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In the cecade or.i-n., witi 1300, N&laysial alwayse
h-d r cubstuntisl currceni acecunt surnluses in her balence
of paimentse Since then, larpe deflcits have appeared.
“ha vear 1960 vas probably 'he watershed dividing years of
curtluses Iron the veaws of Jefieit. %Table 3 shows in
svamniy, the mein trends in the balence of paymente from 1961
to the end ofi 1965, with an estimete of the likely outcome
fer 1966, : : :

SHT ACCOUNT - 1961 to 1968 (¥¢million)
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2 ;

1196 | 304 | 10657 119661
Lxports (f.o0.Db) | 3,208 13,232 {3,296 [3,346 2,7 ?g,630
Irnorte (f.0.h) 2,652 12,832 13,010 ;3,006 3,202 |
Balance on Merchandiise | | i

{

current Invisiblcs | -553 | -496 | —517[- 424 |—436

ale 4556 |+340 |+ 283|+290 |+542 |j*340
i

Ealsnce on Current &/¢ | + 3 |-186 |- 231)-134 |7 106

@ Prelirinsry (b) rojected by thc Dept. of Statisties,
Malo ysia

“ourccs Department of Statistics, Maleysla

lﬁalaysia came into being on September 16th.
~ However, ihec Departiment of statisties, Malasla has made an
estimcte of the balance of payments of the four territories
of Hrla sia prior to its formation., With the secession of
Singapore in August 1365, the balance of payments have been
ravised, to maintain uniformity, to cover only the existing
tarritories. The balance of payments in this exercise there-
fore excludes Singanore. | | .
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1.1, ; |
‘The radical chanze in the bulance of payments
between 1960 and 1962 may be explained by the relative
stagnation of expcrt earnings and the slugish rate of
expansion in export volume =ni inercoeing voluwie of imports,
The grincipal cause 0i this stagnztion is the decline in the
f.0.b, unit value of rubber from 10€,57 cents a pound in
1260 to 71.5 cents a pound in 1963 arising out of increased
 competition frem synthetic rubber and the stockplle releases
by the United States Ceneral ‘ervices Administration. the
trerd of rubber pricss esn be seen in Table 4 below.

The fsilure o. imports and exports to increase
siznificantly in 1264 and 1265 was due to the severance of
trade with Indonasia, Irn addition the further dscline in
fo0.be unit valuc of rubber to $7.6 conts a pound in 1364
ard 68,6 cents in 1265 also had its adversze effect on the
value of oxaorts. The anrual growth rate of export value
from rubbsr was - 6,14 wille the rate of growth of physical
volurmo ias 2e37. This inevitatly lsad to a fall in export
earnin:s from rubber. The export rorformance of rubber,iin
and ir n onc is shown in Talle 4, ‘ :

N

Rubber is the main export commoldity of Melaysia
accounting for more than 519 in 19€1 and was three times as
important as tin, However, 1its contribution to exnort
procceds had declined to only about 334 of total export
proceede in 1965, This is primarily due to the drastic and
steady fall of its f.o.b, unit.price,

In 1261, net export of natural rubbor from Malaysia
was 861,100 tons valued at #1,666.,9 million. This was about
217% lower than the walue in 1560 as a reosilt of & 22,57 fall
in sveraze unit price of rubber {rom 106.5 cents in 1260 to
81.5 cents in 1961, The decline in rutber prices vhich
beran 111 May 1960 continucd until February 1961 when 1lncreas-
ed ucrket strength 1lifted prices to their 1961 peak of 9245
gents a pounl (fe5.5,1 noon, f«0.b. Singa ore)®, The recovery
was shortlived vith nrices settlin; down at atout 84-8% cents
a pound which is about 227 less than during the corresponding
period oi 1960. The anuouncement made by the United Kingdom
Bozard oi Trade ond the United States Genersl cervices

2Bank Negara Tanahynelayu Report 1961 p. 5
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Adrinistration on ch<bor 27th and November lst, respectively
to accelrrate disposal of stockpile depressed the price
immediately by 4 cents a pound and the decline continued
almost without a pause until Nove~ber 9th when price reached
its lowesgt level at 73.75 cents.

