CHAPTER XII

The Public Sector Programme and
its ‘Financing

I. INTRODUCTION

695. The public sector development programme of the Third Malaysia
Plan (TMP) will be an important vehicle through which the Government
will implement its commitments under the New Economic Policy (NEP).
The programme is designed to enable the Government to implement new
projects and consolidate efforts initiated under the Second Malaysia
Plan (SMP) to expand employment opportunities and improve the pro-
ductivity and incomes of the poor; increase the pace of restructuring
Malaysian society as envisaged under the NEP; and stimulate more rapid
development in the relatively less developed regions of the country. By
contributing towards the enlargement of the productive and infrastructural
base of the economy, the public sector programmes will also stimulate private
sector activity throughout the economy, especially in manufacturing.

696. Total allocations of public sector development expenditure amount
to $18.6 billion under the TMP compared with $9.8 billion expended
under the SMP. A sum of $2.2 billion is for defence and internal security
expenditures while the allocations for socio-economic development amount
to $16.4 billion. The financing of this substantially enlarged expenditure
programme under the TMP will require prudent fiscal and monetary
policies in order to manage the national economy with a minimum of
domestic price inflation and to maintain the credit worthiness of the country.

II. DEVELOPMENT EXPENDITURE, 1971-75

697. Public development expenditure under the SMP amounting to $9.8
billion was 34.29% greater than the original target of $7.3 billion which
was revised to $10.3 billion in the course of the SMP. Of the total amount
expended, $8.4 billion was for capital formation by the public sector with
the remainder constituting, in the main, transfers to the private sector.
As a result, public investment grew by 29.0% per annum in current prices.
As prices of capital goods and costs of construction rose rapidly during
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the period, public investment in real terms grew by 17.6% per annum
between 1970 and 1975, raising its share in total investment from 32.2%
in 1970 to 43.1% in 1975. This contributed in a major way to the accele-
ration of economic growth in the country despite adverse economic
conditions.

698. Accounting for 74.5% of total development expenditure in the public
sector, development expenditure by the Federal Government grew by 22.3%
per annum, with the year to year growth varying with the anti-cyclical
efforts of the Government. In view of depressed economic conditions in 1972
and 1975, development expenditures were expanded substantially during
those years. In contrast, development expenditures in 1973 and 1974 were
controlled due to inflationary conditions. At the same time, projects
essential for employment creation and domestic food production were
emphasized. With the major economic problem in 1975 being recession,
the Federal development expenditure programme gave emphasis to the
implementation of projects aimed at stimulating economic growth.

699. The State Governments and Public Authorities accounted for
13.4% and 12.1% of total development expenditures and expanded by
17.4% and 41.8% per annum respectively. The faster rate of expansion
registered by the Public Authorities reflected the growing role they played
in the implementation of the NEP.

700. A major portion of total development expenditure was for economic
and social programmes with the former taking up 72.3% and the latter
13.7% of the total. Expenditures for defence and internal security and
general administration made up the remainder. Though small in relative
terms, the growth of expenditure for these programmes was rapid.

701. The largest allocations were for agriculture and land development
which constituted 21.7% of the total expenditure programme. They
enabled about 412,000 acres of new land to be developed by the Federal
Land Development Authority (FELDA) compared with the target of
403,000 under the Mid-Term Review of the SMP. Together with the
efforts of the Rubber Industry Smallholders Development Authority
(RISDA) in the replanting and newplanting of smallholder rubber and those
of the Ministry of Agriculture for the provision of drainage and irrigation
facilities to enable the double-cropping of rice, these programmes had a
significant and positive impact in raising the productivity of rubber small-
holders and padi planters—two of the largest groups in poverty in the
~ country.

