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SUMMARY

B L

There has generally been a lack of agreement as
to the specific relation between foreign trade and economic
development. The hypothesis presented here is that there is
a causal relationship between the two, but it is the change of
structure of foreign trade rather than growth of trade without

structural change that generates economic development.

Quantitatively, there is rather a structural
change within the primary exporting sector than a change from
primary to secondary sector, while the structural change in
import trade from(one functional import group to another is
more conspicuous than the change within certain functional
import‘group.. Degrees of both commercial and geographic con-
centration of export trade have been high and increasing over
time while thoge of import trade are low —-- quite stable in
commercial concentration but a slight increase in geographic
concentration. |

Owing to the difference in nature and production
function, impacts of different exports and imports on economic

development diverse. For the sake of analysis of different

effects of different exports and imports, ten prime exports s

are selected and imports are classified according to their
functional nature into five groups. The hypothesis is being
tested statistically by fitting linear and multiple correlation
and regression equations in the logarithm using the data of -
annual gross national products, total and individual exports
and imports, employment and trade balance,.all in current

market prices, during the period 1955-70.




The overall result suggests that the structure
of trade has been changing in favour of trade expansion,
financisl development, the transformation of mechanisation
and educaﬁional effects, and growth of tertiary employment.
However, employmenb in agricultural and manufacturing sectors
has been greatly lagging behind production. Owing to the
highly commercial and geographic concentration which are
caused by the large proportion of exports in raw forms in the
total trade, and also to the rudimentary stage of industria~
lisatioh and other important internal rigidities, external
economies g0 that created in the process of foreign trade were
not able to be retained within Sabah and further transmitted
to the rest of the economy. Therefore, financial, employment
and spread effects of foreign trade upon economic development

cannot be exercised to their maximum extent.

The policy implication of the findings is that,
in order to foster further economic development, Sabah should
adopt the type of policies or strategies that will stimulate
the growth of export sector and, at the same time, the growth
of domestic activities. Such that to retain as high the for-
ward linkages, and backward 1inkageé as well, at home as pos-

gible.




(oo

<5
(e,
OGS Yea”
nivg avHvd

.-

prenyog

umef

Komjioy

pooy yasp3
pooy popADis
pooy prioas
dyvYN

[}
bbb
rocescne
o
Er———
-y o
TONTOIT

e e et

T
AN

wobuotsuny o

+nyndog

$

urMmoqoN p

yo0g

S SAET
rogouy i

s R W

40en o

$ITIN OF

T1404314

; A
., 2
oy
:n.m.twcmk MUIA.A{.S&SHQQ& M»b”»f

s:yo.a.bu.v‘.
r.n.kumcu.uh»v

T

oz o ot o7

H7Eguvs

033200]

30 1Y

ueag 2030y
uied 110
§std
1nuega]
duwejy
13qqny

1aqui]

P @ T B o

¥




CHAPTER I

T

INTRODUCTION

A. Sabah in General
¥ Geography Lo Sabah, the then North Bofneo,
occupies the northern part of the Island of Borneo, between 5
degrees and 7 degrees north of the Equator. It covers an area
of about 29,388 sq. miles, less than a third of the whole
Island or about the size of Scotland, with a heavily-indented

coastline of about 800 to 900 miles long.

The area is mountaineous, of dense tropical
forests, alluvial and swampy coastal plains intersected by
numerous rivers and fertile valleys. It contains the central
mountain crocker ranges, -of 4 to 6 thousand feet high, rising
from the range of coastal iow hills and culminating at the
northern end in Mt. Kinabalu, 13%,455 ft., the highest mountain
in South LKast Asia, runs parallel to the west coast, and there
are other mountain complexes at various points to the east of
it., The swamp belt is less conspicuous on the west coast be-
cauge of the proximity of the mountain; but on the east coast

it is prominent and is backed by broad, heavily ferecsted plans.