The fluctiation in prices in any one year, for
most part, is beyond the control of the Malu 'sian Government.,
Rubber pr{ﬁes like the prices of many other primnry
commodities depeni on agteingl evenis, Hubber prices depend
very muech on political condition and zlso tho gcononice
conaitions of cons.ﬁin~ countriss, Increased buying of
by tie Je.o.Zele and West Irian political condition in early
13562, for examplo, bouyed-up rubber nrices congderably,

“he wuban erisis 1in the later pert of the yesr:, the Sino-
Irdlan situaation and tho unconfirmed reports of revival of
Chinz2ze Interast in purchases of Malayslan rubber had
favourable influence on the »rise of rubbers However, in
spite of all those, rubber pr$v§s were gonerall: on taa
decliney part of thb reason being the unprediet:ible nature of
Russlan purchase 2nd the stocknile relaasas.

Counled with the faect thnt net ”u%bcr e morts Tell
by aboul 2,900 tons, the value o7 cxports fell sabstantially
ir 1362 to #1,47G.9 nillion, a declinc of #20, O million.

In 1263, rubbcr prices deelined further to an
averaga oi 72,6 ceanis o nound, i‘lluntuatinge between 30 cents
and $l.8 ecnts a pound. However, this substantial decline in
price was greatly offset by a qubstantial increase in net
export, amountins o 207,500 tone, an ilacrecse of 300 tons.
ﬁO‘@er, this did rot completely ofiset the effect of the
fall in price. lNect carning fell by #1.2 million to £1,475.7
zillions At the same time groga rgbber exports (1.e. thlldﬂ
ing re-exports) fell Ly about Q.23 from 1,203,724 tons i
1952 to 1,205,680 toas in 1263, 'his 1is primarily due ty
the disrupt;cn of &:ade relﬂtion witb Indonesia as a recult
of "Confrontation”

2 o >

. ;
“bunk Negera ialarsia Annual Revort, 1963 p. 14
%/ndonesia ombarked on & pollcy of "Zonfrontation®
when Malz:cia was formed on Sentember 16th 1967,
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Price of rubber declined further in 1964 from
72.6 centrs a pcund tc 67.6 cents. The severance of trade
with Indonesia was felt whe: gross export fell by about
16% in volume aznd about 20% in value, mainly as & result of
discontinuance of imports of Indonesian rubber for re-export,
However, domecstic production of rulber inereased by about
4% and net exports incressed by 14,600 tons. But the
drastic fall in price lesd tc =n fail in the value of net
export by about.5% from #1,475.7 million in 1963 to £1,395.9
million in L0€4*-, '

The 21l in rubbor nrice mav be explsined by
decrease in rubber demaadsd hy th- Yinitsd ftates, United
Kingsdom, Jauan and Western Eurspe, as well as the Soviet
blue countries snd Zommunist China, gxvort of Malaysian
rubbar to ths ‘nited Stotes fell Ly aver 13% from 152,300
tons in 1338 to 125,000 tons ‘n 1364 -~ad thosc to the United
Kingdon reclined by 47 to 121,000 tons, while Jsaponese
purcheses were raduced by about 244 to 574,200 tons,.

Sirilar deelinc wse aluo ssen in Wentern purope where exports
declined by about 4% to 270,000 tons in 1%€4.- Exports tc¢ the
Soviet Lloc and Comnuni-t China in 1964 wgre estimated at
145,000 tons which 15 45% lower than 1263°,

Tha avers e price in 1965 fell to 69.6 cente.
Accin, {cxcept for the United States and oviet bloe
countries and Communist Chiina) exnort t. the industrislised
couniries dezlined, Exports t- the Imitad Kinedorm fall
7, Lo the Europran gonorin comrmurity countries by 10,7%
end to Jepsn by 21.147,

The high prices at the beginning of the year
was mainly cue to thec deteriorztin: politiezl developrents
in Ccutheost Aslz, perticil-rly in Viotram -nd the wide-
spread speciletion o the velums of purchnces by the
coviet blce countrliess the malin fuetor affectins price in
the third quarier vas the sloekening demend in ecnsuner
countries =nd the annourcozent by the United Statss e oA e
of Bs dintention to seek peruissisn to disnose of another
sulstuatial quantity ol steehpile rarber witnout the usual
noiice, iovever, disrantion o7 Indonosian sunpriizss towards
the end of the yeor wrisin: ogt of unsotiled nolitical