702. In contrast to past development plans, the most distinctive feature
of the public sector development programme was the sizeable increase
in the amounts expended for commerce and industry, the major objective
being to enable public enterprises including the Perbadanan Nasional
(PERNAYS), the Urban Development Authority (UDA), the Majlis Amanah
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Rakyat (MARA) and the State Economic Development Corporations
(SEDCs) to expand their activities in support of greater involvement of the
Malays and other indigenous people in commerce and industry. Expenditures
in this regard amounted to about $758 million and accounted for 46.8%
of the total for commerce and industry. This enabled PERNAS, the SEDCs,
UDA and MARA to establish new enterprises, enter into joint-ventures
with the private sector and acquire equity participation to be held in trust
for the Malays and other indigenous people in various fields of private
sector activity. The remaining expenditures for commerce and industry
went towards the expansion of the activities of such national enterprises
as the Malaysian Airline System, the Malaysian International Shipping
Corporation and the Malaysia Shipyard and Engineering Sdn. Bhd. As a
result of the funds channelled by the Federal Government to these and
other agencies by way of loans, equity investment and grants, the direct
involvement of the public sector in the production of goods and services
in the country expanded dramatically.

III. THE SIZE AND STRATEGY OF THE PUBLIC SECTOR DEVELOPMENT
EXPENDITURE PROGRAMME, 1976-80

703. As shown in Table 12-1, the total allocation of development
expenditure for the public sector for the period 1976-80 is $18.6 billion,
89.0% higher than the amount expended under the SMP. The amount of
public development expenditure required to achieve the public investment
target of $17.4 billion in current prices ($9.2 billion in real terms) discussed
in Chapter VI is $20 billion. The allocation which has been made for deve-
lopment expenditure is therefore a minimum, yielding an investment of
about $15.8 billion, which in real terms amounts to $8.3 billion or 36.0%
greater than in the SMP. It will be the Government’s strategy to ensure
that as more resources become available, the size of the development
eprn%iture programme is increased so that the investment target is fully
realized.

TaBLE 12-1 _
MALAYSIA: PUBLIC DEVELOPMENT EXPENDITURE, 1971-80
($ million)
Cumulative total,
1971-75 1976-80
Federal 7,320 13,797
State ... 1.313 1,406
Public Authorities ... 1,187 3,352
TorAaL ... 9,820 18,555
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704.  Out of the total development expenditure in the public sector of $18.6
billion, the allocation for development expenditure by the Federal Govern-
ment is $13.8 billion with the State Governments and Public Authorities
each accounting for $1.4 billion and $3.4 billion respectively. In the case of
the Public Authorities, the bulk of the allocation is for the National Electri-
city Board (NEB) and the Telecommunications Department totalling over
$2.3 billion, while RISDA and the Malaysian Rubber Development Cor-
poration together are expected to spend $807.8 million.

705. The total allocation of development expenditure implies an average
annual rate of growth of 10.8%. In the light of the rapid growth of develop-
ment expenditure under the SMP, the targets for the TMP have been
formulated taking into account the need to ensure effective consolidation of
programmes begun in the last five years and efficient utilization of capacity
already developed.

706. The primary consideration underlying the public sector development
expenditure programme under the TMP is to reduce the wide economic and
social imbalances currently existing in the country by according emphasis
to the advancement of the less developed States, reducing the incidence of
poverty irrespective of race and restructuring Malaysian society. Towards
this end, project priorities were determined on the basis of their contribu-
tions to these objectives.

707. The distribution of development expenditure by States has been based
on the need, as discussed in Chapter X, to redirect development expenditure
to the poorer States as well as the depressed areas in the other States. The
priority States are Kedah, Perlis, Kelantan, Trengganu and Malacca as they
are the lowest income States in the country with income levels well below
those of other States. The design of a strong public sector programme to
narrow this gap took several factors into consideration. These included the
development potential of the various States, including land and forestry
areas available for development, the pace by which project identification and
preparation could be accelerated and the measures needed to expand
implementation capacity to cope with the large volume of development
activity entailed. Within the more developed States, the allocations of
development expenditure took account of the need to deal more effectively
with depressed areas within these States themselves.

708. Table 12-2 shows the optimal targets and the allocations which have
been made by States under the TMP. The optimal targets were determined
as broad guidelines of the investments required in each State if current
differences in per capita incomes between them are to be progressively
narrowed. It is to be noted that the allocations for the States of Kedah,
Perlis, Kelantan, Negri Sembilan and Malacca fall short of the optimal
expenditure required though they represent a considerably enlarged effort
as compared to previous Plans. Even then, it will be the objective of the
Government to further bridge these gaps in the course of the TMP as and
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when financial resources become available. To this end, immediate and
priority attention will be given to the preparation of projects with direct
poverty redressal effects as well as the need to build up capacity for the
effective implementation of these projects.

