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EXHIBIT 2 

Area and population 

 Total Malaysia Peninsula Sarawak Sabah 

Area in thousand square miles 127 50 48 29 

Population in millions:     

  1980 13.7 11.4 1.3 1.0 

  1990 18.0 14.7 1.7 1.5  

Population density (people per square mile), 1990 142 294 36 49 

Population growth rate per year, 1980–1990 2.8% 2.6% 2.5% 3.9% 

 

Note: Numbers may not add to totals because of rounding. 

Sources: The Economist Intelligence Unit, “Malaysia, Brunei Country Profile” (September 1991); Government of Malaysia, 
“Sixth Malaysia Plan 1991–1995” (Kuala Lumpur, 1991). 
 

 

In addition to this commodity diversification, Malaysia encouraged its natural resource industries 
to integrate downstream to escape exposure to commodity price fluctuations. Through tax holidays, other 
tax incentives, and restrictions on the exports of raw materials, the government encouraged the domestic 
manufacture of lumber, plywood, wooden moldings, furniture, tires, latex gloves, and similar products to 
replace the exportation of raw timber and natural rubber. In the late 1980s, however, over half of 
Malaysia’s forest products were still exported in the form of logs, and most of the rubber was exported in 
raw form rather than in finished products.6 

 
Malaysian officials were critical of alternative models of economic development, including not 

only import substitution but also the model, which they attributed to the World Bank and the International 
Monetary Fund, that pushed raw material commodity exports as a way of earning foreign currency with 
which to buy consumer and capital goods from industrialized nations. In Prime Minister Mahathir’s view, 
such a program would lead to overproduction of agricultural and resource commodities and a fall in 
developing nations’ terms of trade. “We are today looking at the ruins of this model in many parts of the 
world, especially in Africa,” he said.7  

 
Instead, the Malaysian government planned for continuously increasing exports of manufactured 

goods, while natural resource commodities gradually declined in relative importance. The government’s 
plans called for a fourfold increase in manufactured exports during the 1990s; during the same period, 
revenues from export of fuels and tin were expected to fall slightly, and revenues from the export of logs 
and lumber were projected to drop by 50%.8 (Exhibits 3 through 7 show economic data for Malaysia 
during the 1980s, including national income, balance of payments, composition of exports, and income 
distribution; Exhibit 8 shows comparative economic data for Malaysia and other nations.)  

 
Malaysia’s ambitious agenda included the promotion of Proton Saga automobiles, the first of 

which were produced in 1985. A joint venture between Mitsubishi Motors and a Malaysian government-
owned company designed and made the vehicles, which accounted for the majority of cars sold in 
Malaysia. Mitsubishi provided much of the engineering and management expertise; it took over 
management of the Proton plant in 1988, and in the following year Proton recorded its first profit. Pride in 
the joint venture’s technological accomplishments and optimism about the car’s market prospects abroad 
were tempered by doubts about whether automobile manufacture was an appropriate endeavor for 
Malaysia. These doubts were fueled, in part, by the continued presence of high tariffs on automobile 
imports. Malaysia, like many other Asian nations, protected a wide range of manufacturing industries as 
part of its economic development strategy.9 

 
Malaysia belonged to the Association of Southeast Asian Nations (ASEAN), whose other 

members were Brunei, Indonesia, the Philippines, Singapore, and Thailand. ASEAN was established in 
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petroleum and natural gas became important export earners as well. By 1980, fuels accounted for one-
fourth of export earnings, and contributions from Petronas, the government-owned oil company, accounted 
for a similar fraction of total federal government revenue.2  
 

EXHIBIT 1 

Southeast Asia 

 
 

 
Like many other developing nations, Malaysia pursued a strategy of import substitution during the 

late 1950s and 1960s, in part at the urging of the World Bank.3 Starting in the late 1960s, the government 
shifted its focus to the promotion of exports, although the restrictions on imports and the incentives for 
firms to invest for production to serve the domestic market did not entirely disappear. The Malaysian 
government used a variety of policy instruments to encourage export-oriented growth. These included the 
establishment of a dozen free trade zones, to which components and raw materials could be imported duty-
free; tax holidays and other investment incentives; and lenient technology-sharing requirements.  

 
Low wages and the relatively widespread use of English complemented these policy initiatives in 

creating an attractive environment for foreign direct investment. Intel, National Semiconductor, and other 
high-technology firms built assembly plants in West Malaysia during the 1970s and 1980s, and Malaysia’s 
semiconductor industry grew by 20% a year between 1975 and 1985.4 

 
At the same time, Malaysia sought to diversify its natural resource portfolio further. Timber 

production and exports increased steadily during the 1960s and 1970s.5 Malaysians also planted vast 
quantities of oil palm, a tree whose seeds are crushed to produce edible oil; by the late 1980s, palm oil was 
producing more export revenues than rubber. Both rubber and oil palm trees were grown on plantations 
after the original forest was cleared away.  
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EXHIBIT 4 

Balance of payments (figures in billions of US$) 

 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990  

Merchandise exports  $12.9  $11.7  $12.0  $13.7  $16.4  $15.1  $13.5  $17.8  $20.9  $24.8  $29.0  

Merchandise imports –10.5 –11.8 –12.7 –13.3 –13.4 –11.6 –10.3 –11.9 –15.3 –20.9 –26.5  

  Trade balance   2.4  –0.1  –0.8   0.4   3.0   3.6   3.2   5.8   5.5   3.9   2.5  

Other goods, services, 
and incomea  

 –2.7  –2.3  –2.8  –3.9  –4.6  –4.2  –3.4  –3.3  –3.9  –4.2  –3.8 

Unrequited transfers   0.0   0.0   0.0   0.0   0.0   0.0   0.0   0.1   0.2   0.1   0.1  

  Current balance  –0.3  –2.4  –3.6  –3.5  –1.7  –0.6  –0.1   2.6   1.8  –0.2  –1.2  

Direct investment   0.9   1.3   1.4   1.3   0.8   0.7   0.5   0.4   0.7   1.8   3.1  

Portfolio investment   0.0   1.1   1.8   1.4   1.0   0.3   0.6  –0.9  –1.0  –0.2     b 

Other long-term capital   0.1   0.2   0.4   1.3   1.0   0.7   0.2   0.0  –1.0  –0.8  –0.9  

Other short-term capital   0.4   0.0   0.1  –0.1  –0.1   0.4   0.0  –1.0  –1.1   0.3   0.4  

Errors and omissions  –0.7  –0.6  –0.4  –0.4  –0.9  –0.1   0.5   0.1   0.1   0.2   0.2  

Overall balance   0.5  –0.5  –0.3   0.0   0.1   1.3   1.7   1.1  –0.4   1.2   1.6  

 
aOf the totals shown, net investment income was –0.6 billion in 1980, –2.2 billion in 1984 and in 1985, and –1.8 billion in 
1990  
(Source: IMF Balance of Payments Statistics, various years). 
 
bPortfolio investment for 1990 is included in other long-term capital. 
 
