





















































































































































CHAPTER III

The Malaysian Economy:
Performance and Prospects

1. INTRODUCTION

123. The performance of the economy affects fundamentally the achievement
of the objectives of the New Economic Policy. It is only within the context
of a fast growing economy that adequate employment, income and investment
opportunities can be created to provide the means for reducing significantly
the poverty and disparities that exist in Malaysian society.

II. PROGRESS: 1971-73

124, The growth targets in the Plan are set in terms of an average rate of
growth of GNP at current prices of 6.5% during 1971-75 and a real per capita
income growth of 2.9% per year, giving an annual income of $1,232 by 1975,
as compared to $1,066 in 1970. The performance during 1971-73, as indicated
in Table 3-1, shows that, on the average, the economy expanded by 11%
annually, a rate higher than the Plan target. This achievement was brought
about by the high growth rate of 20.4% in 1973, in contrast to moderate
expansion in 1971 and 1972 when GNP grew by 5.6% and 7.5%, respectively.

125. The achievement in real terms, however, was lower as prices increased
at an average of 4.1% per year. (Price developments are discussed in
Chapter VI). Real output of the economy grew at a rate of 6.9% per year
during 1971-73 as compared to the Plan target of 6.8%. The real purchasing
power of GNP, taking into account the impact of price changes for exports
and imports, also increased but at a slower rate of 5.5% per year, reflecting
largely the rise in import prices. With population growing at 2.7% per year,
real per capita income is estimated to have grown by 2.8% per year, reaching
$1,166 in 1973, largely as a result of the exceptionally high growth in 1973.
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126. As in previous years, external economic conditions continued to have
considerable influence on the performance of the Malaysian economy.
Analysis of past data indicates an average lag of about four to six months for
external conditions to be reflected in the behaviour of Malaysian exports.
Export performance, in turn, after a longer time lag, affects the level of
imports and private investment in the country. Thus, the stagnation of
industrial production in the major world economies during 1970-71 and the
first few months of 1972 has been responsible for the relatively slow growth
of the Malaysian economy during these years. The recovery in the world
economy since early 1972 led to the strong growth of the Malaysian economy
in 1973.

127. The adverse effects of external conditions in 1971 and 1972 were
partly compensated by the vigorous expansion of public sector consumption
and investment expenditure. The counter-cyclical influence of measures
taken by the Government helped maintain the momentum of aggregate
demand and the general level of economic activity. This is in contrast to the
experience in the 1950’s and early 1960’s when a drop in export demand led
to an overall slackening in the rate of growth of the economy.

III. PRODUCTION BY MAJOR SECTORS, 1971-73

128. The relative slowness in the expansion of total output of the economy
in current prices in 1971 and 1972, compared to its high growth rate in 1973,
reflects the still considerable influence that the export-oriented agricultural
sector has in the economy. In 1972, net output in agriculture in current prices
actually declined but recovered strongly in 1973 following the stimulus
provided to agricultural production, primarily rubber and timber, by the sharp
recovery of export demand and prices. Production in tin mining continued
to decline in importance. There was, however, greater stability and dynamism
in the growth trends of the other sectors particularly manufacturing and
construction. Though still small, these sectors are increasingly taking on the
role of growth leaders in the economy. Within the services sector, which
contributes over two-fifths of total value added in Malaysia, trade has a
relatively large share. As in the past, the trade sector grew at a slightly
slower rate than total GDP. Banking and insurance is a relatively small sector
but expanded at a fast rate. Income from public administration and defence
as well as from other services, which comprise also a number of public services
such as education and health, was boosted by substantial salary revisions.

129. Overall, the GDP in current prices, as indicated in Table 3-2, grew on
the average by 11.3% per year during 1971-73. The performance during 1971
and 1972 was lower but this is offset by the estimated 21% increase in 1973.
In terms of reaf output, GDP recorded a growth rate of 8% per year, in view
of the sharp increases in the general price level.
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TaBLE 3-2

GROSS DOMESTIC PRODUCT BY SECTOR OF ORIGIN, 1970-75

Sector

Agriculture ..
Rubber planting . .
Agriculture and livestock
Forestry

Fisheries ..

Mining and quarrying

Manufacturing

Construction

Electricity, water and sani-
tary services

Transport, storage and com-
munications . .

Ownership of dwellings

Wholesale and retail trade

Banking, insurance and real
estate

Public administration and
defence

Other services

Gross domestic prodoct at
factor cost

1970

3,125
1,045
1,278
520
282

580

1,354

384

254

440

460

1,407

207

($ million}

In current prices

1971

3,178
942
1,396
532
308

620

1,467

430

270

465

472

1,464

226

752

1,185

10,529

Average annual
growth rate (%)

1972 1973 1974 1975 1971-73 1971-75
(Estimared) (Projected) (Projected)

3,056 4,184 4125 4075 10.2 5.5
873 1,487 1384 1,227 125 3.3
1,398 1,537 1,698 1,814 63 7.2
491 852 719 693 7.9 5.9
294 308 324 341 3.0 EX
685 712 715 855 7.1 8.1

1,687 2,116 2,412 2,660 16.1 4.5

477 601 698 741 16.1 4.0
300 343 378 408 0.5 9.9
487 542 591 634 7.2 7.0
498 535 579 614 3.2 5.9
1,556 1,859 1,941 2,028 9.7 7.6
254 290 315 338 119 10.3

937 1,003 1,072 1,136 153 1.6

1,411 1,541 1,648 1,727 124 9.7

11,348 13,726 14474 15,216 113 8.9
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Agriculture, forestry and fisheries

130. The Plan projected substantial increases in output in major portions
of the agricultural sector. The projected growth of net agricultural output,
or value added by the sector to GDP, was 6.7% per year during 1971-75%.
Production of rubber, palm oil and kernels and rice was expected to grow
rapidly.

131. Agricultural output reacted adversely to the unfavourable export
prices in 1971 and 1972, primarily in respect of rubber. Rubber production
which had increased by 6.6% per year from 906,000 tons to 1,249,000 tons,
between 1965 and 1970, increased by only 4.4% in 1971 and stagnated at
1,303,000 tons in 1972. In 1973, however, production improved significantly
by 14.4% and reached an estimated 1,490,000 tons in response to buoyant
export demand. In the rubber sector, it was mainly the smallholders who
reacted strongly to the price movements, while estates continued to maintain
steady increases in production.

132. In contrast to rubber, the value added by palm oil and sawlogs continued
to increase. Palm oil and palm kernel account for about 6% of total value

added by the agriculture sector, while the share of sawlogs was about 17%
in 1970. The impressive performance of these two commodities during 1971-
73, despite the unfavourable prices in 1972, compensated somewhat for the
slow growth of rubber production. Palm oil and kernel production doubled
between 1970 and 1973 to reach 850,000 tons, thus exceeding the average
annual growth rate of 20.7% projected in the Plan. The most rapid increase
occurred in the smallholder sector, including FELDA and other public sector
land development schemes. As a result, smallholdings now account for about
30% of total palm oil production. Sawlog production grew more rapidly in
1973 than in the previous two years. Besides favourable prices, increased
demand by the domestic timber processing industry provided the main
stimulus to the growth of sawlog production in 1973.

133. Although there were reductions in cultivated acreage, production of
padi has expanded rapidly in recent years as a result of increases in yields
and double cropping. In 1972, however, this growth trend was interrupted
by adverse weather conditions. Padi production in 1972 was 1.8 million tons,
showing a growth rate lower than the increase in 1971. The decline in the
rate of growth of Malaysian production occurred at a time of a general world
shortage of food grain. This world shortage contributed to sharp increases
in the price of rice in 1973. Padi production is estimated to have grown by
about 9% in 1973, reaching about two million tons.

1 The Plan target of 6.7% per year referred only to Peninsular Malaysia as data was not available
for Sabah and Sarawak. A cumparable total Malaysian target would not have been significantly
different as the bulk of agricultural production is from Peninsular Malaysia.
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134. Progress was made in other agricultural production, including fish,
pepper and livestock. These activities, however, were not significant enough
to offset the unfavourable performance particularly in the rubber smallholder
sector in 1971 and 1972.

Mining and quarrying

135. This sector, which had grown at the rate of 3% annually between
1967 and 1970, continued to expand despite the closure of the two largest iron
ore mines at Bukit Besi and Rompin and the very slow growth of tin output
since 1969 due to the gradual depletion of existing tin deposits. The mining
sector expanded at an average annual rate of 7.1% between 1970 and 1973
largely as a result of increases in crude petroleum production.

136. The most striking developments in crude petroleum production took
place in Sarawak where production increased from a mere 845,000 tons in
1970 to 3,224,000 tons in 1971. Production in 1973 is expected to reach
4,560,000 tons, or 24% of net output in the mining sector.

Manufacturing

137. Manufacturing, though now a leading growth sector in the economy,
accounted for only about 14% of total GDP in 1970. Output growth in the
sector during 1971-73 was rapid, averaging 16.1% annually, thus exceeding
the Plan target of 12.5%. Most of the increase took place in pioneer and
export-oriented industries. The growth leaders were the wood processing,
palm oil processing, tobacco products, textiles and clothing, footwear, rubber
products (especially tyres and tubes) and plastic goods industries. The construc-
tion boom since mid-1971 acted as a powerful stimulus to a number of
building materials industries, such as sawn timber, bricks, paints, cement, steel
and iron products. Recent experience indicates that the supply of a number
of these materials was unable to match the rapidly growing domestic demand
for these products. On the whole, the manufacturing sector is becoming
increasingly export-oriented. In 1973 its growth is estimated at 25.4% with
exports expanding by 48%.

Construction

138. The main factors behind the 16.1% average annual growth rate in the
construction industry during 1971-73, exceeding the 9.4% target in the Plan,
were the housing boom since mid-1971, the acceleration in public sector
development expenditure and the continued increase in private sector invest-
ment in industrial, commercial and residential construction. The promotion
of home ownership for public sector employees and the activities of the
SEDCs were also important factors in this regard.
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Services

139. The services sector accounted for about 41% of GDP in 1970. The
sector comprises transport and communications, wholesale and retail trade,
utilities, banking, insurance, public administration and defence, hotels, catering
and personal services. These activities expanded at 11.3% per year, in step
with the increased demand for such services generated by the rapid pace of
overall economic development. Malaysian Airline System (MAS), Malaysian
International Shipping Corporation (MISC) and the streamlining of the
Telecommunications Department were mainly responsible for the satisfactory
expansion in transport and communications services. Consumption of elec-
tricity increased by 10.5% per year during the period, in response to accelerated
industrial development and the general rise in the standard of living in both
the rural and urban areas.

I¥. PRODUCTION FOR DOMESTIC USE AND EXPORTS

140. The Malaysian economy has, historically, been an export-oriented one,
Exports, in turn, have been concentrated on a narrow range of primary
commodities. Since Independence, however, efforts have been made to develop
the economy on a more diversified basis. Reflecting the rapid increases in
investment and consumption in both the public and private sectors of the
economy, the share of production for domestic use in the total product in
constant prices has grown from 55% in 1970 to 57% in 1973.

141. Notwithstanding these structural changes, significant expansion of
exports will be required to sustain the long-term growth momentum of the
economy, in the light of the relative smallness of the domestic market. For
this purpose, the Government will devote increased attention towards promo-
ting the growth and expansion of manufactured exports.

142. During the period under review, as indicated in Table 3-3,
merchandise exports grew by 10% per year, as compared to 6.4% during
1966-70. Overall export performance continued to be governed by rubber
exports which accounted for about 32.6% of total export earnings in 1973.
Following the slackening of economic activity in the industrialised countries,
prices fell by 26% and the value of rubber exports declined by 25% between
1670 and 1972. With the recovery of world economic activity in the latter
part of 1972, rubber prices picked up strongly in 1973. For the year as a
whole, the f.0.b. unit value is expected to be 140.8 cents per kilo (64 cents
per 1b.) compared to 94.8 cents per kilo (43.1 cents per Ib.) in 1972. In conse-
quence, the value of rubber exports in 1973 is estimated to expand by a
sizable 72.7% over 1972. For the whole period under review, rubber exports
registered an average annual growth rate of 9.2%.
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TABLE 3-3

EXPORTS, 1970-75

Average annual
1973 1974 1975 growth rate (%)

1970 1971 1972 (Esti- (Pro- (Pro-
mated)  jected)  jected)} 1971-73 197{-75

Rubber

Volume {000 tons) .. 1,324 1,368 1,343 1,564 1,539 1,579 5.7 36

Price {cts/lb.) - .. 58 43 43 64 58 50

Value ($ million) .. 1,724 1,460 1,298 2,242 1,999 1,768 2.2 0.5
Tin

Volume (000 tons) .. 91 36 88 83 80 78 -30 —30

Price (§/ton) .. - 11,135 10,576 10,477 10,700 10,450 10,450

Value (§ million) .. 1,013 906 924 388 836 815 —4.4 —4.0
Sawlogs

Volume (000 tons) .. 6,288 6,178 6,431 6,949 6,819 7,042 34 2.3

Price ($/ton) . .. 102 104 92 135 108 100

Value (3 miltion) .. 643 641 590 938 736 704 134 1.8

Sawn timber

Volume (000 tons) .. 961 925 1,203 1,600 1,677 1,772 200 13.0
Price (3/ton) . . 209 208 229 350 280 230
Value (§ million) . 201 192 275 592 469 407 44.0 15.2
Palm oif
Volume (000 tons) . 394 564 683 800 1,115 1,295 270 27.0
Price (3/ton) .. .. 668 674 529 580 550 530
Value (3 million) . 263 380 361 464 613 685 21.0 210

Palm kernel oil

Volume (000 tons) .. —- 5 48 70 87 94 — —

Price ($/ton) .. .. — 826 626 700 630 580

Value (3 million) .. — 4 30 49 55 55 — —_
Crude petroleum

Volume (G00 tons) .. 3,684 6,419 3,089 2,712 2,319 3,615 —95 —0.4

Price {3/ton) .. .. 45 51 55 68 71 74

Value ($ million) . 165 328 170 134 165 268 37 10.2
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Partly refined petrolenm
Yolume (000 tons)
Price (3/ton)

VYalue (§ miliion)

Petroleum products
Yolume {000 tons)
Price ($/ton)
Value (3 million)

Copper

Value (3 mitlion)

Pepper
Yolume (000 tons)
Price (3/ton)
Yalue (8 million)

Copra
Yolume (000 tons)
Price ($/ton)

Yalue (§ million). .

Coconut oil
Volume (000 tons)
Price ($/ton)
Yalue ($ million}

Canned pineapple
Yolume (000 tons)
Price ($/ton)
Yalue (§ million)

Other merchandise exports

Yalue (8 million)

Total merchandise exports

($ million)

1970

1,038
37
38

2,790
56
156

26
2,282
39

15
464

48
895
43

62
698
43

808

5,163

TABLE 3-3—(cont.)

EXPORTS, 1970-75—(cont.)

1971

1,388
45
62

1,539
69
106

28
2,334
66

2
458
14

43
872
37

58
702
41

780

5,017

1972

1,085
49
53

1,358
67
91

27
2,230
61

34
326
11

27
617
17

59
706
41

922

4,844

45

1973

{Esti~
mated)

960
56
54

1,300
79
103

30
2,300
69

51
500
26

39
900
KE]

53
720
40

1,192

6,876

1974
{(Pro-
Jected)

1,006
57
57

1,300
g0
104

33
2,275
76

60
450
27

18
640
24

36
750
42

1,402

6,605

1975
(Pro-
Jected)

1,372
60
82

1,340
81
109

45

38
2,250
86

69
400
28

38
640
24

59
780
46

1,515

6,637

Average anitual
growth rate ()

1971-73 1971-75

—-2.5 5.8
124 16.6
-220 —13.5
—13.0 —-7.0
4.9 7.9
5.3 7.8
32.0 36.0
55.0 32.0
—10.0 —-4.5
=70 =10
—4.1 — 1.0
-23 1.3
13.9 134
10.0 3.2



143. Tin was the second biggest single export item accounting for some
209% of total exports in 1970. Sluggishness in world economic activity contri-
buted to an excess of world supply over demand causing prices to decline,
thus forcing the International Tin Council to impose export controls as from
January 1973. These export controls, which have now been lifted, restricted
Malaysian production to about 73,000 tons for 1973, with the result that export
receipts fell by 4.4% per year during 1971-73.

144, The emergence of timber and palm oil as major export items in recent
years partly compensated for the loss in the export receipts from rubber
and tin. Palm oil exports increased by 21 % annually during 1971-73. Sawlog
exports increased in value in 1973 despite the selective ban on the export
of logs from Peninsular Malaysia. During the period 1971-73, the exports
of crude petroleum, partly refined petroleum and petroleum products declined,
primarily as a result of reduced imports from Brunei for re-export. This trend is
expected to be reversed only towards the end of the Plan period as production
of crude petroleum from Malaysia itself accelerates.

145. Exports of manufactured products, which now account for about 22%
of total merchandise exports, have been growing at double the rate of increase
of total exports, reflecting a significant and progressive shift from exports of
raw materials to exports of processed products. The major export growth
items were processed wood products, textiles, footwear and rubber products.
Net exports of textiles, clothing, footwear and rubber products which amounted
to $96.7 million in 1972 were nearly 8% higher than in 1971. In 1973 they
were even higher, amounting to $106 million, representing an increase of about
9.4% over 1972. Exports of sawn timber, the most important export product
in the wood processing industry, are forecast to increase by about 115% in
1973 to reach $592 million, due partly to strong price increases. Other major
wood products exports comprise plywood, wood chips and mouldings. Their
net exports were $92 million in 1972, compared to only $44 million in 1970.
In 1973, net exports of these wood products are forecast to reach $143 million,
a growth rate of 55%.

V. AGGREGATE DEMAND, 1971-73

146, Strong growth in aggregate demand played an important role in the
expansion of production in the economy. Total consumption, as shown in
Table 3-4, grew by 10% per year during 1971-73, with growth more rapid in
the public than in the private sector. In addition to expenditures in support
of the increasing range of social and economic development programmes, the
acceleration in public consumption was also the result of payments of salary
arrears amounting to $340 million in 1971 and 1972 for public employees,
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including teachers and the armed forces, to cover retrospective salary
adjustments. Taking into account these salary revisions and other price
increases, real total consumption grew by 5% per year during the period,
with public consumption growing at 7.1% in contrast to the 4.4% annual
growth of private consumption.

