CHAPTER 1V

FOREIGN EXCHANGE HBOERVE AND
MONETARY SYSTRM

| - It 18 a very complex task to determine the foreign
exchange reserves of Malaysia's official bodies and monetary
authorities., In most countries, the Centrsl Bank is the
central holder of all these reserves, with the commercial
banks holding only workin: balances. However in Malaysia
the reserves are scattered. This can be explained by the
monetary system which we have inherited from our colonial
raste At this stage we only want to know the position of
the reserves in relation to the prospective nceds of
Malaysia and how these reserves can be utilised for develop-
ment plans and to improve the balance «f payments position,

: The holdings of gold and foreign exchange |
reserves of Malaysia are quite ample, the holdings in any
one year being able to finance about ten months of current
imports of that year. The holdings of gold and foreign
exchange reserves for tha period 1361 and 13965 are shown

in Table 10.

The Currency Board, which still issues currency
for Malaysia, Brunei and Singa;eereE holds reserves which
circulates not only in Mslaysia but also in the other two‘
countries, The table below shows also the breakdown of the
reserves held by various monetary authoritics, These |
authorities include not only the Malsyslan Governmentﬁitself
but also various nublic authoritles and rost (ffice Savings
Bank, Figures for commercial banks consist of net over-
ceas aszets of Malaysian Commercial banks.

the present instituticnal arranzementsa ?}}
the 'esergggegf theDMonetary Authorities can be made =nvalla-
tle.l But in addition thcre are reserves held by other bo-
dié; not 1isted above, some of whicg gould aiggdciﬁgéeg%bly
414 ead. i which e»n be regardec as secona
be m°b1118¢%n§§§ zﬁclude the overseas reserves of insurance ,
gﬁg;zggggyéstimated to be at $200 million at the end of 1360

el

1511cock‘T‘H.,Fisk,"?olitical Beonomy of Inderendant

Malaya®™ (Canberra 1963) p. 119
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| | TABLE 10
MALAYBIA® GULU AND FUMLIGN :kCHANGE KLosVE 1961-65

TR RESMEIE =mx
SRR EE R B RE y

Central Monetary Autho- fl‘—‘ t;962k 1963 1964 S
ritios (net) including i
IMF ‘0ld Tranche

Central‘ﬁévernment

State Government

Govt, Agencies and
Publiec Authorities 433 145 | 141 1230 123

~ OFFICIAL (NiT)2 2,417 | 2,559 | 2,548 | 2,386 | 2,468
COMMERCIAL BANK (NET) 258 | 235 1761 176 | o290
?_OTAL ‘ ‘ ' ; g‘6E§ 2]794 f 21724 . 2;562 &769

Footnotéz‘yl. ireliminsry

| 2, The morket value of foreign securitics in
nfflelal reserves inciucde chanies due to revalustion,
:ince these revaluations de not reflect bal-nce of payrents
trsnsaction prorer, annual reserve charges chovn in this
“able are not entirely comparable with the correspending
reserve changes in the bslance of payrmenti,

Source: Bank Negara Malaysia Arnual Repcrt ond
' Statement of Accounts 1365 p. 32.

and ean be expectad to be lurger in 1985. Agency houses and
other private bodles probably hold lurge reserves ovorssas,
Hovever figures on these are nct arallatle, ilovaver, zs a

501 , tion, the Mglayan Estate Staff Droviiont
ggégthgg é i“éiiiién' vbst&é‘ovarseas at the end or 19268,
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hanea oi¥ B8Y be obsorved then that Malaysia's forei
exchange reserves is relativelyl‘rG*-Feryexggplg re gn
the end of 1961 it stood at 2,675 million, 1In the belance
of pnynantaé this represent a g93 million increase in
roserves, Ihis figure does not represent exactly the same
amount of the increase of the reserves because of revaluation
of investments, | |

