PREFACE

No thorough study cf the balance of payments of
Malaya or Malaysia has'been done 80 far, RHence wa'canant
eompare our rasult or analyais with any previous stuiy
relating te this regiaae The only aourees af rsfereﬁee
Annual

whieh are quite relevant to the study are tae varieus
Reports of Bank Negara and the First Halaysia Plan 1966 -~
1970, However the data in these sources ars not comprehen-
give and the 1o ok of details liaits our analysis. The

1 Reports of Bank Negara are

figures in the varieua_esfgf

not exéetly eomparable,

The only other gource of infermaticn is the
Department of Statisties, Malaysia, which has provided
more accurate and up-~to-date data on Malaysian balance of
payments, The writer is very grateful to Mr. R, Ghander;
the Chief statiétician, for giving him access to these data.

Finally tb@ writar would 1ike to taka this
opportunity of thanking Dr. 8yed Waseem Ahmad, his Supervi-

sor, for his vnluable saggestions and eritieisms,

, Eik H@hég Sidek
o S . bo ﬁtA# M&l‘
Kuala Lumpur, |



SYNOPSIS

AN ANALYSIS OF THE MALAYSIAN BALANCE
OF PAYMENTS - 1961 70 19686

This study is mainly concerned with an analysis
of the Malaysian balance of payments. However, discussions
of the problems relating to the balance of payments ure
also included., The Introductory Chapter is aimed at giving
a theoretical backgroeund to the study, In this Chapter
definitions of concepts used in the study are given. 80
discussed in this Chapter is the purpose the balance of
payments and the methods of classification.

Chapter II deals with the analytis proper. 1In
this chapter we touch on the various items that make up
the balance of payments. The merchandise account is
discussed in great details together with the "Invisible"
account and Capital Account. 1In the course of the analysis
we find that after 1962 Mulaysia's balance of payments on
current account swing from sizeable surpluses to deficits
after 1962, o |

In the latter part of the chapter wa analysed
briefly the regional trends in the balance of payments,
The analysis shows that Malaysia always has deficits in her
Current Account with the 8terling Area while her surplus
with the rest of the world is diminishing,

In Chapter III we stute the problem Malaysia is,
and will, be facing, and try to suggest ways and means of
containing the problem, The problem is mainly concerned
with the deteriorating terms of trade, Unless prices of
rubber remained at the present level Malaysia will face a
serious balance of payments problem, 8ome of the ways in
which this problem can be kept in hand is put forward in
this Chapter., These include the intensifieation of import
substitution process, manufecturing for export, diversifica-
tion of exports, etes The extents these have éakan.plaee is
also discussed. o | .

- PForeign Exchange Reserves and the Monetary System,
insofar as they are related to the balance of payments, is
touched upon in Chapter IV, Suggestions are made on how
the Reserves can be put use to, The automatie adjustment of
the balance of payments under the 100% currency system is
also discussed in this chapter, N



Before concluding we considered the prospects of
the balance of payments in the short-run and the laﬁg~run.
In this respect we considered the extent to which ort
substitution and expansion of exports will bear frui .

?hrougheut the analysis tables and figures are
givan to 111ustrate the points made.,




INTRODUCTION

The object of this exercise is to make an
anlysis of balance of payments. It is, therefore, a
necesiary preliminary that the terms be defined clearly
and unanbiguously. We shall define briefly:

(1) The Balance of Payments

(2) Concept of Economic Trarsaction

(3) Concept of Resident

(4) Balance of Trade

(5) Concept of "Surplus" and "Deficitw

Following I.M.F's definition, balance of payments

is "a systematic record of all cconomic transactions during
a given period between residents of a reporting country and
residents of other countries referred to as foreigners"l,
There are two concepts here that need to be defined, viz.,
"economic transaction” and "residents"™., We will begin by
defining "economic transaction".