147. The rapid growth of consumption was also accompanied by expansion
of fixed investment, which increased at the rate of 15.9% per year in current
prices during 1971-73. But fixed investment in real rerms is estimated to
have expanded at a slower rate of 7.1% per year, in view of the rapid price
increases in investment goods. Private investment growth was sluggish during
most of the period reflecting the adverse effects of depressed export earnings on
investible funds. The main source of increase of total fixed investment was
thus the public sector. Public investment by the Federal and State Govern-
ments and public authorities expanded by 27% per year during 1971-73. This
included special items such as the purchase of ships and aircraft for the
MISC and MAS amounting to $17 million in 1971, $207 million in 1972
and $141 million in 1973. Adjusting for these special items, public investment
expanded by 20.5% in 1971, 31.9% in 1972 and 16.1 % in 1973.

148. Following the big upsurge of 24.8% in 1970, fixed private investment
grew by 11.3% in 1971, declined by 5% in 1972 but recovered strongly by
20.1% in 1973, giving an average annual rate of growth of 8.29% during
1971-73. Taking into account increases in the prices of investment goods,
particularly those imported, private investment in real rerms declined by
1% per year over the period, as shown in Table 3-7. Investment in machinery
and equipment, the most significant part of private investment, was slack.
In fact, industries relying on the domestic market operated with rather sizable
excess capacity. The main source of growth in private investment came from
buildings and construction, reflecting the construction boom in the country
since mid-1971. The overall data conceal, however, the fact that the strong
decline took place mainly in Sabah and Sarawak where investment in
machinery and equipment decreased by 31 % in 1972, in view of the depressed
export earnings in 1971-1972. In Peninsular Malaysia, the slowdown in
investment activity was compensated by a sizable number of new projects,
many of them catering for the export market, which helped to increase fixed
investment in 1571 by 12.4% and maintain it in 1972 at the high 1970-71
level. The new project approvals in 1968-72 numbered 1,181, of which 665
or 56.5% had been implemented by February 1973. Most of the new projects
materialised during 1971-72. Out of the 58 approvals granted since January
1972 for electronics firms, 25 are in production.
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149. Imports grew by 4.7% per year during 1971-72. Food impeorts, which
have been declining in recent years as Malaysia gained increasing self-
sufficiency in rice, rose by 1.6% in 1972 and 15.4% in 1973, primarily as a
result of price increases. Imports of consumer durables and investment goods
also increased, reflecting the impact of higher prices of imported manufactured
goods. The increase also reflects, to some extent, the high import content of
the industries being established. Among investment goods, imports of transport
equipment rose sharply in 1972 due to the $207 million purchase of MAS
aircraft and MISC ships. With the pick-up of private investment, imports
are expected to rise by about 17% in 1973, giving an average annual rate
of increase for the period under review of 8.6%. The effective appreciation
of the exchange rate of the Malaysian Dollar, as a result of its floating, should
after a short lag have the effect of lowering import prices in terms of Malaysian
currency, thereby somewhat offsetting rising prices of exports of the advanced
countries. The main impact of this, however, is likely to be felt only in 1974.

150. The faster expansion of aggregate demand in the face of slower growth
of exports in 1971 and 1972 meant that national expenditure grew faster than
GNP during these years. The higher rate of growth of national expenditure
over that of GNP in 1971 and 1972 converted previous surpluses in foreign
trade into deficits and brought about a fall in the ratio of gross national
savings to GNP, as shown in Table 3-5. However, capital inflows and increased
domestic borrowing helped to bridge the savings gap. The inadequacy of
savings was felt more in the public than in the private sector. Private savings
expanded between 1971 and 1973 with net inflows of private long-term
capital. The pressure on public savings came from the Federal Government
where revenue growth declined while Government current expenditures
increased steadily, particularly with salary adjustments and payments of arrears
of salary to public employees and the expansion of Government services.

15]. With the dramatic increase of exports in 1973, national expenditure
grew more slowly than GNP and led to a substantial surplus in the foreign
trade account.

VI. BALANCE OF PAYMENTS

152. In the light of the trade performance discussed earlier, the merchandise
surplus was substantially reduced in 1971 and 1972; the combined surplus for
these years was about the size of the surplus recorded in 1970. However, the
trade balance improved significantly in 1973, with a record surplus of $1,383
million. The services account, which traditionally records a large deficit,
continued to deteriorate during this period due mainly to increasingly large
payments abroad for freight and insurance, investment income and travel.
Services payments increased at an average annual rate of 10.9% in 1971-73,
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with the rate in 1973 being 11.39%. Services receipts expanded at about the
same annual rate during this period, with the bulk of the improvement being
centred in 1973, on account primarily of improved tourist receipts and higher
investment income, as against a nominal annual rate of growth for 1966-70.
As a result, the deficit on services account totalled $2,114 million for 1972-73.
After adjusting for net transfer payments abroad, the yearly balance on current
account reflected largely trends over the business cycle. The net position
showed increasing deficits in 1971 and 1972 after a year of surplus in 1970.
With the present export boom, the current account recorded a sizable surplus
in 1973 (see Table 3-6).

153. Over the review period, movements in the capital account were much
more volatile than anticipated, as indicated by the erratic behaviour of the
item: errors and omissions, including short-term capital, reflecting primarily
the effects of periodic crises in the international monetary situation. The inflow
of private long-term capital (including re-investment), particularly into the
manufacturing sector, expanded steadily. This position was supplemented over
the period by sizable net inflows of official long-term capital, especially in
1971 and 1972, on account of substantial market loan receipts and large
drawings on project loans from abroad. These inflows of long-term capital
were more than sufficient to offset the current deficits in 1971 and 1972 so
that on the whole, the annual basic balance of payments positions over the
review period were consistently in surplus.

154. As a result, net external reserves of the country have been estimated
to rise by nearly $840 million in the review period, nearly all of which would
be in the form of official reserves. As at the end of September 1973, official
external reserves amounted to $3,374 million, sufficient to finance about eight
months of retained imports at the current level. These reserves were more than
double the amount of Malaysian currency in circulation at this time.
The country’s strong reserves position has enabled the Government to
maintain the gold parity of the Malaysian Dollar in the face of several
major international currency realignments and uncertainties in the inter-
national monetary situation and enhanced its credit-worthiness in the
international financial community.

VII. PROSPECTS: 197475

155. The overall economic outlook for Malaysia during the remaining years
of the Plan shows a rate of growth of GNP in current prices of 5.6% per year.
In real terms, however, the economy is expected to maintain the rate of growth
of 6.9% per year as achieved during 1971-73. The projected slower rate of
growth in current prices is accounted for by expectations of a lower rate of
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Goods and services

Receipts
Payments

Net position

Transfers (net)

Private

Government

Balance on current
account

Long-term capital (net)
Public

Private

Basic balance ..

Errors and omissions
including short-rerm
capital .. . ..

Overall surplus(+) or
deficit{~) e -

Allocation of IMF Spe-
cial Drawing Rightsl .

Net change in external
reserves (increase—) ..

Official

Commercial banks ..

TABLE 3-6

BALANCE OF PAYMENTS, 1970-75
(% million)

1973 1974 1975
1970 1971 1972 (Esti-  (Pro-  (Pro-
mated) jected)  jected)

5,666 5,543 5,360 7,559 7,302 7,325
5,317 5,598 5,844 6,896 7,244 7,536

+349 —55 — 484 +663 +58 —211

-~ 1599 — 188 -176 —~185 — 188 —186

+76 +21 +18 +30 +30 +30

4166 —222 —642 +508 —-100 —367

-3 +397 + 526 +262 +303 +255

+160 + 160 +180 +207 +200 +200

+321 +335 +64 +977 +403 +88

—264 -210 +27 —477 -250 —44

+57 +125 +91 + 500 +153 ~156

+64 461 +60  — — -

—121 —186 —151 -~ 500 -153 +156
105 —254 -136 — 500 — —
~16 +68 —15 — — —_

Cumulative
total,
197173

18,462
18,338

+124

- 549

+ 69

—356

+1,185

+547

+1,376

— 660

+716

+121

—B837
-890

+353

Cumulative
total,
1971-75

33,089
33,118

—29

—-923

+129

—8§23

+1,743

+ 947

+1,867

-1,154

+713

+121

—834

1 (—) denotes accumulation and (+) denotes drawdown.
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increase in the general world price level as policy measures adopted by
industrialised countries to combat inflation take effect. The primary impact
of this slackening of activity in industrialised countries will be on the prices
that Malaysia receives for her exports. Exports of goods and non-factor
services in current prices are projected to decline by 1.8% per year.

156. Taking the period 1971-75 as a whole, estimated real ourput growth is
6.99% per year, exceeding the target in the Plan of 6.8% per year. Real
per capita income is expected to be $1,145, compared with the implied Plan
target of $1,232 by 1975. An assessment of this expected performance in terms
of real per capita income against the original Plan target, however, seems
inappropriate at this time, as the Malaysian economy is being exposed to the
impact of two troughs of the world business cycle within the time-span of a
single five-year plan—a development in external economic conditions over
which Malaysia has little control. Losses from the terms of trade arising from
declines in export prices and increases in import prices alone are expected to
reduce real output growth in purchasing power terms by about 40%. More
than 80% of this reduction is accounted for by the substantial increase in
import prices.

157. The overall outlook for the Malaysian economy beginning in 1976 is
even brighter in the light of the expected upswing in the world business cycle
and projected improvement in the terms of trade. This is expected to increase
Malaysian exports further and induce a steady expansion of the economy.

VIII. PRODUCTION BY MAJOR SECTORS, 1974-75

158. After the high rate of expansion of output in 1973, GDP in constan:
prices will grow by 7.6% during 1974-75. In current prices, however, the rate
of growth of GDP will be 5.3% per year as a result of declines in the prices of
Malaysia’s exports. With the expected recovery in world economic activities
after 1975, GDP in current prices is likely to grow much more strongly.

Agriculture

159. Value added in agriculture is expected to expand by 6.8% per year in
1974 and 1975. However, the prices of a number of agricultural commodities
including rubber, sawlogs and palm oil are likely to decline. Value added in
current prices is therefore projected to decline by an average of 1.3% per
year after the remarkable growth of 36.9% in 1973. With the upswing in the
world business cycle after 1975, the value of output from this sector will pick
up rapidly.
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160. In contrast to previous experience, the main source of production
growth in agricuiture is expected to come from the smallholder sector. Small-
holder mature acreage of rubber has been expanding while that of estates has
declined. Further, while smallholder yields are still below that of estates, they
are nevertheless improving. The growing importance of the smallholder sector
is even more significant in the oil palm industry where the share of estates in
acreage and production is falling, while that of smallholdings is rising rapidly.
Rubber production is expected to reach 1,575,000 tons in 1975. Palm oil
production is estimated to grow by 56%, from 850,000 tons in 1973 to
1,328,200 tons in 1975.

161. Sawlog production in Sabah and Sarawak, which accounts for over half
of total agricultural production in these States, is mainly for export, whereas
in Peninsular Malaysia about 75% is consumed by the local timber processing
industry. Policies aimed at regulating the exploitation of Malaysian forest
resources and the selective ban on log exports from Peninsular Malaysia are
expected to result in slower expansion of log output.

162. The rest of the agricultural sector is mainly padi and livestock
production which is also expected to increase substantially. Expansion of padi
production will result from the extension and further improvement of double
cropping areas in the Muda, Kemubu and Besut irrigation schemes and the
development of new padi acreages in Peninsular Malaysia as well as Sabah
and Sarawak. Significant livestock development is also expected in view of the
policies and programmes now underway, especially the cattle multiplication
projects and the introduction of large scale beef and dairy schemes in the
Pahang Tenggara, Johore Tenggara and Trengganu Tengah regional develop-
ment areas and in Sabah and Sarawak.

163. Despite significant advances in trawler fishing, the fishing industry has
been experiencing slow growth in recent years. Increased production will be
promoted through the efforts of MAJUIKAN in extending the use of modern
techniques, storage and processing facilities.

Mining

164. The main factor influencing growth in the mining industry is the
development of new oil resources and the exploration of natural gas in
Peninsular Malaysia, Sabah and Sarawak. While crude oil production in
Sarawak, after the large increase in 1972, is expected to grow at a relatively
slower rate, production from the new discoveries in Sabah and the East Coast
of Peninsular Malaysia is likely to double overall output to about eight million
tons by 1977. Copper production is also expected to be on stream in 1975 with
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a company having been formed for its exploitation in Sabah. Production of
tin-in-concentrates is likely to remain constant at 73,000 tons in Peninsular
Malaysia, if no new reserves are exploited.

Manufacturing

165. The share of manufacturing in Malaysia is relatively small by inter-
national standards, accounting for about 15.4% of GDP in 1973. Over 90%

of output is from Peninsular Malaysia. Given the limited scope for further
import substitution, especially for manufactured consumption goods, manu-
facturing growth will come increasingly from export expansion. Reliance on
local demand alone will probably limit the growth potential of manufacturing
to between 7% and 8% per year. The performance of this sector over the
Plan period will reach 14.5% per year exceeding the Plan target of 12.5%.
To help sustain this momentum, exports will be aggressively promoted.

166. The significant growth leaders in manufacturing are textiles and clothing,
footwear, wood products (especially sawn timber, plywood and veneer),
chemical products (especially plastics), non-metallic mineral products (mainly
cement), basic metal industries and electrical machinery and appliances
(especially electronics). This group of industries is expected to grow by at least
22% between 1973 and 1975.

167. The growth of the food, beverage and tobacco products industries,
accounting for a major share of output in the manufacturing sector, will not
be significant. Largely dependent on the domestic market, the growth of these
industries will follow the growth of population and income.

Construction

168. Construction is estimated to grow at 14.1% per year during the Plan
period, substantially faster than in the 1960’s. The present construction boom
is likely to continue well into the end of the Plan period with private and
public construction remaining buoyant. The sector is expected to grow at 11%
per year during 1974-75.

169. Public expenditures on construction particularly in the new growth
centres are likely to sustain the momentum in the construction industry for
some years to come. Other large scale public construction projects envisaged
during the Plan period include the construction of Kuantan Port, Johore Port,
Penang Airport, the Naval Base in Lumut, hydro-electricity schemes and the
expansion of educational institutions such as the National Institute of Techno-
logy, Agriculture University and Tunku Abdul Rahman College. Construction
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activities arising from public housing schemes, in order to increase home-
ownership for the lower income groups, urban renewal programmes
and water supplies and sewerage will also be substantial. Private sector
commercial and industrial construction will also grow buoyantly. Further
efforts will be made to resolve the present structural rigidities in the supply of
construction materials and manpower shortages as well as land for housing to
promote a more orderly growth of this sector.

Utilities and services

170. [Electricity, water and sanitary services will grow by 9.1% per year in
line with the growth of manufacturing and construction activities. Wholesale
and retail trade will expand at an annual rate of 5% in 1974-75. In the field of
banking and insurance, expansion is projected at about 8% per year. Transport
and communications is projected to grow by 8.2% per year.

171. Public administration and defence forms a significant proportion of
Government’s consumption expenditure. It is likely to grow at 6.4 % per year.

IX. EXPORT PROSPECTS

172. As indicated in Table 3-7, exports of goods and non-factor services in
constant prices will grow by 7.2% during 1974-75. However, with expected
decline in the prices of primary exports, the value of these exports is projected
to decrease by 1.8 % per year after the peak in 1973.

173. Indicative of progressive diversification of the export structure, exports
of manufactured goods will expand by 5% per year and account for about
269% of total merchandise exports in 1975. In addition, there are a number of
new primary commodity exports which are becoming increasingly important,
such as petroleum and copper. Prominent among the manufactured exports
will be wood, rubber and metal products, textiles, clothing and footwear,
chemicals and chemical products and electronics. Good prospects also exist for
canned fish and other seafoods, especially shrimps.

X. AGGREGATE DEMAND, 1974-75

174. The growth of the economy during 1974-75 in .current prices will come
mainly from domestic rather than export demand. The main factor bringing
about expansion of domestic demand will be private consumption and invest-
ment. With continued growth in disposable income, private consumption is
likely to grow at a rate of 9% in 1974 and 7.1% in 1975. Public consumption
will also grow but at the slower rate of 7.9% and 6.1% in 1974 and 1975.
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175. Total fixed investment is expected to expand by 8.8% per year in 1974
and 1975, with private investment growing by 11.8% per year and public

investment rising by 5.5% per year.

X1. BALANCE OF PAYMENTS, 1974-75

176. With the value of merchandise exports growing more slowly between
1974 and 1975 and merchandise imports increasing at about 4.9% per year,
the exceptionally high surplus in the merchandise balance of 1973 will be
reduced to some extent by 1975. Although the demand for Malaysia’s
traditional export commodities will slacken during 1974 and 1975, the
merchandise surplus will nevertheless be substantial in 1975 due to the growing
exports of petroleum and the emergence of copper exports from Sabah. These
new items will prevent total exports from declining as they did in 1971 and
1972.

177. The services account will continue to be in deficit for 1974 and 1975.
Increasingly large payments for freight and insurance, investmment income on
foreign direct investments and overseas travel are expected to more than offset
the tising income from tourism and gains from the export of transport services
through the operations of MAS and MISC. As a result, the goods and services
account, which was in substantial surplus in 1973, is expected to show a small
surplus in 1974 and a modest deficit in 1975 as the cumnulative effects of the
export boom in 1973 recede and the terms of trade deteriorate. After adjusting
for net transfer payments abroad, the current account over the remaining years
of the Plan in expected to show rising deficits, particularly in 1975. For the
period 1971-75, the balance on current account is expected to show a deficit
of $823 million with a fairly modest deficit in the goods and services account,
this being made possible by the sizable surplus position recorded in the boom
year of 1973.