_The foreign exchange reserves continued to
inerease in 1962 to $2,794 million, However 1963 showed
a slightly défferent plcture. ‘The declininz surplus on
goods end services, combined with the continuing high level
of private transfer payments abroad, has led to & reversal
in the balance of payments on current account from a sizeab-
le surplus in 1960 to a deficit after 1962, There has been
a substantial increase in the net inflow of private long-
term capital over the period for investment both in the
agricultural sector and in the industrial sector., Official
loans from government and international organisations and
borrowings in markets abroad have also inoreased. The |
growth in all these sources of external finance however,
has not been sufficient to match the change in the current
acecount balance with the result that a moderate drawedown
of total foreign assets was required after 1962, Thig has
resulted in the decrease in foreign exchange reserves in

1963 and 1964,

. However, at the end of 1965 we find that Malaysia's
net total holdings of gold and foreign exchange reserves
stood at $2,760 million, (f these £1,511 was held by the
central monetary authorities, including l.M.F. gold tranch-,
£747 million was with the Central Government, 87 million
with the State Governments, £123 with the Government Agencies
and Publie Authorities and £292 million with the commercial

banks., (8ee Table abcve),

~ ion tu the reserves above, Malaysia, like
any othnrigugggizs has a drawing potential witq ghe f.h.r.
This is its gross I.M.F. position (twice its I.M.Fe Quota
minus the Fund!s holdings of its currency) and repreSents the
potential‘eontribution to Malaysia's reserves due to its

membership of the I.M.F.

- v¢ question that remains to be asked is; wha
should-bg~t§2’ag§ropriate policy regarding the reserves?
moggtary system for a moment, one can regard the presen
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gold and foreign exchange holdins of Mala y
 Roaal wd ’ ng ol aysi S

20" dﬁalwitﬂh Qmﬁrgencies in th ghgrt_rmf ?‘0; aagggg‘gze

érm one can make varlcus calculations, For example, let
us suppose, in an unlikely case, that export earnings
remained constant, while net imports increase at &% per
annua, It 1s estimated that the reserves could pay the
oxtra imports for 6} yerrs before the reserves are comple~
tely exhausted, and kzlaysia vould hove to borrow from I.M.F.
and elsewvhere or to draw on secondary reserves of her own.
Inlgrﬂﬁtila,:hcwever,fit is unlikely that a risigg import
bill will be practicable in these circumstances.S The
adjustment mechanism of our monetary system will ensure
that such an eventuality will not happen.

. The next question 1s: Is it a good poliey for
falaysla to keep such a large recerve which could otherwlse
have been more productively utilised?

o It 1s often argucd that it is extraordinsry for
a country like Malaysia to hold such a large reserve overseas
in the form of investments in other countries. This after
all is a simple foru of foreign lending and a developing
country like Malaysis could very well utilise this capital
for development at home. The official stand however, is
that the holding of foreign reserves is a form of insurance,
a vay cf not placing all one'ls eggs in one basket. This
insurance is of vital importance to Malaysia, being so
overvhelmingly dependent on insccure export of one or two
products, But one might add that the official stand is
rather too cautioung. Il 1s indeed a waste of reserves
especially in the tace of possible rising import relative
to export earnings and possibly even a decline in export
sarnings ig in prospect. The rising import demand is due
to the increase in eccnomic activities., It would not be a
wise policy therefore to keep such large reserves at the
expence of development through a decrcase in imports,
Therefore there is no point in keepiny vest reserves

indefinitely.