Congept

The economic transaction, included in the balance
of payments comprise of changes in ownership of goods, the
rendering of services (including those of capital and other
factor of production) and transfers of money and other
capital items between residents of one country and residents
of another., Capital items are defined as including all
financial claims (whether equity or ereditor) and immovable
property. The only exception to this rule is the fixed asset
acquired abroad by military establiskment and diplomatic
missicns, These are not considered capital items, the
acquisition and liquidity are regarded as transac%ions in
goods and services. | o

lnI M.F, B&lance of Payments Manual" p,1



Economic transactions may be divided into two
categories: ” .

(1) transactions involving guid pro guo, that is,

- exchange of goods and services, or money and
other capital ltems, against one another, that
is to say, a two-way transaction, and

(2) transaction involving no aadid pro gqua, that is,
transfers cf goods, services, or money and
other capital items, from one country {o another
without payment in any form, that ig to say a
one-way transcction. In the balance of payments
accounting, this ltem is balanced by a contra-
entry under "Donaticns®. V :

within this category five types of transactiéns'
may be distinguished as shown below, The first three
transactions involve a guld npro quo while the last two do not,

(1) Sales of zoods or the rendering of services
against payments in money, other eredit instru-
?gnt or titles to investment i.,e., capital

ems., ' ‘ | | |

(2) Barter, 1,s.,, exchange of goods directly for
zoode withoué the media of money, credit
:l.nstruments, ete. -

(3) The interchange of capital items, such as
sales of securities against securities, sales
of currenecy agalnst another currency, payments
of debt, etec, |

The following are transactions ihvolVing no ggig
pro gugs | |

(1) Gifts of money and other capital goods.,

(2) Gifts in kind,ki.e., in the form of goode

and services.

; , These two items of transaction can also be termed
"Donations", . '

| Por all these five types of transactions equal
credit and debit entries must be made in the balance of
payments. The two sides of transaction for the first threa
types yleld equal credit and debit, For the lest two types
a credit entry for transfer abroad of goods, services or
capital items without peyment is matched by a debit entry
under "donation” and vice versa for transfers into the country




of goods, services or capital items received from abroad.
The term "donation" covers voluntary gifts, compulsory
transfers such as reparation and the automatic transfer of
migrants properties. ‘hese shall be discussed below.,

Definition of "Resident”
| The term “Resident" is divided into three

| categories, namely, "Resident Individual", "Resident
- Institution", and VInternational Institutlons®,

Resident Individual are used to include all the
residents of the reporting country vho are living permanently
in the country. However, diplomatic representatives anrd ,
members of the armed force stationed abroad, and students
and citizens undergoing medical trsatment‘aéraaé are considered
residents of their own country (i.e., the reportins country)
rather than the country where they are residing temporarily.
The extent to which others living abroad are considered to
be residents (travellers) or foreigners (emigrants) depend
on a variety of factors. They include permanence of the
residence sbroad and the extent to which they concentrate
abroad their earning activities and their investment, that is
to say, the extent to which they shift their "general centre
of interest.® However, there is no really scientific basis
of determining how to treat this concept of resident.

The same principle of "centre of interest"
determines whether a citizen of a foreign country staying
in the reporting country should be considered a resident of
th2 latter. In Lo derline cases the exact contact of the
resident concept is left to the discretion of the reporting
country. : ‘

(b) Rasident Instifution

o Resident Institutlions of a given countiry include
the central and all local governments and all the busire ss
enterprises and profit organisations located in the country

but not their foreign branches or subsidiaries which are
considered as resident institutions of the country in which
they are physically located. A distinction must be made
-between branches and subsidiaries on the one hand and
igencies on the other, A branch although owned by a foreign
‘institution sets as a prineipal for its own account whereas
an agency acts for the account of prineipals abroad,



