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Abstracts

applied cointegration, Granger-causality and Error Correction Mechanism
[ECM] model to test for the Wagner’s Law and Keynesian relation in an effort to
explain the government expenditure growth in Malaysia for the period 1961-1990. We
defined Wagner’s Law following Musgrave [1969], Gupta [1967], Goffman [1968] and
Mann’s [1980] definitions. We modified Musgrave definition by excluding transfer
payments from the total government expenditure to test the significance of transfer
payments. We tested the Keynesian relation by reversing the Gupta’s definition to see
the effect of government expenditure on GNP. Following Diamond’s [1977]
interpretation of Peacock and Wiseman Hypothesis as a theory of structural break, we
employed Perron’s test for structural break to test for Peacock-Wiseman Hypothesis by
considering the May 13, 1969 racial conflict as a form of social upheaval.

Following Nelson and Plosser [1982] and as a pre-requisite to cointegration, Granger-
causality and ECM, we tested the data generating process to determine whether the
time-series used in this study are generated by trend stationary [TS] or differenced
stationary [DS] process. On discovering that the time-series are DS, we proceed by
testing the unit root hypothesis using Dickey and Pantula [1985] procedure.

On Wagner’'s Law, we discovered that a) the variables from Musgrave, modified-
Musgrave and Mann’s definition are NOT cointegrated, b) using differenced variables,
we find no Granger-causality to support Wagner’s Law which is a sharp contrast when
we tested the relationship using the level of the variables and c¢) ECM test confirmed
out finding in (b). We obtained the same result as (b) when we tested the Keynesian
relation. Using Perron's procedure, we cannot trace a structural break in total
government expenditure, GNP and ratio of government expenditure in GNP to verify
the Peacock-Wiseman Hypothesis.
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OH & IPIFBIE ® KIH

THEORISING GOVERNMENT EXPENDITURE
GROWTH IN MALAYSIA: AN OVERVIEW

With all these blessings, what more is necessary
to make us a happy and prosperous people? Still
one thing more, fellow citizens - a wise and
frugal government, which shall restrain men from
injuring one another, which shall leave them
otherwise free to regulate their own pursuits of
industry and improvement, and shall not take
from the mouth of labour the bread it has earned.
This is the sum of good government, and this is
necessary to close the circle of ourfelicities.

Thomas Jefferson
First Inaugural Address
March 4, 1801.

Big Government poses a much serious threat to
the nation than either big labour or big business.

Gallup Poll, 1979,p.252

1.1 INTRODUCTION

Thomas Jefferson’s ‘good government’, as the above quotation shows, is
one which restrains men from injuring others, allows them to freely
regulate their own business and protects individual rights. Two hundred
years on and Jefferson’s good government have expanded far beyond
the functions defined by Jefferson so much so that the present tide is
trying to shake off the bulging image and the protruding waist-line of
government. Yet, some argue that the expansion of government is a
natural course of development. Often we find it difficult to rationalise
and are caught in this perplexity: which gives rise to which, the
government expenditure or the economic development? Is the growth of
government expenditure so alarming as portrayed by the second
quotation above7.

1 So serious is such scepticism that governments all over, backed by IMF and World Bank, are trying to
shake themselves off the conventional responsibility of providing the public goods.



Chapter 1 Introduction 2

On the other hand, the growth of government expenditure
has, for quite some time, received an unprecedented interest both from
economists as well as politicians. Other than unemployment, inflation
and budget deficit, the growth of government has become both an
economic as well as a political issue especially in the developed or
advanced economies. These two groups of profession, though often for
different reasons and interests, have contributed much to its debate.
Undoubtedly, economists are concerned with the long-term effect of the
growth of government expenditure on the economy. In contrast,
politicians, at least are concerned with their short-term political agenda.
It has and will be a highly debated election agenda especially in Western
industrialised countries, in particular the United Kingdom and the

United States. The same interest has not prevailed in Malaysia yet.