Source: Asian Development Bank. 
 

 
 
 

EXHIBIT 5 

Composition of exports 

As a Fraction of Total  1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Rubber 16% 14% 9% 11% 10% 8% 9% 9% 10% 6% 4% 

Tin 9 8 5 5 3 4 2 2 2 2 1 

Logs and timber 14 13 16 13 10 10 11 13 11 11 9 

Palm oil 9 10 10 9 12 10 9 7 8 7 6 

Petroleum 24 26 27 24 23 23 15 14 11 12 13 

All othera 28 29 32 38 43 45 54 55 59 63 67 

 
a“All other” consists primarily of manufactured goods. It also includes small quantities of food and beverage products. 
 
Source: Asian Development Bank. 
 

 

EXHIBIT 6 

Economic indicators and government finance 

 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Unemployment rate   5.6%   4.7%   4.6%   5.2%   5.8%   6.9%   8.3%   8.2%   8.1%   7.1%   6.3% 

Exchange rate (M$/US$)   2.22   2.24   2.32   2.34   2.43   2.43   2.60   2.49   2.72   2.70   2.70  

Change in Consumer 
Price Index 

  6.8%   9.7%   5.7%   3.7%   3.6%   0.4%   0.6%   0.8%   2.5%   2.8%   3.1%  

Change in M1  15.0%  12.8%  13.3%   7.7%  –0.6%   1.7%   2.8%  13.0%  14.6%  17.6%  14.0% 

Federal government finance (in billions of M$): 
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1967 as a consultative forum for foreign and security affairs, but turned its attention to economic 
cooperation after the end of the Vietnam War. For example, as of the early 1990s, Malaysia and its 
neighbors were beginning to discuss the creation of an ASEAN free trade area, within which trade would 
be subject to very low tariffs and minimal other restrictions. Some observers thought, however, that an 
ASEAN free trade area would be unhelpful and possibly counterproductive. “ASEAN countries have 
stronger economic ties with the rest of the Pacific [e.g., with the US and Japan] than among themselves. . . . 
ASEAN economies by and large are competitive and not complementary. Under these circumstances, any 
attempt to increase intra-regional trade through discriminatory tariff reductions would probably result in 
substantial trade diversion, shifting the sources of imports from low-cost third countries to high-cost 
partners.”10 (In 1988, US$5.1 billion of Malaysian merchandise exports went to ASEAN, but $4.1 billion 
of this total went to Singapore. The same year, Malaysia sent merchandise exports worth $4.2 billion to 
Japan, and $3.7 billion to the United States.11) 
 

EXHIBIT 3 

Gross Domestic Product (figures in billions of 1978 Malaysian ringgits) 

 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

GDP 44.5 47.6 50.4 53.6 57.7 57.1 57.8 60.9 66.3 72.1 78.9  

Private 
consumption 

24.4 25.7 26.5 27.4 29.1 29.2 26.3 26.9 31.2 35.6 39.4  

Government 
consumption 

 7.8  8.8  9.6 10.0  9.5  9.4  9.5  9.7 10.1 10.9 11.6  

Investment 13.9 16.5 17.8 19.2 19.8 17.9 14.6 14.0 16.1 21.2 25.4  

Inventory changes  –0.3 –0.5  0.5  0.4  1.0 –1.3 –0.2  0.1  1.2 –0.1 –0.5 

Exports 22.6 22.4 24.8 27.9 31.7 31.9 35.6 40.8 45.6 53.9 62.2  

Imports 23.9 25.3 28.7 31.3 33.3 30.1 28.1 30.5 38.0 49.4 59.2 

Fractions of GDP:            

Private 
consumption 

55% 54% 53% 51% 50% 51% 46% 44% 47% 49% 50%  

Government 
consumption 

17 18 19 19 16 16 17 16 15 15 15  

Investment 31 35 35 36 34 31 25 23 24 29 32  

Inventory changes  –1 –1  1  1  2 –2  0  0  2  0 –1 

Exports 51 47 49 52 55 56 62 67 69 75 79  

Imports 54 53 57 58 58 53 49 50 57 69 75  

Agriculture, 
forestry, fisheries 

23%     21%     19%  

Mining and 
quarrying 

10     11     10  

Manufacturing 20     20     27  

Construction  5      5      4  

Electricity, gas, and 
water 

 1      2      2  

Services 41     43     39 

 
Note: Numbers may not add to totals because of rounding. 
 
Sources: Asian Development Bank, “Key indicators of Developing Asian and Pacific Countries,” Volume XXII (1991); The 
Economist Intelligence Unit, “Malaysia, Brunei Country Profile” (1991). 
 

Social Conditions 

Malaysian leaders saw rapid economic growth as a precondition for political stability. Many 
Malaysians and foreign observers regarded ethnic and religious tension as the central problem for 
Malaysian politicians and, indeed, the central fact of Malaysian life. For example, The Economist wrote in 
1987 that “Malaysia remains an uneasy racial mix, in which the tensions have perhaps been kept in check 
only because there has been high employment and more money in the pay packet each year.”12  
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EXHIBIT 4 

Balance of payments (figures in billions of US$) 

 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990  

Merchandise exports  $12.9  $11.7  $12.0  $13.7  $16.4  $15.1  $13.5  $17.8  $20.9  $24.8  $29.0  

Merchandise imports –10.5 –11.8 –12.7 –13.3 –13.4 –11.6 –10.3 –11.9 –15.3 –20.9 –26.5  

  Trade balance   2.4  –0.1  –0.8   0.4   3.0   3.6   3.2   5.8   5.5   3.9   2.5  

Other goods, services, 
and incomea  

 –2.7  –2.3  –2.8  –3.9  –4.6  –4.2  –3.4  –3.3  –3.9  –4.2  –3.8 

Unrequited transfers   0.0   0.0   0.0   0.0   0.0   0.0   0.0   0.1   0.2   0.1   0.1  

  Current balance  –0.3  –2.4  –3.6  –3.5  –1.7  –0.6  –0.1   2.6   1.8  –0.2  –1.2  

Direct investment   0.9   1.3   1.4   1.3   0.8   0.7   0.5   0.4   0.7   1.8   3.1  

Portfolio investment   0.0   1.1   1.8   1.4   1.0   0.3   0.6  –0.9  –1.0  –0.2     b 

Other long-term capital   0.1   0.2   0.4   1.3   1.0   0.7   0.2   0.0  –1.0  –0.8  –0.9  

Other short-term capital   0.4   0.0   0.1  –0.1  –0.1   0.4   0.0  –1.0  –1.1   0.3   0.4  

Errors and omissions  –0.7  –0.6  –0.4  –0.4  –0.9  –0.1   0.5   0.1   0.1   0.2   0.2  

Overall balance   0.5  –0.5  –0.3   0.0   0.1   1.3   1.7   1.1  –0.4   1.2   1.6  

 
aOf the totals shown, net investment income was –0.6 billion in 1980, –2.2 billion in 1984 and in 1985, and –1.8 billion in 
1990  
(Source: IMF Balance of Payments Statistics, various years). 
 
bPortfolio investment for 1990 is included in other long-term capital. 
 