International Institutlons are not considered re-
gsidents of the country in which they are located but rather
as international areas outside natlonal boundaries. For
example, even though the International Monetary Fund (I.M.F.)
and the International Bank for Reconstruction and Development
(I.1i1.De) are located in the Uniied States, the subseription
to ther znd purchas2s Ly Uele citizens of I.K.3.D, securitles
are roecorded ac Y.8. foreizn invastment in the U.5. balance
of paymente. Similarly, credit extoncded sbromd by thecse
institutions are not racorded as credit extended by the
United States. Adainietrative expanditure and expsndlture
of thoe staff of such azoncics are consider=sd receipts by
that country froa a forailgn government,

An international institution is defined as &
political, administrative or finaneial organisation in which
the mexbers ars governnents or officlal Institutions.,
Inter-govornmental organisation conducting ordinary business
undertaking are ot treated as international institution,

liowever, in the rezional presentation of the _
balance of payments data, it is sometimes been found conve-
nie~t to show tronscetior with the internaticnal institution
gsuch 28 I[.Hel's and I«Be«1sDe in combination with transacticn
with specific countries or areas when this nrocedures
simplifies the study of currercy relationship, For example,
transaction in U.S5. currency with I.li.I's have frequently
been combined with transaction with the 'nited States and
similarly, transaction in sterlin< with the I.l.F. have
gsometimas bean included as transaction with the United Kingdom
or Sterling Area.

| siowever, transaction with the international
institutions are ag a rule shown as separate items in the
tables., To combine them with transaction with countries and
areas does not alter the princinles that interrational
institutions are cousidered international aress outside
national boundaries,

. Balance of irade

The porular micconception is to identify the balance
of trade with the balonce of pajmente, A naticorte bzlance
of trade is the difference betveen the wvalue of roods 2nd
services so0lc to foreigners by residents of the reporting
couriiry asnd the valuc of goods and cervices purchased from
foreipgners by them®, fcme writere defined the balence of

e g

25cermell, "International Monetary Policy" (London,
Macmillan 1961) p.21. ‘ |

.



trade as the difference between the value of merchandise
exports and the value of merchandise impgrts, making it fhe
game as the bhalance of merchandlse tradev, Most writers
hovever, csdhere tc the first definition. To avoid counfus.on,
therefore, s chall use the term balance of visible trade

to derote tho differernce between the vslue ol merchandise

ex arte snd ‘muorts, and halance of invisibla trade to denote
the A4iv¢ e nre botvear the value of services exported and
imoartad.  The bolanze ot trade. therafors, is tie sum total
of the balsrce of vigiol: tyade ang the belance of invisible
trade. ;

Thus trade itoms inciude all paymonts ol goods and
seyvises in 5 piven period of time, It includes respectively
receipts from the sale of comuodity exports to foreligners
and the amount paid to foreigaers in respect of comrmodity
Laports, The differance hetween tasse two ltems 1s raferred
to ag the balance of mercnandise trade., The invisible trade
itaus ars grouped the inward and outward payments in respect
of services -- shippine freight, tourist expeaditure,
paywents for finaneial and insurancs services, and interest
payments in respect of outstanding loans, The difference
between the totals of the debit and crcdit trade items we
rafer tc og the balarce of trade.

The bnlance of trade 1s tius linited to a part
of delits and credite of a country's balence of payu~nts,
Sine> thr relance of naymente is ain orguondc whitla -1t Jollovse
that th- balence of trade, though the largest compenent of
the balsnce of poyments, in and of itself, has no analyticel
gisnificgnce, Only by relating it to the transfcr iteoms <an
we ~btaln a cornlnte nleture of the contunts of luternational
peyment positiocii.

Ir the genze detfined above and 1u the aecounting
sepoe, he balanes of paymenis alveys balances since as in
& doulluecntry ascounting, tolal recelipt must egual total
nevments 1t all trangsctions are includeds Such a balance
hae re siznif’cance vhatsoover, fYhe iwportant point is how
this balancc is achieved. This will show whethor o country
ie fecin, a "deviclt”® or 4 "surplus’,

- 5 2 B, i s L Y i

a - ‘ , . i} .
“Enkz, € and Salora, V. "internatioral Heouonics™
{Lokkyo, 14563) pe 81, |

(0.UsDs 1960, 4th Imp.) p. 7.
o ? . 5.