178. On the capital account, the inflow of private long-term capital (including
re-investment) is forecast to continue strongly in 1974 and 1975, with the
expected growth in foreign direct investment for domestic production as well
as for export. In addition, inflows of official long-term capital are expected to
continue at fairly high levels, reflecting mainly loan proceeds to finance the
Government’s development programmes from both international development
institutions as well as market loans. As a result the basic balance of payments
position in 1974 and 1975 will continue to remain strong. After allowing for
the element of short-term and other unidentified capital movements and
adjusting for statistical errors and biases in the balance of payments accounts,
official external reserves of the country are expected to remain at about the

59



1973 level at the end of the Plan period. Over the next two years, the
accumulation of external reserves arising from the overall balance of payments
surplus expected in 1974 will be utilised to finance the overall deficit presently
forecast for 1975. For the Plan period as a whole, total long-term capital
inflows (including re-investment) are expected to exceed the Plan target.
However, unidentified and short-term capital movements could well be higher
than projected, particularly since movements of capital will continue to be
subject to very liberal exchange control regulations and as the Malaysian
Dollar will continue to float in the face of continuing uncertainties in the
international monetary situation. By the end of 1975, official external reserves
are expected to continue to be maintained at a high level.

XII. FINANCING OF CAPITAL FORMATION

179. In contrast to the first half of the Plan period, the larger part of the
financing of net investment in 1974 and 1975 will come from public savings.
As private consumption will grow more steadily than private income, private
savings will be curtailed with the slower growth of GNP after 1973. With
the upswing after 1975, however, private savings will be higher again.

180. Public savings, on the other hand, will rise as public consumption
expands at a slower rate than that of 1971-73. This will provide the opportunity
for the public investment targets for 1974 and 1975 to be raised.

181. About 90% of total net capital formation during 1974-75 will be financed
from national savings. The remaining requirement will come from net inflows
of capital from abroad.
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CHAPTER IV

Outline Perspective Plan, 1970-1990

I. THE NEW ECONOMIC POLICY

182. The principles and beliefs guiding the development of Malaysian
society are enshrined in the Rukunegara, the National Ideology. They call
for a new Malaysian society with a common value system which transcends
existing ethnic, cultural and socio-economic differences. They provide the
cohesive force for national unity and solidarity and seek the emergence of
a modern socio-economic environment providing adequate opportunities for
advancement to all Malaysians, irrespective of racial origin or region of
residence.

183. The New Economic Policy (NEP) addresses itself to the creation of the
socio-economic environment envisaged by the Rukunegara. It is based on the
fundamental premise that unemployment and poverty, especially in a relatively
affluent society like that of Malaysia, is an affront to human dignity and that
racial imbalances in the opportunities to participate in the economic life of
the country have the seeds for social and political tension. These two factors
together are inimical to the development of an integrative value system and
socio-economic environment so vital for nation building and national solidarity
- in Malaysia. The NEP is thus designed

(1) to eradicate poverty among all Malaysians, irrespective of race; and

(ii} to restructure Malaysian society so that the present identification
of race with economic function and geographical location is reduced
and eventually eliminated.

These objectives are set within the framework of twenty years, or approxi-
mately a generation, for their achievement. The Second Malaysia Plan marks
the first five years of this Perspective period.
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184. In turn, these broad objectives are to be achieved by policies, program-
mes and projects designed to—

(i) generate employment opportunities at a rate sufficient to reduce
current levels of unemployment and eventually bring about full
employment of the whole labour force;

(i) increase the productivity and income of all those engaged in low
productivity rural and urban occupations by increasing their access
to opportunities to acquire skills, land, capital and other necessary
inputs and by eliminating underemployment;

(ili) expand opportunities for those engaged in low productivity activities
to_move to more productive endeavours in agriculture, forestry,
fisheries, mining, construction, transportation, manufacturing, com-
merce and service industries;

(iv) reduce the existing inequitable distribution of income between income
classes and races;

(v) modernise rural life and improve the living conditions of the poor
in urban areas through the provision of a wide range of social
sérvices including public housing, electricity, water supplies, sanita-
tion, transportation, health and medical services and recreational and
community facilities;

(vi) promote the creation of a commercial and industrial commumty
among Malays and other indigenous people in order that, within one
generation, they will own and manage at least 30% of the total
commercial and industrial activities of the country in all categories
and scales of operation;

(vii) ensure that employment in the various sectors of the economy and
employment by occupational levels will reflect the racial composition
of the country;

(viii) expend education and training facilities, other social services and the
physical infrastructure of the country to effectively support the
attainment of the above objectives.

The two prongs of the NEP and their component elements constitute a
complementary and mutually reinforcing set of policies and measures aimed
at greater unity and prosperity among all Malaysians on the basis of a system
of values which is commonly accepted.

185. Two elements of the NEP are pre-eminent, the attainment of which
are central to the success of the Policy. These are, first, the generation of
employment opportunities at a rate sufficient to bring about full employment
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of the labour force and second, growth and redistribution of the ownership
of economically productive assets in the country such that in a generation,
the Malays and other indigenous people will own and operate at least 30%
of the total.

II. ROLE OF GROWTH IN THE NEP

186. The generation of new employment opportunities at a sufficient pace,
the elimination of racial economic imbalances and the creation of the
resources to provide the social services and infrastructure to raise standards
of living demand that the implementation of the NEP be firmly based on
rapid economic growth. For operational purposes, therefore, rapid economic
growth of the country is a necessary condition for the success of the NEP.
It is only through such growth that the objectives of the NEP can be
achieved without any particular group in Malaysian society experiencing any
loss or feeling any sense of deprivation.

187. Growth per se, however, as evidenced by past experience, is not a
sufficient condition to achieve these objectives. At the initial stages in the
development of the currently advanced industrial countries, rapid economic
growth was associated with increasing inequality in the pattern of income
distribution and ownership of assets. In the absence of State intervention to
bring about a more equitable sharing of the responsibilities for and the
fruits of economic development, this was inevitable. Malaysian society is
clearly not willing to accept the same path; development along such a path
will be prejudicial to the attainment of the overriding objective of national
unity. The NEP is thus designed to ensure that the Government is
sufficiently equipped to influence the pattern of economic growth in
directions which will bring about a more equitable sharing of the benefits
of growth and development among all Malaysians.

188. This Chapter outlines a perspective planning framework for the period
up to 1990 covering the output, employment and distribution objectives of
the NEP. It illustrates the kind of policies and the degree of effort that
will be undertaken for the achievement of the objectives of the NEP within
the time period set. The Government recognises that, with the Second
Malaysia Plan and the implementation of subsequent Plans, changing
conditions will require policy modifications and flexibility to meet such
changing circumstances. Working within the perspective of a consistent long-
term framework, however, the Government will have greater assurance that
policies and strategies will be sensitive to such changes, thus ensuring that the
overall long-run objectives of the NEP are attained.

189. Achievement of the objectives of the NEP demands full and optimum
utilisation of all the natural, human and material resources of the country.
Malaysia’s ability to attain these objectives thus depends to a large extent
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on the manner in which its vast human and economic potentials are
developed. A key factor bearing upon the required pace of such development is
the structure and rate of growth of population and the labour force.

IIl. GROWTH OF POPULATION AND LABOUR FORCE

190. The size of the population in 1970 was 10.81 million, having risen by
2.99% per year since 1960, a high rate of growth by any comparison, It is to
be noted, however, that annual rates of growth have tended to moderate
during this period.

191. For the period of the Perspective Plan, fertility rates are expected to
decline further as socio-economic development affects a greater part of the
Malaysian population, as levels of education increase, particularly for females,
and as the practice of family planning gains wider acceptance among both rural
and urban families. Thus the total fertility rate is projected to decline from
4.87 per thousand in 1970° to 3.70 per thousand in 1990. On the other hand,
mortality levels are already low as a result of the vast improvements in medical,
health and sanitation services, although further declines in infant, toddler and
maternal mortality levels may be expected, especially in the rural areas in
Peninsular Malaysia and in Sabah and Sarawak.

192. During the period of the Perspective Plan, therefore, the rate of growth
of total population, as well as that of the population of working-age (age-group
15-64) will decline moderately. However, the rate of growth of the working-age
population at 3.2% per year over the period will be greater than the 2.6%
growth of total population, reflecting the impact of the relatively high rate of
growth of total population in the recent past.

193. The extent to which those of working-age enter the labour market will
depend on a number of factors. Over the time horizon of the Perspective Plan,
the increasing pace of economic development can be expected to increase the
labour force participation rate; those remaining outside the labour force will
join its ranks as they perceive enlarging opportunities for productive employ-
ment. The rising levels of education and greater interest on the part of married
women to secure employment outside the home are also likely to raise the
overall labour force participation rate. On the other hand, the rate for the
younger age groups is likely to decline somewhat with extended schooling,
while higher income levels will tend to bring about earlier withdrawals from
the labour force, causing the participation rate for the older age groups also
to decline.

! For Peninsular Malaysia only, Sabah’s rates are expected to decline from 6.3% in 1970 to 5.93 in 1990
and Sarawak’s from 3.77 to 5.66.
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194. Taking all these factors into account, the labour force participation rate
is projected to decline from 64% in 1970 to 61.6% in 1990. On this basis, the
labour force is projected to grow by about 2.9% per year over the period of
the Perspective Plan—declining from 3.2% per year during 1971-75 to 2.6%
per year during 1986-90—a rate still higher than the growth of population
during 1971-90. Table 4-1 summarises the relevant estimates of population and
labour force for the period.

1IV. GROWTH OF SECTORAL OUTPUT AND EMPLOYMENT

195. The ability of the country to generate sufficient employment opportuni-
ties for this growing labour force as well as to significantly reduce under-
employment among those in low productivity occupations will depend, to a
large extent, on the performance of the economy. Tables 4-2 and 4-3 provide
projections of growth and employment for each of the major sectors in the
economy.

196. These projections are based on the underlying assumption that the
country will and must pursue vigorous policies to develop fully its potential,
along the lines envisaged under the NEP. The actual outcomes
in any particular period are, of course, subject to external conditions
as well, particularly in respect of their impact on the major primary export
commodities. As Malaysia advances into the Perspective period, the progress
and prospects of the economy will be kept under continuous review. This will
ensure that necessary adjustments can be made to policies and programmes as
well as to the current projections.

197. As shown in Table 4-2, the Malaysian economy is expected to maintain
a strong momentum of overall growth, at an average of 7% per year over the
period. In the process the economy will undergo significant structural
changes, along directions already evidenced in Malaysia in the recent past
and elsewhere in the course of development.

198. The agricultural sector, though expanding at a relatively rapid rate, will
account for a progressively smaller share of total output of the economy.
Similarly, while the additions to new employment in absolute terms will
increase, the rate of increase of agricultural employment will be progressively
smaller, indicating strong growth in productivity and incomes of those engaged
in the sector. The growth of the manufacturing sector is projected to be parti-
cularly rapid, at about 12.3% per year, with the result that the sector will
acquire an increasingly dominant position in the economy. By 1985, the manu-
facturing sector would already be the largest in terms of output and by 1990
would account for over 35% of total output, as compared to the 23% share of
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agriculture. In terms of employment, however, as indicated in Table 4-3, the
agricultural sector will still account for the largest share, with about 36.2%
of total employment in 1990, as compared to 52.6% in 1970. Manufacturing
employment, reflecting its high productivity, is projected to account for slightly
less than 22% but this is nearly two-and-a-half times higher than its 1970 share.

199. Of the activities supporting the growth of these two major sectors,
construction, electricity, water and sanitary services and banking and insurance,
in particular, are projected to grow at a strong rate, while the service sector,’
as a whole, is expected to maintain a steady growth of 4.6% per year over
the full period. The service sector’s contribution to employment will
still be significant, accounting for 31.5% of the total in 1990, though at increa-
singly higher levels of worker productivity.

200. The sections below discuss the sectoral developments during the Per-
spective Plan period in greater detail. They highlight the essential components

and assumptions of the sectoral pattern of output and employment shown in
Table 4-2 and Table 4-3.

Agriculture

201. The contribution of the agricultural sector to total output in terms of
value added is targetted to increase by 5.4% per year over the period. This,
in turn, will generate new employment opportunities for about 497,000 persons,
besides making it possible for current underemployment of labour in the rural
areas to be significantly alleviated. Equally important, continued implemen-
tation of new land development programmes, improvements to existing
cultivated land and farm practices, promotion of new and high value crops,
including sugar and cocoa, and development of the livestock and fish
industries will make the agricultural sector a more diversified and modern one.
For the full period of the Perspective Plan, however, production of rubber and
palm oil, the main agricultural products of the country, will continue to
account for about 40% of total agricultural output, in line with Malaysia’s
comparative advantage in both these export commuodities.

202. Value added in rubber production is projected to increase by 3.1%
per year between 1970 and 1990. This will be the result of new planting and
replanting by both estates and smallholdings. About 75% of this new planting
and replanting is targetted for the smallholder sector. By 1990, this sector will
account for about 60% of total production and 66% of total acreage.

1 The service sector includes wholesale and retail trade, banking, insurance and real estate, public
administration and defence and other services.
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TABLE

GROSS DOMESTIC PRODUCT BY

In constant

Share of Share of Share of
Sector 1970 total 1975 total 1980 total
(%) (%) (%)

Agriculture, forestry and fisheries 3,125 314 4,645 32.0 6,072 296

Mining and quarrying .. . 580 5.8 959 6.6 1,409 6.9
Manufacturing .. .. N 1,354 13.6 2,609 18.0 4,765 23.3
Construction . . . 384 3.9 542 3.8 760 3.7
Electricity, water and sanitary
services .. .. .. .. 254 2.6 425 2.9 700 34
Transport, storage and communi-
cations .. .. . .. 440 4.4 567 3.9 724 3.5
Ownership of dwellings .. .. 460 4.6 568 3.9 742 3.6
Wholesale and retail trade .. 1,407 14.1 1,773 12.2 2,284 11.2
Banking, insurance and real
estate . .. .. .. 207 2.1 325 2.2 467 2.3
Public administration and defence 655 6.6 776 54 935 4.6
Other services . .. .. 1,085 10.9 1,320 9.1 1,621 7.9
Total .. 9,951 100.0 14,509 1000 20,479 100.0
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4-2
SECTOR OF ORIGIN, 1970-50

1970 prices

Average annual growth rate (%)

Share of Share of
1985 total 1990 total  1971-75  1976-80 1981-85 1986-90 1971-90
A (7

7,478 264 9,022 22.9 8.3 5.5 4.3 38 54
1,995 7.0 2,607 6.6 10.6 8.0 7.2 55 7.8
8,212 28,9 13,838 352 14.0 2.8 11.5 11.0 2.3
1,017 3.6 1,361 335 7.2 7.0 6.0 6.0 6.5
1,127 4.0 1,815 4.6 10.9 10.5 10.0 10.0 10.3
915 3.2 1,157 2.9 52 3.0 4.8 4.8 4.9
961 3.4 1,244 3.2 4.3 3.5 53 53 3.1
2,887 10.1 3,650 9.3 4.7 5.2 4.8 4.8 4.9
649 2.3 902 2.3 9.5 7.5 6.8 6.8 7.6
1,127 4.3 1,339 34 34 3.8 3.8 3.5 30
1,972 6.9 2,399 6.1 4.0 4.2 4.0 4.0 4.1
28,340 100.0 39,334 100.0 7.8 7.2 6.7 6.7 7.1

6%
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203. In the light of prospective increases in the world supply of elastomers,
the Malaysian natural rubber industry will have to be prepared for a
continuing long-term decline in the price of natural rubber. The use of high-
yielding clonal material and the application of modern farm and marketing
practices will enable the Malaysian rubber industry as a whole to effectively
compete with synthetic rubber at these prices and make it progressively more
difficult for present levels of synthetic rubber production to be economically
sustained, particularly in view of increasing prices of petroleum and labour
costs and problems of pollution in the producing countries. The long-run
decline in the price of the commodity, however, means that, if rubber is to
generate adequate income for smallholders, efforts will have to be intensified
to enlarge the size of present holdings to more economic levels, to promote
higher productivity growth in planting, management and processing and to
encourage the development of supplementary farming activities.

204. Palm oil, the second most important agricultural export commodity, will
also continue to be important to the nation. The total acreage under cultiva-
tion is expected to increase from the present level of 1.2 million acres to over
2.2 million acres in 1990, with a significant portion of new planting taking
place in public land development schemes in the Pahang Tenggara and Johore
Tenggara regions. Value added in production will grow by 8.4% per year over
the projection period.

205. As in the case of rubber, the volume of Malaysian palm oil production
will be an important determinant of future world prices for this commodity.
Taking into account the very sizable output increases envisaged for Malaysian
as well as other major producers, world prices are anticipated to decline
secularly. Through efficient farm practices and the use of high-yielding
material, however, both estates and smallholders in Malaysia should continue
to receive attractive rates of return from their investment. Moreover, the
potential exists for extending the uses to which palm oil could be put. In this
connection, the plans of two locally based multi-national companies to market
a palm oil-based liquid cooking oil is significant. If successful, such endeavours
could improve significantly the long-term marketing and price prospects of
palm oil.

206. Important as the contribution of the entire agricultural sector will be
to national economic development, its share in the overall GDP will fall from
31.49% in 1970 to 22.9% by 1990, as the secondary and tertiary sectors of the
economy are rapidly developed. This is as it should be for the ability of the
primary sector to absorb sizable increases in the labour force at rising per
capita income levels is somewhat limited given present price prospects.
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Manufacturing

207. The Government looks to the manufacturing industry to play a leading
role in employment generation, bringing about greater participation by
Malays and other indigenous people in modern sector activities. The potential
of the industry for playing such a role is significant but production for
domestic use only will yield a growth rate for the sector of a mere 6%-7% per
year. With active promotion of manufactured goods exports, however, value
added by the manufacturing sector could expand by over 12% during 1971-90.
Allowing for a relatively high average rate of productivity growth, reflecting a
strategy of high investment in the sector, employment is projected to expand
by 7.5% per year. With development on this scale, World Bank criteria suggest
that Malaysia would be transformed from an “industrialising” country in 1970
to a “semi-industrialised” country in 1980 and an “industrialised” country by
1990. By that time, the share of manufacturing output and employment to
the total for the economy as a whole would reach 35.2% and 21.7%,
respectively.

208. Specific industries which can be expected to grow in importance include
rubber products, wood products, food and fish products, chemicals, petroleum
and liquified natural gas, cement and construction materials, basic metal and
metal products, steel and shipbuilding and repairs. Of major importance to the
economy will be rubber and wood-based industries and petroleum.