The climate of Sabah is tropical and equable,

but humid and pleasant. Near the coast, day temperatures vary

P T T ———

1. See also North Borneo, Annual Report, various issues.




2
from 70°F in the early morning to 88°F at mid day, and only on
exceptionally hot days to 9%°F or 94OF, while at higher alti-
tudes it is cooler, although not even Mt. Kinabalu reaches -the
snow line. Humidity is generally between 70% to 95%., The
annual rainfall varies greatly from place to place, from 60 to
120 inches roughly depending on the locality. Differences in
rainfall characteristics and its variations are caused by the
prevailing winds. The highest rainfall is in the South-west
(Beaufort and Labuan) and the lowest and most evenly distributed
rainfall is in the Interior (Tenom, Keningau and Tambunan) and

at Tawau in the south-east corner of the country.

¥ Political Developmént 2 __ The political his-
tory of Sabah up to 196% can be divided into three clearly de-
marcated periods. Over the years, Sabah has undergone many
changes of government since it formed part of the domains of the
Sultans of Brunei and Sulu. Before the days of the North Borneo
Chartered Company, an ill-fated attempt was made by an American
company, to colonise part of the territory, using land grants
from the Sultan of Brunei. The American Irading Company, how-
ever, was unsuccessful and the cession was eventually taken over
by the British Chartered Company in 1881, which, in turn, under
the advice and control of a Governor appointed by Britain, ad-
ministrated the country until 1942, Then came the World War II,
and the Japénese 'co-prosperity' government. = After that, an

Allied military administration, which soon submitted the sover-

2. See also North Borneo, Annual Report, various issues.




iegnty to the civil authorities and the new colony was born.
From then on, until 1963%, North Borneo became the British
Colony. ©Sabah achieved independence on August 31, 1963%, and

joined Malaysia on September 16, 1963,

3

¥ Natural Resources 7 -- Sabah is not only
endowed with dense tropical forests but also with vast fertile
land and other natural resources. This is the foundation of
Sabah's agricultural economy. So far, the dense forests become
the country's richest wealth, they are the source of tropical
wood supply. With two exceptions, all the common and popular
tiﬁbers in Sabah are of the family Dipterocarpaceae (non-coni-
fer) and the two non-dipterocap species are particularly suit-
able for construction purposes requiring a durable hard-wood.
The vast fertile lands have given much roor for agricultural
production for domestic consumption, e.g. rice, and exportation,
i.e. rubber. Stone, coral, sand and clay are the only mineral
materials being exploited in Sabah but reports of geological
surveys indicate that there are promising occurences of rich
mineral resources are deposited underground. So far, the major
discovery was a large com@ercially exploitable copper deposit
at Mamut on the eastern foothills of Mt. Kinabalu and cil in
the offshore areas, and several other mineral deposits, e.g.
iron and chromite, have also been found trace in Sabah.

-

3. See also North Borneo, Annual Report; Annual Report of
forest Department; Annual Heport of Geological Survey
Department; and the United Nations, Development Programme:
?atur?l Resources Survey of the Labuk Valley, Malaysia

1968).




i Demography ~—-- Since 1891 eight decennial
Population Censuses have been held in Sabah.4 According to
the latest Population Census (1970), Sabah has a population.
of 653,674 and thus 22 persons per sq. miles, which is almost

the lowest density of population in Asia.

Sabah is a plural society which is made up of
various races -- Bajaus, Kadazans, Muruts, Malay, Chinese,

Indonesian, Philippines and others.

ihe population of the territory is located
almost entirely along the narrow coastal plain of the west, in
the Pegalan Valley of the Interior and in the coastal towns of
the East. Broadly speaking, a large proportion of population
live in the West Coast Residency and the comparatively low
density of population on the East Coast, except in those coastal
towns, is indicative of the large area there of forest and

Swamp. -

Sabah's population has been growing annually at
%,4% compound from 334,141 of 1951 to 454,421 of 1960 and at
3,72% compound from 1960 to 653,674 of 1970. As a result of
much increased natural growth of population and the increase of
immigrants in recent decades, Sabah's population very much
characterises with young structure. This phenomenon is clearly

indicated in Figure 1.

e e s e o v ——

4. These Censuses were undertaken in 1891, 1901, 1911, 1921,
1931, 1951, 1960 and 1970. A census had in fact been pro-
posed for 1941 was abandoned owing to the advent of war.
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5

According to the Population Census of Malaysia,
there were about 16.5% of Sabah's population inhabited in large
towns, i.e. Sandakan, Kota Kinabalu and Tawau, in 1970, about
5.7% were in small towns, e.g. Keningau, Kudat and Lahad Datu,'
and the remaining 77.8% were in the rural area. Population of
age below 15 dominated about 40.5% in large towns énd about
44,4% in small towns, and 57.2% and 53.6% of population in
large and small towns respectively were aged between 15 to 64.
As a whole, there were 18.5% of the whole population aged be-
tween 15 to 64 inhabited in urban area in 1970 but this figure

was 11.1% in 1960.