Modern Malaysia has transformed from an economy heavily
reliaent on its natural resources and agricultural produce in the sixties
and seventies to a highly diversified economy in the eighties. Within a
very short time span, it leapt the way a tiger cub leaps. It has since
competed not only with the industrialised countries, to a lesser extent
though, but also with the existing ‘tiger clubs’ comprising Hong Kong,
Taiwan, South Korea and SingaporeZ2. Coincidentally, Malaysia and other
cubs including Thailand and Indonesia, with the Philippines seem likely
to join the club in the near future, are all ASEAN [Association of South
East Asian Nations] countries. Probably it is proper instead to name the
former as the dragons [Jin, 1995] and the latter as the tigers for Hong
Kong, Taiwan, South Korea and Singapore are predominantly of Chinese
roots whereby the centre-stage of the Chinese folklore is dragon
whereas tigers are ever-present in the South-East Asian legend. Either
way, cubs or not, their fast rising economy has caught much interest.
First, because of the power shift - economic and politic - that may follow
this development. Second, is the different socio-cultural set-up it has
especially when compared to the industrialised economies. Malaysia, in
particular its Prime Minister, has declared that Malaysia will develop in

its own way. What this really means is subject to various interpretations.

2 IMF’s World Economic Outlook [1997] classification has categorised countries on the following line:
the advanced economies, developing countries and transition countries. Hong Kong, Taiwan, South Korea and
Singapore have since been categorised as advanced economies.

Government Growth In Malaysia
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China, another fast growing economy with a remarkable
growth rate, though may not be as developed as the four tigers, is not
suitable to be grouped in the cubs club not for its vast size but for its
different social, political and most importantly ideological set-up.
Together, these economies - the tigers, the cubs, China and Japan -

form the eastern part of the much discussed Pacific rim.

The achievement of the three new cubs as well as China is
relatively at a later stage compared to the tigers. Malaysian progress in
particular started in the second half of the eighties after recovering from
the effect of the global recession in the period of the 1984-85. The
growth rate in that period was even negative. Remarkably, since 1987,
her annual growth rate was over eight per cent. What, if any, was the
secret formula for this quantum leap? No serious study of Malaysian
emergence can ignore the basic and important fact that government
plays a major and significant role in the process. It was the government,
with its long arms that introduced and drove the economy towards
industrialisation.

The foregoing study is intended to explain the relationship
between the growth of government expenditure and economic
development in the context of Malaysia in the light of various theories

explaining this kind of relationship.

In what follows, we do not differentiate between the growth of
government expenditure and the growth of government. In general
terms, the growth of government might mean the expansion of
government activities, bureaucracy as well as the services provided by
the government. Nonetheless, considering that this kind of expansion is
financed by budgets, therefore, it is safe to equate the expansion in

government expenditure with the growth of government.

In this chapter, we first discuss two factors that shape the
economic policy adopted by Malaysia. This is followed by a brief
overview of the economic development experienced by Malaysia since
independence from the British in 1957 in Section 1.3. In Section 1.4,
we proceed by briefly presenting the government expenditure growth in

Government Growth In Malaysia



Chapter 1 Introduction 4

Malaysia within the period of the study [1961-1990]. In Section 1.5, we
put forward Wagner's Law explanation of the growth of government
expenditure. This is followed in Section 1.6 with two alternative
explanations to the growth of government expenditure. These are the
Keynesian economy precept of the role of government expenditure and
Peacock and Wiseman Displacement Effect Hypothesis. Following this,
in Section 1.7, we present the main objectives of the study. In Section
1.8 we explain some methodological issues related to this study. Finally,
in Section 1.9, we outline the course to be taken in this study prior to

our summary of this chapter.

It is useful to make three brief notes at this juncture. First,
we should note that our explanation of Wagner's Law and Peacock-
Wiseman Hypothesis in this Chapter is very brief compared to our
discussion on the Keynesian explanation. Both Wagner's Law and
Peacock-Wiseman Hypothesis will be discussed at length in our
literature review in Chapter 2. The reasons for this shall be obvious
later. Whereas Wagner's Law and Peacock-Wiseman Hypothesis identify
the reasons why government expenditure grows, Keynesian economics,
on the other hand, treat government expenditure as stimulus to the
growth of the economy. In hypothesis testing, government expenditures
in the Keynesian model is the independent variable. In contrast, in
Wagner's Law and Peacock-Wiseman Hypothesis, government
expenditure is the dependent variable. Following Ram [1986b], Wagner's
Law and Keynesian explanation is model in the following way:

Wagner's Law g = [G_N_P_}
I P
Keynesian explanation G_I;’Pi = [%}

where, GNP = Gross National Product, G = Government Expenditure, P

= Population.