TABLE 12-2

MALAYSIA: PUBLIC DEVELOPMENT EXPENDITURE
BY STATE, 1976-80

($ million)
Optimal
target (%) Target value Allocation
Low income States
Kedah ... 6.3 1,037.6 854.1
Perlis ... 1.0 164.7 156.5
Kelantan 7.6 1,251.7 1,018.8
Trengganu 54 889.3 911.2
Malacca 30 494.1 327.7
Higher income States
Penang ... 6.2 1,021.1 894.3
Perak ... 125 2,058.7 1,791.9
Selangor } 13.21 2,173.9 1,413.1
Federal Territory of Kuala Lumpur 1,490.0
Pahang e - . . . e 9.0 1,482.2 2,054.1
Negri Sembilan 5.1 839.9 616.6
Johor ... 11.8 1,943.4 1,831.7
Sabah ... 84 1,383.4 1,452.3
Sarawak 10.5 1,729.3 1,657.0
100.0 16,469.3 16,469.3
Multi-state? 2,085.6
ToTAL ... 18,554.9

1 The optimal targets for Selangor and the Federal Territory of Kuala Lumpur cannot be shown
separately as the GDP on which the calculation is based is for the State as a whole.

2 Multi-state projects are those which have not been assigned to any particular State and include
equipment for defence and internal security.

709. A primary factor explaining the large allocations, for example to
Selangor, the Federal Territory and Pahang was the need to provide for
continuation of work initiated under the SMP on a number of major infra-
structure and regional projects with long-term significance for expanding the
productive capacity of the entire economy. These are national in character
and include the improvement of the country’s main highway network, ports
and telecommunications services. Large-scale integrated development
schemes such as in Pahang Tenggara are also national in character in as far as
they provide for the absorption of settlers from other States. The successful
implementation of these projects is particularly vital for facilitating the
modernization of the rural economy and the establishment of new growth
centres, especially on the East Coast of Peninsular Malaysia.
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710. Notwithstanding the basic importance of these projects to the country’s
future development, high priority was accorded to projects providing more
immediate impact for alleviating poverty and reducing racial imbalances,
particularly in the poorer States. The amounts allocated to Kedah, Kelantan,
Trengganu and Malacca reflect in particular, the need to develop existing
smallholder agriculture, improve infrastructure, expand facilities for
marketing, credit and processing of agricultural produce and enhance the
reach as well as the quality of social services in these States.

Allocations by State

711. The public development expénditure programmes by major sectors as
allocated among the various States of Malaysia are shown in detail in
Appendices I and II to this Plan document.

712. Kedah, Perlis, Kelantan, Trengganu and Malacca have been respec-
tively allocated $854.1 million, $156.5 million, $1,018.8 million, $911.2 million
and $327.7 million for the 1976-80 period. The bulk of these expenditures
will be financed by the Federal Government and its agencies as the State
Governments concerned have limited resources for development.

713. About 36.3% of the total expenditure in Kedah, 28.0%in Perlis and
36.5% in Kelantan will be for agriculture and rural development, reflecting
the agricultural-bias of their economies and the concentration of pro-
grammes on the problems of rural poverty especially among existing small-
holders. In these States, drainage and irrigation and rubber replanting and
newplanting are provided substantial allocations as these programmes are
crucial for raising the incomes of the poverty groups. In comparison, the
allocations for land development by FELDA amounting to $29.4 million in
Kelantan and $21.7 million in Kedah are small, in view of the limitations of
land resources for new land settlement schemes. The expenditures on educa-
tion and health amounting to $72.1 million and $40.6 million respectively in
Kelantan and $93.2 million and $26.1 million respectively in Kedah are
large in relation to their population and if compared with some of the other
States. About 50.2% of the total rural electricity programme is geared to
Kedah, Perlis, Kelantan and Trengganu. Kedah has been allocated $59.2
million for low-cost housing to provide for the growing size of towns such as
Alor Star and Sungai Petani. Reflecting Kelantan’s lower level of basic infra-
structure development, a sum of $86.5 million has been allocated for roads
and bridges. Out of the allocation of $25.3 million for education in Perlis,
the major project will be the completion of a branch campus of the Institiut
Teknologi MARA (ITM). In Malacca, the largest allocation is for agricul-
tural and fisheries development amounting to $66.7 million followed by
commerce and industry for which the allocation is $59.8 million. These
allocations reflect the importance of in situ agricultural improvement
programmes, industrial development and social services in the poor States.
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714. The allocations for Selangor and the Federal Territory, Perak, Pahang,
Johor, Sarawak and Sabah are greater than those provided for other States.
The large allocations to these States arise from the need to complete work
on major infrastructure projects initiated under the SMP and the availability
of land for large-scale agricultural development and settlement. It should be
noted that many of these projects, for example, the major highways, electri-
city generation and land development have benefits which extend beyond
the boundary of the States in which they are located.