209. The ready availability of good quality natural rubber at attractive
prices affords Malaysia a unique opportunity to promote the expansion of
the rubber products industry. It will also open up opportunities for the inte-
gration of manufacturing with production, thus facilitating the Government’s
drive for locating manufacturing units in the rural areas.

210. At present the industry consumes only a small proportion of total
natural rubber production while its contribution to total national output and
employment are negligible. The majority of rubber manufacturers are small
and all compete mainly to supply the domestic market. However, with export
promotion combined with improved manufacturing efficiency and process
design, quality control, effective marketing and sales services, a wide range
of possibilities exists for the expansion of manufactured rubber products in
Malaysia. Existing products being manufactured which have good potential
for expansion include tyres, footwear, engine mountings, industrial belting
and foam products. New products offering attractive possibilities for manu-
facture include dipped goods of various types, latex thread, surgical goods
and sports equipment. Among others, the motor assembly industry provides
a significant opportunity for the domestic manufacture of components based
on rubber.
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211. Malaysia has excellent potential for the domestic production of a
substantially increased volume of wood products. Export opportunities are
bright and adequate reserves are available to sustain expanded production
at levels more than double the annual recorded output. Full and efficient
exploitation of this potential, however, will necessitate re-organisation of the
industrial base of the wood products industry to equip it to take full advantage

of market opportunities and gain competitive advantage over other supply
areas.

212. There are also significant opportunities for the domestic manufacture
of intermediate and capital goods for, as development progresses and the
country industrialises, the demand for such goods will progressively increase.
The basic problem, however, for Malaysia as for most other developing
countries is that such industries have high technological and skill requirements,
depend on the existence of an integrated industrial structure for materials,
parts and components and require significant economies of scale for efficient
operation. Together with other countries in ASEAN, the Government is
therefore actively considering the adoption of concrete measures for speciali-
sation and exchange, and for such concentrations of industries in particular
countries as are consistent with a reasonably equitable distribution of their
benefits. Existing possibilities include the production on a regional basis of
nitrogenous fertiliser, phosphatic fertiliser, carbon black, dimethyl terepthalate,
ethylene glycol, soda ash, sheet glass, newsprint, sealed compressors, small
engines, typewriters and steel.

Construction

213. Next to manufacturing industry, construction is also expected to play
a leading role in Malaysian economic development. The major sources of
growth for construction activities will be the manufacturing sector itself, and
the Government’s programmes for the continued development of new growth
centres within less developed areas in the country. In addition, with increasing
incomes in the country, residential construction will progressively increase
with growing demands for house ownership and improved housing standards.
Taking these into account, value added in the construction sector is expected
to increase by 6.5% per year during the period of the Perspective Plan, while
employment is projected to grow by over 5%.

214. However, recent experience indicates that, if the potential demand for
construction is to be effectively met, the capacity of the construction industry
will have to be rapidly expanded to avoid supply bottle-necks leading to
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inflation of a structural type. This will call not only for expansion of
contracting capacity but, equally important, for sustained expansion of the
building materials. industry and the supply of skilled labour.

Other supporting sectors

215. Apart from construction, other important supporting sectors for the
primary and secondary sectors of the economy include electricity, water and
sanitary services, transportation, storage and communications, and banking,
insurance and rteal estate. These sectors are expected to expand in line
with the overall growth of manufacturing and construction and the regional
dispersal of industrial activity envisaged under the NEP. Value added in
these sectors together is projected to grow by 7.5% per year while employment
growth will be of the order of 4% per year.

Services

216. The service industries in the public and private sectors of the economy,
comprising wholesale and retail trade, public administration and defence and
other services, are projected to grow in consonance with general economic
activity. In the public sector, the growth of public administration and other
public services such as education and health will be important for the Govern-
ment’s expanded efforts in the country’s socio-economic development. At the
same time, labour productivity within the sector can be expected to increase
as the sector becomes progressively modernised and as surplus labour, tradi-
tionally absorbed in services, becoines less available. The projections assume
marked improvements in this respect in the second half of the Perspective
Plan period. As such, employment growth is likely to be significant in the
1970’s, at 4.1% per year, while, as tighter labour market conditions develop
in the 1980’s, with continuing expansion of the country’s economic base, the
rate of growth of employment will decline to 3.3% per year.

V. FULL EMPLOYMENT AND INCOME GROWTH

217. With the projected growth of the labour force of 2.9% per year and
sectoral employment targets rising at 3.2% per year over the Perspective
period, unemployment as a percentage of the labour force will be reduced
from its 1970 level of 7.5% for the country to about 4% by 1990. As stated
above, overall productivity growth in the economy and within all sectors is
expected to be fairly rapid and significant. Thus the progressive reductions
in the unemployment rate will be accompanied by reductions in the level of
underemployment in the work force. This would be primarily brought about
by major shifts in worker productivity in agriculture, through increases in
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the average size of agricultural holdings, improvements in farm technology
and cropping patterns and substantial migration of rural labour, as well as
through the rapid growth of labour demand in the industrial and service
sectors. The 1990 position could therefore be said to be one of full employment

of the overall labour force at relatively high levels of labour utilisation and
worker incomes.

218. This development of full employment at relatively high levels of
productivity is at the heart of the first prong of the NEP to reduce and
eventually eradicate poverty. However, the analysis so far has been in broad
macro-economic terms. The analysis needs to be carried further to derive
insights into problems of income distribution and racial and regional disparities
in income. Available information does not enable such an analysis at present.
Hence this will form an area for more intensive study in the future.

219. Tt is evident from preliminary analysis, however, that the strategy of
socio-economic development underlying the Perspective pattern so far
described, will assure significant tises in real incomes of a number of groups
now among the most impoverished in Malaysian society.

220. Chief among these will be the rural smallholders, primarily Malays
and other indigenous people. Real output growth in the smallholder sector
during 1971-90 is expected to average 5.6% per year and after adjusting for
terms of trade losses! in the sector, real incomes of smallholders are estimated
to grow by 4.5% per year. Real incomes per worker in the sector are likely
to grow as well with productivity growth being more significant in the later
years of the period. Real income growth of this order is indeed remarkable
and is the consequence of the extensive land development and agricultural
modernisation programmes. Malaysia has invested heavily in this effort in
the 1960’s and continues to do so. The abundance of cultivable land, the
favourable export prospects for Malaysia’s primary commodities, given the
technological improvements in their cultivation, provide assurance that these
investments will sustain the high growth of real income for the smallholders.

221. With such growth, rural-urban migration will also be somewhat
reduced. Combined with the high growth rates of productive employment
forecast in the manufacturing and related sectors, real incomes of urban
workers would also grow significantly as in the case of rural smallholders.

222. These beneficial effects, however, are not likely to be enjoyed by all
sections of the urban and rural work force uniformly. Pockets of low produc-
tivity and income are likely to continue to exist in urban and rural areas,

1 The adjustment is for price changes in the commodities sold by smallholders offset by changes in
prices of commodities purchased by them.
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particularly in cases where educational and skill advancement have been slow.
An important object of policy, therefore, will have to be the creation of new
growth regions, as well as the development of presently depressed areas, both
urban and rural, together with the provision of the widest possible access to
educational and skill development opportunities for all Malaysians. The role
of the public sector in the design and implementation of projects and their
location are of particular importance in this regard.

¥1. RESTRUCTURING THE RACIAL COMPOSITION OF EMPLOYMENT

223. The second prong of the New Economic Policy is designed for the
creation of a society in which all Malaysians participate and share equitably
in economic and social development. An important aspect of this objective
is racial balance in employment through full employment. Measures to achieve
full employment of the labour force, however, will not by themselves bring
about racial balance in the employment structure. It is seen from Table 4-4
that the racial distribution of total employment in Peninsular Malaysia' in
1970 reflected fairly well the racial composition of the population. But, it is
also seen that the Malays are predominant in the agricultural sector in which
output per worker is presently the lowest, while the Chinese dominate the
mining, manufacturing and commercial sectors in which productivity is about
double to triple that in the agricultural sector. Moreover, in 1970 the incidence
of open unemployment was also unequal, with the Indians afflicted the most,
followed by the Malays and the Chinese.

224. As Malay representation in the modern sector of the economy is at
present limited, it is difficult to envisage that economic growth by itself will
uplift the economic position of the Malays to any significant degree. In fact,
in the absence of Governmental action, it may be expected that existing
differentials in value added per worker among the Malays, on the one hand,
and other Malaysians on the other, will be aggravated. Such a situation
certainly will not be tolerable in a multi-racial society. The Government’s
efforts to alter the existing racial employment pattern are clearly crucial to the
success of the NEP.

225. If racial balance in the employment field is to be achieved such that
the proportion of the various races in employment in the major sectors of the
economy reflects the racial composition of the labour force, all racial groups
benefit fully from full employment and existing differentials in per capita
income between the various races are narrowed, then inter-sectoral movements
of labour, as well as movements to higher productivity activities within sectors,

1 Data inavailability has precluded the analysis from being extended at this stage to Sabah and Sarawak
as well.
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of a sizable order will be necessary. In particular, the creation of opportunities
for Malays to participate to an increasing extent in modern sector activities
will have to be emphasised.

226. If the 1970 racial employment pattern does not change, it is likely that
there will be more or less over-full employment for the Chinese, as they are
at present concentrated in the fastest growing sectors, some unemployment for
the Indians and a very high rate of unemployment for the Malays, in view of
the slow growth of employment in agriculture, where Malays are predominant.
Such a situation would clearly be untenable.

227. Table 4-5, therefore, incorporates broad targets for changing the racial
pattern of employment in the various sectors in such a way that there
is full employment for all races at the end of the Perspective period in 1990.
The targets also imply inter-sectoral migration leading to increased Malay
participation in the modern sectors of the economy in line with the
proportion of Malays in the total labour force. The projections in
Table 4-5 provide for the fulfilment of the fundamental premise of the New
Economic Policy that the restructuring of society will be undertaken in a
manner such that no particular group in Malaysian society will experience any
loss or feel any sense of deprivation.

228. The growth targets for employment underlying the projections in
Table 4-5 are derived from the targets for sectoral growth and output already
discussed and shown in Table 4-2. It is seen from Table 4-5 that total
employment for all races and in all sectors is larger than that in 1970, except
for the Chinese in the mining industry.! The increases in employment within
the various sectors (except mining) are sufficient to absorb workers of
particular racial groups which are now under-represented within those sectors.
Thus, significant increases in Malay employment in commerce and manufac-
turing can take place along with increases in employment opportunities for all
other Malaysians as well.

229. This feature of the Perspective Plan underlines the need stressed
in the NEP for employment, particularly in the modern sectors, to grow
at a rapid pace. If not, the redistribution required in sectoral employ-
ment shares of the various races would lead to the displacement of workers
of one racial group or another from their present employment. The analysis
also illustrates the need for sustained action to meet these objectives in the
course of the Perspective period if social and economic disruption is to be
avoided.

! This reduction in Chinese employment in the mining sector may even be avoided if explorations
reveal new mineral deposits.

78



‘Jujpunos Jo 38NE03q pPE 10U Op S[BIOL 1

0001
#8I
el
6t
£l
6f
&'
&
43

jusridoydinz

0107

o %

001
19261
PE
981
ool
cov's

69Z°S
L96

EvL
0T

69

80T
veT'1
¥6
0ELT

vior

20
er
£0
20

7

<o
Fo
A
20

1107
401038

0%

20
9'50I
FE
£l
£0
T8¢
69t
9Tl
Le
L

o
oS
Lo
1°Z1

SI9410

8ol
&I
err
801

'y

96
96
&6
ol

ol
401038

o

9or
TE19°T
FE
(A4
&0
686
0°695
L'ETl
t'c8
0Te
811
00z
P ocl
(A
SOL1

suvipuy

09t
1413
oor
09f
ec
cor
0'or
6E
rec

ior
401238

7%

(000)

ose
0'1pE’s
FE
8'99
09t
6'€96'1
1'L68°1
0'18¢
TL6T
S'EL
00z
9't8
9'108
89t
P'e0s

252U

[y
[
ey
£

(949
008
00§
£0¢
009

1010}
101238

fo%

L'ES
01078
rE
186
(o4
1'$98°C
6'S9LT
L'6FF
9°96¢
1°L0T
79¢

0'+01
0'LZ9
t'Ly
0°'8€0°T

sdojppy

.. . . . .N

e et °t NOILVINAOJ

‘. - s . 4w Q
Q

LNINAOTIWAN

. . . . x

ot ot 40404 d4NOoav]

T ol
- - " SI0IAISG

o T t atblitliitig

SUOIIENUNILUIOD
pue 23v10)5 “prodsuely

S901A13S Ap)ues
pue 19184 *A0111091g
. " T UONONIISUCD
Juumoenue
*  ButAzrenb pue Jumnp

: .. .. soLIoNsY
pue Ansaio]  famynondy

0661 ‘VISAVIVIN MVINSNINGd “dOIDdS ANV dOVd A4 INFWAOTINA

G- THVL

79



230. The reconstruction of the racial employment pattern envisaged in the
Perspective Plan is indeed sizable. Its achievement will necessitate a high
degree of inter-sectoral and geographical mobility as well as the acquisition
of the necessary skills among Malaysians of all races. Labour market policies
and programmes, together with appropriate education and training, clearly
have a crucial role to play in this exercise.

231. The redistribution envisaged, besides bringing about employment
balance, will also remove racial income differentials arising from differentials
in sectoral product per worker. At present, the concentration of Malay
employment in low productivity sectors alone leads to a difference of about
20% between average Malay and non-Malay incomes per worker. The
redistribution indicated, however, will not necessarily reduce the wider
differentials generated by existing racial inequalities in the job-hierarchy,
especially in the modern sectors of the economy. To reduce this source of
imbalance, increased efforts will be needed to progressively expand the
professional, managerial and technical skills of the Malays so that their
position in the occupational structure within each of the major sectors of the
economy is enhanced.

VII. RESTRUCTURING WEALTH OWNERSHIP

232. Restructuring the racial composition of employment will assist in -
reducing existing differentials in average wages and salaries among the major
races. However, reductions in total income differentials between the races will
require, in addition, that existing differentials of income arising from the owner-
ship of assets are also narrowed. At present, wages and salaries amount to
only about 50% of total personal income. Considering, for instance, that
Malays and other indigenous people now own an insignificant part of total
assets in the economy, the existing overall income differential between them
and other Malaysians is even wider than wage and salary differences alone
would suggest.

233. Progressive reduction of the existing wide imbalances in the ownership
of assets and wealth in the country will require that Government policies focus
on all financial as well as physical assets, including land, in all sectors of the
economy. To this end, efforts will continue to be made to enhance Malay
ownership and operation of land along lines which ensure productive develop-
ment of this resource; to provide special financial assistance to Malay and
other indigenous entrepreneurs; and to provide them with business premises
and physical facilities in existing urban and new growth centres. These efforts
will make a sizable impact on expanding their ownership of the country’s
physical assets. As the economy develops and modernises, however, and as the
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country’s financial structure becomes increasingly sophisticated, the key to the
ownership and control of wealth will be through ownership of the equity
capital of various enterprises. The Government will, therefore, take effective
measures to enable Malays and other indigenous people to expand their
ownership of such capital.

234. In 1970, the total amount of share capital of limited companies in
Peninsular Malaysia was about 63% of GDP. In line with the experience of
other countries in the course of development, the stock of equity capital will
increase at a faster rate than the growth of GDP. In Peninsular Malaysia,
it is expected to reach some 122% of GDP by 1990. The sectors accounting
for significant increases will be mining, as the petroleum industry grows in
importance, and as equity participation is extended to finance the sizable
capital requirements of the industry; manufacturing and construction, as the
rapid momentum of industrial growth together with increasing capital
intensiveness necessitates greater recourse to the capital market for investment
funds; and commerce, as the increasing sophistication of the economy leads
to a greater role for corporate rather than non-corporate forms of business
organisation. The ratio of share capital to value added in the agricultural
sector, however, will decline in line with the increasing importance of land
owning farmers and public sector schemes such as those of FELDA.
Table 4-6 illustrates these structural changes in the growth of share capital
of limited companies.

735. The racial breakdown of share capital ownership in 1970 is shown in
Table 4-7. The most significant feature is that foreign interests accounted for
as much as 61 % of the total share capital invested in the corporate sector and
that Chinese ownership accounted for about 22% or just under 60% of the
total Malaysian share. Foreign participation is especially dominant in modern
agriculture and mining while it amounts to about 50% to 60% of the total in
manufacturing, commerce and finance. And, in industries in which foreign
interests are not dominant, Chinese ownership of share capital is the highest,
about 40% to 50%.

236. The ownership of share capital by Malays and Malay interests, on the
other hand, is a mere 2% of the overall total. Except for transportation, where
the Malay share is some 13%, the share in the other sectors ranges from 0.7%
in mining to 3.3% in finance, with 2.5% and 22% in manufacturing and
construction, respectively.