corditlons ae a result of the aboriive "oatchor Coun" and

g

sﬁank negara op.cit 19384, p, 13

61514 p. 20

71bid p. 24 |
. ﬁl\ -



the resnunticn of wurecharer by Communist China in the
Tirpe ore marget, provepted whot would have boen a runavay
dovnwerd trend in nriseY, :

o Tho behrrior of price curin: the period wider
consideraticon cornfirme the ;i”v t%:t fHo pocition of natursl
rubber in totsl wovla - ‘g' : s 267 rabber 1o cach
thet cobetontinl iner oo en sre unlikely
to oceur. The ﬁﬁ?liﬂ? LT reileeticn of
the chengee of a fmj ©of world
rubber mkrw‘t. Fi » ruther
producti O rubbar nr Q"-
duetiorn s 411 ..!:53;?2 whe t GL

=l ‘ 3 ~aw the ccrmer-
qlﬁ“ r”bber which «re

ﬁugt*ﬂr 1ﬂ”

ciﬁinrd to have pr or»sﬂ

radnn

Anotiher bogiao ol Ths
oviget 1 thot *ncugh 20 or ;o is irerzasing,
it ¢ Lﬁcomﬁn; 1aen' ‘ The avepwi d“ﬂlﬂ{ cap betyveen
consumpti:n‘an‘ nzk ctiom is bein:s {11led by synthotic

rubtor, Telle & belew ghovs the nr«xorticn 0! netural rubter
to total rubber corsoomtion in five najor industirisl couantries,

PN

AlLis 8

Proro Tl O AW b WO WUIAL Kudimil Susb oo Ion

1930 {103 )
Uiilted Stotos ; %4 21 ! 23 :;27 120 | 25 28
Unitos Xin do- L 70 18l 162 156 55 1 53 | 50,7
Canada B S s B T o B - |-
We Germany I 66 o8 1 84 182 51 1 49 | 44,8
France —— = - j 97 184 B0 48 144,4

vourcaes Do Ueonra nenortz LML to 1205

aibid‘ Pe 24

gLunk Fezsra np.cit. 1961 p.
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vworld synthetie rubber production hsd, for the
fir st time overtaken natural rubter in 1962, nyntﬁatic
rabber output at 2,242,500 tons was 13,3% nore than 1,380,000
tone ol natural rather sroduced in 1961, The International
Rubber tudy Groun alrug4 synthetie rmlber production at
2 Q‘“«r‘F tons Lic 19634t In 1964, of total rubber cons-
umnti03 54426 was symthetie rohhar ond in 1965 it was
55 %, 26 i3 nsing trovescine snountes of eynthetic
from u : 1 in 190‘1 ”lu 4*).5)}& in
l%fz;. ; 3 O

cometl
tend Lo b
tyne of cymthe : oLt h
thy wo1d sa“fly 0 netarveld ‘ifuféo
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' DIAGRAM 1B
g PRUDUCTION AND PRICE
1961 - 1965
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“he pri' 12 period under consideration
shove a “adj increcss P 2 2 ton in 1260 to #7,538
in 1963. Yhereo Y’& a.clﬂrv increace in 1264 to #10, 106
an incregse ot 72 g sz tozm over tho 1322 nrice, Im 1955
pr¢cu rose by 71,@39 ton to ¢11,7¢5,

Ths mein reasch wiy price of tin is on the
inerenzo iz primarily because world consuuption continues
to oubstrip world production. In 1261 world production
(incluoding those of the JOVLBt bloec anu Comnunist China
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and the Internsational Tin Mouncil Buffersteck) was 185,50C
tona while eonsimption (exv Luding Seviet bloe and COuTErimf
China) was 1;0 300 tons or 2,737 morz than production,

If the Sovict Mloc and Fommunist Chin:z were incluaded,
damand waulé nxcead supnly Ly a greator morgin, Indezd g0
mirkad was tha ineressa in worLd de-:nd for tin in 19261
that only the tina2lv lis=a1al ¢ qlwq¥ 7, 300 tons of stock=
Ptl* mat 1 by the goveranents of Sanids, [4uly, ond ths
LUnited States prevanted Wﬂcu 3apexra§ st na tawa a runaway
murk@t ssb\it«on doev:loi: g rodrnend by af stoecipile
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that 1t considered in excese «f stratepic requirements.,
dovever srico oi Lin i oot fell Lnlow £850 per ton level

in snitn of che AuCwueant oy the Gel.A's 1362 disposal
2r0aTITIGs - T imet nrd sarcod danwarde in the latter
half of 1963, due aa;al L3 Lae inabildity od Indonmozia to
moct Mor calis eom o Mronbe aod “ho interuption after
Sonptenlior 1 oy sunuliles from 'mdonseis :f a result of
%ﬂr cdecila oo v ore 1nr ouHitJ row mxloya to
n T f"C’” .,k ae tho