Source: Asian Development Bank. 
 

 
 
 

EXHIBIT 5 

Composition of exports 

As a Fraction of Total  1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Rubber 16% 14% 9% 11% 10% 8% 9% 9% 10% 6% 4% 

Tin 9 8 5 5 3 4 2 2 2 2 1 

Logs and timber 14 13 16 13 10 10 11 13 11 11 9 

Palm oil 9 10 10 9 12 10 9 7 8 7 6 

Petroleum 24 26 27 24 23 23 15 14 11 12 13 

All othera 28 29 32 38 43 45 54 55 59 63 67 

 
a“All other” consists primarily of manufactured goods. It also includes small quantities of food and beverage products. 
 
Source: Asian Development Bank. 
 

 

EXHIBIT 6 

Economic indicators and government finance 

 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Unemployment rate   5.6%   4.7%   4.6%   5.2%   5.8%   6.9%   8.3%   8.2%   8.1%   7.1%   6.3% 

Exchange rate (M$/US$)   2.22   2.24   2.32   2.34   2.43   2.43   2.60   2.49   2.72   2.70   2.70  

Change in Consumer 
Price Index 

  6.8%   9.7%   5.7%   3.7%   3.6%   0.4%   0.6%   0.8%   2.5%   2.8%   3.1%  

Change in M1  15.0%  12.8%  13.3%   7.7%  –0.6%   1.7%   2.8%  13.0%  14.6%  17.6%  14.0% 

Federal government finance (in billions of M$): 
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1967 as a consultative forum for foreign and security affairs, but turned its attention to economic 
cooperation after the end of the Vietnam War. For example, as of the early 1990s, Malaysia and its 
neighbors were beginning to discuss the creation of an ASEAN free trade area, within which trade would 
be subject to very low tariffs and minimal other restrictions. Some observers thought, however, that an 
ASEAN free trade area would be unhelpful and possibly counterproductive. “ASEAN countries have 
stronger economic ties with the rest of the Pacific [e.g., with the US and Japan] than among themselves. . . . 
ASEAN economies by and large are competitive and not complementary. Under these circumstances, any 
attempt to increase intra-regional trade through discriminatory tariff reductions would probably result in 
substantial trade diversion, shifting the sources of imports from low-cost third countries to high-cost 
partners.”10 (In 1988, US$5.1 billion of Malaysian merchandise exports went to ASEAN, but $4.1 billion 
of this total went to Singapore. The same year, Malaysia sent merchandise exports worth $4.2 billion to 
Japan, and $3.7 billion to the United States.11) 
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Gross Domestic Product (figures in billions of 1978 Malaysian ringgits) 
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GDP 44.5 47.6 50.4 53.6 57.7 57.1 57.8 60.9 66.3 72.1 78.9  
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24.4 25.7 26.5 27.4 29.1 29.2 26.3 26.9 31.2 35.6 39.4  

Government 
consumption 

 7.8  8.8  9.6 10.0  9.5  9.4  9.5  9.7 10.1 10.9 11.6  

Investment 13.9 16.5 17.8 19.2 19.8 17.9 14.6 14.0 16.1 21.2 25.4  

Inventory changes  –0.3 –0.5  0.5  0.4  1.0 –1.3 –0.2  0.1  1.2 –0.1 –0.5 

Exports 22.6 22.4 24.8 27.9 31.7 31.9 35.6 40.8 45.6 53.9 62.2  

Imports 23.9 25.3 28.7 31.3 33.3 30.1 28.1 30.5 38.0 49.4 59.2 

Fractions of GDP:            

Private 
consumption 

55% 54% 53% 51% 50% 51% 46% 44% 47% 49% 50%  

Government 
consumption 
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Note: Numbers may not add to totals because of rounding. 
 
Sources: Asian Development Bank, “Key indicators of Developing Asian and Pacific Countries,” Volume XXII (1991); The 
Economist Intelligence Unit, “Malaysia, Brunei Country Profile” (1991). 
 

Social Conditions 

Malaysian leaders saw rapid economic growth as a precondition for political stability. Many 
Malaysians and foreign observers regarded ethnic and religious tension as the central problem for 
Malaysian politicians and, indeed, the central fact of Malaysian life. For example, The Economist wrote in 
1987 that “Malaysia remains an uneasy racial mix, in which the tensions have perhaps been kept in check 
only because there has been high employment and more money in the pay packet each year.”12  
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  Revenue  $13.9  $15.8  $16.7  $18.6  $20.8  $21.1  $19.5  $18.1  $22.0  $25.3  $27.2  

  Current expenditure  13.7  15.7  16.7  18.4  19.8  20.1  20.1  20.2  21.8  24.8  26.0  

  Current surplus   0.2   0.1   0.0   0.2   1.0   1.0  –0.6  –2.0   0.2   0.4   1.2  

  Capital expenditure   7.3  11.1  11.2   9.4   8.1   6.8   7.0   4.1   4.0   5.7   8.0  

  Overall surplus  –7.1 –11.0 –11.2  –9.2  –7.1  –5.7  –7.5  –6.2  –3.9  –5.3  –6.8  

  Net domestic borrowing   2.3   4.1   6.0   4.5   3.2   3.6   5.0   8.7   7.9   2.5   3.8  

  Net foreign borrowing   0.3   3.4   4.9   4.6   3.1   1.0   1.3  –2.4  –3.1  –1.0  –0.8  

  Othera   4.5   3.5   0.2   0.1   0.8   1.2   1.2  –0.1  –0.9   3.8   3.8  

Gross domestic product  53.3  57.6  62.6  70.4  79.6  77.5   71.6  79.6  90.6 101.5 115.0  

Government financial flows as fraction of GDP  
       

  Current surplus   0.4%   0.2%   0.0%   0.3%   1.3%   1.4%  –0.8%  –2.6%   0.2%   0.4%   1.1%  

  Overall surplus –13.3 –19.1 –17.8 –13.0  –8.9  –7.4 –10.5  –7.7  –4.3  –5.2  –5.9  

  Net foreign borrowing   0.6   5.9   7.8   6.5   3.9   1.2   1.9  –3.1  –3.4  –1.0  –0.7  

 
aIncludes special receipts, use of cash balances, and asset sales. 
 