«' | » vt nnine down of
| Two circumstances justlify the ruw g
reserves substantislly. In the first instance it would be
justifiable to draw down the reserve: if there %i a %rggtic
décling in export esrainid. sneh drawlns dovwvrn ¢f reza2rves

Seid S, e at 1t weuld malrvtain
coul tified on the grounls that it wculd maletaln =~ -
gggigmbgiggsa;d investmentble?el for o periecd, ih;s&ev?nt&al-
1ty one might add, is exactly the oventuolity against wlilch

31b4d. p. 121



ﬁhﬁ~?ﬁ83r7‘$ hh?¢ been stacked up;y,Hawever the government
was ?3th$?ﬁt0°f¢tut10a,whnn 1t scaled down Devalgpﬁent Plan
expenditure in 1958-50 in response to a fall in rubber
g;&ggﬂggtzigﬁfgggh %2§§o gaingOs Malaysia (then Mslaya)
expﬁaﬁitara;,ﬂ,f’  | ,é r,e raaervgs withopt cutting dcwn

. The second instance when part of the reserves
could Justifiably be used 1s when it could be used to
finance ambitious development expenditure., However plans
must be well-laid and capable of execution. usuch plans
should not be sacrificed for want of funds due to a £2ll in
g§p§§§afnrnings, Or a rise in imports of goods and services
4 L

It will be observed that when the plans are
ggguina‘ well laid, the social returns to Malaysia for a
00 million of capital invested in the country will be far
greater than that obtained overseas. Taking this into consi-
deration cne can conclude that the Malaysian Government
could be well justified in further drawing down of the
reserves, especlally of the Currency Board.

- However, during the period under the First
Malaysia Plan, it is not envisaged that there will be an
extensive use of the foreign exchange reserves. One of the
finaneial principles of the Plan is that the reliance on
credit from the king system will be limited to the amount
which can be used without inflationary effects and "without ,
a more than reascnable use of the foreign exchange reserves";
The plan estimated that the balance of about 700 million
needed for the publie sector would be obtained from bank
credit and draw-down on accumulated government asget but not
through a drav-down of foreign exchange reserves.® "The
target level of public investment financing by bank credit
and the use of government accumulated assets is #1,000
million, When in conjunction with prospective develcp-
ment in private foreign finanecing, this will lead to some
use of the country's foreign exchange reserves. Howevg
the use of these reserves is unlikely to be excessive,

o 4rirst Malaysia Plan 1965-70 (Govt, Printers, K.
Lumpur 1968) p. 72. ,

o 5lbidt p. 74
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Thus the government policy seems to be ¢ these
resatvﬁﬂ;gh9u1d;bg left alone as fa§~as pessible.théze
ﬁuthcrityas,attitnds can be summed up by quoting the Plan.

«+es1t 13 most importent to keep the total reserves at a
high level both for reagons of international confidence and
alsc;to‘ensure that there is still an adequate exchange
rese” e for ths\yoars beyond the period o% the First Malaysia
Plan"f, The plan relies rather on private lon;-term capital
inflow and public foreign assistance to finance public
sector pregramme and to avold serious balance of payments
problems and a major rundown on the reserves.

As a final step in our exercise we shall discuss
the mechanism by which the balance of payments adjust itself
under our monetary system, Ue shall nlsc consi.er, in the
light of the prospects outlined above whether it is Justi-
fiable to deliberately chan:e this mechanism, As a preliui-
nary we shall briefly outline the Monetary System.

Sele zgg%Prgseng Sgstam

. The Msnetary Authorities ip Malaysia are the Bank
l.erara Malaysia and the Board of Commissioners of Currency.
These two bodies have been cperatinrs side by side eversince
the establishment cf the Bank Nerara in January 1082, with
the Board of Currency as the scle currency issuing authority
and administrator of the automatic currency ior the three
territories of Malaysia, Brunei and ginganoret lh? Malayan
dollar has remained Tixed at 2s-4d stgrling since ;906,Aq
From the point of view of active monetary managemegt, and
the independent stetus of the counrry, the Curreney Board
‘ystem is no longer =zppropriate. However, the pcwer: given
to the Central Bank to issue currency znd to maintain
regerves safegunrding the velue oI currency‘hgvg been: hedd
in abeyance in order to provice member GO%ﬂtrle§ﬁ01¥§§? S
Currency Bourd a furtner mpportaglty for full Cuuﬂimurnt_gn %y
the possibilities of some form Of common currency arrangemen
when the Currency Board ceases to operate.