¥ Development Planning and Policy -~ Immediately
after the severe war-time destruction, various schemes and plans
have been scheduled for, soly, the reconstruction of the terri-
tory. Since 1955 government's policy has begun to shift away
from reconstruction and initiated to throw light on the frame-

work of both economic and social development gradually.5

During the period 1955-70, there are three de-

velopment plans which covered 1955-60, 1959-64 and 1965-70 in

6

Sabah. The first two Development Plans were not prepared as

a comprehensive document reviewing progress over the previcus

period and setting out the problems which had to be faced and

ot s s At s e o S e e

5. In an address to the Legislative Council in January 1955,
the late Governor of the then North Borneo, Sir R.E.
Turnbull, first publicised the policy for economic develop-
ment. See Colony of North Borneo, uovernment Gazette, 1955,
pp. 20-25.

6. The 1955-60 Development Plan was revised in 1955 in the /..




6

and the measures necessary to deal with them, but they contain
rather a mere statement of public investmeht. therefore, no
explicit economic targets were stated in these early UVevelop-
mentvPlans. A nation-wide economic policy was being designed

in the Firét Malaysia‘Plan to eradicate poverty by raising
productivity and income-earning capacity, to general employ-
ment opportunities, to stimulate new kinds of economic activity,
both agricultural and indusirial, so as to reduce the economy's
dependence on single or few primary products, to open sufficient
new land for development, and to improve and expand infrastfuc—
tare, particularly transportation and communication facilities.7
However, as a matter of fact, various steps have been undertaken
during the period covered by the two early Development Plans to
ensure and generate future economic development in Sabah, and
efforts have also been made to intensify these measures in the
Sabah Development Plan, 1965-70 or First Malaysia Development
Plan (Sabah), 1966-70. As a primary exporting economy, emphasis

has virtually long been placed on maintenance and/or promotion

L T pem—.

6., cont./.. light of a new allocation of funds under the Colonial.
Development and Welfare Act. Again, as a result of new
financial allocation from CD & W Acts passed in 1959, a new
Development Plan was scheduled for the period 1959-64. The
Sabah Development FPlan 1965-70 was finally absorbed into the
First Malaysia Uevelopment Plan 1966-70. For detials of the
allocation of funds, see Central Office of Information, ile-
ference Pivision, lhe U.K. Colonial Development and Welfare
Acts (R. 3%021) and House of Common, CD & W Bill, 1959
(Cmnd. 672). .

7. Kuala Lumpur, Malaysia, First Malaysia”Plan, 1966-70 (1965).
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of production and exportation, for example, new planting and
replanting of natural rubber,8 and with the recognition of

the weakness of the main exports efforts have also been con-
ducted to the diversification of production and then of exports,
for example, the trial plantation of new crops -- cocoa beans
and oil palm -- in 1957.9 Therefore, agricultrual: policy was
g0 desgigned to diversify crop production in order to reduce
dependence on rubber. The process of economic promotion and
diversification was further extended in the Sabah Development
Plan 1965-70 to the production and exportation of, particulérly,
wood-based and agro-based manufactures. A 'Development Ares'
was thus declared under the Investﬁent Incentives Act, 1968, in

order to encourage industrial development in Sabah.

¥ National Products -- No official estimates
of Sabah's national products for the years prior to the six-
ties was published. Also, methods used for estimation are dif-
ferent for different periods of time. Annual estimate for
196%-66 were made based on the classification of imports and
those for 1967-70 were based on industrial origin. Annual fi-
gures for the first half of the sixties based on industrial
origin are also estimated by the International Organization,

i.e. the World Bank.

8. A Rubber Industry Replanting Ordinance came into force on
lst. January, 1955. Colonial deport : North Borneo, 1955.

9, See Colonial Report : North Borneo, 1957, p.51.




Although Sabah Government schedules various
multi-year development plans to ensure economic development
and implements various economic policies to direct or encour-
age initiation and expansion of economic activities, most of
the economic activities are being left to private sector.