237. A more balanced pattern in the ownership of assets in all sectors of
the economy is necessary. The target of the Government is that within a

period of 20 years, Malays and other indigenous people will own and manage
at least 30% of the total commercial and industrial activities of the economy
in all categories and scales of operation. Taking this as a basis for the desired

81



"[2A9] OLGT S 3B UIBLUDI O] PALNSSE U994
Sey Q66T Ul Q0UBINSUI pue Juljueq pue SUOLESUNWIWOY pue jiodsuel) 10] OO o3 Teided 21eys Jo woptodoid ay) ‘sish[eur pajiejop 910tu FUrpuad

“Teyden aleys 01 $jasse paxy Jo uoniodoid oy} U pue onjer Inding [EHAES [EIEAWAIOU] O3 UT SJUILIDACIU pojoadxa JO JUNCIOR aye) suonafoId oy,

7o LE8 SE [enidTo areys 0] sjosse Paxy Jo uoplodold i pue ¢z JO opel ndino-jepden € SIIEJIpUI SSLIISOPUT SULINIORJOUEIA JO AOAINS 0161 L, z
‘YT Suipn[oxs amnynonfe ulepow o3 s1ajal gL6] Ul [endes areyg ¢

Fzef Yigoy 06TBL 746 0§9°6T  BLEOT 664 L79'F1  OIE'RI  #'89 £99°8  669'¢1 £ro 68C°¢  TsE's
9L vo8'T  8sI'0l 948 THE'T 8€0'L 94 LVETT  e88Y vz ZI6 90Ct 642 £8¢ 060'C
r'seg 60It TT6 I'S¢€ RET'T £19 I'8te 6551 gbp '8k TH0'T 660 I'8¢C LED £81
005 ST 0Ty 04LS 618°1  T6F'E  §ES 66Z°'1  ¥8¢°T  0CS 916 oLt oos 509 T1Z°1
9'FC L LETT  9oEz 81T vZs 9Ee £91 69 9FZ LY 96t 9 178 8yt
o0 LEL Ev8'T  O%E  6tp €Tt 00F 96T ¥¢8 0se vl 89¢ oo 8¢g 067
0'0ST  E9ETE  SY6'TT 0867 OIT'ST T89L ORI TWOL  LSV'Y 0%zl L9T'C  WLY'T 200 SPET  vSTT
goot  TIL'T  ISLT o'k 96L'T TEO'T GEET OLOT BIL OFCl €19 £vS I'66  ¥bS 1129
L6 TEO'T  WES'S  I'eb 86T SI9Y g T68°F  948'c  §ec  SE9T  ITE 068 TEHT 9TT
G2 oesr  oser (L) seer  swel (%) ossr  ossI (X)) si6F  su6I (L) ol6r 0467
widoo Jan jondor  Jqon wadrd  4gn pndo>  gan wirdos gqn
ERL (N ERANN 24Di{Q EX N RN

(worur g)

06-0L61 ‘VISAVIVIA dVINSNINTd “YOLDHS A4
‘SHINVAWOD QHLIAIT 40 TVIIAVD TUVHS ANV IDNdodd JIISFNOA $SOUD

g-f ATIAV],

RO
.. .- IO
gIdurmsur pue Jupjueg

SRACTIN g}

£SUOIEIIT
~TUULUOD pue podsuel]

e uoNoNNSUsC)
e ZIUIINOBINUBIA
Buifiienb pue Sunmpy

. Y SaIsisy pue
£isas0)  “ppanynondy



sdnoJI3 om] 959L) 2pN[OXa JOJOI YIBd UL SITBYS [BIOES A}
pUE S{EOPIAIPUL) SJUAPISIT UBISAR[EIN JMJ0 pUE SAPOY AI0imTig pue

‘3]qEL Siy] UJ "uoi $EL$ JR0gE 0] Supunowe ‘{soruedwed pajjou0s AfEI0] PUR SAUILON
SUAWLIAAOD) 9jBiS pue [esmopad Aq digsioumo |ejdes a1eys sepnpul [B10} 341, ¢

8L6°88T'S  £09  688°L0T°C 0T zovr'Ts $zz €ROT6IYT 6T 119201
O16‘Z8S  FTE T98°T8I £ 8peel 8.6 0£E0TT £7  6FEEl
058°9€9 77§ O6LTEE 90  PEVY £FC 185°SST £ ¥9I°1T
pOIS09  £°£9  6¥SPRE FA I A VA FOE 19VY8I g0 SIL'Y
£88°18 0'Zr S8 £ E06°1 bEr 86¥SE £ sLgol
6118 vz LE6%61 80 L¥¥ 875  SSB0E it 8Tl
SYT'8YE'l 965 TBTYO8 L0 0888 077 £9£°967 sz 059°te
LeY'ErS  #'TL 016°C6E PO 88PT 89r  ISS16 L0 9L8'E
00bZEP' T £5L  vIL'6LO'T IO 161°91 Pz 8EYLLI 60 VTLEl
woos) (%) (000%) (%) (0008) (%) (p00$) ) (000g)
el u31a40.1 unipuy asauuD Aoy
0L6T ‘VISAVIVIN dVTINSNINHd
R{OAIOEN

(b TTEV],

[eloL

©c o sIPIO

- *aourInNSUl pue dulyueg

2013 HIO))

SUOTIEOIUNTHIOD PU® JJodSues]

pue

UononIIsuc))

r -+ SunnioBjnuey

*+ Fuikrrenb pue Iutury

A135910]

Samaysy
‘IMnoudy

ANV 4OV A ‘SAINVIWNOD QAIINIT A0 TVIIAVD HU4VHS A0 JIHSIANMO

83



racial pattern in share ownership, Table 4-8 illustrates the magitude of share
capital (net) that Malays and other indigenous people will have to acquire
during the period of the Perspective Plan on the assumption thar the target
of 30% Malay ownership is to be reached in uniform stages. On this basis,
Malays will have to own 9% of all share capital by 1975; 16% by 1980;
23% by 1985; and 30% by 1990. In view of the present insignificant share of
the Malays, the required net rate at which Malay ownership will have to
expand is sizable, especially in the earlier years. The projections imply that
net share capital acquisition by Malays should amount to about 20% of all
new capital created during 1971-75; 26 % during 1976-80; 32% during 1981-85:
and 39% during 1986-90.

238. The task ahead is indeed formidable but by no means impossible to
accomplish. While there will be greater Malay private savings to finance
expanded share capital ownership as the economy grows and as Malay
participation in economic activity expands, a significant part of the financial
resources required in the earlier years will have to come from the Federal and
State Governments and institutions which harness Malay savings. These
resources will have to be used to acquire a significant part of the increases
in the growth of the total financial stock of the economy and to hold them

TABLE 4-8

GROWTH OF MALAY' SHARE CAPITAL IN LIMITED COMPANIES,
PENINSULAR MALAYSIA, 1970-90

{$ million)

1970 1975 1980 1985 1990
GDP at factor cost .. . - . 8,352 12,659 18,310 26,378 38,290
Share capital of limited companies ., .. 5,289 8,663 14,624 25,650 46,821
Annual growth rate of share capital (%) .. — 104 111 11.9 128
Malay share capital of limited companies .. 102.6 779.7 2,340.3 5,899.5 14,075.5
Proportion of Malay share capital in the
total (34) .. . - . .- 19 9.0 16.0 23.0 Jo.1
Annual growth rate of Malay share capital
79 R . . .. . .. — 50.0 250 21.0 i%.0

Marginal change in Malay share to total
share capital

Net Malay share capital acquisition
in total share capital .. .. — 677.1 1,560.6 3,559.2 8,176.0

Proportion of net Malay share
capital acquisition in total share
capital (%) .. . . .. — 20.1 26.2 32.3 38.6

} Malay includes Malay Interests.
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in trust for the Malays and other indigenous people until they are in a position
to acquire them from their own savings. The success of this programme
hinges on the maintenance by the Government of its strong financial position
and on the ability of Malays and other indigenous people to expand their
savings. In turn, both these requirements depend crucially on the existence
of a strong and expanding economy in which the total stock of financial assets
increases at a rapid pace.

239. The degree of restructuring which is required in the ownership of
assets will not result in loss and deprivation on the part of other Malaysians,
as the process of restructuring is to be undertaken in the context of a rapidly
expanding economy. There should, therefore, be no grounds for fear or
anxiety on the part of other Malaysians that Government intervention in the
private sector on behalf of the Malay community will lead to deprivation of
the rights or prospects of non-Malays.

240. As shown in Table 4-9, the attainment of the growth targets of the
Perspective Plan will enable non-Malay ownership of share capital to expand
by nearly 12% per year and to increase its share of the total to over 40%
by 1990, nine times more than the 1970 level in absolute terms. There
will also be ample opportunities for ownership by foreign interests to
increase by about 8% per year during the same period. In relation to total
share capital, however, the expansion of the share of Malays and other
indigenous people from under 2% in 1970 to 30% in 1990 will involve a
sizable decline in the share of foreign interests from 61 9% to about 30% during
the period. The amount of shares held by foreigners, however, will grow at
a relatively high rate and lead to a share capital holding by them in 1990
which is about five times more than in 1970.

241. A major part of the fall in the overall share of the foreign sector will
be brought about by continuing declines of foreign private investment in
estates and tin mining, which at present accounts for nearly 45% of total
foreign investment. The growth of foreign investment will come from invest-
ments in the industrial and commercial sectors of the economy.

242. Given the attainment of the above targets in consonance with the
changing priorities of foreign investors themselves, the racial pattern of share
ownership will be more balanced by 1990. Malaysians would account for
about 70% of the total share capital of limited companies with Malays and
non-Malays holding 30% and 40%, respectively. The remainder will be
held by foreign interests. In shaping its policies to this end, in the context
of a growing and expanding economy, the Government will have enough
flexibility to provide the opportunity for Malays and other indigenous
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TABLE

SHARE CAPITAL OF LIMITED COMPANIES,

(§ mill
Total Totall
19701 M2 NM? F4 1990 M
Agriculture, forestry and fisheries 1,432 13.7 3350 1,079.7 2,092 627.6
9] 10 237 75.3 30
Mining and quarrying .. 544 39 145.7 1939 2,762 828.6
(% 0.7 268 72.5 30
Manufacturing 1,348 337 510:.2 804.3 32,363 9,708.9
(7% 25 37.9 59.6 30
Construction 58 1.3 372 19.9 737 2211
(%) 22 63.7 341 30
Transport and communications 82 10.% 61.2 9.8 292 116.8
(7 13.3 74.7 12.0 40
Commerce 605 4.7 216.0 384.5 2,562 768.6
679) 0.8 357 63.5 30
Banking and insurance .. 637 21.2 2829 332.8 3,209 962.7
(%) 3.3 4.4 52.3 30
Other 583 13.3 386.3 182.% 2,804 841.2
G2 2.3 66.4 313 30
Total .. 5,289 1026 1,978.5  3,207.9 46,821 14,075.5
%) 19 37.4 60.7 30.1

1 Totals do not add because of rounding.
2 Malays include Malay interests.

¥ Non-Malays include Chinese and Indians. Total non-Malay share capital also includes that owned by other
Malaysian residents (individuals) and Nominee and locally controlled companies. The racial ownership of
Nominee companies and locally controlled companies is not known. To the extent that it could include
Malay and foreign ownership, the overall share of non-Malays used in this projection may well be overstated.

Ownership by Government is included under this category,

4 Non-residents (Foreigners),
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4-9

PENINSULAR MALAYSIA, 1970-90

ion)
Increase in share holdings, Average annual growth rate,
(6 mi!;fon) (%-)
i NAM F Total M NM F Total M NM F
836.8 627.6 660 613.9 4978 ~452.1 19 20 47 =27
40 30
966.7 966.7 2,219 824.7 821.0 5728 45 307 99 46
35 s
12,045.2 9,708.9 31,015 9,675.2 12,4350 89046 173 327 176 133
40 0
3316 184.3 679 219.8 294.4 1644 136 293 1.6 118
; 45 25
146.0 29.2 210 105.9 84.8 194 65 126 44 56
50 10
1,024.8 768.6 1,957 763.9 808.8 384.1 75 290 81 35
40 30
1,283.6 962.7 2,572 941.5 1,000.7 6299 84 210 79 54
40 £
1,261.8 7010 2,221 827.9 874.5 518.1 82 234 6.1 7.0
45 25
18,7965 13,9490 41,532 139729 168180 107411 115 279 119 76
40.1 29.8
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people to be on a par with other Malaysians. Together, they will assume
majority control of the financial assets of the country. At the same the flow
of foreign private investment into the economy will continue to be vigorously
promoted to supplement the capital requirements for rapid development, as
well as to obtain the necessary managerial and technical expertise for the
operation of those sectors which are of interest to foreign investors themselves.

YII. MACRO-ECONOMIC POLICIES FOR GROWTH

243. Achievement of the employment, output and distribution objectives of
the New Economic Policy demands the sustained implementation of a number
of important macro-economic policies. The crucial need for a rapid rate of
overall economic growth has already been stressed. This, in turn, requires
that Malaysia’s overseas markets be expanded and new markets found to
enable Malaysian production to be profitably exported. Further, expansion
of exports will be required to provide the foreign exchange for financing the
intermediate and capital goods imports to support industrial development.
-With a small and inter-dependent economy, Malaysia needs significant growth
in its export sector to sustain a strong growth momentum.

244, Malaysia’s major agricultural exports, including rubber and palm oil,
will continue to grow rapidly in volume. As these commodities face long-
term declines in their prices, however, export values will grow much more
slowly. Agricultural exports cannot, therefore, be relied upon to generate
the stimulus required for progressive increases in the rate of economic and
social development. Thus, high priority will be given to the expansion of
exports of manufactured products as well as the development of new agri-
cultural exports. In respect of the former, sizable opportunities exist in the
development of exports of natural-resource based manufactured products
such as food, rubber, vegetable oil, wood and petroleum products. In the
light of recent trends, significant opportunities also exist for expanding
exports in a number of fields, including clothing and textiles, chemical
products (in particular medicinal and pharmaceutical products), non-metallic
products (especially structural clay products), metal products (in particular
wire and wire products and brass, copper, pewter and aluminium products),
industrial machinery and parts, electrical goods and plastic products.

245, Taking into account prospective developments with respect to agri-
cultural exports, industrial exports and expected receipts from non-factor
services, exports are projected to grow by 6.2% per year over the twenty-year
period. Annual rates of growth are targetted to expand during each five-year
period from 5.4% per year during 1971-75 to 7.3% during 1986-90 (see Table
4-10).
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246. Imports of goods and non-factor services, on the other hand, are
projected to grow by 6.4% per year over the twenty-year period. The major
increases will be for imports of intermediate and investment goods. The
marginal propensity for such imports is high and is expected to continue
to increase as economic development proceeds. Further, while there has been
some progress in the domestic production of these goods, the prospects for
further progress in import substitution, though good, are not unlimited.

247. To promote the domestic production of intermediate and capital goods
as well as to help expand exports of manufactured products generally,
Malaysia will work and cooperate even more closely with her neighbours
in Southeast Asia for the establishment of regional market arrangements for
industries which require substantial economies of scale to sustain their
operations. There are, as already mentioned, a number of new industries
whose establishment in many countries of the region would be technically
feasible but for the fact that their economic viability would depend upon
access into the regional market. To enable Malaysia and other countries in
Southeast Asia to share in the trade which will develop rapidly in such
intermediate and capital goods, active consideration will be given to concrete
measures for specialisation and exchange in these industries. Concommitantly,
there must be agreement as to criteria governing the location of industries in
particular countries such that there is equitable distribution of these
industries.

248, With the attainment of the foreign trade policy targets discussed above,
Malaysia will continue to enjoy a strong balance of payments position. For
most years, her earnings from exports of goods and non-factor services will
be sufficient to finance imports of goods and non-factor services. The
expected net capital inflows will finance projected net factor payments abroad,
net current transfers to the rest of the world and progressive build-up of the
economy’s foreign exchange reserve requirements in consonance with the
expansion of the economy.

IX. INVESTMENT AND CONSUMPTION TARGETS

249. A second macro-economic policy requirement for the attainment of
the objectives of the New Economic Policy is the expansion of investment
and the generation of sufficient savings to finance this investment without
creating balance of payment difficulties. Taking into account the past relation-
ship of investment to output growth, the target rates of growth of total output
over the twenty year period and increasing capital intensity as the economy
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modernises, investment by both the public and private sectors may be expected
to expand by 9.6% per year, as shown in Table 4-10. If so, the ratio of
investment to GNP will be pulled up from 17.7% in 1970 to over 23% in
1990, thus reaching by the terminal year a capital formation share in total
income similar to that of the developed countries.

250. An important source of growth for investment in the 1970’s is expected
to come from the public sector in support of the Government’s programmes
under the New Economic Policy. A major element in this will be investment
by public enterprises such as MARA, PERNAS, UDA and the SEDCs. The
allocation of public funds to these enterprises has been increasingly significant
and will grow further as public enterprises spearhead the effort to expand
the participation of Malays and other indigenous people in modern commercial
and industrial activity. If meaningful progress in these efforts can be made
during this decade, the expanded industrial base of the country, together
with the emergence of a Malay commercial and industrial community,
should enable the private sector to take the lead in investment in the 1980’
and make it possible for the public sector to consolidate its share in invest-
ment growth during this period.

251. Public consumption is expected to grow in similar fashion. It will
continue to grow rapidly during this decade but can be expected to stabilise
in the 1980s as the initial process of equipping the Government machinery
to play its role in the implementation of the NEP is completed.

252. Taking into account the historical behaviour of private consumption
in relation to current disposable income, private consumption is expected
to grow at a rate which is more or less uniform over the entire period of
the Perspective Plan. This will bring about a fall in the share of private
consumption in total national income from about 62% in 1970 to about 56%
in 1990,

253. The resulting estimates of GNP by major expenditure categories are
shown in Table 4-10. The general profile which emerges is one of basic
stability in the use of resources. The rise in the share of investment in total
national income is accompanied by a corresponding decline in the share of
consumption while the target growth of exports is sufficient to ensure the
attainment of external balance at least between exports and imports of goods
and non-factor services. The critical role of export expansion and mobilisation
of savings cannot be over-emphasised for ensuring basic confidence in the
strength of the economy and the attractiveness of its investment climate.
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254. The export targets under the Perspective Plan have already been
discussed. The savings targets are shown in Table 4-11 which illustrates the
manner in which capital formation might be financed. It is seen that for most
of the period under consideration, national savings will have to be supple-
mented with net capital inflows from abroad to finance net investment. The
requirements are, however, not expected to be large in relative terms. Given
the maintenance of a healthy investment climate, Malaysia should be able
to attract the foreign capital required and reduce some of the outflows of
short-term capital funds which occur at present. As such, it may even appear
that the targets for foreign private capital inflows may be somewhat
conservative. While the policies and programmes that will be implemented
will assure a growing market and the continuance of a healthy investment
climate, international flows of capital are subject to factors over which
Malaysia does not have full control. It is therefore necessary that the quest
for sustained economic and social development be underpinned by healthy
growth of domestically mobilisable funds and resources. Accordingly, the
Government will make every endeavour to ensure that domestic resources
are mobilised and channelled to productive investment in the country. Only
in this way, too, will it be possible to assure Malaysians a growing and
dominant economic stake in their own country.