Secondly, the reference to Keynesian economics in this study
is made only with respect to the role of government expenditures on

national income measured by way of GNP.

Government Growth In Malaysia
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Third, it is worth noting at this juncture that the name
Malaysia only emerged in 1963 when Singapore and the two North
Borneo States [Sabah and Sarawak] joined the federation. Prior to the
formation of Malaysia, it was known as the Federation of Malay States,
in short, Malaya. On the other hand, Malay refer to both the race as
well as the language spoken. Nevertheless, Malay as a language is

known this day as Bahasa3 Malaysia.

1.2 MALAYSIA ECONOMY : THE SHAPE OF THINGS

As for Malaysia, two stages of her economic history are worth
consideration in understanding the shape of her economy since merdeka

[independence] in 1957.

The first is undoubtedly the racial conflict on May 13, 1969;
better known as the May 13 incidence. During the British colonial
period4, spanning over 171 years between 1786 until 1957, the Malays
were either groomed to take up bureaucratic work, which included
leadership vis-a-vis. politics or to remain as peasant farmers tending to
their padi® field [Gale, 1981: 17]. To put it another way, the British
policy did not help the Malays to advance their economic position.
Resulting from this unexplainable policy, and in order to get labours to
work in the tin industry and the rubber plantations, the British resorted
to bringing workers from its other colonies. Hence, labourers from
southern India were brought to work in the rubber plantations and from

southern China to work in the tin industry.

Why the Chinese were brought into the tin industries and the
Indian into the rubber-plantation is also unexplainable. Why not the
other way round? The Chinese were unfamiliar with tin mining; likewise
the Indians were not familiar with the rubber plantation although before
rubber was brought to Malaysia it was planted first in Ceylon [the

present day Sri Lanka] on an experimental basis. Nevertheless, the

3 Literally means language.

4 We highlighted the British colonial period because Malaysia, or Malaya for that matter, prior to the
British period, also fell into the hand of the Portugese [from 1511] and the Dutch [from 1641). Nevertheless,
the Portugese and Dutch presence was limited to the state of Malacca only.

] Padi or paddy is normally translated as rice. In Malay, rice is the end-product of processed padi.

Government Growth In Malaysia
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biggest question is why the British refused to involve the Malay
community in the economic activities. Instead, they resorted to bringing
labours from other parts of its colonies; a policy which was unique to
Malaysia only. The policy was the first and only kind in its nature where
the colonial power used its muscle to mobilise the movement of people
from one colonial territory to another colonial territory. Official
government officers were assigned and offices were set-up to assist this
mobilisation®. The Tin industry required large number of workers
compared to the rubber industry. Within a relatively short time span,
the tin communities prospered and expanded. Being in a richer and
productive industry compared to the Indians in the rubber plantations,
the Chinese community expanded and prospered into trade and

businesses which they inherit until today.

The British have managed to get to the core of the Malay
societies i.e. the Malay rulers by becoming the advisers to the Malay
rulers’. They succeeded in introducing a dual-educational policy - the
sekolah rakyat® and the English medium schools?. The former were for
the ordinary Malay children and the latter were funded and reserved for
the children of the elite Malay families who were later given scholarship
to study in Britain. Using their influence on the Malay rulers, they
managed to persuade the rulers and the elite Malay families to send
their children to the English medium school. For what reason then, did
they fail to use the same influence on the ordinary Malays to work in the
tin mining and the rubber plantations? Furthermore, prior to the
presence of the Chinese, tin mining was already being taken up by the
Malay rulers in several places throughout the country. These activities

were undertaken using Malay labourers. This [labour] policy of non-

6 An almost similar example can be seen in the case of Papua New Guinea which saw huge migration
of Indians who today form the majority race in the country. We note the huge migration to Australia and
America but they differ in nature. Except for the convicts sent to Australia, others migrate to the two countries
to begin new lives in those countries. The same applies to Papua New Guines. Unlike the case with Malaysia,
the Chinese labourers, in particular, have no prior intention of settling down permanently in the country. We
discuss this further in Chapter Four. We note also the number of the aborigines in the two countries, Australia
and America, are small compared to their vast geographical territory.
7 Malaysia has thirteen states; eleven in the Peninsula [West] Malaysia. Out of the eleven states in
Peninsula, nine are headed by rulers [sultan]. The other two, together with the two states in the East Malaysia
are headed by a governor. Every five years, the nine rulers will appoint by turn one of them to be the head of
the federation known as the Yang Di pertuan Agung. The Yang Di pertuan Agung will also appoint the governor
for each of the four states without sultans.