! ; liv
£ 3r,* : q*rLk;; i
kﬁLt the politieal oit
a forther rvﬁa

;ﬁeevt;irty
1?1? of

,,‘A'

¥

cini
124Gk
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Tt ithwrtd trend
inotno KR " hhop

rize,
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1255, o ovon D
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sreltine,  Bub az ¢ resilt of srtrpwely Lav04ka1€ er"e
valig of tin eport lisroasad fron 7087, nillion in 196%
273243 illxcn in 1964, ;:ozs axo0rt ol tin metal in 1068
valasd gt 7322 million was about 199 hisier than that in
”9pi Daoause Ths nedlce ab fi*,Vbu a v wag aboul 137 higher
than 13064, '

This favourable perioriance «i tin export yhrtially
“offvet the unfavourable perforumance of rubber, with the result
thet the deeline in ;radn Qufplu vas couta¢upu.
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DIAGRAM 24

TIN EXPCRT VALUE | DIAGRAM 2B
11961 - 1965 | PRODUCTION AND PRICE
1961 - 1965
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. In addition to the sta'nation of earnin: from
~ rubber there were other less important causes for the

- 8lurgish growth of exports., Iron-ore, Malaysia's third
largest export failed to expand its export volume and value
~after 1963, when the period of rapid production growth came
to an end. The iron-ore industry suffered a setback as a re-
~sult of curtailment of Japanese imports from Malaysia early
in 1962. However exports increased by 0.1% to 6,441,000 tons
in that year and with a slightly higher price the value

- - 25 -



increased slightly from £163.8 million to #166.1 million.
In 1963, Japan announced the continuance of its plan to
curtail iron-ore _gports by about 24% but this did not
materialise fullyi‘ and Japanese imports of Malaysian iron-
ore increased substantially resulting in a slight increase
both in value and volume of export. | ‘

, However the value and volume of iron-ore export
which has been risin: in previous years declined in 1964
mainly owing to diversion of Japanese purchase to other
sources of supply. The result of this was that the volume
exported fell to 6,317,000 tons and the value to £162.5
million. ireliminary estimates for 1965 showed that export
volume increased again by 5% to 6,630,000 tons. However,
export earnin:s fell to #161.4 miilion due mainly to the
decline of about 5§ in f.o.b., export unit value fram g25,7
a ton in 1364 to £24.3 a ton in 1965, Japan continued to
be tha scle market for Malaysian iron=-ore. However with
Japan diversifying its sources of supply Malaysiat's iron-
ore is facing increasing competition. Table 4 shows in

summary the export performance of iron-ore from 1960 to 1965,

DIAGRAM 35 ' DIAGRAM 3B
IRON ORE EXPORT VALUR PRODUCTION AND PRICE
‘ 1961 - 1968 1961 « 1965
[N ‘m ARIEL a7 ,i;i' IN
¢ P L v 39
o fro 1 ' ?NGL+- 3
* - . . - 4
é Bt ORI e '
170 - A -,_‘425'
Y : 160 § 24
¢ £, g
, ' Fo i 162 (943 94 - ve§
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61 %3 96T 1%q  i%s

'l3Bank Negara Op.cigg E?SG pe 17



In addition, export of copra and coconut oil
continued to decline rapidly over the entire geriod.
Earrings from coconut and coconut products fell steadily
from $88,7 million in 1960 to £83.1 million in 1961 and
£58,0 million in 1962, There was a slicht inerease in 1963
to #61.7 million but fell again in 1964 to‘ﬁsgiﬁ million.
It vas estimated to increase sli;htly in 1965,

, This unfavourable development was offset by more
favourable performance in other export products., Timber
axports grew rapidly in both volume and valuc and certain ,
less impcrtant exports such as oil palm product and pineapple
producte continued to expand. However, the dominant factor
in the balance of visible trade was and is rubber accounting
between 51.1% of total export value in 1960 and 35.3% in
1965. As such, its earnings will be reflected in the balance
of payments.