TABLE 4-11

FINANCING OF CAPITAL FORMATION, 1970-90
($ million)

Net capital inflows

+ Net

transfers

Gross — Less = MNet = Public + Private + Imports + Net to the

investment  deprecia- invest- savings savings less factor rest of

lion ment exports payments the

world
1970 .. 2,055 - 507 = 1458 = 1,039 + 585 — 523 + 174 + 183
1875 .. 3,662 — 1,025 = 2637 = 1,416 + 854 — 129 + 340 + 156
1980 .. 5190 — 1453 = 3,737 = 2,102 + 1,135 — 160 + 500 + 160
1985 .. 8,024 —~ 2247 = 5777 = 3,069 + 2426 — 528 + 650 + 160
1990 .. 12,411 - 3475 = 8936 = 4,651 + 4,135 - 8§10 + BOO + 160
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X. OVERVIEW OF POLICIES AND ISSUES

255. The attamment of the objectives of the New Economic Policy will require
rapid economic growth. In turn, this will necessitate structural transformation
of the economy from one which is agriculturally oriented to one which provides
for balanced development of agriculture and industry. Malaysia is fortunate
that, unlike many other developing countries, she has the wherewithal for
bringing about the attainment of sustained rapid economic growth into the
future. The country is endowed with natural resources which will continue to
be in great demand by the world economy and which will, at the same time,
form a strong base for industrial growth. The organisation and implementa-
tion capacity of the public sector is strong and continues to be enhanced,
while the thriving business community is becoming increasingly sophisticated
and the labour force progressively oriented towards technological improvement.

256. Consistent with the potential of the economy for long-term growth, the
Perspective Plan projects a rate of expansion of the GDP in constant 1970
prices of 7% per year over the next twenty years. The NEP Tecognises,
however, that economic growth alone will not be sufficient. It places
emphasis on the pattern and composition of growth such that the implemen-
tation of growth policies will themselves lead to better distribution of economic
opportunity and employment and higher standards of living for all Malaysians.
To attain these objectives, a simultaneous advance on a number of fronts is

essential. Continued implementation of a package of policies is required which
emphasises :

(i) sustained output and employment growth in agriculture through, inter
alia, new land development so as to enhance the productivity and
intensify the utilisation of those engaged in low income agricultural
pursuits;

(ii) rapid growth of manufacturing to provide the thrust for overall
economic development and employment creation as well as to inject

a more pervasive degree of technological advancement into the whole
economy;

(iif) enhancement of the skills of all Malaysians and, in particular, the
Malays and other indigenous people, through appropriate education
and training programmes to ensure that the skill requirements of a
modernising society are met.

257. Progress along these lines will go a long way towards the attainment
of the objectives of the NEP within one generation. The reconstruction
of the social economic environment envisaged under the NEP, however,
requires continuing fine-tuning by the Government of the economic
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affairs of the nation. New public enterprises may need to be set up and existing
ones consolidated or strengthened to complement the efforts of the private
sector for rapid economic growth with social justice. Public agencies such
as PERNAS, UDA, MARA and the SEDCs have an important role to play
in this regard. Concommitant with such measures, it will continue to be neces-
sary to influence private entrepreneurial initiative by policies arid incentives
which contribute to the fulfilment of the Government’s ultimate objectives of
eliminating the identification of race with economic function. Here, indeed,
are fertile fields for joint-ventures and public and private sector cooperation
in the larger interest of nation building with opportunities for all Malaysians
to benefit from the fruits of economic and social development.

258. The financial resources that should be mobilised to support socio-
economic development of the order required will be large. In particular, the
financial resources of the Government will have to be so managed that the
public sector will continue to be in a position to effectively influence the
content and composition of economic growth. Continued maintenance of the
strength and soundness of Malaysia’s financial and monetary system is therefore
paramount.

259. The objectives of the NEP are ambitious but feasible. The outline
of the Perspective Plan demonstrates that the objectives and targets
can be achieved within a generation. The means are at hand. It is for all
Malaysians of all races, all ages and from all walks of life to fully utilise the
opportunities available to forge the building of a strong united Malaysian
nation with progress and prosperity for all.
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CHAPTER V

The Public Sector Programme, its
Financing and Implementation

I. INTRODUCTION

260. The public sector programme under the Second Malaysia Plan has been
designed to contribute towards the attainment of the over-riding objective of
national unity through greater efforts in the formulation and implementation
of projects aimed at the eradication of poverty and the restructuring of society.
It was, at the same time, designed with the recognition that national unity is a
matter of national concern in which both the public and the private sectors,
as well as individuals of all ages and from all walks of life, have an important
role to play.

261. In this context, the public sector programmes were formulated to ensure
the maintenance of a social, political and economic climate conducive to rapid
economic development with social justice. The public investment programmes
have the object of expanding the country’s human and physical infrastructure
in line with the requirements of such development. The programmes also
provided for the promotion of, as well as direct participation of Government in
modern agricultural, commercial and industrial enterprises to facilitate the
restructuring of society.

262. About 23.5% of the total allocation for public development expenditure
was for agriculture and rural development. This, together with an allocation of
17.6% for public utilities, health and family planning and social and commu-
nity services, was aimed directly at achieving sizable progress in the eradication
of rural and urban poverty. While the allocations, especially for agricultural
and rural development, would contribute towards the restructuring of society
as well, by providing greater opportunities for all disadvantaged groups in
Malaysian society to enter the modern sectors of the economy, the Plan also
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provided for 4.5% of its total allocations to be expended for the programmes
of PERNAS, UDA, MARA, and the SEDCs—these agencies having the
primary role of spearheading public sector efforts in the creation of a Malay
commercial and industrial community.

263. To underpin all these efforts, 7.4% of total allocations were made for
education and training, with 22% for the expansion of the transportation
and communications network of the country. About 15.2% was allocated for
defence and internal security to equip the Government to discharge its respon-
sibilities to sustain conditions of peace and internal order—requirements so
necessary for sustaining economic and social development.

264. In setting out these broad allocations, however, the Government empha-
sised that the Plan would be implemented in a fiexible manner, within the broad
limits of the sectoral allocations, to accommodate new proposals and new ideas
as well as to take into account the speed with which project planning and
implementation are undertaken in each of the sectors. A detailed Mid-Term
Review of the performance and progress of Plan implementation has now been
completed. The progress achieved and the revised allocations for the ensuing
years of the Plan are shown in Table 5-1.

Il. PUBLIC SECTOR PROGRAMMES: PROGRESS AND REVISED ALLOCATIONS

265. During the period 1971-73, an estimated sum of $4,854 million was
expended by the Federal and State Governments, public authorities and public
enterprises. Details of the progress achieved by these agencies and their pros-
pects for 1974-75 are outlined in the sectoral Chapters in Part Two.

266. A sum of $4,495 million has been allocated to these agencies for the
period 1974-75, taking into account the priorities among the programmes and
their implementation capacity. Even so, actual expenditure during 1974-75
is estimated to reach $3,947 million. Thus public sector development expen-
diture under the Plan as a whole will amount to $8,801 million, 46.7% more
than that originally envisaged under the Plan.

267. While the allocations for the period 1974-75 follow the priorities of the
New Economic Policy as set forth in the Plan, a number of modifications
have been made and new projects incorporated in the Mid-Term Review to
strengthen the Government’s efforts towards the achievement of the nation’s
overall objectives.

268. Under the Mid-Term Review, an increased scale of activities has been
envisaged for agriculture and rural development, commerce and industry,
transport and the social sectors. '
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269. In agriculture, the provision for new land development has been
increased by 21% to finance the expanded targets now set. The allocation
for FELDA has been increased from $472 million to $520 million for the Plan
period to enable FELDA's target to be increased from 275,000 acres to 403,000
acres during the Plan period. Its capacity to implement this higher target is
already being stepped up. Drainage and irrigation receives a large increase
in its allocations to bring new acreages under cultivation in Southwest Johore
and to further improve the facilities in the Muda Irrigation Scheme. A major
new development in the agricultural field will be the activities of the newly
established Farmers’ Organisation Authority, for which a sum of $22 million
has been allocated.

270. A major revision to the public expenditure targets under the Plan is the
substantially increased allocation for commerce and industry. With this
increase, commerce and industry will now account for 13.2% of total public
development expenditure, compared with the original allocation of 8%. The
major increase in the allocations for commerce and industry goes towards the
expanded programmes of PERNAS, UDA, MARA and the SEDCs. In
addition, an allocation of $15 million has been provided for the newly
established Development Bank, a subsidiary of Bank Bumiputra. These
increased allocations will enable the public sector to play an even greater role
in stimulating the growth of the industrial sector, the geographic dispersal of
its activities and the creation of a Malay commercial and industrial community.

271. The transport and communications networks will be improved and
expanded to meet the requirements of social and economic development.
Programmes for development roads will be accelerated and two new major
ports (Kuantan in Pahang and Pasir Gudang in Johore) will be constructed
to open up new growth points especially in the less developed regions of the
country. To foster closer integration and to provide direct communication links
between Peninsular Malaysia, Sabah and Sarawak, air transport services will
be expanded through the Malaysian Airline System and the expansion and
improvement of airport facilities in both areas as well as the expansion of
telecommunications facilities. The MISC, which at present provides a coastal
service for the trade between Peninsular Malaysia and Sarawak, will acquire
additional vessels for operating a weekly service to Sabah and Sarawak.
Postal services will also be expanded with emphasis given to the provision of
such services in the tural areas. Programmes for the modernisation of the
Malayan Railway will continue during the remaining Plan period to ensure
its proper role in the transport development of the country. The allocation for
this sector has been increased from the original Plan target of $1,588 million
to $2,116 million under the Mid-Term Review.
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272.  An accelerated programme for the development of utilities has been
provided for. The allocations for power and water development have been
increased by 31.6% to meet the needs of industrial development, improve
services to urban and rural residents and contribute towards flood control.
The power programmes include the commencement of civil works for the
Temenggor and a detailed feasibility study for the Sungei Tembeling hydro-
electric schemes and the expansion of power supplies in Sabah and Sarawak.
A major study of the Pahang River basin has also been initiated, with grant
assistance from Australia under the Colombo Plan. This study is designed to
alleviate the flooding of the basin and its surrounding areas.

273. In line with the Government’s efforts to improve the quality of educa-
tion, particularly for the people in the disadvantaged areas, education and
training have been given an increase of 36.5% from their original allocation
of $537.6 million. The major portion of this increase is for primary education
to expand school places as well as to improve the facilities at this level of
education. The new universities, as well as middle-level vocational training
programmes, also receive larger provisions.

274. Public housing construction will be stepped up, with an increased
allocation of 39.6% from $172 million to $240 million, to complement
private sector development. A further 12,000 low-cost housing units are
to be developed by the various Government agencies involved. A National
Department of Housing is also to be established to coordinate the overall
housing development programmes.

275. Provision has also been made for new regional and urban development
studies to assist in drawing up master plans for balanced regional development.
New studies are planned for Negri Sembilan, Trengganu, Perak, Pahang, South
Johore and Sarawak.

276. The foregoing describes the broad range of programmes and the general
focus of the public sector development effort during the remaining years of
the Plan. These will be complementary to the efforts of the private sector in
an expanding level and range of activities.

277. The private sector has contributed substantially to the economic and
social development of the country. The public investment programmes them-
selves will serve to lay the basis for continued private investment growth. In
addition, even greater efforts will be made in the promotion of joint-venture
projects between the Government and private enterprise. Along with this, the
Government’s fiscal, monetary, commercial and industrial policies, among
others, will continue to be implemented in a manner which will improve the
investment climate and maximise the contributions of the private sector to
the nation’s overall objectives as embodied in the NEP.
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III. FINANCING THE PUBLIC SECTOR PROGRAMME

278. Actual public development expenditure for the Plan period was targetted
at a minimum of $6,000 million. The Plan envisaged that concerted efforts
would be made to improve the public sector implementation capacity, so as
to achieve a higher level of development expenditure. About 81 % of this target
was achieved during 1971-73.

279. The financing of the public development expenditure for 1971-73 is
shown in Table 5-2.

280. Despite the sharp increases in current expenditure during 1971-73,
principally due to payments of salary arrears to Government employees and
the Armed Forces, and higher contributions to rubber support operations,
Federal and State Governments’ finances for 1971-73 showed current surpluses
of about $470 million. Government revenue grew by 10.5% per year, a rate
higher than projected in the Plan. The improved performance in Government
revenue during this period was mainly due to improved income tax
collection efforts, the introduction of the sales tax in 1972 which boosted
revenue more than previously expected and the favourable revenue perfor-
mance in 1973 arising from the buoyant commodity prices during the year.
Meanwhile, the Government’s current expenditure increased by nearly 16%
per year, exceeding the Plan target of 8.7%. In addition, the public authorities
are expected to show a surplus of about $450 million by the end of 1973.

281. The current surpluses, however, were not sufficient to finance the public
sector development expenditure. To meet the overall deficit during this period
recourse was made to domestic and foreign borrowing and drawdown of
realisable assets. Foreign financing accounted for 17.2% of the total public
development expenditure during 1971-73, with the remainder being financed
from domestic sources.

282. Net foreign borrowing amounted to $837 million during 1971-73, as
compared to the Plan projection of $720 million for the five year period.
This was made possible by Malaysia’s excellent credit standing which facilitated
substantial market borrowing from abroad, as well as the availability
of a number of viable development projects for foreign financing. Net
domestic borrowing from the non-bank private sector amounted to $1,806
million, while the banking system contributed $655 million. In addition, special
receipts totalled $150 million, mainly from the assets which accrued to the
Federal Government from the dissolution of the former Malaysia-Singapore
Airlines. The remainder of the public development expenditure was financed
by a drawdown of realisable assets.
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TABLE 5-2

ESTIMATES OF CONSOLIDATED PUBLIC SECTOR
EXPENDITURE AND FINANCING, 1971-75

(3 million)

Revised  Original
Total total, total,

1971-73  1974.75  1971-75 197175

Governments’ revenue .. .. .. .. 10,325 8,660 18,985 17,260
Less: Governments’ current expenditure .. —9,851 —8,100 -17951 ~—16,000
Current surplus .. .. .. . . 474 560 1,034 1,260
Add: Public authorities’ current surplus - 453 394 847 550
Public sector current surplus .. . .. 927 954 1,881 1,810
Less; Public sector development expenditure . . —4,854 -3947 —8801 —6,000

Overall deficit .. -3,927 -2,993 -6920 4,190

Sources of Financing—

Net foreign borrowing .. .. . 837 546 1,383 720

Special receipts! . . . .. 150 19 169 190

Net domestic borrowing from non-bank

private sector .. .. .- . .. 1,806 1,663 3,469 2,245

Net domestic borrowing from banking system 655 730 1,385 1,285

Use of accumulated assets and other adjust-

ments (—means increase) .. . . +479 + 35 +514 —~250
Total .. 3,927 2,993 6,920 4,190

1 This item includes foreign grants.

104



283. For 1974-75, Government’s current revenue is expected to grow by
7.4% per year, exceeding the Plan target of 7.1%. This is mainly due to the lag
effects on revenue from the upswing in the economy in 1973.

284. Government’s current expenditure, however, is expected to grow by
7.3% per year, which exceeds the 6.5% projected in the Plan. Despite this
higher rate of increase in current expenditure, the Government’s current
account is expected to yield a surplus during the remaining two years of
the Plan. The current surplus of public authorities is expected to be $394
million, higher than that estimated in the Plan.

285. The current surplus would, however, be insufficient to finance the
expected development expenditure amounting to $3,947 million for the
remaining Plan period. Net domestic borrowing from the non-bank private
sector and the banking sector is again expected to provide the bulk of the
financing for public development expenditure. Net domestic borrowing is
expected to yield $2,393 million, making a total of $4,854 million for the
five year period. Special receipts are expected to provide only $19 million,
reflecting the declining scale of foreign defence and other aid items.

286. Net foreign borrowing for the period is expected to amount to $546
million. This source of finance will thus provide 15.7% of total public deve-
lopment expenditure for the five years, as compared to 12% targetted in
the Plan. The remaining financing gap will be covered by further drawdown
of realisable assets and other adjustments.

IV. PLANNING AND IMPLEMENTATION

287. 'The Plan recognised that in order to achieve the ambitious targets and
to cope with the new dimensions in socio-economic development envisaged
by the New Economic Policy bold and effective measures would have to be
taken to improve the administrative machinery for planning and implementa-
tion. Since the launching of the Plan, a number of significant steps were taken
in this regard. The progress in implementation recorded in this Mid-Term
Review of the Plan is, to a large extent, the result of such measures and the
cooperation given by the private sector and the people at large. Some of the
major steps taken are discussed in the following paragraphs. Earlier Chapters
and the sectoral Chapters that follow touch on other measures in greater detail.

Planning

288. At the national level, the planning machinery has been streamlined
and strengthened in order to meet the demands of the NEP. Towards this end,
the staffing of the EPU has been strengthened for national planning as well as
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to enable it to more effectively plan, monitor and improve the capacity of the
public sector to identify and prepare development projects. Planning cells have
also been established in a number of major Ministries such as Agriculture,
Education, Health, Works and Power and Communications, as well as in
other public agencies such as MARA, PERNAS, UDA and FELDA.

289. An important development in this period was the upgrading of the
planning capability at the State level through the establishment of State
Planning Units. The States of Pahang, Trengganu, Johore, Perak, Selangor
and Sarawak now have a nucleus of planning staff and in the majority of
cases they are assisted by officers from the Federal Government. The main
objective in the establishment of these units is to enable the States to identify
and formulate projects and to coordinate development activities at the State
level. The long-term objective, however, is to enable the States to prepare
development plans consistent with the priorities in the national development
plan.

Implementation

290. To oversee the whole national development and security effort, the
National Action Council (NAC) was established in 1971, consisting of senior
Cabinet Ministers and the Heads of the Civil Service, the Armed Forces and the
Police. An Executive Committee of the NAC, with the Prime Minister as
Chairman, monitors the implementation of the Plan on a day-to-day basis to
ensure conformity with the objectives of the New Economic Policy. An
Implementation, Coordination and Development Administration Unit
(ICDAU) was established incorporating the former Development Administra-
tion Unit (DAU) to provide staff support to the NAC. The role of the ICDAU,
as the Secretariat to the NAC, enables it to be alert to various emerging
problems in Plan implementation and ensure that effective remedial measures
are taken. Through the regular meetings of the Executive Committee, various
implementation bottlenecks and problems were resolved.