Source: Asian Development Bank. 
 

 
 
 

EXHIBIT 7 

Average monthly household income by area and ethnic group, 1976 and 1990 (figures in 
1990 Malaysian ringgits) 

  
1976 
Value 

1976 Percent of 
National Average 

1990 
Value 

1990 Percent of 
National Average 

CAGR 
1976–1990 

All Malaysia Overall 850 100% 1,167 100% 2.3%  

 Bumiputra 571 67 829 71 2.7  

 Chinese 1,340 158 1,631 140 1.4  

 Indians 904 106 1,201 103 2.0  

 Other 1,677 197 3,292 282 4.9 

Sarawak Overall 719 85 1,208 104 3.8  

 Bumiputra 485 57 932 80 4.8  

 Chinese 1,192 140 1,754 150 2.8  

 Other 4,905 577 4,235 363 –1.0 

Sabah Overall 864 102 1,148 98 2.1  

 Bumiputra 579 68 895 77 3.2  

 Chinese 2,005 236 2,242 192 0.8  

 Other 2,382 280 2,262 194 –0.4 

 
Sources: Government of Malaysia, “The Second Outline Perspective Plan, 1991–2000” (1991); World Bank, “World  
 

 

The Malays, along with members of the numerous indigenous ethnic groups of northern Borneo, 
were classified by the government as Bumiputras, literally “sons of the soil.” Together, these groups made 
up just over half of the Malaysian population in 1990. The Chinese accounted for about a third of the 
Malaysian population, and Indians for most of the rest. 

 
The Chinese in Malaysia formed the nucleus of the modern business community under British rule 

and continued to dominate Malaysian economic activity after independence.13 “Malays continued to lag 
behind in everything from education to commercial enterprises, and their resentment finally erupted into 
riots in 1969, when the Chinese opposition parties more than doubled their parliamentary seats, threatening 
Malay political primacy.”14 Hundreds died during the rioting.  
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EXHIBIT 8 

Comparative economic and social indicators 

 Malaysia 
South 
Korea Taiwan Indonesia Thailand Philippines Japan 

United 
States 

Area (in square miles) 128,400 38,031 12,456 782,659 198,772 116,000 143,750 3,618,769  

Population (millions, 1990) 17.5 43.0 20.5 190.1 55.1 66.1 123.6 250.4  

Population density (persons 
per square mile) 

136 1,132 1,650 243 277 570 860 69  

Gross national product (in billions of US$):      

  1980 $22.8 $83.3 $65.1 $54.4 $47.4 $37.0 $2,080.0 $3,865.0 

  1988 32.3 168.9 119.4 76.2 58.0 40.4 2,856.0 4,881.0  

Per capita GNP (in 1988 US$):      

  1980 $1,659 $2,184 $3,659 $351 $1,012 $727 $17,810 $16,970 

  1988 1,972 3,950 5,968 414 1,063 639 23,290 19,840 

Compound annual growth rates, 1980-1988:       

  GNP 4.5% 9.2% 7.9% 4.3% 2.6% 1.1% 4.0% 3.0% 

  Per capita GNP 2.2% 7.7% 6.3% 2.1% 0.6% –1.6% 3.4% 2.0%  

Life expectancy at birth, 1990 67.8 69.6 74.1 60.3 66.8 65.9 79.3 75.6  

Telephones per 100 people 
(mid-1980s) 

9.1 25.5 35.9 0.5 1.9 1.5 55.5 76.0 

Military expenditures (1988):          

  In US$ millions $908 $7,202 $6,156 $1,400 $1,718 $680  $28,870 $307,700 

  As percent of GNP 2.8% 4.3% 5.2% 1.8% 3.1% 1.7% 1.0% 6.3%  

 
Source: Statistical Abstract of the United States. 

 

 

 
In response, the government instituted its New Economic Policy (NEP), described by the 

government as “an exercise in social engineering designed to reduce the socio-economic imbalances among 
ethnic groups and across regions.”15 The NEP included ethnic quotas “in education, employment, and 
ownership, as well as a variety of subsidies, licenses, and credit schemes.”16 The plan called for Malays to 
increase their share of corporate equity ownership from 1.5% in 1971 to 30% by 1990. “New universities 
and technical institutions for Malay students were established, and Malay became the official language of 
university instruction. The Chinese were denied the right to have their own Chinese university. Quotas 
were established for university admissions, and in the higher civil and diplomatic services a 4 to 1 ratio of 
Malays to non-Malays was required.”17 

 
Under the NEP, the disparities among incomes of various ethnic groups had shrunk; the average 

income of richer Chinese households rose, but that of Bumiputra households rose faster. (See Exhibit 7.) 
The NEP did not eradicate income differentials among ethnic groups, and also failed to meet some of its 
numerical targets, like the 30% equity ownership figure. Still, in 1991 the government declared the NEP an 
overall success: “Malaysia is . . . one of the very few countries which has, in a span of 20 years, succeeded 
remarkably well not only in achieving growth but also in addressing more effectively the problems of 
poverty and economic imbalances.” The government concluded the NEP and instituted the National 
Development Policy (NDP), which included many of the same objectives but did not contain explicit 
numerical targets.18  

 
Under these plans, Chinese-managed companies needed Malay partners to satisfy the corporate 

ownership requirements. These and related regulations arguably led to new forms of rent-seeking and 
inefficiency. One Malay entrepreneur said, “My partners are all Chinese; they put up the capital and I 
demand 51% share. I make sure my investors are with the right faction in politics. I go see government 
officials, politicians to make sure we get all the licenses and approvals we need. They get to do what they 
want to do, and I make a lot of money.”19  
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EXHIBIT 4 

Balance of payments (figures in billions of US$) 

 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990  

Merchandise exports  $12.9  $11.7  $12.0  $13.7  $16.4  $15.1  $13.5  $17.8  $20.9  $24.8  $29.0  

Merchandise imports –10.5 –11.8 –12.7 –13.3 –13.4 –11.6 –10.3 –11.9 –15.3 –20.9 –26.5  

  Trade balance   2.4  –0.1  –0.8   0.4   3.0   3.6   3.2   5.8   5.5   3.9   2.5  

Other goods, services, 
and incomea  

 –2.7  –2.3  –2.8  –3.9  –4.6  –4.2  –3.4  –3.3  –3.9  –4.2  –3.8 

Unrequited transfers   0.0   0.0   0.0   0.0   0.0   0.0   0.0   0.1   0.2   0.1   0.1  