4Fer exanpls sze ‘made, "Bal:once of Payments®



A deflcit is nieasured by the sctual amount c¢f
accomnodating finunce raguircd over a given period of time
(as debits)., A deficit is "actual"™ if accommodating payments
are taking plaze, and “poueuu*al“ 4” the account is made to
appear balanz2d by tns jeovamiasut interfaring directly to
cointrcl immorts, 2tc.

| The defleit cr surpluc 1s terzod as fisecuillbrium
ira *“10 }‘*1"‘"’ 01 g.,Jv )iti«it;a.

The classification

¢i the hulonee of payments 1is
©oonUOn ant perhups only a matter oF acadenie

Pl =hall doisiaer a $ew ways in which the balauce
* Dl Tae Iirst method 1s one in which
1 212 fundemantally divided
oty The curreny
po2de and services gnd

aceount lxcl zsv all truaﬁav
eurrant *rangfars wh glre nne up notlonal incozic.
Caital asenunt reuovus all c;; g2g in 2laim o or ol &
eoaénrJ avrd by or awed to othier countrias. Capital itea
ot long=turm and Zicrtetorm eapitel items. The
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S&Vln,;;.;u of thn ooin ! v e

i
G
r

Thers i1s an alisriative *1;:st*0}r10n vileir can be

muintalned 28 a more renrsscatotive bagle eotegoriss chan
tlhose o lonr=term and sacrt-term cajltal movement nnd of mone-
;oLi novament, This 1g the unreguits? roeesints, that ls

tavy 3
to .
‘;-L A

emniticn, ﬂorﬂimgiy v nsve snother
12 besie caLererior of the baiunce of

in which uap bilsnce of novments is
Iteqe® vhich inslude unvequlted tiaasfors

7, Agte or in:

b 2

1 rajor clunuid

o ,.’ ,'. ‘A,“, o ngeownts gl
ORI g g e .
apital neocounty t

> le 2ne in which the
Tw“*pi“‘ into the current
13 account, and errors and

A 8 L - 4 R A - T O T, N AR A A A

cobtional Trace®

o fonsl Beonowics®
(e Yort, lﬁou) N




The necessary balance in the balance of payments
statements is based on the principle of dnuble-entry
accounting Just like any balance sheet account. However
it is possible in practice to collect data on one side o
the transaction o « In this way, exports and imports in
commodities and services, that is, the trade items are record-
ed as credits and debits, while net chan-e in claims on and
liabilities to foreign countries is recorded 2s the capital
movenent. Any discrepency in the total of debits and credits
is offset by a balancing item "Errors and Omissicn®,

As mentioned above, a balance of payments
accounts must always balance. This is in keeping with the
prineiples of double~entry accounting. This equilibrium
need not necessarily mean an equilibrium in the balance of
payments, Equilibrium in the balance of payments in the
economic sense does not mean the automatic balance in total
credits and debits, but balance in certain categories of the
accounts.

The International Monetary Fund has published a
Balance of Payments Manual which gives a detailed instruction
on the construction of the balance of payments accounts. It
has also prepared a basic schedule for the presentation of the
balance of payment accounts. The schedule is reproduced in
Table 1 below,

The definiticns of the concepts used by the I.M.F.
has aiready been discussed above, Howsver, a few rules laid
down for the interpretation of the principies wvhich have not
been discrssed will be touched on below.

For international compariscns, it h:s been found
deslratle th:t both exports and imports should be valued
f.o.bs the frontier of the exporting country. Transportation
and interest are thus uniformly treated as distinect services
under the item "services". When goois are sold c.i.f. the
exporter 1s considered to act as an agent for the importer
in arrangin; for the transportation and insurance. This
procedure seems to be preferable to the e-mmon practice of
valuing exports f.o.b. and imports c.i.f. as exports and
imports are in this way treated equally.