Literally means ‘people’s school’. These were schools run and managed by the Malays; the medium of
instruction was Malay.

This type of school was established in every state, at primary and secondary level. The most elite of
them all is the Malay College, Kuala Kangsar, better known by its acronym, MCKK.

Government Growth In Malaysia
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Malay involvement has left a very serious irreversible repercussion
which later shaped the history of post-independence Malaysia. This
theme will be the subject of Chapter Four.

The fact is that Malaysia remains a plural society - a very
diverse plural society. The survival of future Malaysia depends on this
delicate and often complicated racial balance. The history of modern
Malaysia was tainted with the bloody racial clash on May 13, 196910.
From the economic perspective, the incident lead to the introduction of
the New Economic Policy in 1970. The government hoped that the
objectives set by the policy will be met within the period of twenty years,
when the policy expired in 1990.

In an attempt to explain Malaysian rapid development,
Alasdair Bowie [1991] utilised Peter Gourevitch’'s [1986] actor model
approach!!l. For several obvious reasons, Bowie found that the
Gourevitch actor-model has limited application in the context of
Malaysian structural change. This prompted Bowie to conclude that “the
changes in Malaysian economic development strategy .... as products of
the changing nature of a communal settlement that has prevailed in
Malaysia since 1957” [p.9]. It is tantamount to saying that Malaysian
economic development is a result of social vis-a-vis. racial structure of

its society.

It is not the objective of this study to scrutinise nor discuss
Bowie's conclusion. Nevertheless, as we noted earlier in this section,
post-independence Malaysia has seen a serious racial conflict which
later produced the New Economic Policy [NEP]. We will model this racial
conflict in explaining the growth of government in Malaysia to see
whether it has any significant effect on the growth of government

expenditures.

10 Racial tension again erupted to an alarming extent in 1987. The police intervened quickly enough to
revent any unnecessary conflict.

1 Gourevitch’s actor model associates development with the role of five actors or factors. These are [i}
the individual actor representing specific interest groups in the country, [ii] the intermediate actors or
associations as an intermediary between individual actors and policy-makers, [iii] the structural role such as
state institutions or bureaucracy that shape the economic policy, [iv] the ideological factor and finally, [v] the
international factor.

Government Growth In Malaysia
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The second stage was the drive for industrialisation. In 1981,
on the resignation of the then Prime Minister, the late Dato’ Hussein
Onn, his deputy, Dr. Mahathir Mohamed was appointed as Prime
Minister. The reason cited for Dato’ Hussein resignation was ill-health.
Nevertheless, various other unverifiable interpretations have emerged.
Among others is the differences with his then deputy, in government as
well as in party, i.e. UMNO [United Malay National Organisation], which is
a major and dominant partner in the National Front [comprising also,
among others, MCA - Malaysian Chinese Association, and MIC - Malaysian

Indian Congress] which rules Malaysia since independence till this day.

One of the major steps taken by the new government, beside
privatisation and look-east policy, was to introduce and launch the
National Industrialisation Policy. To assist this, a Heavy Industry
Corporation [HICOM], was set-up. Among the first major industrial
activities undertaken at that stage was the establishment of steel
industry, PERWAJA, and the production of Malaysia national car
industry, PROTON [Perusahaan Otomobil Nasional - National Automobile
Industry]. The latter was a joint-venture activity with Mitsubishi of

Japan.

This industrialisation policy has produced a very significant
result. Within the space of ten years Malaysia has strode proudly
together with other new but late industrialising nations. This was further
strengthened with “The Vision 2020” launched in 1990 with the aim of
achieving the status of a developed nation by the year 202012.