The steady and drastic f£all in unit value of
rubber as shown in Table 4 led to a reduction in the surplus
of merchandise account. Trade surplus in 1962 as compared
to 1961 declined by about 43,7% from 556 million to £340
million. It fell further in 1963 by #154 million to £286
million, The surplus in 1964 increased slightly to #290
million, and this trend was followed in 1965 when there was
a substantial increase in the surplus

Joports |
At the same time when export value stagnated

imports have grown steadily during the iariod 1981 to f965.
This has been due to the stepped up implementation of develop-
ment programme both in the public and private sectors, which,
apart from directly stimulating imports of capital goods,
has also indirectly (through the multiplier effect) increased
imports of consumer and intermediate goods. An added factor
- has been the continuing rapid population growth which is

- averaged 3% per annum, |

The increas n; imports has greatly accentuated the
declining surplus in the merchandise account, Imports have
steadily grown since 1955, due partly to meet the requirements
of expanding population which has been increasing at the
rate of 3% per annum and to fulfill requirements of the

14First Malaysia‘Plan P 9%.24,



First and Second rive-Year Malayan Development Plans. The
stepped up implementation of the development plans has thus
contributed directly to the inecrcase in imports,

, In 1961 imports amounted to $#2,652.4 million and in-
crcased to £2,392,2 million, an ircrease of about g239.8
million comparcd to an increase ol only $23.5 million in
exports. This hcs the effect of reducing tho surplus of
$665.8 million in the merchandise trade in 1961 to £339.6
million in 19262, , ' |

~ Imports of food in 1262 ghow a slight decline from
about 28,24 in 1961 to 25.9% in 1962 reflecting inocreased
rice production. The main increase, however, is in the
Imports of machinary and transport squipmont, i.e. capital
goods, and manulactured goods which increa;e& both absolutely
and relatively. Imports of canlital goods, mainly machinary
and transport equipment increased by abou% 2.2% to 18.5%
over tgfsyearwhile imports of manufactured goods increased
by 0.5, 1iIn absolute terms, all other essential imports,
namely, mineral fuel, inedible crude material, chemicals,
foods, ete.y had shown some ineraasé8~ref1ecting the population
- increase. éhe point is that the compos’ tion of imports has
- shown some changes, with greater emphasis on machinary and
- manufactured goods and luxury goods while imports on food
- have not increased appreciably. :

: - In 1963, imports again increase, this time by

~ #117,7 million compared to an increase of only #63.9 million,

- reducing further the merchandise surplus., The composition

- of imports has shown no significant change, manufacturcd

- goods, machinary and equipment still being dominent, account-

- ing for about 42,2% of total imports. However, imports of food
~ increcased substantially in 1963 due mainly to éhe rger rice

- imports necessitated by reduced rice harvest én Malays and
substantially higher cost of imported sugar.l |

‘ The rising trend of imports paused somewhat in
1964, In that year imﬁorts increased only by $46.3 million
in 1763, Exports on the other hand showed a larger increase

rising from #3,285.5 million in 1963 to £3,345.9 million in

,153ank Negara'Op.cit; 1963, pe 11

16pank Negara Op.cit. 1963, p. 20
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1964 an increase of $50.4 million, 8 a result, the surplus

on Herchandise trade incroased slightly from i§85a7 million

in 1963 to #289,7 million in 1964, This, and in addition

- to other factors to be discussod below, ha: the effect of
reducin - the deiieit in the current account in 1264,

+ho small increase in inports in 1364 ig not the

result of a deliberativo move to curtail imports bdut rather
as a result of a 10% decline in gross importo 2,1.f. due
primarily to the sesvcrance of trade with Indonesia,
Indonesia h~d boen cending rubber for rillin- 2nd grading
to Halaysia and large amountg of tin-in-goncentrates waere
axported to Moln sia to be smeltod in Penang ond re-exnorted,
The severance ol trade as a rosult of "Confrontation” ha-

t a stop to thidsy with the result thit imnorts did not

noreage substantially in 1064,

Preliminary estimate for 1065 shaved that the
gurplus on ierchandise trade increased substantlally fyom
$289,7 million in 1264 to £542,8 million in 1265, This
wus due to the fnet that wvhile exvorts incressed eignificantly
from #£3,345.,9 million to ¥3,744,3 million, imnorts rose anly
by #145.,6 miilion to #3,201,.8 million, '