715. Selangor receives an allocation of $1.4 billion, while that for the
Federal Territory is $1.5 billion. About $2.2 billion is accounted for by
Federal projects including Kuala Lumpur international airport ($42.8
million), Port Klang ($91.5 million), the Universities including the ITM
($304.8 million) and the Kuala Lumpur-Petaling Jaya highway ($24.3
million). They are continuation projects with large contractual commit-
ments for which financial provisions have to be made over the Plan period.

716. The allocations to Penang provide for the consolidation of develop-
ment effort initiated under the SMP. The major projects relate to continua-
tion work on the expansion of the Prai Power Station ($254.2 million) and
development of the Port of Penang ($120.6 million) as well as roads and
bridges ($26.9 million). Other major programmes are housing ($39.4 million),
education ($86.4 million) and civil aviation ($42.0 million). A number of
these projects will generate benefits extending beyond Penang, while stimu-
lating at the same time the development of the neighbouring States in
Peninsular Malaysia.

717. The principal allocations for Perak will be for major infrastructure
projects, the benefits of which also transcend State boundaries. These include
the development of the Naval Base ($325.0 million), electricity, mainly the
Temenggor Hydro-electric Scheme ($296.0 million), and road projects
($142.7 million).

718. Pahang, Johor and Trengganu are the three States in Peninsular
Malaysia which have large potentials for new land development thus
providing opportunities for settlement by the landless and the poor from all
States in the country. About $318.6 million has been provided for the Pahang
Tenggara Development Authority to develop new land for settlement and
to establish a complex of new growth centres based at Bukit Ridan. About
$200 million has been allocated for Kuantan Port in view of Kuantan’s
important role in the strategy to stimulate development in the East Coast.
In Johor, some $215 million will be spent to develop the Johor Tenggara
region. In Trengganu, $104.6 million has been allocated to the Trengganu
Tengah Development Authority for land development and associated infra-
structure expansion, including the Jerangau/Jabor road. The allocations to
regional development authorities are additional to the substantial amounts
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which have been provided to FELDA to undertake the planting of crops,
mainly rubber and oil palm, especially in these regional development areas.
The allocations for such land development, to FELDA mainly, amount to
$455.1 million for Pahang, $244.1 million for Johor and $56.6 million for
Trengganu.

719. Sabah and Sarawak have been provided with allocations amounting
to $1.5 billion and $1.7 billion, respectively. As in the other States,
the major expenditure will be on agriculture and rural development with
land development undertaken mainly by the land development agencies
in these States constituting the largest programme in the agricultural sector.
The bulk of the allocation for both States will be for the development of the
transport and communications system, particularly roads and bridges. Educa-
tion and health programmes will also be expanded.

Allocations for anti-poverty projects

720. Some 38.2% of total development expenditure or $7.1 billion will be
directly for poverty redressal projects. The distribution of this expenditure
among the States takes account of the relative incidence of poverty within
each State. The major projects are for rubber smallholders, padi cultivators,
fishermen, coconut smallholders, mixed farmers, estate workers, residents of
New Villages and the Orang Asli. Projects directed at the alleviation of
urban poverty include low-cost housing, public transportation, sewerage
and infrastructure facilities and financial assistance for petty traders.

721. Poverty redressal projects include programmes for the replanting and

newplanting of rubber by RISDA; drainage and irrigation schemes; the
rehabilitation and consolidation of existing holdings by the Federal Land
Consolidation and Rehabilitation Authority (FELCRA); the promotion of
inter-cropping, off-season cropping and crop diversification; fisheries and
livestock development; credit and marketing services by Bank Pertanian, the
co-operative movement and the Federal Agricultural Marketing Authority
(FAMA); and the provision of extension and advisory services through
Farmers’ Development Centres established by the Farmers’ Organisation
Authority.