71bids pe 75



- On Decenlber 12, 1964 the Malays ;

v At nm A : alaysian: ‘overnment
£ave n°t43949f\1t3 intention tu replace the Currency Board
<1th the Central Bon: a5 the sule currency issuing body.
-nier the provisions of the currency Agreecment 1960, the
§?¢Y1n8f°f-sueh,nctice involved the relinguishment Eyithe
‘urroncy Board of it: powers te 1ssue note not late than
iecember 12, 1966, Houvover, recently the "life" of the
iurrengy,ﬁoard,has been cxtenicd for a further six ronths.,
Thus 1t 1s envisared th-t the Central bonk will brcome the
zole monat&ry‘authcrity by the middle of next year.

o _ Having thus outlined the lonetary system, we shall
~ov analyse how the balance of payments adjust itself under
cuch an automatic currency syusten. | :

Let us sunpose that exyort earnings derived from
rabher decline by $100 million. This rediaction in resident
laysian income will brinz absut a serles of repercusslons.
sssuming further that in accordance with tha £all in ‘overn=-
ment revenue (as a result of the fzll in export earninzs)
sovernment spendin; ic roduced, so that there is no Govarne
~eont deficit, the final result will bs that the decline in
1luysian income will be larger than the initial f©all of
/100 million. Allowing for time lag, lmports ¥ill nalso
°:11, 1If we further acsume that there is no decline in
cnvinge and thst the marginal propensity to is 407 the
~ventual Malaysian incowm s will have fallon #2560 miliion
-r.d imports will have fallen #£100 millicne. Nif, howerer,
there is some fall in savings, than the decline in incene
and {mports woull Le eomeviat lese. Fhds onolysis is
nothing more than the familiar multiplier mechanlsm,

If this mochanism is allowed to cperute in tile
@nanneyr discribed above 1t encures that a fa}l in axport
czrnings will autcmaticaliy‘lsia t?‘a ?giltig ??PO?EQ‘ The

~lance - ants is autonsticatly aajustsu e a new

SSﬁigiﬁrigmpggﬁzgign, In this instance, ths ?quélggr}fm is
-3intained by reducing lalzrsion incoms ueriné jryaﬁgsoduct~
ion for domestic marketl by $#150 milliqﬁ ir auult&og Lo the
7100 million fall in lncomes derived from exnort production.

' Tﬁis kind of mechanism will briny the balance of
naymenfé,inta gutomatic adjunstment ingofar ss the Muluyslan
1004 currency system is allowsd to opsrate withoeut fualifi-
LO0% currensy =iy o ‘ ' I3 ALl Lnovi Bbl.y ilead to
sntion. A fell in export earnings vill 1ucv:tc
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a fall in the currency circulatipg in the countr
18li 4D the cu 18y c Lating in the country and
::fr;nG{ cann¢t‘be3ﬁppliad tosabstitute,other:{ncame for
iitaﬁ,ﬁxﬁert eéarninzs, The reduction in income is then
8p up between home produced goods and services on the one
hand and imports on the other; on the basis of the propen-
sity to import, There is no devices such as import restrict-
ion or variable exchange rate to deliberately alter this
igéigzﬁp,‘perhapsdirecting the fall in incame primarily to

~ However there are qualifications such as the
fiduclary issue, bank credit and government finance. There
is a fiduciary issus{or $300 rillion which is maode avalla-
ble if the government wishes, subject to limitation, This
fiduelary issue, if made available, would not lead to a
decline in the anﬂsly of currency with a fall of nort
carnings., The fall in export earnings would be offset by
a risa1n~gcvsrnment~eiganditure financed by the fiduciary
issue., However, cnce the flduciary issue is used up, the
system revert back to the 1004 currency system, Thus far,
the authorities have not yet used thls fiduelary issue
provision.