We have seen that the incrsage in imports waa a
refloction of rising per capite in®me and inereased public
and private investment, For the period 1961 = 1964 imports
of food and brewerages, and manufactured consumer goods have
shown marked increases reflecting the rising per eapita
incfease nd the expanding population, In the same perlod,
ca;dital goods, !.e. mach'nary and equinnments shovwod a
similar trend reflecting the stepped up implementation ig
development {rogramme in the publie and private soctor.+
. However, in 13965 imports of food, brewera;es and tobacco
| deﬁlinwﬁ 8¢1% mainly due to hlghor rice production and
increcased local food manufacturcrs, But fbilawing the
- provious trends, imports of machinary and equipments,
 manufrictured goods and erude mnoterials and chemicals conti-
- nucd to increase. \ ' ,

Table 7 below shows a breakdown of gross imports
by major groups for the per‘od 1961 - 1985, o

17Dank Nogara Op.cite 1965, p. 30.
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TABLE 7
HAIAYSIA: GRUSS LMPUTS 1961-1965

; AR i 362 1.1 1984 1 1383
» Food:s | #n. [ % |#m.] 4 [Fm.| & [Bu. ]

'~ Food, breweragos - B . _
| and ‘tobreeo .. (793 28.2|795 25,9 |914|28.5 |950 [27,4|873 |25.8

. Inedible crude ‘ ) b o |
material o+ |311|11.0 (261 11,8307 | 9.6 (241 | 7.5(237 | 7.0

| Animals and
Vezetatle oil | |
and fats oo | 15/ 0.5| 16| 0,5| 14| 0.4| 15| 0.5] 18| 0.5

Ommicals .. [183] 6.5[173| 5,6 (190 6.9 |201 | 6.1 [235| 7.0

22,7 [706 |23.0 733 |22.8 |736 (22.8 [805 |23.8

Transport Equip- | o
ment es «¢ |458 16,3 |569 |18,5 1624 (19.4 655 |20.3 752 22.2

e Qthar Inparts 64| 2,3 | 74| 24| 72| 2.3/ 66| 2.0| 74| 2.2
\ Y N < o O o Q v
Total N O] s Yoy Sl - S

Sources Bank Nepara Malaysia Annual Report p. 29

Writer's Note: The table above shows Gross Imports (c.i.f).
: It therefore does not tally with the figures for
imports in the Main Balance of Payments Table.
However, it does give us a rough idea about the
rising érend of imports during the period.

; ~ The reduction in the Merchandise account surplus

8 been offset somewhat by the more favourable outturn in the
hvizible account, However, it is the normal feature for Malaysia's
hlance of payments to have a deficit on transfers and services.

gt between 1961 and 1966 the traditional deficit decreased
ibstantially from 553 million in 1961 to $436 million in 1965,



There was a substantial fall from g533 million to #4965
million in 1962, a fall of 58 million, offsetting somewhat
the greater rali in the surplus of the merchandise account
Details of the "Invisible"™ Account is given in the accom-
panying Table below, -

The decrease in the deficit was due to the fact
that net investment income paid in 1962 was slightly lower
because income paid or accrued abroad on direct investment
was less, Investment income paid was £336,9 million in
1962 compared to £363.7 million in 1961 while investment
income acecrued increased from g133.4 million to #164.8
million, However in 1963 the deficit on investment income
again rose, to £180,0 million in 1963, $208.4 in 1964 and
£248.6 in 1965.

... . There was a decrease in net transfers from £343.9
nillion in 1361 to ¢238,2 millign in 1963 after which it
increased again. The décra&sq&]*imarily due to a deerease
in net transfer payments by thé Government. Frivate
transfers abroad was aimost constant throughout the period,
but private transfers into the country increased slightly,

- Freight and insurance continued to show large
deficits, increcasing as it wvere, from g133.1 million in
1961 to $162,1 million in 1265, 7This is due to the fact
that while our "export® »f freight and insarance did not
show any sign of expanding, our "import"™ of such services
wvas on the increase,

- At the same time payments abroad on account of
travel increaseds But the net payment has not increased
appreciably because our "export® of such services has also
shown some improvement, increasing from $9,7 million in 1961
to 21,7 million, an increase of g12 million over the five
years. We can improve this pcsition further by providing a
more efficient and aktractive tourist service. V