1.3 MALAYSIA ECONOMY : A BRIEF OUTLOOK

In the period between 1957 till present, two facets of Malaysian
economy have emerged. Prior to 1982, the Malaysian economy was

highly dependent on agricultural produce and natural resources. She

12 During the period June-July 1997, Malaysia following Thailand and Indonesia currencies faced a
heavy speculative attack which reduced the value of the ringgit, bath and rupiah respectively. Thailand has
since sought the help of IMF in the devaluation of its currency. Following this incident, these economies have
since faced a serious economic problems. We do not model nor discuss these problems in detail for two obvious
reasons. First, it is beyond the time period of this study. Secondly, this new development emerged when this
study was almost completed.
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was, and still is, the main world producer of rubber [and rubber
products], palm oil, kernel and pineapples. Malaysia is also the world’s
main producer of tin. Having said that, it should be acknowledged that
the rubber and tin boom during the early half of this century have
played a very significant role in shaping the post-merdeka Malaysia.
However, beginning from 1982, Malaysia has embarked on
industrialisation policy.

The Malaysian economy is a very open economy, even by the
standard of Third World country [Jomo, 1991]. Export have always
played an important role in the economy. Table 1.1. above gives some
glimpse of the openness of Malaysian economy. In the period under
study, export as a proportion of GNP ranged between 34.7% in 1972 to
its highest stake of 71.2% in 1990. On average, for the period of thirty
years between 1961-1990, exports constituted 48.7% of GNP. On the
other hand, Malaysia is also heavily dependent on imports. During the
same period, imports range between 31.9% of GNP in 1969 to 66.5% in
1990. On average throughout the period, imports was 40.8% of GNP.

Table 1.1
Export, Import, Balance-of-Trade and Balance-of-Payments
1961-1990 [$ Million], at current price.

GNP {at Export Import Balance Balance of As Percentage of GNP

Year  market price} [fob) [fob] of Trade Payments Export Import
1961 6681 3208 2669 +539 +78 48.0 39.9
1962 6916 3232 2892 +340 +20 46.7 41.8
1963 7354 3296 3010 +286 -74 44.8 40.9
1964 7822 3346 3071 +275 -140 42.8 39.3
1965 8593 3752 3226 +526 +137 43.7 37.5
1966 9177 3808 3249 +559 -164 41.5 35.4
1967 9652 3679 - 3202 +477 -256 38.1 33.2
1968 10068 © 4070 3427 +643 -26 40.4 34.0
1969 10973 4986 3505 +1481 +580 T 454 31.9
1970 11617 5020 3953 +1067 +68 43.2 34.0
1971 12501 4884 4198 +686 +203 39.1 33.6
1972 13641 4736 4371 +365 +389 34.7 32.0
1973 17443 7263 5669 +1594 +576 41.6 325
1974 21244 10022 9482 +540 +452 47.2 44.6
1975 21684 9057 8443 +614 +171 41.8 38.9
1976 26988 13330 9608 +3722 +2054 49.4 35.6
1977 31064 14854 11116 +3738 +755 47.8 35.8
1978 36170 16932 13242 +3690 +625 46.8 36.6
1979 43092 24060 17152 +6908 +1789 55.8 39.8
1980 50124 28013 22775 +5238 +1002 55.9 45.4
1981 55602 26900 27143 -243 -1093 48.4 48.8
1982 59690 27946 29704 -1758 -614 46.8 49.8
1983 65154 31762 30760 +1002 -55 48.7 47.2
1984 74182 38452 - 31466 +6986 +312 51.8 42.4
1985 72039 37576 28693 +8883 +3209 52.2 39.8
1986 66814 34970 26592 +8378 +4345 52.3 39.8
1987 74679 44733 30030 +14703 +2893 59.9 40.2
1988 86777 54607 40083 +14524 -1104 63.7 46.7
1989 95560 66818 56219 +10599 +3332 69.9 58.8
1990 109663 78110 72944 +5166 +5365 71.2 66.5
% change 1541.4 2334.9 2633.0 Average [1961-1990] 48.7 40.8
source: Bank Negara Malaysia, Quarterly Bulletin. Various Editions
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Table 1.2
Main Commodity Exports, 1961-1990 [$ million] at current price.

