

1

National Electricity Board

Sabah Electricity Board

Sarawak Electricity Supply Commission

Peang Port Commission

Port Klang Authority

Kuching Port Authority

Malaysian Railways

Telecommunications Department

Federal Land Development Authority (FELDA)

Rubber Industry Small Holders Development Authority (RISDA)

Of f-Budget Agencies

Vol e B N e R R T B )
.

.

10.
11.
12.
13,

Petroleum Nasional Berhad (PETRONAS)

Sabah Gas Industries Sendirian Berhad

Sabah Energy Corporation

Malaysian Airline System

Malaysian International Shipping Corporation Berhad
Perbadanan Nasional Shipping Line Berhad

Malaysian Highway Authority

Sabah Port Authority

Heavy Industries Corporation of Malaysia Berhad (HICOM)
Perak Hanjoong Cement Sendirian Berhad

Pahang Cement Sendirian Berhad

Cement Industry of Malaysia Berhad

Urban Development Authority (UDA)

Expanded nonfinancial public enterprises

~NOoOY WU W
.

Nel
.

10,
11.
12,
13.

Malaysian Shipyard and Engineering

Sabah Shipyard

Rajang Port Authority

Johore Port Authority

Benhulu Port Authority

Perbadanan Nasional Berhad (PERNAS)

Cement Manufacturers (Sabah)

Kedah Cement

Malavsian Rubber Development Corporation (MARDEC)
Federal Land Consolidation and Rehabilitation Authority (FELCA)
Sabah Forest Industries

Food Industries of Malaysia (FIMA)
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