But the public sector is rather in the subsidiary but import-
ant position in the entire process of national production.
This is indeed indicated in the dominant share of the private

sector in the Gross Domestic Products shown in Table 1-1.

B, Basic Economic Characteristic and Problems

¥ Labour Shortage -- One of the most serious
iﬁpediments to development in Sabah is the perennial question
of the shortage of both skilled and unskilled labour, a problem
which Sabah has been facing for a very long period. It is
possible, that this shortage of population is one of the main
factors holding back the gorwth and development of Sabah. VWays
and means of increasing the population by immigration are for-
ever being explored. Conéequently, mobility -of labour from
outside to meet the needs of economic development has been and
still is a prominent feature in the economy. Various censuses
indicated outstanding figures of migration -- during the inter-
censal periods, the 1960 Census showed a net migration of
20,567. These shortages of both skilledvgnd unskilled labour
were and are the function of inelastic iabour supply and rapid
expansion and diversification of the economy. Perhaps, the

shortage of unskilled labour may be less a function of the




Table 1-1

T v ot m—  ———

Sabah 3 Gross National Products and Expenditure

1961-70

T e s Tt S s s

(M$ million at current market prices)

1961 1962 1963 1964 1965

-— - —

P s Y o o —— - T—— A ——

Consﬁmption

Expenditures
Private 243 250 267 324 337
Public 47 56 78 72 90

Capital Formation
Private 42 53 55 37 40
Public - 20 27 37 48 63 .
Gross National .

Expenditure 352 576 437 481 530
Exports © 222 238 277 285 535
Less Imports © 218 244 308 33 347
*

GDP 356 370 401 453 518
Factor Income

Payment (inflow) , 9 4 4
Less Income Payment

(outflow) 9 9 10
GNP 330 352 401 488 512

- vas —— G — S St L2t s TS o — - -

Note ¢ @ Including goods and non-factor services.

* Basged on industrial origin.
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(continued) Table 1-1
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Sabah Gross National Products and Expenditure
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et et e ks, S gt

(M$ million at current market prices)

1966 1967 1968 1969 1970

-Consumption
Expenditure ‘
Private 351 448 453 463 523
Public 104 101 117 146 162
Capital Formation
Private 68 90 82 103 154
Public 42 39 80 89 93
Gorss National ‘
Expenditure 565 678 724 801 932
Exports © 388 426 444 529 552
-less Imports e 352 348 366 431 525
GDP 600 756 802 899 959
Factor Income ’
Payment (inflow) 4 4 5 5 . 5
less Income :
Payment (outflow) 11 9 9 13 12
GNP 5973 751 798 891 952

Source : Computed and compiled from IBRD, Malaysia —-- Review
of the Econonmic Situation, vol 1 (may 1967, Report
no. AB-127a); Sabah's 10th Anniversary Within
Malaysia (Sabah, 1973), pp. 267-68; Dept. of
Statistics, Data for the EPU NMid-Plan Review and
The IMF Consultation, 1968 (Kuala Lumpur, Malaysia,
1968); and Dept. of Statistics,. Annual Bulletin
of Statistics (Sabah), various issues.
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absehce of potential workers than of their geographical mal-
distribution in relation to the demand for workers, however.
Because, as a matter of fact, there exists an appreciable -
population of subsistence agriculturists inhabiting mainly in
the Interior and Wes£ Coast area of Sabah. But the problem
is how to move these labour force out of subsistence agricul-
ture into more productive activities. Although almost all of
the economic development during the 1960s -- in timber, cocoa,
fisheries, o0il palm and thier associated processing —-- have
been centered on the East Coast where more job opportunities
are availbale and accessibility is easier. However, owing to
various factors this work force has not been coming forth to
take this advantage of job opportunities available. It is an
expansive and time-consuming process of moving workers froﬁ
the Interior and the West by taking a ship from Kota Kinabalu
right round the north of the country to the East Coast, and of
course a return visit is difficult as well. Moreover, those
subsistence agriculturists are mostly fishermen and rice-cul-
tivators (the main subsistence activity) who may not be keen to
the new environment and to undertake new types of work like

timber and o0il palm production.