Crude Palm Sawn

Ol O Rubber Sawlogs Manuf. Tin Timber  Other Total Export”®

1961 1072 613 15669  136.6 553.1 513  761.80 32382
[B3F [19] [484]) [42] (171)  [16]  [23.5] [100.0]

1965 867 1073 14618 2633 871.8 954 8962 3782.5
(23] [28] [386] [7.0] (230]  [25) [237] (100.0]

1970 2026 2643 17237 6436 6142 10056 2058 5033 5163.1
[(39) [51] [334] [125] [119] [(195] [40]  [9.7] [100.0]

1975 861.0 13195 20256 6704 20204 12061 4406  687.3 9230.9
[93] [143] [219] [73] [219] [131]  [48] [7.4] [100.0

1980 6709.1 26031 46180 26182 63192 25053 13441 14546 28171.6
[238] [92] [164] [93] [224] [89] [48]  [52] [100.0]

1982 76942 27423 26551 33821 73115 14839 11646 16745 28108.2
[274] [98] [94] [120] [26.0] 53] [l [6.0] [100.0]

1984 87374 45465 36715 28061 124667 11623 11757 40807 38646.9
[226] [11.8] [95] [73] [323] [30] [30) [106] [100.0)

1986 54009 30195 31827 28727 153519 6496 13950 3446.3 35318.6
53] (851 O] 81 (85 (18] [39] [958 (1000

1988 61160 45400 52559 40082 268496 9104 18430 57369 - 55260.0
[111] [82]  [95]  [13] [486] [16] [33] [104] [100.0]

1990 106385 44107 30281 40412 468405 9022 30647 67205 79646.4
[134) [55] [38] [51) [588] [11] [38]  [84] [100.0]

% ann.change 1961-70 89  33.1 10 371 - 82 301 - 59
% ann.change 1971-80 1620 _ 584 216 3038 4.5 17.8 589 - 762
% ann.change 1981-85 51 8.0 -4.5 2.4 191 4.6 03 80
% annual change 1986-90194 92 1.0 81 41.0 7.8 239 251
Source : Table VIL3 and V11.6, Bank Negara Malaysia, Quarterly Bulletin 1973 {figure before 1970] and Table VIL.3 and

nofe:

=5

VIL7 Bank Negara Malaysia, Quarterly Bulletin 1993 [figures after 1970].

Include processed palm oil

Total does not summed up because some item are not included

Figure in parenthesis is the percentage of each sector lo the total export for each year

Table 1.2 above shows the composition of Malaysian exports

for the period 1961-1990. Major commodities include crude petroleum,

palm oil, rubber, timber, tin and sawn timber. Beginning from the mid-

eighties, manufacturing products constitute much of the total exports.

Prior to 1980, rubber and tin constitute much of the total

export of the country. In 1961, for example, jointly rubber and tin were
65.5% of the total export. This fell to 59.6% in 1965 and 52.9% in
1970. By 1975, both petroleum and manufacturing sector showed a

remarkable growth, constituting 9.3% and 21.9% of total export

respectively; a rise from 3.9% and 11.9% in 1970. This means that total
share of rubber and tin, has declined further to 35.0%.

Government Growth In Malaysia
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Figure 1.1
GNP, Export and Import, 1961-1990
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By 1980, petroleum contributed 23.8% to the total export and
manufacturing outputs contributed 22.4%. Since then, manufacturing
sectors have increased tremendously, which consequently reduced the

share of other sectors including petroleum. In 1982, manufacturing
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output was 26.0% of total export; increasing further to 32.3% in 1984,
43.5% in 1986, 48.6% in 1988 and finally 58.8% in 1990.

Government has always played a major and significant role in
the Malaysian economy, at least until 1990s when the government
started to encourage the private sector to play a bigger role in the
economic development. This is evidently true even before the
implementation of the New Economic Policy. To achieve the two prong
objectives of NEP - the eradication of poverty irrespective of race and
the restructuring of society to correct economic imbalances between the
races - undoubtedly required a much more active government

involvement in the economy.

1.4 GOVERNMENT EXPENDITURE GROWTH IN MALAYSIA -
AN OVERVIEW.

Departing far from its traditional role of maintenance of law and order,
in the sense defined by Wagner [1883], the Malaysian government has
been actively involved in various economic activities. In 1961,
government expenditure was a mere 18 per cent of GNP. By 1970 when
the New Economic Policy was launched, government expenditure
reached 24.9 per cent of GNP. This figure rose steadily throughout the
next two decades. In 1981 it peaked at 48.6 per cent of GNP but later
stabilised at a much lower level and in 1990 government expenditure
stood at 33.4 per cent of GNP. This is shown in Table 1.3 below. Figure
1.3 shows the growth rate of GNP and Total Government Expenditure

for the period 1961-1990.
Table13
Percentage of Total Government Expenditure
To GNP 1961-19%.