Another qualification concerns with bank credit.
The commercial banking system is highly developed in
Malaygia, with bank credit amounting to $2,265 million in
1966, But the question is whether the supply of coredit
can be expected to change in the same direction as export
ineome or whether it is likely to vary in the opoosite
direction and so sustain spending power at a time of
declining export.

'n the past bank credit actually varied
accordancénwith gipcrt income and currency Supp1YtB that is
to say, a fall in export earnings leading to a fall in the
currency supply will at the same time reduce lank credits.
Liquidity has not been a primary reason for this phenomenon
because the banks have ample fund in London to support &
reduction in liquidity due to a fall in export earning.

The primary reason lics in the fact that a large part of
credits provided by the foreign owned (exchange) banks had
been for the finance of foreign trade so that when export

income or imports fall, demand for such credit would also

decline.,

" 8pank Negara Malaysia 1965 p. 20.

1981130¢k, ove.cite p.134 |



|  In recent years, hovevsr, ‘he - .¢ bank
mding has beeh extenied to fimance mc:: “ams%inl.ye
m%am ecomomie astivities, Diring 132 :nd 1364

m hzs been 2 smell dut noticeable shin e ir %he 8ttern

af banmk mw im E’SL&;S“: *«a“eet..ng t: some enﬁt the

increased pace of inlustrialissti:a in “he scontry.

T™e ositiom mow 1s %h:t She -a*...;ae r lmasilie econazie
222ivity woald be modi®ied by an expamsion of credit for

o p-gxternal trade aet:r‘t.as Thas with the grovin:

f_.n*mrtmm af 1loezl amiting and commersfal imstit:tlsms, a

Tall In export earninc: doe: 20t neces:arily lexd %¢ an
.a.l fa}.}. 1._ %& BORABY $o1IiTe

| zn t&e lon:-ran toc, the expansion of credit 2
zz-—em'ml trale ast v'ues, as;aull;r {r <ke Zfeld :f
facturing mar ircriase »rcizstism for lorestis eong My -
a-% and thos reduce mgm This woo *i have an &“e*m*
alfleet an the belanes ¢ nts. (The n‘ nt and pros-
rects of mwt saksmt* 1 are discusgsed rn Thedlers III

i=d ¥ respectively).
o m l.u a,s*@*ﬁ we sta’l discuss regasdiias the
a;‘.:‘n.smt £ +hg balirnce “t PATREN:S mier the

aresant xysm is Sovernmer?® fina-ce.

The faet thst the Zov roment holis }.,;:ge and
Tetnsting reserves means that govermment exp aditure nay
3% fall with & fall in Sov:romen?t revenle. A le in exsors
aarmmlm&waml‘nmne@ahade ine {n

rt m, personal and corporste tax and fi=nally <c a3
imnort tariffs., Hovever, vitx the zovermment
~3...£1n.g lgr@ reserves, Jovermment srtendin: nay mct be .y
2ilusted completely %o m chanced cireunstances, -pending
1ay be sustaiped ty a2 dreving dm or. ths fcrelzr e:z:m""'e’
rg:erves, This is 2:3% a nztural taing % do since jcme ol
2ae parposes cf the reserves ls 0 sussala s-ending iirirn:

1 p@'od nf depressicn.

o + Sl $od &= * rpever.e fncraz:ies
, m the other hand, wien gSyeTmment re ‘ y
‘ atiom in She s“.‘.:i.a..... 313725
mwumx‘.ntum&w”- re:
=z= absord mg i=crozse. Thisg s ﬁmly demoms ez ted
¥ar Boom, C° t..a total rise » ﬁ:a}