722. New land development has a major role to play in reducing poverty
by providing productive employment to the landless and those with
uneconomic holdings. With about $1.1 billion provided to FELDA, this
will enable it to open up 350,000 acres of land and settle about 20,500
families. Other land development agencies will account for 390,000 acres of
the land to be opened up. In addition, efforts will be made to establish farm
enterprise schemes involving a greater degree of settler participation
in their development and management. In total, and including joint-venture
projects with the private sector, the land development programme is
estimated to settle about 60,000 families.
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723. Other programmes will contribute to poverty redressal by improving
the access of the poor to basic amenities. These include low-cost housing,
public transport, rural electrification, water supply, health and education.
The amount allocated for public low-cost housing is $515.0 million or more
than twice that spent under the SMP. Sites and Services projects to be
implemented on the fringes of the urban areas will involve the provision
of sites and basic services to enable the lowest income groups to build their
own houses with Government assistance. Rural electrification will be
expanded and a provision of $174.6 million has been made for this purpose,
the bulk of which is for the poor States. In the health programme, the
establishment of additional rural clinics and district hospitals will enable
health services to be extended to a greater part of the rural population.

Allocations for restructuring projects

724. The amount allocated for programmes designed to facilitate the
restructuring of society, in particular by increasing the opportunities for
the Malays and other indigenous people to participate in the modern sectors
of the economy, is $3.5 billion or 18.8% of the total. The main focus of
these programmes will be to assist the Malays and other indigenous people
to participate in commercial and industrial activity with the support of
major public sector agencies—PERNAS ($200.0 million)), MARA ($315.0
million), the SEDCs ($425.8 million), UDA ($200.0 million) and Bank
Pembangunan ($65.0 million) as well as the Bumiputra Investment Fund
($200.0 million) to be established under the Plan. These agencies have been
provided with $1.4 billion to establish new enterprises and acquire corporate
capital to be held in trust for the Malays and other indigenous people. They
will also have the important function of providing credit and technical
assistance. Education and training projects will be expanded. These will
provide opportunities for the Malays and other indigenous people to acquire
industrial and commercial skills for greater employment in commerce and
industry. The main projects in this connection are the expansion of the ITM
($66.0 million), the MARA vocational schools ($22.6 million) and the
establishment of special residential science schools at a cost of $21.0 million.
In respect of other Malaysians, the restructuring objectives of the NEP
will be achieved inter alia through the implementation of policies designed
to increase employment in agriculture and other sectors where their repre-
sentation is currently low in relation to the NEP targets.

IV. HIGHLIGHTS OF SECTORAL ALLOCATIONS

725. Table 12-3 shows that the allocation of $12.7 billion for the economic
sector accounts for 68.3% of the total expenditure programme of $18.6
billion. Expenditure for agriculture and rural development amounts to $4.7
billion, with land development by FELDA, FELCRA and other agencies
absorbing $2 billion. Other agricultural programmes take up $2.7 billion
for the development of in situ agriculture. The proposed allocations reflect
the importance to be given to programmes dealing with factors which inhibit
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productivity improvement in existing agricultural holdings. The programmes
to be stressed are rubber replanting and newplanting by RISDA and the
extension of drainage and irrigation facilities, which have been allocated
$674.9 million and $621.0 million respectively compared to $212.2 million
and $271.1 million in the SMP. Agricultural credit and marketing pro-
grammes to be undertaken by Bank Pertanian, FAMA, the rural co-
operatives and the National Padi and Rice Authority have been provided
with $294.8 million. Production-oriented, extension and research programmes
in the fields of agriculture, fisheries and livestock development amount to
$1.0 billion, all of which are aimed at extending the scope of agricultural
services to the poor.

726. An allocation of $1.7 billion has been made for projects in the field of
commerce and industry. This is mainly intended for agencies concerned with
promoting the participation of the Malays and other indigenous people in
commercial and industrial activity. PERNAS has been allocated $200.0
million, MARA, $315.0 million, the SEDCs, $425.8 million, UDA, $200.0
million and $65.0 million for Bank Pembangunan.