Year % . Year % Year %

191 1801 1971 2786 1981 4864
1962 2150 1972 3160 1982 4717
1963 2385, 1973 = 2562 1983 4304
194 2412 1974 . 2916 1984 3803
1965 2468 1975 3252 1985 3777
1966 . 2474 1976 3041 1986 40.96
197 2501 1977 . 3417 1987 3338
198 2401 1978 . 3269 . 1988 3153
199 2323 199 3823 1989 3404
1970 248 1980 4222 1990 3344
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Figure 1.3
GNP, Total Government Expenditure and Ratio of Government Expenditure to GNP, 1961-1990
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This brief overview is sufficient enough to show the extent of
government involvement in Malaysia. Both at federal and state levels, the
government has been actively involved in carrying out various economic
activities. Various federal agencies were created under various
ministries to advance government’s business involvement. Aside from
the [public] utilities such as KTM - Keretapi Tanah Melayu [Malayan
Railways], MAS [Malaysian Airline System], LLN - Lembaga Letrik Negara
[National Electrical Board], and Telekom [Telecom] which was a common
avenue for government economic activities, not only in Malaysia but also
elsewhere, the government has also been involved in many other

economic ventures.

All this was done through various government agencies. In the
business sectors, there are agencies like MARA - Majlis Amanah
Rakyat [Council Of Trust For Indigenous People], formerly known as
RIDA [Rural and Industrial Development Authority] which undertake to
develop Malay small scale entrepreneurs and PERNAS [National Trade
Corporation]. In addition to producing Malay entrepreneurs, MARA and
its various subsidiaries are involved also in various other economic
activities. In promoting the petroleum sector, the government is involved
through PETRONAS [Petroleum National] and its subsidiary PETRONAS-

Qovemment Qroioth In Malaysia



Chapter 1 Introduction 14

Carigalil3 in oil exploration. At the height of the privatisation ‘disease’ in
the eighties, the four utilities mentioned earlier have since been
privatised - and assumed other names. Despite releasing financial
constraints on the government, the government itself undertook new
ventures. This time, the scope has been extended into the industrial
activities which come as a result of the Heavy Industrial Policy with the
setting up of HICOM [Heavy Industrial Corporation]. These latter
ventures include PERWAJA in steel processing, PROTON - Perusahaan
Otomobil Nasional [National Automobile Industry] in car manufacturing,
ship building through Malaysian Shipyard and Engineering [in addition to
MISC - Malaysian International Shipping Corporation - a national flag

carrier in shipping industry, another government-owned enterprise].

All the [economic] activities mentioned earlier are in addition to
the various agricultural [and land] based government development
schemes. The list includes FELDA [Federal Land Development Authority],
FELCRA [Federal Land Consolidation and Rehabilitation Authority], FAMA
[Federal Marketing Authority], MARDI [Malaysian Agricultural Research
and Development Institute], the various land development schemes at
the state levels in which the federal government involves, and in fact

governs by the federal legislatures!4.

All these show the extent and the scope of government
economic involvement in the economy. As usual, government economic
involvement in the economy is carried out by way of public enterprises.
Table 1.4 below shows the growth of the Public Sector Enterprises from
1960 until 1992. It grew from 22 enterprises in 1960 to a staggering
1149 in 1992. Major concentrations of these enterprises were in the
Manufacturing and Services sector which have prevailed since 1970.
Other than the Manufacturing and Services sector, the other main
concentration of Public Sector Enterprises were in Agriculture, Building

and Construction and the Financial Sector.

13 The word Carigali literally means “search and dig’.

14 The list include KESEDAR [South Kelantan Development Authority], KETENGAH [Central
Trengganu Development Authority], KEJORA [South-East Johor Development Authority], JENGKA-Triangle
in Pahang and others.
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Table 1.4

The Growth Of Public Sector Enterprises 1960-1992.
Industry 1960 1965 1970