291. To initiate and coordinate the implementation of various programimes
and projects resulting from the various regional studies in Pahang, Johore, and
Trengganu, a number of new authorities have been established. These include
the Jengka Authority, the Pahang Tenggara Authority, the Johore Tenggara
Authority and the Trengganu Tengah Authority. These Authorities have
joint Federal and State Government representation and have been provided
with the necessary managerial and technical staff for the effective discharge
of their responsibilities.
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Technical and manpower capacity

292. When the Plan was launched, the Government recognised the need
to expand the supply of trained technical and managerial personnel. An
intensive study has since been carried out on the design and construction
capacity in both the public and private sectors. Some of the immediate recom-
mendations of the study have already been implemented by the Government.
Among these were the recommendations in regard to streamlining of
procedures for the recruitment of personnel, particularly in the professional
and technical categories, and the recruitment of professional personnel such
as engineers, architects, doctors and teachers from overseas on contract.
Additional personnel were also obtained under technical assistance and
volunteer programmes from the United Kingdom, the United States, Canada,
Germany, Japan, Australia, New Zealand and the Eastern European countries.
Such recruitment has contributed towards improving the overall capacity for
project design, supervision and implementation in the public sector. It also
served to off-set the continued loss of personnel to the private sector which
is also rapidly expanding.

293. In addition, the Government also made greater use of consultancy
services, both local and foreign, in the design and supervision of various
projects, while the procedure for the employment of such services was
simplified and streamlined to ensure that high priority projects are started on
schedule. Steps have been taken to ensure that the foreign consultants
appointed draw upon the capacity and expertise of local firms wherever
possible.

294. Another important step taken was to delegate a greater measure of
responsibility for financial control and management to the operating agencies.
Flexibility was introduced to enable these agencies to make forward commit-
ments for projects, as well as in other contract procedures. These measures
have helped considerably in overcoming delays and in advancing planning
and design of projects. Action is also being taken to avoid undue bunching of
major awards of tenders. Further, arrangements have also been made to post
administrative officers to technical departments to relieve these departments
from the increasing burden of purely administrative functions and to enable
technical officers to concentrate on the planning, direction and evaluation
of operating programmes.

295. As noted in Chapters IT and XI, the capacity of training institutions,
particularly for professional and sub-professional personnel, has been
expanded. In addition, the Training and Career Development Division of the
Public Services Department has launched an extensive programme for the
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training and upgrading of Government employees at all levels. The National
Institute of Public Administration has been strengthened to provide more
intensive in-service training programmes for various categories of Government
officers, as well as to cater for the special needs of senior administrators in
the formulation and implementation of public policies and programimes.
The overseas training programme, sponsored directly by the Government as
well as under various technical assistance schemes, has also been expanded.
Increasing attention has been paid to the training of technical personnel,
economic and other planning staff, social scientists and teaching and research
staff under this programme. Further improvements are expected to be made
to gear these training programmes to meet the requirements of both the
public and private sectors when the information collected from the compre-
hensive manpower survey, now being conducted, becomes available.

296. In the effort to enable effective and rational decision-making on policies
and programmes, particularly at Ministry and Departmental levels, a
master plan for in-depth implementation of Programme and Performance
Budgeting (PPB) has been initiated. The plan, intended to strengthen the
budget as an effective instrument of project planning, involves the orientation
of key financial personnel towards the concept of PPB. The implementation
of this exercise is entrusted to a National Steering Committee which monitors
the operations of PPB. The ultimate objective is to make the budget a positive
aild to planning and programming.

297. While the public sector’s planning and implementation capacity has
been substantially expanded through these measures, several planning and
operating agencies, including the EPU, GPU, ICDAU, the Treasury, PWD
and the Statistics Department, still suffer from substantial manpower shortages.
The many new institutions established for specific purposes during the past
few years still have only a small nucleus of trained staff and lack the skill
and experience necessary to manage the critical programmes assigned to their
charge. The drawing away of trained staff from agencies which themselves
are experiencing pressures of increasing and complex workload has, to some
extent, thinned out available capacity and expertise. The need therefore
continues to further strengthen the Government’s capacity to identify, formu-
late and carry out a larger scale of socio-economic development programmes

with increasingly complex objectives and to effectively monitor and evaluate
their impact.

298. The Government will intensify its efforts towards strengthening and
streamlining its planning and implementation machinery. The capacity of
key agencies such as the EPU, ICDAU, the GPU and the Statistics Depart-
ment and planning staff in Ministries, State Governments, the SEDCs and
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Regional Authorities will be further strengthened. The Government will also
extend its information and data gathering functions and undertake a number
of policy oriented research projects to enable more effective setting of goals
and design of programmes.

299. The detailed analysis now being undertaken of the Population and
Housing Census, 1970, will provide the Government with comprehensive data
and information which will be of great operational value to planners. In
the ensuing years, detailed studies on employment, poverty and income
distribution, migration, Malay participation in business, nutrition and various
other aspects of socio-economic development will be undertaken. Wherever
possible, the cooperation of institutions of higher learning will be enlisted
in carrying out these studies. Regional studies will gather further
momentum with additional studies to be undertaken for Upper Perak,
urban planning studies for Kuantan, Kuching and the Johore metropolitan
region and a land-use policy study for the newly created Federal Territory
of Kuala Lumpur. In addition, a long-term study on urbanisation, particularly
in regard to new growth centres, will also be undertaken during this period.
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CHAPTER VI

Prices: Problems, Prospects and

Policies

I. INTRODUCTION

300. The recent developments in the movements of prices have an important
bearing on the Plan in terms of the performance and results achieved during
the period under review. This Chapter, therefore, begins with the analysis of
the trends of the general price level for the country and the prices of imports
as well as investment goods. The relative magnitudes of price changes and the
causes underlying these changes are then discussed. Finally, the Chapter
outlines the steps taken by the Government and the proposed further policy
measures to be implemented to reduce the acceleration in the price level as well
as to alleviate the impact of these price rises, particularly on the lower income
groups of Malaysians.

II. PRICE TRENDS AND THEIR CAUSES

301. Malaysia had a remarkable record of price stability during the 1960s
and up to 1971. This record stands out remarkably well in comparison with
most other countries of the world. Consumer prices rose by an average of only
about 1% per year during this period. Malaysia’s record of sound financial and
fiscal management, as well as its liberal trade policies were successful in prevent-
ing the occurrence in Malaysia of the inflationary trends that most industrialised
countries were already experiencing. For instance, during the eleven-year
period 1960-71, the consumer price level of the Organisation for Economic
Cooperation and Development (OECD) countries as a group rose by about
5%, the increase being some 30% and 60% in the U.S. and the United
Kingdom, respectively, as compared to the rise of only 11% in the retail price
index in Peninsular Malaysia. Some inflationary trends were present in Sabah,
with shortages of labour and imperfections in the distribution system but
overall, the retail price index remained virtually stable over the years.
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302, However, since 1971, developments indicate a rising trend in the price
level in the country. Increases in the prices of imports, serious shortages in
world food production and imperfections in the distribution system for
essential commodities in particular, within the rapidly developing Malaysian
economy, all led inevitably to a general increase in the price level, as shown
in Table 6-1.

303. The basic and the most important reason for the dramatic change from
a long period of remarkable stability to the sharp increases in the price level
is to be found in the accelerating and substantial increases in the prices of
Malaysian imports. This imported inflation has been brought about by
continuing high rates of inflation in the major industrial countries which are
important sources of supply of Malaysia’s imports, rapidly rising prices of food
and other commodities associated with world-wide shortages and increases in
freight rates. The Malaysian import price index rose by about 7% in 1971,
about 12% in 1972 and an estimated 14 % in 1973.

304. In the past, Malaysia had been able to avoid imported inflation to some
extent by diverting her imports away from supplier countries with high rates
of inflation, the shift in imports having taken place mainly to countries such
as Japan, Australia, Germany and China. The continuing strong inflationary
trends in most countries have, however, limited Malaysia’s options to bring
about any further import shifts of significance. Given the importance of
imports, which constitute around 35% of Malaysian GNP, the impact of higher
import prices on domestic consumer prices as a whole is considerable. The
impact of the earlier increases appears to have been lagged or absorbed,
possibly through lower distribution margins. However, with continuing and
larger increases in import prices, the impact on domestic retail prices appears
to have been accentuated possibly by attempts to restore or even increase
distribution margins.

305. The developed industrial countries as a group have been experiencing
a striking degree of domestic price inflation which led to consequent upward
adjustments in the prices of their exports. For instance, the export prices of
Japan, expressed in US Dollars, are estimated to have risen by over 10% in
1972 and are expected to record a further increase of about 16% for 1973.
Export prices of the United States, United Kingdom, Germany, France and
Australia also show similar rising trends. It is apparent that the strong counter
measures taken in some of these countries to moderate the rise in their
domestic prices have not yet had a significant effect on their export prices.

306. World-wide shortages, not only of certain foodstuffs, but also of
certain other commodities such as building materials, fuel oil and paper have
compounded the problem of imported inflation. Food imports in 1970
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accounted for some 189% of total imports in Malaysia. With increasing
domestic production of rice and higher standards of living, much of these food
imports has in recent years comprised such items as meat and dairy products,
cereals (particularly wheat) and fruits and vegetables. Unfavourable weather
conditions in 1972 severely reduced world grain production and thus adversely
affected grain producing countries themselves as well as those which rely
significantly on the world market for their needs of rice and other cereals.

307. The USSR experienced substantial damage to her wheat crop and
became a heavy buyer of wheat in the world market, while drought in India
and Indonesia and typhoon damage in the Philippines led these countries to
exert strong demand pressures on world supplies of rice which had themselves
been reduced by bad weather conditions. Rice exporting countries, such as
Thailand, were forced to introduce export restrictions so as to conserve supplies
for domestic requirements and to prevent rapid increases in their domestic
price levels.

308. The shortage of rice in the world market coincided with reduced supplies
of other cereals, particularly wheat, which experienced a decline in production
of about 5% from the 1971/72 crop. Whereas shortfalls in rice supplies had
in the past been to some extent met by increased consumption of wheat and
other cereals, the shortfall in the production of these latter commodities
aggravated price increases of food items all round.

309. In Malaysia, padi production, which had been rapidly increasing in
recent years, was also affected by adverse weather conditions in 1972. As a
result, padi output increased by 2% in 1972 as compared to the increase of
79% in 1971. This shortfall in the rate of expansion of Malaysian production
coincided with the general world shortage of food grain and consequently led
to sharp increases in the price of rice, particularly in 1973. The price index
for rice and other cereals rose by 34 % between January and September, 1973.
Rice forms a substantial portion of food consumption in Malaysia, with a
weight, together with other cereals, of over 13% in the Consumer Price Index.
Such increases in the price of rice, therefore, contributed significantly to the
overall increase in the Consumer Price Index in 1972 and particularly 1973.

310. World prices of meat and dairy products also rose significantly during
1971-73. These increases were the result of increases in the price of feed-stuff
caused by adverse weather conditions and other factors. Import prices of meat
and milk products therefore rose and led to an 189% increase in the index for
these items between 1971 and August, 1973. Added to this have been shortfalls
in Malaysian fish landings. The price index for meat rose by 30% between
September 1972 and September 1973, while that for fish rose by over 18%. The
price index for fruits and vegetables also showed similar increases. Overall,
the food price index recorded an increase of over 23% during this period.
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TABLE

CONSUMER PRICE INDICES,
(1967 = 100; % change

Non-Food
Beveroges  Clathing Gress  Furniture, Medical  Transport Recreation,
an and rent,  furnithings  carc and  and com-  entertain-
Total WNon-Foed sobacce  foorwear fuel and and health  munication  ment,
Tndex power  household  expenses education
Year equipmtent and
and cultural
operation services
Weight 100 53.2 8.9 4.8 9.4 6.6 2.0 10.4 5.6
1970 average . . 1013 103 103 102 101 106 102 103 106
1971—
January-June .. e 102.3 104 103 103 101 108 102 103 111
June-December .. . 103.1 105 104 103 103 108 103 104 112
(0.3) (E.0} (1.0) —) (2.0) {(—) (5.0) (1.0} (0.9)
1971 average . .. 102.9 105 103 103 102 108 103 104 111
% chanpe 1970-71 ., .. (1.6} (1.9) — (1.0) (1.0) [¢R)] (1.0) (1.0} “.n
1972—
Janvary-March .. . 105.3 107 106 104 103 111 103 105 155
April-June .- .- 105.5 108 108 105 103 114 103 106 115
{0.2) (0.9) (1.9 {1.0) [C] 27 =) (1.0) —)
July-September .. . 106.4 109 108 106 103 115 103 106 116
0.5 (0.5) 2 (L.O) =} (0.9} =) = (0.9}
October-December . 107.6 109 i08 108 103 116 103 108 116
1.1 —) — (1.9 = (0.9) =} (1.9) =)
1972 average . . 106.2 108 107 106 103 114 103 107 115
% change 1571-72 .. 3.2 Q.9 (8] 2.9) (1.0} {5.6) ) (2.9) (3.6}
1973—
January .. .. . 109.7 111 t07 11 103 119 104 109 118
February .. . .. 1099 111 107 114 103 120 104 109 119
0.2} = = (2.7} ) (0.8) =) =) 0.8
March ., . .- 110.1 112 108 118 104 121 104 109 119
0.2) 0.9} 0.9 1.9 (1.0} (0.8) ) ) —}
April .. .s o 111.6 113 108 127 104 124 106 109 119
(r.4) 0.5 =) (1.6} -} (2.5) 1.9 () ()
May .. . . 114.5 114 109 129 104 126 107 109 119
{2.6) (0.9) (0.9} (1.6) (~) (1.6) (0.9) (=) (]
June .. . .- 115.9 115 109 131 104 125 108 109 120
1.2} 0.9 = (1.6} — (2.4) 0.9 =) (0.8)
July .e .. . 118.0 116 109 133 104 130 109 110 120
(1.8) .5 (=) (1.5} ) (0.8} .3 0.9) )
August .. .. .. 119.4 116 109 134 105 132 110 F10 120
(1.2) ) = (0.8) (1.03 (1.5} 0.9 ) -}
September. . .. ..o 1219 117 109 135 105 134 110 110 120
@n (0.9) =) 0.7) — (1.5) — =) -
1973 average (Tanuary-Sep-
tember) . .. .. H446 114 108 126 104 126 107 109 134
1972 average (Janvary-Sep-
tember) . .- .. 1057 108 107 105 103 113 103 106 115
54 change January-September
1972—73 .. .. .- {8.4) {5.6) (0.9) (20.0) (1.0) (11.5} (3.9 {2.8) (3.50
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6-1
PENINSULAR MALAYSIA, 1970-73

in brackets)

Ttems Faod Ttems
Miscels Food Rice, Mear Fish Mitkand  Ojls and Fruits and Caoffec and Orher
Ianeous Index bread epEs Jars vegetables Sugar tea foods
goods and and other
services cereals
5.5 46.8 13.1 8.9 6.9 4.8 1.6 6.9 2.1 0.9 1.6
104 9% 90 99 110 97 109 39 110 100 110
105 10t 89 100 117 95 111 101 121 101 111
107 101 89 00 13 100 109 9% 123 102 1i2
(1.9) ) ) —) (—34) 5.3) {—1.8) (=2.0) (1.7 (1.0) 0.9)
106 101 89 100 115 98 110 100 122 102 £12
{L9) {2.0) (—11) {1.0) (4.5) (1.0) (0.9) {LO) (10.9} (2.0) (1.8)
110 104 90 104 I23 101 108 102 123 102 113
113 102 ot 100 I15 101 104 101 140 103 113
2.7 (~1.9) {1.1) (—3.8) {—6.3) ) (-3 (=~-1.00 (13.8) (1.0) {—)
il4 104 91 99 124 103 100 101 141 104 112
(0.9) 2.0 {ame) (~1.0) (7.8} (2.0% (—3.8) =) 0.7) (1.0 (—0.9)
115 105 92 102 126 108 99 104 14] 104 113
0.9 (1.0 (1.1 (3.00 (1.6) 4.9) (—1L0} (3.0) (=) =) 0.9
113 104 9% 101 122 103 103 102 136 103 113
(6.6) (3.0 (2.2} {1.0) (6.1) (5.1} {—64) 2.0) {11.5) (1.0) (0.9)
116 £09 93 106 132 11 100 108 141 105 115
118 £08 94 106 129 £09 101 107 141 105 115
(1.7} (—0.9) (.1} () (—2.3) (—1.8) (1.0} (~09) —) —) )
119 108 93 104 127 106 102 110 14 106 116
(0.8) {—) (1.1) (—1.9) (—1.6) {—2.8) (1.0} (2.8) —) (£.0) 0.9)
119 109 %9 105 129 105 102 109 14§ 107 116
=) 0.9 @.2) 0.9 (1.8 (=09 = (=09 =) (0.9) =)
122 114 113 108 126 110 105 112 14] 107 116
2.5 (4.6) {14.1) (2.9) (=2.3) (4.8) 2.9) (2.8) =) =) (—)
125 117 113 116 123 111 106 114 141 108 117
(2.5) 2.6) (=) 7.4 {1.6) 0.9} {1.0) (1.8) (=) (0.9) (0.9)
125 120 113 118 142 113 £16 119 141 108 117
=) (2.6) = {7 (10.9) (1.8 [CE3 (4.4) ) ) —
126 123 114 £25 141 114 121 122 141 108 117
(0.8) (2.5) (0.9) 5.9 (=07 ©.9) 4.3) (2.5) —) —} (—)
124 128 125 130 147 116 125 F21 141 109 119
(~1.8) “.5) (9.6) {4.0} (4.3) (1.8) (3.3) (—0.8) =) 0©.5) (1.7
122 115 i07 113 133 111 109 114 141 107 117
112 103 91 101 121 102 104 101 135 103 113
(8.9) (1.1 (11.6) {11.9} 0.9 (8.8) 4.5) (1x9 (4.4) 3.9, (3.5)
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311. These increases in food prices were part of a world-wide trend. The food
price index rose substantially in most countries. For the period January-June
1973, as compared with the same period in 1972, the index rose by 37.6% in
Indonesia, 18.6% in Singapore, 16.4% in Thailand and between 10% and 12%
in Australia, Japan, Germany, UK., U.S. and Canada. This latter group of
countries had already experienced sustained increases in the food price index
before this period. In Malaysia, food items comprise over 46% of the total
Consumer Price Index. An increase in the prices of food items, therefore, has
a marked impact on Malaysian consumers.