  Current balance  –0.3  –2.4  –3.6  –3.5  –1.7  –0.6  –0.1   2.6   1.8  –0.2  –1.2  

Direct investment   0.9   1.3   1.4   1.3   0.8   0.7   0.5   0.4   0.7   1.8   3.1  

Portfolio investment   0.0   1.1   1.8   1.4   1.0   0.3   0.6  –0.9  –1.0  –0.2     b 

Other long-term capital   0.1   0.2   0.4   1.3   1.0   0.7   0.2   0.0  –1.0  –0.8  –0.9  

Other short-term capital   0.4   0.0   0.1  –0.1  –0.1   0.4   0.0  –1.0  –1.1   0.3   0.4  

Errors and omissions  –0.7  –0.6  –0.4  –0.4  –0.9  –0.1   0.5   0.1   0.1   0.2   0.2  

Overall balance   0.5  –0.5  –0.3   0.0   0.1   1.3   1.7   1.1  –0.4   1.2   1.6  

 
aOf the totals shown, net investment income was –0.6 billion in 1980, –2.2 billion in 1984 and in 1985, and –1.8 billion in 
1990  
(Source: IMF Balance of Payments Statistics, various years). 
 
bPortfolio investment for 1990 is included in other long-term capital. 
 
Source: Asian Development Bank. 
 

 
 
 

EXHIBIT 5 

Composition of exports 

As a Fraction of Total  1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Rubber 16% 14% 9% 11% 10% 8% 9% 9% 10% 6% 4% 

Tin 9 8 5 5 3 4 2 2 2 2 1 

Logs and timber 14 13 16 13 10 10 11 13 11 11 9 

Palm oil 9 10 10 9 12 10 9 7 8 7 6 

Petroleum 24 26 27 24 23 23 15 14 11 12 13 

All othera 28 29 32 38 43 45 54 55 59 63 67 

 
a“All other” consists primarily of manufactured goods. It also includes small quantities of food and beverage products. 
 
Source: Asian Development Bank. 
 

 

EXHIBIT 6 

Economic indicators and government finance 

 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Unemployment rate   5.6%   4.7%   4.6%   5.2%   5.8%   6.9%   8.3%   8.2%   8.1%   7.1%   6.3% 

Exchange rate (M$/US$)   2.22   2.24   2.32   2.34   2.43   2.43   2.60   2.49   2.72   2.70   2.70  

Change in Consumer 
Price Index 

  6.8%   9.7%   5.7%   3.7%   3.6%   0.4%   0.6%   0.8%   2.5%   2.8%   3.1%  

Change in M1  15.0%  12.8%  13.3%   7.7%  –0.6%   1.7%   2.8%  13.0%  14.6%  17.6%  14.0% 

Federal government finance (in billions of M$): 
       



CASE STUDY 

  Revenue  $13.9  $15.8  $16.7  $18.6  $20.8  $21.1  $19.5  $18.1  $22.0  $25.3  $27.2  

  Current expenditure  13.7  15.7  16.7  18.4  19.8  20.1  20.1  20.2  21.8  24.8  26.0  

  Current surplus   0.2   0.1   0.0   0.2   1.0   1.0  –0.6  –2.0   0.2   0.4   1.2  

  Capital expenditure   7.3  11.1  11.2   9.4   8.1   6.8   7.0   4.1   4.0   5.7   8.0  

  Overall surplus  –7.1 –11.0 –11.2  –9.2  –7.1  –5.7  –7.5  –6.2  –3.9  –5.3  –6.8  

  Net domestic borrowing   2.3   4.1   6.0   4.5   3.2   3.6   5.0   8.7   7.9   2.5   3.8  

  Net foreign borrowing   0.3   3.4   4.9   4.6   3.1   1.0   1.3  –2.4  –3.1  –1.0  –0.8  

  Othera   4.5   3.5   0.2   0.1   0.8   1.2   1.2  –0.1  –0.9   3.8   3.8  

Gross domestic product  53.3  57.6  62.6  70.4  79.6  77.5   71.6  79.6  90.6 101.5 115.0  

Government financial flows as fraction of GDP  
       

  Current surplus   0.4%   0.2%   0.0%   0.3%   1.3%   1.4%  –0.8%  –2.6%   0.2%   0.4%   1.1%  

  Overall surplus –13.3 –19.1 –17.8 –13.0  –8.9  –7.4 –10.5  –7.7  –4.3  –5.2  –5.9  

  Net foreign borrowing   0.6   5.9   7.8   6.5   3.9   1.2   1.9  –3.1  –3.4  –1.0  –0.7  

 
aIncludes special receipts, use of cash balances, and asset sales. 
 
Source: Asian Development Bank. 
 

 
 
 

EXHIBIT 7 

Average monthly household income by area and ethnic group, 1976 and 1990 (figures in 
1990 Malaysian ringgits) 

  
1976 
Value 

1976 Percent of 
National Average 

1990 
Value 

1990 Percent of 
National Average 

CAGR 
1976–1990 

All Malaysia Overall 850 100% 1,167 100% 2.3%  

 Bumiputra 571 67 829 71 2.7  

 Chinese 1,340 158 1,631 140 1.4  

 Indians 904 106 1,201 103 2.0  

 Other 1,677 197 3,292 282 4.9 

Sarawak Overall 719 85 1,208 104 3.8  

 Bumiputra 485 57 932 80 4.8  

 Chinese 1,192 140 1,754 150 2.8  

 Other 4,905 577 4,235 363 –1.0 

Sabah Overall 864 102 1,148 98 2.1  

 Bumiputra 579 68 895 77 3.2  

 Chinese 2,005 236 2,242 192 0.8  

 Other 2,382 280 2,262 194 –0.4 

 
Sources: Government of Malaysia, “The Second Outline Perspective Plan, 1991–2000” (1991); World Bank, “World  
 

 

The Malays, along with members of the numerous indigenous ethnic groups of northern Borneo, 
were classified by the government as Bumiputras, literally “sons of the soil.” Together, these groups made 
up just over half of the Malaysian population in 1990. The Chinese accounted for about a third of the 
Malaysian population, and Indians for most of the rest. 

 
The Chinese in Malaysia formed the nucleus of the modern business community under British rule 

and continued to dominate Malaysian economic activity after independence.13 “Malays continued to lag 
behind in everything from education to commercial enterprises, and their resentment finally erupted into 
riots in 1969, when the Chinese opposition parties more than doubled their parliamentary seats, threatening 
Malay political primacy.”14 Hundreds died during the rioting.  
 