‘ In 1963 the deficit in "invisible" increased

 slightly to g517 million, due to lower official grants

received end also larger payments with regard to insurance
and freight, Net payments abroad of investment income and
transfers were also slichtly higher than 1262, However, the
situation improved considerably in 1964 when the deficil
was reduced to £424 million, an improvement of over #£93
milliony This improvement ls‘reflected in the balance of
payments by a reduction in the current account deficit in



FIEI-df _=AplLovenent in 1964 is principally
°xpégé?$d by the increasing recoipts arisins out cg largar
gﬁ% ~:’§§:,bgncgfm°n”@alth Porzes In Malaysia, the lower

payme acgoun g Lavestne L : r
transfer ents.fg of iavestment income and lower net

; . ”Details 0 Invieibls itemws are shown in the Annual
%gggary;of~nalaysia*s Balonac ol Paymonts Estimates 1961 to
65,

. _The analysis above shows th-t there was a deficit
in the balance of payments of ifalnyeia from 1962 to 1064.
However, prelimin.ry estinates in 1)65 showed that lMalaysia's
overall balance of puyri:nts Improved considerably., Thefe was
a surplus of 106 million In 1965 compared to a deficit of
#134 million in 1964, ¢231 million in 1963 and 155 million
In 1962, The reversal in the balance of payments position
was brought about by a substantial increase in export re-cipts
and a smaller increase in lmports, 1965 was an extremely
faveurable year vhere exports were concerned, Every export
commodity showed an improvement over the 1364 performance,

At the same time official prants remained at $170.0 nillion,

© As a result of hisher volume and value of export in
1965 the current account which has been in deofiecit since 1962
showed a surplus oI over $106 million, an improvement of about
Z240 million over 1964 flgure,

It has bcen traditional for Malaysia to have a
current agoount deficit in her balance of payments with the
Sterling Area and a surplus with the Rest ol the World.
Between 1961 and 1963 the deficit with .terling Area increased
persistently., This is due to the fact that over 50% of our
imports come from the United Kingdom, and 18,7% from Common-
vealth eountries. These imports have increased persistently
over the years. However Malaysia exports to these countries
are not as substantial as those to thc United States (our
main buyer of rubber and tin), Canada, the European Economlic
Community Countries and Japan, our gsole purchaser of our

iron-ore.

185, Negara Annual Report 1964 p. 25.
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B DIAGRAM 4
~ OROSS KKPORTS AND INPOTS OF MALAYSIA, 1061-1965
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. However since 1964, there has been a reversal in
the trend, This is mainly boosuse of the higher expenditure
- i3 Halaysis.of the Commonwealth forces stationed here, But
at the same time, the favcurable balance with the Rest of te
World has beon deterioriating sharply over the period. The
extremely large changs between 1963 and 1964 is accounted
by thﬁ“b@e&kvgn«trade=between Malaysia and Indonesia and
by reduced purchase of rubber by the ncn-Sterling countries
such as the United States, and the Soviet bloc. The United
States, Canada, the U.usS.R., the EEC countries and Japan
has been using more and more synthetic rubber, resulting in
reduction in their purchases of natural rubber from Malaysia.
At the same time however, imports from the United States and
other non-8terling industrialised countries in the forms of
manufaetured goods, machinary and equipments have not decline.
Table 8 below summaries the position.



~ RECIONAL CURNENY SALLNCE 1961-1965

C\érrﬁlt‘ Account uith ;
sterling Areas ' ~79L |-874 |1013 |-848 |-850
Rest of the Wcrld L1794 14718 |, 781 {4714 |+956

_Balence |3 |156[-23a-134 |s106

sources Department of Statistics, Malaysia.