Ironically, in accompany with the shortage of
labour, Sabah appears to face a situation of excess supply of
educated manpower. Owing to the comparatively small size of
the economy, its potential demand for educated manpower is re-

latively limited, and most of its development, i.e. settlement
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schemes, estates, timber production, etc., is in a direction
offering mainly unskilled employment, inputs of educated man~
power are relatively much smaller. There exists such a ques-
tion of how far the flood of educated school-leavers may be
able to find jobs suitable to its expectations while there are
producing many school-leavers each year. Therefore, though
Sabah is at present seriously deficient in some types of
educated manpower, the number of such people it can support
are relatively small and the current directicns of development
are unlikely to substantially increase the relative capacity

to absorb such educated manpower.

¥ Transportation and Market Fragmentation —-
Another constraint to the economic development of Sabah is the
deficiency in an effective transport system, which resultantly
leads, alt least, to the fragmentation of the economy and the
existing small market, labour immobility, high cost of domestic
production and/or high price, and economically regional inde-
pendence. wSubstantial investments by government have been put
into the development of transport system, but it is still far
from satisfactory. Consequently, the main means of connecting
towns to each other is via air and sea, and, to some extent,
via rivers. The Interior is more or less isolated and the West
Coast is not connected by land transport facility to the kast

Coast.lo A reasonably good road system links most of the towns

e L e e

10. At present, a gravelled-marp road can be used for connect-
ing the East and West Coast, but it is still under con-
struction.
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on the West Coast, which also has both road and railroad access
to the Interior Residency. In the East Coast itself, there is
no road system linking the main towns of Sandakan, Lahad Datu

and Tawau.

Due to the fragmentation of the economy of what
is already a small market, the economy of Sabah becomes a col-
lection of 'enclaves' centered by towns and surrounded by var-
ious concentration of population. These 'enclaves' ha&e mini-
mal economic contacts with each other and look outward for
external economic relationships independently. Each is depen-
dent upon foreign markets as the main source of income with
which to buy imported goode for consumption and investment via
air/sea. Small and fragmentated markets raise difficulties in
developing domestic industries to compete with imports, par-
ticularly where high costs are associated with small output.
Its geographica% location, coupled with poor transport facili-
ties and the enclaved nature of the markets, raise the price
of imports, particularly in the more inaccessible area. But,
while imports are expansive, imports substitution, to a great
extent, is also an uneconomical approach under the present
conditions and, consequently, facing a choice between raising
the income of the local producers and lowering the costs of

living for the consumers.

-~
-

%¥ Specialisation and Dualism -~ Structurally,
the foundation of the Sabah economy is predominantly agricul-

tural -- 70% and 524 of GNP at factor costs was derived from
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the agricultural and forestry sector in 1961 and 1970 respec-
tively and this sector employed 80.5% and 63.6% of the total
national employment in 1960 and 1970 respectively. Large
proportion of the employed are engaged in homestead farming
on holdings of 15 to 20 acres or less, operated by families
with occasional hired help, and producing rice and. mixed
Crops for’subsistence and exports crops such as rubber and
copra to provide a small cash income. Superimposed on this
foundation of homestead farming are the timber and plantation
of all sizes up to a maximum of aboutr2,000 acres. The only
other rural occupation of any significance is fishing which,
apart from one or two industries, is generally carried on by
individual operators. Factory industries are for the most
past processing industries connected with the activities of
the timber companies, e.g. sawmilling, and estates, e.g. hemp
stripping and oil milling. Though a number of small'scale
factories exist in the towns, producing articles varying from
soap to aerated water for local consumption. Finally, there
is a multiplicity of services, e.g. building, transport, public
utility and commerce, demanded by the growing and prosperous

community.

Adding to the fact that the econony is agricul-
turally oriented it is also export-oriented, exporting a narrow
range of primary commodities. It is due tg ﬁhe current stage
of develoﬁment, e.g. market fragmentatibﬁ, it is for Sabah
rather to specialise in the production or exploitation of raw

materials for which there exists limited or no market a2t honme.
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In addition to the specilisation on agricultural exports, Sabah
does quite a substantial amount of re-export trade, for instance,
raw copra is being imported via monetary and/or barter tra@e
from the Philippines and then re-exported to the rest of the
world, and machinary and transport equipments are imported from
abroad and usually re-exported to the neighbouring.countries

like Indonesia and Brunei.