CASE STUDY 

EXHIBIT 8 

Comparative economic and social indicators 

 Malaysia 
South 
Korea Taiwan Indonesia Thailand Philippines Japan 

United 
States 

Area (in square miles) 128,400 38,031 12,456 782,659 198,772 116,000 143,750 3,618,769  

Population (millions, 1990) 17.5 43.0 20.5 190.1 55.1 66.1 123.6 250.4  

Population density (persons 
per square mile) 

136 1,132 1,650 243 277 570 860 69  

Gross national product (in billions of US$):      

  1980 $22.8 $83.3 $65.1 $54.4 $47.4 $37.0 $2,080.0 $3,865.0 

  1988 32.3 168.9 119.4 76.2 58.0 40.4 2,856.0 4,881.0  

Per capita GNP (in 1988 US$):      

  1980 $1,659 $2,184 $3,659 $351 $1,012 $727 $17,810 $16,970 

  1988 1,972 3,950 5,968 414 1,063 639 23,290 19,840 

Compound annual growth rates, 1980-1988:       

  GNP 4.5% 9.2% 7.9% 4.3% 2.6% 1.1% 4.0% 3.0% 

  Per capita GNP 2.2% 7.7% 6.3% 2.1% 0.6% –1.6% 3.4% 2.0%  

Life expectancy at birth, 1990 67.8 69.6 74.1 60.3 66.8 65.9 79.3 75.6  

Telephones per 100 people 
(mid-1980s) 

9.1 25.5 35.9 0.5 1.9 1.5 55.5 76.0 

Military expenditures (1988):          

  In US$ millions $908 $7,202 $6,156 $1,400 $1,718 $680  $28,870 $307,700 

  As percent of GNP 2.8% 4.3% 5.2% 1.8% 3.1% 1.7% 1.0% 6.3%  

 
Source: Statistical Abstract of the United States. 

 

 

 
In response, the government instituted its New Economic Policy (NEP), described by the 

government as “an exercise in social engineering designed to reduce the socio-economic imbalances among 
ethnic groups and across regions.”15 The NEP included ethnic quotas “in education, employment, and 
ownership, as well as a variety of subsidies, licenses, and credit schemes.”16 The plan called for Malays to 
increase their share of corporate equity ownership from 1.5% in 1971 to 30% by 1990. “New universities 
and technical institutions for Malay students were established, and Malay became the official language of 
university instruction. The Chinese were denied the right to have their own Chinese university. Quotas 
were established for university admissions, and in the higher civil and diplomatic services a 4 to 1 ratio of 
Malays to non-Malays was required.”17 

 
Under the NEP, the disparities among incomes of various ethnic groups had shrunk; the average 

income of richer Chinese households rose, but that of Bumiputra households rose faster. (See Exhibit 7.) 
The NEP did not eradicate income differentials among ethnic groups, and also failed to meet some of its 
numerical targets, like the 30% equity ownership figure. Still, in 1991 the government declared the NEP an 
overall success: “Malaysia is . . . one of the very few countries which has, in a span of 20 years, succeeded 
remarkably well not only in achieving growth but also in addressing more effectively the problems of 
poverty and economic imbalances.” The government concluded the NEP and instituted the National 
Development Policy (NDP), which included many of the same objectives but did not contain explicit 
numerical targets.18  

 
Under these plans, Chinese-managed companies needed Malay partners to satisfy the corporate 

ownership requirements. These and related regulations arguably led to new forms of rent-seeking and 
inefficiency. One Malay entrepreneur said, “My partners are all Chinese; they put up the capital and I 
demand 51% share. I make sure my investors are with the right faction in politics. I go see government 
officials, politicians to make sure we get all the licenses and approvals we need. They get to do what they 
want to do, and I make a lot of money.”19  

 

CASE STUDY 

EXHIBIT 4 

Balance of payments (figures in billions of US$) 

 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990  

Merchandise exports  $12.9  $11.7  $12.0  $13.7  $16.4  $15.1  $13.5  $17.8  $20.9  $24.8  $29.0  

Merchandise imports –10.5 –11.8 –12.7 –13.3 –13.4 –11.6 –10.3 –11.9 –15.3 –20.9 –26.5  

  Trade balance   2.4  –0.1  –0.8   0.4   3.0   3.6   3.2   5.8   5.5   3.9   2.5  

Other goods, services, 
and incomea  

 –2.7  –2.3  –2.8  –3.9  –4.6  –4.2  –3.4  –3.3  –3.9  –4.2  –3.8 

Unrequited transfers   0.0   0.0   0.0   0.0   0.0   0.0   0.0   0.1   0.2   0.1   0.1  

  Current balance  –0.3  –2.4  –3.6  –3.5  –1.7  –0.6  –0.1   2.6   1.8  –0.2  –1.2  

Direct investment   0.9   1.3   1.4   1.3   0.8   0.7   0.5   0.4   0.7   1.8   3.1  

Portfolio investment   0.0   1.1   1.8   1.4   1.0   0.3   0.6  –0.9  –1.0  –0.2     b 

Other long-term capital   0.1   0.2   0.4   1.3   1.0   0.7   0.2   0.0  –1.0  –0.8  –0.9  

Other short-term capital   0.4   0.0   0.1  –0.1  –0.1   0.4   0.0  –1.0  –1.1   0.3   0.4  

Errors and omissions  –0.7  –0.6  –0.4  –0.4  –0.9  –0.1   0.5   0.1   0.1   0.2   0.2  

Overall balance   0.5  –0.5  –0.3   0.0   0.1   1.3   1.7   1.1  –0.4   1.2   1.6  

 
aOf the totals shown, net investment income was –0.6 billion in 1980, –2.2 billion in 1984 and in 1985, and –1.8 billion in 
1990  
(Source: IMF Balance of Payments Statistics, various years). 
 
bPortfolio investment for 1990 is included in other long-term capital. 
 
Source: Asian Development Bank. 
 

 
 
 

EXHIBIT 5 

Composition of exports 

As a Fraction of Total  1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Rubber 16% 14% 9% 11% 10% 8% 9% 9% 10% 6% 4% 

Tin 9 8 5 5 3 4 2 2 2 2 1 

Logs and timber 14 13 16 13 10 10 11 13 11 11 9 

Palm oil 9 10 10 9 12 10 9 7 8 7 6 

Petroleum 24 26 27 24 23 23 15 14 11 12 13 

All othera 28 29 32 38 43 45 54 55 59 63 67 

 
a“All other” consists primarily of manufactured goods. It also includes small quantities of food and beverage products. 
 
Source: Asian Development Bank. 
 