A fom 7 ’ | ] nes)
'gmﬁ's' m ﬁm m}‘ﬂe 1959 w 135131 orar un—{

l - 5, ?{s “f‘zzie



went into offieial gterling balances and thus did not

nending 1n Malave L1 Mara -8 1d thus did not affect
1560, *ﬁl'?1*73'£fh§§r:l§§3:gtl, in the period 1957 and

oV y TR0 government has allowed changes in 1t o
absorb most of the fluotustion ia-itggrovanuo.‘ In 1958 ko
government revenue fell by #£39 million due to a fall in
export ineome and yet expenditure actually rose., However
these variations in official reserves h:s not boen a deli-
berate stabilizing measure. It was in fact due to lags in

ysia's inocome wvhich would have fluctuate violently due

to fluetuation in the balance of trade. ¢

 However, the policy of sustalning government
polisy would only moderate but not eleminate the multiplier
effect of an export decline; the modification being greater
the greater the marginal liability to tax.

. In passing, it could be mentioned that the foreign
exchange reserves can be used to sustain bank liquidity in
the eountry if the Government chose to deposit the reserves
in the ecountry., But the reserves have not been manipulated
this way. But clearly this could be an instrument of
policy available, which, with the help of the Central Bank
could be of use if a liquidity probdém arose or if the
balance of zg?nants 1{s unfavourable and there is a need to
sustain or increase bank lendin: for Jdevelopment,

We have thus discussed the foreign exchange
reserves and the monetary system of Malaysia in relation to
the balance of payments, In this last part we shall discuss
the significance, effects and advantages and disadvantages
of the Monetary §Yst¢m.

) After considering various aspects, we can conclule
that the Malaysian currency and rcredit system magnifies the
internal effeet of external disturbance, but in its rather

, .e1ps to bring about a tendency towards restora-
g%gﬁ’gf : #:iggnce of pgynents equilibrium. It is automatic

o cense that no one needs to worry about the balance
ig ;g;nzgzsf9681tion, the eongern being only for official
and private income and 1iquidity position. |

| yﬁllsilcoek opscite Pel25
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~_ The Korean boom demonstrate most dramatically how
this mechanism operated, puring the period ending loel,

2, Yalue of exports of domestic produce rose 324% over the
1949-f1§?"?d“° primarily to the phenomenal rise in the
price of rubber and tin, However the effect on the internal
level ef‘deaand wag modified by a large rise in official
balances, by a 337§ increase in profit payable abroad and by
a large eapital outflow (I.B.i.Ds Report), Nevertheless
after disesmitin: all this, the foreign assets of the
monetary systems i.e. the Gurrency Board and the banks (the
Central Bank was not in existence then) rose 125j7. This
rise provided the basis of expansion of money supply.

Added to all this was the fact that local bank advances rose
in 1980s A8 a result of all these, imports for domestic
use rose 1944. ;

- The following table shows the relationship between
the value of exports and the value of imports, We see that
an inereasge in the value of exports will always lead to an
increase in the value of imports, though with a lag and to
a lesser extent.

TABLE 11

| xuuml EXPORTS OF DOMBESTIC PRODUCR/IMPOATS
~ DOMESTIC CONSUMPTION 1949 - 53 |

| | Malayan exports of |Malayan imports
Domestic produce |for Domestic Cons-
umption
, -

19@ N 5 942 m. $1,191 R
1980 . #2,129 m, 1,449 m,
1980 ~ £3,051 m. $2,312 m.
1988 | #1,973 m, 2,175 m.
4988 | #1,486 m. | #1,864 m,

Melaya, Pe l26‘~

;Boarée§f9aiiéock:Pélitiéal Economy of Independent



., More recently, in the perio. - 3 ‘

t wan similaw. o0 ] iDB the period 1956 %o 1960, th
s o ‘ﬂrégﬁiggsﬁinOIPOrtpraeeeda eadgns
ey 9% 4N AEDOTT . & qecrease in export pr«
b°i?€3g§11°”‘dlﬁthe same direction ay,ispagigfrt procesds

SN EE TR R QABiR 12 |
. MALATAN NET SXPORTS/IMPORTS 1965 - 1960
gumazaa::t“‘“‘gzazgzﬂzzzzzﬁzs§:§===::=:=’:z#= mmmn=s