.~ HWe see a roversal in roglonal belance in 1965.
Whereas the deflcit with the terlin: countrirs did not
incrcase substantlally the surplus with the ncn-gterling
increased significantly, reflecting the increased purchases
of our exportis especialiy by the U.SeSeite and Japan. The
favourable balance with the non-gterlin: countries had the
effeat of reversin: the trend of the balance on current
account from deficit to a substantial surplus in 1365,

2. Lapital Account.

- Inspite of the substantial and persistent current
deficit in Malaysian bzlance of payments during the past
four years, her capital account remaincd healthy. Between
1962 and 1964 the currant account def'icits werc largely
financed by inflo.s of private long-term capital énd effiéial
loan receipts. Net private long-term capital increased from
mo.or‘mfian,m 1961 to £235.0 million in 16, This
reflected th: higher inflow of private eapital for dirsct
investment and a lower private outflow for portfolio invesi-
ment abroad. ‘he remaining defleit in current account for
1962 wag met from loan receipts and a drawing ®wn on the
f0r01%2 §xﬁhAﬁ5‘r35°rve8 of the government sector which

anounted to #91,6 nmillion,

'z 1083. there was a larger increase in private
1Qng;£ézﬁ‘ﬁ gpiatgg’inﬂew from £235.0 million in 1363 to $320,0
miliion as Malaysia remained one of the most attractive coun-
tries in this region for private foreign investment due to
political stability and economic viability. The large current
deficit was also financed by a further drawing on the foreign
exchange reserve to the extent of #39.4 million.,

. %



7 '“7;T1§ai7r88ult’of l-rge lons=term pr : )
‘nflowa and nf. T o UE ni=-ter ivate capital
;§f§§§:~:§§x§ffi¢iallOanreceipts, thebglanie an(gur?ant
7904,7 mi114, ong-term capital account showed a surplug of
J“‘ing~1a‘13331° %ggi,’giﬁz.§lmillinn,in 1962 and #172.7
:idllion in 1983, This vas followe us of |
7illion in 1964, . o-towed by a surplus of £134.8

oen n eyiTivate longetern canital (net) in 1964 fell to
5350*945111193 Que primarily to reduced'%orrﬂwings by
comperclal benks, This decline, together with a sharp
Jecline in official capital (vhich refers to loans raised
abroad by the governmcnt ani its agencies less repayments)
resulted in a smaller surplus in the current and long-term
sapital acoount, Toans by Central and Local Governments
abroad fell from 42,9 million in 1963 to zero in 1964, vhile
other official long-torn capitel incressed by $7.8 million

to 3.4 million in 1964,

- In 13685 thers was acain an inerease in the surplus
in current and lon:-term capital account. The large increase
Trom 13448 million to #468,0 million in 1965 was due to the
surplus in the current account and also the larrer net private
long-term @pital and a sharp increase of official capital
(which increased from £13,0 nillion in 1964 to £29.,5 million

in 1968)e

_ Net inflow of private long-term capdal was estimated,
at §260 million in 13C5 compared to £250 in the previons year.
Yet inflow of #fficilal lonz-torm capital at $104.5 million
ves £88.,0 million more than in 1064, refleccting mairly from
the loan of yUs@es million (K¥75 million) raised by the
~overnment in the New York Market in April 1965. 7his fact
hs led to an lncre:se in the surplus on carrent srd longe
term capital account.

| From the point of view of official fo§eignlgg§erves
ncluding gold tranche) tiee was &n incrcase since .
é;§:§2ia’n ggossholdings of gold and foreign exchange
roserves. including those of comaercial banks smounted to
sbout g2960 million at the end of 1965, This represented
approximately eight to nine months of imports at 1935 level.

‘-(A~§ﬁre detailed treatment of foreign exchange
roserve will be made in Chapter Ve |

- 35~



o From the ‘above analysis we can ; ma ﬂ@e anetial
CQQQLQ:;Qg““VFirStlyfr°m the analysis of the mercgandise
Aalé%:%:;'Pr1°° of rubber, Malaysia's main export is on
a_downward trend, At the same time both the value and

V°1“99'°‘,339@rt—has~increasedﬁ The prospect of a further
fall In the value of our main export suggeststhat we must
diveralfy our economy, instesd of dependin: on only & few
commoditles. This point is farther developed in Chapter ITI.

e cea. JWith regards to invisibles we can reduce our

deficits by expanding our shipping services and dorestic
insurance service, An efficlent and attractive tourist

scrvice will certainly help to reduce the defieit in the
"invigible” account,

~_We have seen that Malaysia is and will be facing
vith balance of payments problems, Gomething must be done

to in order to keep the problem well in hand before we ars

faced with a more serious problem, One of the best ways
to contain this protlem is to step up the process cf import
substitution and to increase manufacturing for exports.

The export of services too can be increased. These warious
neasures and discussed in greater details in the next
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