727. The allocations to the transport, communications and utilities sectors,
much larger than those provided under the SMP, amount to $2.8 billion,
$1.2 billion and $2.1 billion, respectively. These allocations are mainly
for continuation as well as new projects for the development of feeder roads,
ports, railways and airports in Peninsular Malaysia, Sabah and Sarawak.
They include the design of the Penang Linkage, the development of a port
at Tanjung Kidurong in Sarawak with liquefied natural gas (LNG) facilities
and the improvement of public transportation in the Federal Territory.
The largest allocations within the utilities sector are for the programmes
of the NEB and the Telecommunications Department. They will help
overcome current backlogs and enable a greater part of the country to be
served by electricity, telephone and telex services. :

728. The social services sector is allocated $3.1 billion, primarily for
education, training and health programmes. The needs of the rural areas
in the poor States, in particular, will receive priority as past efforts
have already brought about a relatively high standard of these services in
the more developed urban areas.

729. The allocations for defence and internal security amount to $2.2
billion. A sizeable part of the allocations will be for the provision of
accommodation for members of the security forces and their families in
the effort of the Government to ensure that service personnel and their
families are properly housed and that their welfare is promoted.

V. THE FINANCING OF PUBLIC DEVELOPMENT EXPENDITURE

730. The financing of the public expenditure development programme
under the TMP will, as in past Plans, continue to be a challenging one.
With expansion in the range and complexity of Government operations, it
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will be necessary to ensure that current expenditures are adequately funded
by Government revenue while efforts are stepped up, at the same time, to
mobilize domestic and external capital to finance the public development
expenditure programme.

731. The revenue of the Federal and State Governments is estimated to
rise from $5.9 billion in 1975 to $11.1 billion in 1980—an average growth
of 13.3% per annum. Public current revenue is estimated to be $43.3 billion
for the period as a whole with $37.0 billion being Federal revenue and the
remainder State revenue.

732.. Direct taxes are estimated to contribute 34.4% of the total with
indirect taxes and non-tax revenue accounting for 65.6%. Revenue from
direct taxes is projected to grow by 17.5% per annum following the growth
ge incomes and improvement in the tax collection machinery. A major

source will be revenue from income tax on petroleum production.
Taxes on foreign trade and domestic indirect taxes are projected to grow
by 11.1% per annum as a result of increases in the volume of domestic
and foreign trade, accelerated growth of domestic production and increases
in the prices of both export and import commodities.

733. As a proportion of GNP, total public revenue is expected to increase
from 27.9% in 1975 to 29.3% in 1980. With taxation already high by inter-
national standards, the growth of revenue will come mainly from rising
GNP and greater progressivity of the tax system rather than a significantly
enlarged overall tax effort.

734. Public current expenditure is estimated to amount to about $42.5
billion over the period 1976-80 with 87.0% representing Federal current
expenditure and 13.0% being State expenditure. This will be double the
amount spent in the SMP, a large part of which going towards the expansion
of the personnel strength of the security forces. Apart from the wage and
salary bill which accounts for over one-half of current expenditure, other
major commitments include debt-service payments, supplies and Federal
grants to State Governments. By sectors, social services, mainly education
and health, are estimated to absorb about one-third of total operating
expenditure. To provide for increased availability and quality of these
services, especially in the rural areas, expenditure on social services is
forecast to grow strongly.
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735. Total current expenditure in relation to GNP will be 27.1% in
1980, a ratio which is already high by international standards. Notwith-
standing expansion in the demand for public services and the needs of
modern Government, efforts will be directed to increase productivity and
efficiency in the public service as an essential means for containing the
future growth of current expenditure.

736. Federal and State Government revenue is estimated to exceed current
expenditure by $800.0 million, compared with $900.0 million in the SMP.
The current account of the Federal Government will be balanced for the
period as a whole. The surplus of the State Governments is largely accounted
for by Sabah and Sarawak reflecting their stronger financial position
compared to other States in Peninsular Malaysia. Revenue from petroleum
is the major factor explaining the favourable financial position of Sabah
and Sarawak.