312. Compounding the problem of increased prices of Malaysian imports was
the problem of freight rates, which underwent several increases during the
past few years. Increases in freight rates during 1971-73 are estimated to have
exceeded 12%.

313. Added to the problems arising from the rising prices of imports and
international shortages of certain commodities has been the emergence of
significant bottlenecks in domestic production and supplies, particularly of
essential commodities. As the nation took vigorous steps to promote industria-
lisation as a major element in its strategy to diversify the economy and to
meet the employment, income and racial balance goals of the New Economic
Policy, significant tariff protection and import restrictions had to be provided
to shelter nascent industries. In the effort to avoid undue proliferation of
similar factories and to encourage dispersal of industrial plants, restrictions
were also imposed on the number and location of new factories.

314. These policies, while necessary for the overall industrialisation effort,
also placed restraints on the ability of local industries to meet sudden and
rapid increases in the demand for their products. The shortages that resulted,
coupled with increases in the prices of machinery, equipment and raw
materials, particularly where these were imported, contributed to the rise in
the prices of domestically produced goods. These shortages and the restrictions
on imports, together with the narrow distribution channels of many essential
commodities, have also led to speculative hoarding and profiteering practices
within the country.

315. The increased cost of investment is another factor contributing to the
increases in the general price level. The higher costs of imported investment
goods have already been referred to. These have had a particularly marked
influence on production costs and prices, as domestic industry still depends
substantially on imported capital and intermediate goods. The increased
demand for all types of construction, generated by commercial and industrial
growth, as well as through public development programmes, has also led:to
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significant increases in construction costs. World shortages of essential building
materials, sharply rising land prices and constraints of skilled labour supply
in the face of increased demand for construction have aggravated the situation.
These cost increases in construction have tended to spill over into the whole
economy.

316. A final factor which has exercised a significant influence on the general
price level in the country has been the growth in demand for goods and
services. This is reflected in the increases of aggregate income arising from the
sharp recovery in the prices of rubber and other export commodities, increases
in bank lending to the private sector and the continuing planned increases in
Government expenditure, apart from the substantial payments of salary arrears
to public employees during 1971 and 1972.

317. The rapid growth of consumer prices in 1973 is also reflected in the
expansion of money supply following the growth of GNP, the large surplus
in the balance of payments and a strong upsurge in bank lending to the
private sector. The emergence of special factors as a result of the measurss
taken on § May, 1973 to terminate currency interchangeability between
Malaysia and Singapore also contributed to the growth of money supply. For
the period January-September 1973, the annual growth in money supply
averaged 37.79%, while private sector liquidity was 25% higher than in the
same period in 1972. This indicates a significant shift in the preference by the
private sector for liquid assets, particularly cash, rather than the traditional
quasi-money, that is, fixed and savings deposits. While views may differ as to
whether this expansion in liquidity is unduly excessive or not, relative to the
growth of GNP in 1973 which reached a peak of over 20%, the Treasury and
Bank Negara Malaysia continue to monitor the situation closely to ensure
that the continuing expansion in liquidity is consistent with the requirements
of economic growth and monetary equilibrium.

318. To sum up, the combination of a number of factors has led to the
interruption of the prolonged period of price stability in Malaysia. The rtise in
the prices of imports, which account for a significant portion of domestic
demand, has necessarily had a pervasive influence over prices in the whole
economy but these have been compounded by shortages and supply rigidities
at a time of sharply increased aggregate demand.

IIl. COUNTER-MEASURES TAKEN BY THE GOVERNMENT

319. The Government has been conscious of the problems posed by the
upward trend in the price level. It has been particularly concerned with the
serious impact that such price increases have on low income groups of Malay-
sians and with the undesirable effects that infiationary trends are likely to
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have on much-needed real investments in the economy. During the period,
therefore, the Government has taken a number of steps to contain and
moderate the acceleration in the price level. These steps are reviewed below.

Food items

320. The most significant aspect of the increase in prices is in regard to food
items. The reasons for this have already been discussed. The Government
undertook negotiations with a number of foreign Governments to obtain
direct imports of rice to supplement domestic production. By September 1973,
arrangements had been made for the import of 100,000 tons of rice from the
Peoples’ Republic of China and a further 25,000 tons from Thailand. The
Government provided a subsidy of 50 cents per gantang for the imported China
rice for domestic consumption, so as to offset, to a large extent, the high prices
which low income consumers would have otherwise had to pay for the
imported rice. Strong measures were also taken to prevent hoarding and
arbitrary increases in the retail price of rice. More recently, steps were taken
to prevent the smuggling of Malaysian rice for sale in foreign markets, as the
foreign price of rice was much higher than the domestic price. Steps were also
taken to ensure that the available supply of rice reached the widest possible
section of the Malaysian community through expansion of the distribution

channels, particularly through retail outlets established by the various SEDCs
and the Co-operatives.

321. A number of food items have been made “controlled items” under the
Control of Supplies Act, 1961. This requires that producers, wholesalers and
retailers of these items keep proper accounts of their sources of supply and
sales transactions and that the retail prices of these commaodities be exhibited.
The main controlled items are wheat, flour, sugar, rice, cooking oil and milk
and a number of commodities required by agriculture and industry. Action
was also taken to ensure that increases in the prices of imported raw materials
in major food items did not aggravate the price situation. In particular, action
was taken by the Government to provide relief from excise duty in respect of
sugar and an abatement of import duties for milk powder. As a result the
retail price of sugar has been maintained at a constant level since April, 1972,
in the face of sharp rises in the world price of sugar; the rise in the price of
condensed and powdered milk was also moderated by the abatement in import
duties.

Trade policy

322. In response to the sharp rise in the price of most imported items, the
Government, in August 1973, lifted import restrictions on 60 major items and
reduced tariff levels on some of these import items. These quotas and tariffs
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had been imposed to stimulate the domestic production of these commodities.
The lifting of these quotas had a salutary effect by increasing the supply of
these commodities. The Government also permitted the import of steel bars,
billets, iron and steel wire and tiles, free of duty, in order to meet the critical
shortages of these materials for the booming construction industry.

323. In order to ensure sufficient supplies of local products and raw materials
for consumption and investment, export control was imposed on a number of
items subject to significant price increases in the world market. These included
such items as cement, clinker, scrap iron, steel bars, formic acid, wheat flour,
Tice, rice bran, sugar, fishmeal and bricks.

Monetary policy

324. During this period, the Government took a number of steps to restrain
the rapid increase of money supply in the economy and to channel resources
within the banking system for investment to expand the productive base of
the economy. Broadly, the objective of monetary policy was, on the one hand,
to maintain a proper balance between the need to ensure that monetary
conditions will continue to promote a sustained growth of income, business
activity and private investment and, on the other, to ensure that the expansion
in money supply and private sector liquidity will not evolve into a source of
monetary instability.

325. In October 1972, statutory reserves which commercial banks were
required to maintain with Bank Negara Malaysia were raised to 8% from 5%
of total deposits. A statutory ratio of 23 % of total deposits was also introduced
for borrowing companies. As a result, a total of $170 million of bank funds
was immediately frozen. In January 1973, the interest rate on deposits with
the Post Office Savings Bank was increased from 4% to 419% per year.

326. In April 1973, the maximum borrowing and minimum lending rates of
commercial banks were raised by % across the board, while rates on savings
deposits were raised by 1%. In addition, the ceiling on the rates of interest
which commercial banks could offer for deposits of 2 years” maturity and above
was lifted. The corresponding rates of interest for borrowing companies were
also adjusted upwards to keep in step with the rates for fixed deposits offered
by commercial banks.

327. In August 1973, in order to influence the liquidity preference of the
public, interest rates on 9-month and 12-month fixed deposits were raised by
3% and 3% per year to 63% and 7%, respectively, while the minimum
advances rate of interest remained unchanged. The ceiling on interest rates
that could be offered by borrowing companies for deposits was abolished,
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enabling them to quote their own rates for fixed and savings deposits. At the
same time, the minimum liquidity ratio which commercial banks were
required to maintain against total deposits, other than savings deposits, was
raised from 20% to 25%. As a result, the free liquid reserves of banks were
effectively reduced by $221 million. The statutory reserves which borrowing
companies were required to maintain with Bank Negara Malaysia were
doubled to 5% of total deposits.

Floating of Malaysian Dollar

328. The decisions to maintain the gold parity of the Malaysian Dollar in
February 1973 when the US Dollar was devalued and to allow the Malaysian
Dollar to float upwards in June 1973 were taken with the deliberate intention
of moderating the impact of imported infiation. They are among the most
important decisions in the package of measures affecting the domestic price
situation. The maintenance of the gold parity of the Malaysian Dollar, when
the US Dollar was devalued for the second time in February 1973, served to
restrain the increase in the prices of imports in terms of the Malaysian Dollar.
The decision in June 1973 to allow the Malaysian Dollar to float upwards
provided a further measure of restraint in this regard, though the full impact
of the effective revaluation of the Malaysian Dollar against the currencies of
Malaysia’s trading partners is not likely to be felt until early 1974, in view
particularly of the time lag involved between the placing of and payments for
orders at the new exchange rates and the actual delivery of the goods imported.

329. As at the end of September 1973, the Malaysian Dollar had appreciated
by 12.2% against the rest of the world compared with parities prevailing at the
time of the Smithsonian Agreement in December 1971. This appreciation was
the highest against Pound Sterling and the U.S. Dollar, the rates being 31.4%
and 22%, respectively, while the appreciation against the Japanese Yen was

about 5%. However, in terms of the Deutsche Mark, the Malaysian Dollar was
effectively devalued by 8.5%.

Fiscal policy

330. While the main thrust of Government fiscal policy continues to be the
maintenance of the momentum of public sector development, increasing atten-
tion was paid to the problem of price increases in considering development and
operating expenditure commitments. In addition to the lifting of import quotas
and the concessions of duty-free imports of certain items in short supply, the
Government also undertook additional domestic borrowing from the private
sector, infer alia, to mop up some of the excess liquidity. Two new issues of
Government securities amounting to a total of $833 million were raised by the
end of September 1973. The operative ceiling with respect to Treasury Bills
was raised by $200 million to $1,200 million in August 1973.
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IV. PROSPECTS: 1974-75

331. It is difficult to forecast future trends in prices with any degree of
certainty but a number of indicators point to a deceleration in the growth of
the general price level in 1974 and 1975.

332. World food grain supplies, which have been at the heart of much of
the dramatic rises in the food price index, are expected to show a more
favourable position. The high prices and strong demand for virtually all
grains appear to have induced greater production in 1973. Weather conditions
too have been favourable. Most producing countries already report higher
production of wheat and rice in 1973. Though some of this increased
production is likely to go towards replenishing depleted stocks, exports of rice
in 1974 are anticipated to be higher than in 1973. Overall, the expectation is
for prices of food grains to ease somewhat in 1974 and particularly in 1975,

333. Import prices of many commodities are expected to stabilise or even
ease slightly. The most important influence in this regard is likely to be the
impact of the effective revaluation of the Malaysian Dollar through its upward
float, the main effects of which are likely to be felt in 1974. The strong measures
taken in the industrialised countries to restrain increases in their domestic
price levels, supplemented by the expected downswing in the world business
cycle in 1974-75, should have some impact on the prices of their exports.

334. The expected slackening in the demand for Malaysia’s export commo-
dities in the latter part of 1974 and in 1975, following the downswing of the
world business cycle, is likely to result in lower export earnings than the
buoyant levels of 1973. This will lead to a reduction in the pressure on
aggregate demand within the country. A number of supply constraints
encountered in 1973 are also likely to be alleviated with the steps already
taken to expand the supplies of essential consumer and investment goods.

335. The expectation for 1974 and 1975, subject to the many uncertainties
in the situation, is therefore for a reduced rate of increase in the general price
level from the high level of 1973.

VY. FURTHER MEASURES TO BE TAKEN BY THE GOVERNMENT

336. A number of considerations are being taken account of by the Govern-
ment in its effort to strengthen the measures to counter the increase in price
levels. First and foremost, these measures take cognisance of the basic forces
at work leading to the rise in the price level and the immediate measures
being implemented will need to be placed in the context of the long-term
considerations and factors operating in this regard. The Government is
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conducting intensive studies on a number of these aspects, the most
important of which include the supply of essential construction materials,
the food supply situation, the procedures for approval of new invest-
ments and the level and extent of tariff protection to be accorded. The
Government will co-ordinate all these measures into a wide-based programme
of action in response to the problems posed by increases in the price level.

337. Secondly, the Government has borne in mind that the steps taken to
counter the rate of increase in prices and its impact on the population strengthen
and not hinder the momentum of socio-economic development which has
been built up through intensive planning in the past few years. This
momentum 1s crucial for the achievement of the objectives of the NEP
and is difficult to re-generate once it has been dampened. The primary
concentration of the longer-term measures to be taken by the Government
will, therefore, be the expansion of supplies of goods and services, both for
consumption and investment.

338. In this light, measures have already been taken to expand production of
such key construction materials as steel, cement, bricks, tiles, and timber
products. The programmes for padi production have also been reviewed and
decisions taken to increase production, particularly in the double-cropping
areas of Muda, Kemubu and Besut. Allocations have been made in the Mid-
Term Review for stepping up the programme for irrigation and for a more
co-ordinated programme to supply production inputs to farmers in these areas.
The Government has also decided to bring new areas into padi production,
particularly in the Rompin-Endau and in the Trans-Perak areas. The
programmes for drainage and irrigation and extension services in these areas
will emphasise flexibility, so that crops other than rice could be planted in
the off-season. Other new areas will also be brought into padi production in
Sabah and Sarawak to meet demand in these States. Agricultural research
to facilitate a faster pace of diversification of production in the sector, parti-
cularly for the production of vegetables and other food crops and animal
fodder, will be pursued with greater urgency. Production of fertilizers and
other inputs will also be intensified. Livestock production programmes, which
have already started, will be accelerated to meet the rising demand for meat
now being met by expensive imports.

339. Thirdly, the steps being taken to meet the rise in the general price level
have been formulated so as not to be counter-productive ultimately. The
stress in the Government’s programme to expand supplies of essential
commodities rather than to introduce undue restraints on them is important
in this regard. Another important area of attention for this purpose is the
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question of wage policy in the face of price increases. It is clear that in a
situation of rising prices every successive round of anticipatory or defensive
action by various economic groups leads to even higher levels of prices which
reduce the value of the higher incomes so received. The situation would then
entrench itself into one of progressive acceleration in the price level, with real
incomes of consumers being continuously eroded. Malaysia can ill-afford the
social strains posed by such a situation. It is, therefore, important to ensure
that wage policies are considered within the overall context of the package
of measures to meet the situation of rising prices and that wage increases are
primarily geared towards increases in real productivity in the economy as
a whole. The orderly development of wages in the private sector, particularly
in manufacturing and construction, is an important element in the inyestment
and growth climate of the economy. Sharp increases in wage costs, unrelated
to increases in productivity, are likely to do permanent damage to the whole
social and economic environment, a development which will not benefit any
section of the Malaysian population.

340. The Government will also review the supply and demand position in
respect of all essential commodities and examine existing and potential supply
constraints, commoedity by commodity. New investments will be approved
wherever necessary. A comprehensive study of tariffs and excise duties
is also being done with a view to reducing them, particularly for essential
consumer items.

341. As recently announced by the Prime Minister, the Government is
implementing a two-pronged strategy to help Malaysians, particularly those
in the lower income groups at this time of rising prices. Under the first-prong,
a Special Relief Allowance is being granted to Federal and State Government
employees, members of the Armed Forces and Police, employees of public
agencies and statutory bodies, as well as all pensioners. Under the second-
prong, a package of relief measures has been decided for immediate imple-
mentation. These measures are described below.

342. The subsidy of rice imports, already instituted, will continue in order
to moderate the high prices of imported rice. Additional relief is being
considered for other essential items of consumption. Consideration is also
being given to reducing or eliminating import duty on a number of food and
other essential items, prices of which have been rising.

343. Intensive steps will also be taken to shift and diversify the sources of
Malaysian imports in the light of the series of exchange rate adjustments and
the extent of price increases in supplier countries. This will become an

123



important focus of activity among Malaysian Missions and Trade Commissions
overseas. Steps will also be taken to familiarise Malaysian consumers, in

cooperation with exporting countries, with products and brand names now
less familiar in Malaysia.

344, Vigorous steps have already been taken, and these will be intensified,
for removing bottlenecks and malpractices in the distribution system of
essential commodities within the country. Additional items of consumption
will be added to the list of controlled items under the Control of Supplies Act,
1961 and present measures for surveillance of ex-factory price policies will be
extended to reviewing retail prices as well. Steps are also being taken to amend
the Price Control Act, 1947 and the Trade Description Act, 1972, in order
to give the Government powers to control the prices of essential foodstuffs,
if necessary. Encouragement will continue to be given to the consumer protec-
tion movement and steps taken to ensure that essential commodities have
clear identification of volume or weight and quality content.

345. A number of other measures to provide relief to low-income earners
are also being implemented. Significant among these are measures to provide
improved nutrition in primary schools through school feeding programmes,
by enlisting the cooperation of voluntary organisations and industries in this
effort; provide free text-books to needy cases in all schools, as well as
measures to provide other school books at reduced costs; accelerate
programmes of low-cost housing construction and provide social amenities
for low income groups; establish “fair-price shops” and a greater number of

“peoples’ restaurants” and introduce a more enlightened and liberal hawker
licencing policy.

346. All these measures will be coordinated into an effective strategy to
meet both the needs of rapid socio-economic development as well as to
improve the welfare levels of low-income earners. Developments in the supply
and price situation will be kept under continuous review so as to take
anticipatory and corrective actions in time.
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