 

EXHIBIT 6 

Economic indicators and government finance 

 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Unemployment rate   5.6%   4.7%   4.6%   5.2%   5.8%   6.9%   8.3%   8.2%   8.1%   7.1%   6.3% 

Exchange rate (M$/US$)   2.22   2.24   2.32   2.34   2.43   2.43   2.60   2.49   2.72   2.70   2.70  

Change in Consumer 
Price Index 

  6.8%   9.7%   5.7%   3.7%   3.6%   0.4%   0.6%   0.8%   2.5%   2.8%   3.1%  

Change in M1  15.0%  12.8%  13.3%   7.7%  –0.6%   1.7%   2.8%  13.0%  14.6%  17.6%  14.0% 

Federal government finance (in billions of M$): 
       



CASE STUDY 

Timberland Classification and Forestry Planning 

Government agencies set harvest levels for timber from their lands through a complicated scheme 
of land classification and planning. Government officials designated each forested area according to the 
uses to which it seemed best suited. Most of the government-owned forests were classified as Permanent 
Forest Estate (PFE). The government forest agencies were required to manage the PFE “with the objective 
of maximising social, economic and environmental benefits for the Nation and its people in accordance 
with the principles of sound forest management.”23 Other lands were designated as wildlife preserves or 
national parks, and timber production there was forbidden. The rest of the government-owned lands were 
called stateland forests, and were slated either for forestry or for conversion to agricultural use. (Exhibit 9 
shows the acreage in each category in peninsular Malaysia, Sarawak, and Sabah.)  

 

EXHIBIT 9 

Land use and timber harvests 

 Peninsula Sarawak Sabah Total 

Land Use (1988; in millions of acres)     

Natural forest: 15.2 23.3 11.0 49.4 

  logged  7.5  7.9  7.3 22.6 

  undisturbed  7.7 15.4  3.7 26.8 

Tree crops  8.4  0.7  1.3 10.4 

Plantation forests  0.1  0.0  0.1  0.2 

All other  8.8  6.5  5.9 21.2 

  TOTAL 32.5 30.5 18.2 81.2 

Administrative Status of Government-owned Lands (in millions of acres) 

Permanent forest estate: 11.7 11.0  8.3 31.0 

  logged  4.6  4.1  4.9 13.6 

  undisturbed  7.1  6.9  3.5 17.6 

Other state-owned lands:  3.6  9.4  2.3 15.3 

  logged  3.2  6.1  2.2 11.4 

  undisturbed  0.4  3.4  0.1  3.9 

“Totally protected areas”  
(national parks and wildlife preserves) 

 1.5  0.7  1.2  3.4 

  TOTAL 
16.8 21.2 11.8 49.7 

Percentage undisturbed 53.6% 52.1% 40.9% 50.1% 

Harvests Peninsula Sarawak Sabah  

Years 1981–87 1983–90 1984–87  

Annual average area logged (thousands of acres) 578 546 436  

Annual average harvest volume (million cubic meters)   9.35  11.76  N/A  

Average annual acreage logged/total forest acreage   3.8%   2.3%   4.0%  

 
Note: Numbers may not add to totals due to rounding. 
 
Sources: Malaysian Ministry of Primary Industries, “Forestry in Malaysia” (n.d.); Sarawak Forest Department, “Forestry in 
Sarawak Malaysia” (1991). 
 

 

If an area of stateland forest was slated for agricultural use or for plantations of rubber or oil palm 
trees, then timber harvesting there resulted in the removal of all of the original forest cover (a process 
called clearcutting). By contrast, statelands not suitable for agriculture were supposed to be harvested in a 
way that would ensure the ability to reharvest later. So were all of the lands in the PFE. According to 
Malaysian foresters, natural stands of rain forest in the PFE were harvested selectively. Only three or four 
trees per acre were harvested. Over the subsequent 25 to 30 years, the largest of the remaining trees would 
attain the size of the trees that had been harvested. Government planners assumed that after that time had 
elapsed, the area could be reharvested, again selectively, and the cycle repeated indefinitely.  

CASE STUDY 

Malaysian federal government encouraged the restrictions of log exports from Sabah and Sarawak, but log 
exports from East Malaysia continued in the early 1990s.  
 

EXHIBIT 10 

Wood production and exports 

A. Wood products production and exports  
(includes lumber, plywood, and veneer) W. Malaysia Sarawak Sabah Total 

Production, 1980 (thousands of cubic meters) 6,112 380   646  7,138  

Production, 1990 (thousands of cubic meters) 7,529 781 2,375 10,685  

Exports, 1990 (thousands of cubic meters) 3,642 544 2,391  6,577 

Exports/production, 1990 48% 70% 101% 62% 

Annual growth rate in production, 1980–1990  2.1%  7.5%   3.9%  4.1% 

B. Log production and exports W. Malaysia Sarawak Sabah Total 

Production, 1980 (thousands of cubic meters)  10,453   8,399  9,063 27,915 

Production, 1990 (thousands of cubic meters) 10,620 18,838  8,445 37,903 

Exports, 1990 (thousands of cubic meters)  15,898  4,564 20,462 

Exports/production, 1990 0% 84% 54% 54% 

Annual growth rate in production, 1980–1990 0.2%  8.4% –0.7%  3.1% 

C. Destination and value of 
Malaysian log exports Japan Korea Taiwan Thailand All Other Total 

Volume, 1980  
(thousands of cubic meters) 

 8,825 1,689 2,847 — 1,725 15,087  

Volume, 1990  
(thousands of cubic meters) 

10,439 3,118 3,137 765 2,857 20,316  

Average value, 1980  
(M$/cubic meter) 

200 180 123  NA 114 173  

Average value, 1990  
(M$/cubic meter) 

222 194 149 208 171 199 

 
Note: Total export figure for 1990 differs slightly between parts B and C of this exhibit due to inconsistencies in original 
data. 
 
Sources: Malaysian Ministry of Primary Industries, “Statistics on Commodities,” pp. 150ff.; Sarawak Forest Department, 
“Forestry in Sarawak,” p. 35. 
 

 

Downstream integration into lumber, plywood, or furniture would free Malaysia from the alleged 
collusion of the Japanese trading firms who purchased most of the logs, as well as from the usual tyranny 
of volatile commodity prices. Downstream integration would increase employment in the forest products 
sector; it arguably would reduce the pressure on the forests at the same time, since the same amount of 
timber would produce more jobs and export revenues. (In Sarawak, timber and related industries were said 
to employ about 75,000 people, or close to a tenth of the market labor force.) 