737. The operatmg surpluses of the Public Authorities are projected at
$900.0 million arising mainly from the NEB, the Telecommunications
Department and the electricity boards of Sabah and Sarawak. In comparison,
the surpluses of the Malayan Railway, Port Authorities and Municipalities
are not likely to be significant.

TABLE 12-4

MALAYSIA: CONSOLIDATED PUBLIC SECTOR
EXPENDITURE AND FINANCING, 1971-80

($ million)
Cumulative total
1971-75 1976-80
(Estimated) (Estimates)

Government revenue ... s —.. 21,700 43,300
— Government current expenditure ... ... 20,800 42,500
= Current surplus .. 900 800
+ Pubhc Authormes current surplus 800 900
= Public sector surplus ... = ... 1,700 1,700
— Public sector development expendlture 9,820 18,555
= Overall deficit ... . 8,120 16,855

Sources of financing
Net foreign borrowing .. e e e 2,300 5,800
" Net domestic borrowmg . 4,650 11,000
Use of accumulated assets and spemal recelpts 1,170 100
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738. Taken together, the current surpluses of the Federal and State
Governments and the Public Authorities amount to $1.7 billion for the
1976-80 period. As development and defence expenditure is targetted at
$18.6 billion, there is a deficit of $16.9 billion. This deficit is more than
two times larger than in the SMP and gives rise to the need for a substantially

__higher level of borrowing to be effected. The mobilization of the required
resources without creating inflationary pressure on the economy is never-
theless a feasible objective given the investible resources to be generated
by the forecasted growth of GNP.

739. Loans to be raised on the domestic market are projected at about
$11 billion for the five-year period, the bulk of which will continue to be
raised from the non-bank private sector. The principal sources will be
the national social security organizations, including the Employees Provident
Fund, the insurance companies, the finance companies especially those
licensed as borrowing companies, discount houses and the merchant banks.
The National Savings Bank will also remain an important source of domestic
resources for the financing of the national development effort over the TMP
period. Other non-bank financial institutions can be expected to continue
to raise their holdings of Government securities significantly.

740. Financial policy aimed at mobilizing institutional surplus funds in
particular should enable the total domestic borrowing target of $11 billion
to be met. This level of resource mobilization implies a rate of monetary
expansion consistent with the growth of nominal GNP over the next five
years. The financial strategy underlying these projections takes account
of the necessity to ensure that the financing of the public sector programme
under the TMP will continue to be undertaken within an environment of
financial stability, thereby enabling economic development to take place
in fhe context of reasonable domestic price stability.

741. The amount projected for external borrowing, in the form of both
market and project loans, is about $5.8 billion with the bulk coming from
institutional sources, principally the World Bank, the Asian Development
Bank and the Islamic Development Bank. Bilateral arrangements with
foreign Governments indicate that the amounts that can be expected from
these sources will be significant. Borrowing from international markets would
also be stepped up substantially during the TMP period. Although this is
a potentially significant source of external capital given Malaysia’s dynamic
growth prospects and high credit standing in the international financial
community, the amounts to be raised will of necessity depend on market
conditions.

742. On the basis of a domestic borrowing target of a net amount of $11
billion and external borrowing of $5.8 billion, total public sector borrowing
will amount to $16.8 billion. As the public sector deficit amounts to
$16.9 billion, the projected levels of borrowing will be sufficient to finance
almost the entire public sector development programme with the remaining
amount of resources coming from a minor use of the accumulated assets
in the public sector as well as special receipts.
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743. The country has substantial capacity to undertake the proposed levels
of borrowing for the TMP. The external debt service ratio was less than
4% of export earnings in 1975. By 1980, this ratio will increase to about
7%. These levels of debt service are about the lowest among countries at
similar levels of development. Even so, the ratio is only a crude indicator
of a country’s capacity for external borrowing. Factors including the growing
diversity of Malaysia’s export structure, the prospects of growth of the
national economy, the level of its international reserves and its debt service
record are equally important considerations in determining the country’s
credit worthiness.

744. 1In the final analysis, the realization of the targets for external project
borrowing will hinge on the capacity of individual Ministries, Departments
and Public Authorities to prepare projects which attract external financing.
The Government will give every priority to ensure that the planning,
administrative and implementation machinery for this purpose is effectively
geared to the preparation of extended pipelines of projects suitable for
external capital assistance. ‘
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