Malayan net |Malayan net
| Equrts | Imports

; 71988 | $1,374.6 8, | & 956.4 m,
1986 |  f1,4%2.9m | #1,054.8 m,
1987 #1,398,0 m, #1,102.6 m,
1958 | £1,882,9 m. #1,656.1 m.
. 1989 £2,473.1 m, £1,739.3 n.
_;_.ge_g | £2,927.4 n. $2,150,6 m,

source; Federation of Malaya Annual Statisties of
,H; Ext0rna1 Trade (19585 to 1960). R

~ In 19567 and 1988 we notice a drop in export earnings.

However, compared to earlier and later years the fall in
money supply was smaller, suggesting that trade defiecit must
have beem covered by a rise in other net crcdit in the
balance of paymentsj the reduction in the money supply was
in fact limitodtorgank credit, since ocurrency supply
stayed almost constant in 1357 and 1958,

. Baving thus désgribed the monetary system we
shall discuss its disadvantages. There are broadly three
digsadvantages, Firstly, as we have said earlier, it magni-
fies the internal effae%s of external disturbances or
fluetuations, when the aim of a monetary system should be



to moderate these effects, The impact of such fluctuation
rate th ffects, im « ; , n
on °ﬁr~‘°°n°“¥{f°n»PriVlteand-pablie planning, on invest=
ment;aaﬂ;incﬁn,lvaeandgan’efficiiney‘af alléca%ién~of -
g:sgg::0§ haﬂ3hGenfreq“untly discussed and need not concern

- _Seocondly, a large part of our foreign exchange
reserves haa~be¢niisd up, due to the 100% currency sygtem
which we follow, The amount of reserves tied up is equal
to the Malaysian currency issued less that part which is
the fidueiary issue (i.e. #300 million), The currency in
turn broadly depends on national income and on the ratio
between eurrendy holdings and income which the various
sectors of Malayan economy wishes to msintain.

~~ While the holdings of such a large reserve may
be justified on the grounds of international confidence and
to ensure that there is adequate rescrves for the future,

it is unreasonable not to make use of them, even when the
community would profitably invest them in impert-substltuting
and export promoting Malaysian development or when sharp .
adverse movement in export income has been experience and

is in prospect in the years to come.

Thirdly, since under this system a fsll in export
proceeding will mean a greater fall in national income %
monetary demand for goods produced for the home marke
will also fall. This will lead t& under-utilization of
capacity and umemployment of the "Keynsian" variety rather
than eof a structural nature, It is true that underemploy-
ment in the form of redundant labour cannct be completely
eleminated in an economy such as ours by merely creating
more monetary demand but such a step could reduce it. At
various periods of slumps in our history there is clear
evidence showing that a fall in export income acting through
the multiplier effect has led to a loss in output,

‘ Therefore the working of present monetary system
in restoring the bulance of payments equilibrium Jue to
fall in export income can lcad to unempliyment and waste o

productive Qapaﬂity.

T . from the point of view of activeL
monetary aaggzzgﬁgze;ndindepandant status of the COUNTTY
the present system is no longzer appropriate. Aecordiﬁgly,
preparations are made by the Central Bank to assume t1§111-
power to issue currency and take over all the respons

ties of the Currency Board.

u%“'



To ensure that the Central Bank would be able to
manage the monetary sy:stem to the naticnal advantage and
to promote monetary stability and a sound financial structure
in the country, legislatlon was enucted in the latter part
of 1964 to extend the application of the Central Bank
Ordinance 1958, throughout Malaysia. The Central Bank of
Malaysia(imcn&munt and Extension) Act, 1965 bccame efrective
on Janu&ry 21., 1965.

The steps thus taken will no doubt bring about a

more active management by the monetary authorities to avert
the undesirable effects of fluctuation in export{ earnings.
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