 
The Sarawak state government rebated 80% of the royalties on logs if the logs were processed 

within the state boundaries. In addition, the federal Malaysian government offered generous tax breaks for 
companies investing in wood processing factories. Companies with “pioneer status,” which included most 
forest products companies in Sarawak, received five-year exemptions from income tax, and investment tax 
credits further reduced the federal tax burden for new wood processing firms.27  

Environmental Concerns 

According to a widely cited report by the World Commission on Environment and Development 
(WCED), about 2.25 billion acres of tropical rain forest still existed worldwide in the 1980s. By that time, 
however, human activity had destroyed the forest cover on another 1.5 billion to 1.75 billion acres. Each 



CASE STUDY 

Timberland Classification and Forestry Planning 

Government agencies set harvest levels for timber from their lands through a complicated scheme 
of land classification and planning. Government officials designated each forested area according to the 
uses to which it seemed best suited. Most of the government-owned forests were classified as Permanent 
Forest Estate (PFE). The government forest agencies were required to manage the PFE “with the objective 
of maximising social, economic and environmental benefits for the Nation and its people in accordance 
with the principles of sound forest management.”23 Other lands were designated as wildlife preserves or 
national parks, and timber production there was forbidden. The rest of the government-owned lands were 
called stateland forests, and were slated either for forestry or for conversion to agricultural use. (Exhibit 9 
shows the acreage in each category in peninsular Malaysia, Sarawak, and Sabah.)  

 

EXHIBIT 9 

Land use and timber harvests 

 Peninsula Sarawak Sabah Total 

Land Use (1988; in millions of acres)     

Natural forest: 15.2 23.3 11.0 49.4 

  logged  7.5  7.9  7.3 22.6 

  undisturbed  7.7 15.4  3.7 26.8 

Tree crops  8.4  0.7  1.3 10.4 

Plantation forests  0.1  0.0  0.1  0.2 

All other  8.8  6.5  5.9 21.2 

  TOTAL 32.5 30.5 18.2 81.2 

Administrative Status of Government-owned Lands (in millions of acres) 

Permanent forest estate: 11.7 11.0  8.3 31.0 

  logged  4.6  4.1  4.9 13.6 

  undisturbed  7.1  6.9  3.5 17.6 

Other state-owned lands:  3.6  9.4  2.3 15.3 

  logged  3.2  6.1  2.2 11.4 

  undisturbed  0.4  3.4  0.1  3.9 

“Totally protected areas”  
(national parks and wildlife preserves) 

 1.5  0.7  1.2  3.4 

  TOTAL 
16.8 21.2 11.8 49.7 

Percentage undisturbed 53.6% 52.1% 40.9% 50.1% 

Harvests Peninsula Sarawak Sabah  

Years 1981–87 1983–90 1984–87  

Annual average area logged (thousands of acres) 578 546 436  

Annual average harvest volume (million cubic meters)   9.35  11.76  N/A  

Average annual acreage logged/total forest acreage   3.8%   2.3%   4.0%  

 
Note: Numbers may not add to totals due to rounding. 
 
Sources: Malaysian Ministry of Primary Industries, “Forestry in Malaysia” (n.d.); Sarawak Forest Department, “Forestry in 
Sarawak Malaysia” (1991). 
 

 

If an area of stateland forest was slated for agricultural use or for plantations of rubber or oil palm 
trees, then timber harvesting there resulted in the removal of all of the original forest cover (a process 
called clearcutting). By contrast, statelands not suitable for agriculture were supposed to be harvested in a 
way that would ensure the ability to reharvest later. So were all of the lands in the PFE. According to 
Malaysian foresters, natural stands of rain forest in the PFE were harvested selectively. Only three or four 
trees per acre were harvested. Over the subsequent 25 to 30 years, the largest of the remaining trees would 
attain the size of the trees that had been harvested. Government planners assumed that after that time had 
elapsed, the area could be reharvested, again selectively, and the cycle repeated indefinitely.  

CASE STUDY 

Malaysian federal government encouraged the restrictions of log exports from Sabah and Sarawak, but log 
exports from East Malaysia continued in the early 1990s.  
 

EXHIBIT 10 

Wood production and exports 

A. Wood products production and exports  
(includes lumber, plywood, and veneer) W. Malaysia Sarawak Sabah Total 

Production, 1980 (thousands of cubic meters) 6,112 380   646  7,138  

Production, 1990 (thousands of cubic meters) 7,529 781 2,375 10,685  

Exports, 1990 (thousands of cubic meters) 3,642 544 2,391  6,577 

Exports/production, 1990 48% 70% 101% 62% 

Annual growth rate in production, 1980–1990  2.1%  7.5%   3.9%  4.1% 

B. Log production and exports W. Malaysia Sarawak Sabah Total 

Production, 1980 (thousands of cubic meters)  10,453   8,399  9,063 27,915 

Production, 1990 (thousands of cubic meters) 10,620 18,838  8,445 37,903 

Exports, 1990 (thousands of cubic meters)  15,898  4,564 20,462 

Exports/production, 1990 0% 84% 54% 54% 

Annual growth rate in production, 1980–1990 0.2%  8.4% –0.7%  3.1% 

C. Destination and value of 
Malaysian log exports Japan Korea Taiwan Thailand All Other Total 

Volume, 1980  
(thousands of cubic meters) 

 8,825 1,689 2,847 — 1,725 15,087  

Volume, 1990  
(thousands of cubic meters) 

10,439 3,118 3,137 765 2,857 20,316  

Average value, 1980  
(M$/cubic meter) 

200 180 123  NA 114 173  

Average value, 1990  
(M$/cubic meter) 

222 194 149 208 171 199 

 
Note: Total export figure for 1990 differs slightly between parts B and C of this exhibit due to inconsistencies in original 
data. 
 
Sources: Malaysian Ministry of Primary Industries, “Statistics on Commodities,” pp. 150ff.; Sarawak Forest Department, 
“Forestry in Sarawak,” p. 35. 
 

 

Downstream integration into lumber, plywood, or furniture would free Malaysia from the alleged 
collusion of the Japanese trading firms who purchased most of the logs, as well as from the usual tyranny 
of volatile commodity prices. Downstream integration would increase employment in the forest products 
sector; it arguably would reduce the pressure on the forests at the same time, since the same amount of 
timber would produce more jobs and export revenues. (In Sarawak, timber and related industries were said 
to employ about 75,000 people, or close to a tenth of the market labor force.) 

 
The Sarawak state government rebated 80% of the royalties on logs if the logs were processed 

within the state boundaries. In addition, the federal Malaysian government offered generous tax breaks for 
companies investing in wood processing factories. Companies with “pioneer status,” which included most 
forest products companies in Sarawak, received five-year exemptions from income tax, and investment tax 
credits further reduced the federal tax burden for new wood processing firms.27  

Environmental Concerns 

According to a widely cited report by the World Commission on Environment and Development 
(WCED), about 2.25 billion acres of tropical rain forest still existed worldwide in the 1980s. By that time, 
however, human activity had destroyed the forest cover on another 1.5 billion to 1.75 billion acres. Each 