Primary products are mainly for exports and only
a very small proportion is being consumed in the local economy.
Complementarily, with little in the way of local menufacturing
or processing industries, Sabah is in turn dependent upon im-
ports for wide range of consumption and investment goods ranging
from food and beverages to chemicals, machinery and transport
equipments., Other than monetary trade, there exists a consider-

able barter trade at, particularly, the ports on the Bast Coast.

Specialisation is to such an extent as to convert
Sabah into a dualistic economy -- a modern and highly developed
sector, i.e. mainly the exports sector and its supporting
sector(s), which has high income-earning capacity, and other
traditional and backward sector which comprises of subsistence
agricultural sector, e.g. padi, coconut, smallholder in rubber

industry and small scale fishing industry.

Simultaneously, there exists pecuniary duvalism
which even crosses the boundary of the above ‘two types of

economies. They are the monetary and non-monetary sectors.
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The latter is the one in which transactions involve no finan-
cial transaction but a mere barter trade. This phenomenon is
more common in subsistence rural area in Sabah but also char-
acterises substantial part of Sabah's external trade with

Indonesia and the Philippines.

There is also the existence of a dualism -in
financial market. JDegpite of the well organised credit market
in the modern and monetary sector, credit market in rural area
is so disorganised. Credit market in the rural area cannot be
controlled by the government nor by other financial institutes
but by the local moneylenders rather, who are the chief source
of credit to the small borrowers. Consequently, interest rates

are relatively higher in rural area than in the modern sector.

Generally, level of wages is higher in the mo-
dern sector than in the traditional sector in Sabah, This is
in part due to the high income-earning capacity'of the modern
sector, in part to the shortage of supply of labour and in part
to the demand for regular workers. Wage rates in timber in-
dustries are generally higher than those in other agricultural

industries, for example.

'Technology' dualism also characterises Sahah's
economy. Modern technology is being applied in certain sectors
while the other remains in the primitive or traditional stage
of technology. This divergence holds even true within a sector
or industry. Uenerally, modern technology, e.g. mechanisation,
is being adapted and adopted in modern sector and primitive

technology in backward area —-- gill nets and beach seine remain
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to be practised in fishing.

C. Approach of Research

¥ Initiative of Study and Hypothesis -~ Lop-
sided production, i.e. primary agriculture ofiented, accom-
vanied by heavy dependence upon external economic }elationship
has made the economy of Sabah vunerable and the internal factor
of uneffective transport infrastructure, which leads to market
fragmentation, immobility of domestic labour and high production
costg, etc., hés fufther exaggerated the existing situation.
However, given these economic problems, Sabah's external trade
has virtually shown a brisk tempo of expansion accompanied by a
drastic change in its structure or pattern during the period
1955-70. What was the position of structural change in the ex-
pangion of external trade and in turn in the process of economic
development ? Largely because of the difference in production
function, different commodities or industries will response to
the economic signal differently and their backward and forward

linkages so created will be diverse.

For the 1ést two decades, a good deal of atten-
tion has been devoted in theoretical and empirical frameworks
to various aspects of the relationship between foreign trade,
economic structure and-eoonomic growth. Studies of this kind
attempt to discover uniformities in the pattern of growth, pro-
vide insights into the process by which these patterns emerge,
and thereby increase our knowledge of the process of growth.

It is interesting to investigate the structural change of
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external trade and its policies in Sabah economy, which has
the abéve mentioned @eculiar characteristic and problems,
that may have peculiarly affected the gorwth pattern of the
economy and, at the same time, to reinforce or qualify the.
established generalisations and further improve our under-

standing of the growth process. *

Therefore, in this study, the main facus is
on the trade structure -- composition and concentration.
And, it is tentatively to examine the hypothesgis that, given
the current ecbnomic constraints, Sabah's economic development
ig largely attributable to the expansion of external trade

which was in turn due to the change in trade structure.

Although Sabah's economy has been changing from
time to time, however, spécial studies of its economic develop-
ment can barely be seen in the literature. This is my other
reason to attempt such a study on foreign trade and economic
development in the case of Sabah, which embodies some peculiar

characteristics and problems, both economic and non-economic.

¥ Methodology =-- This study covers a period
of sixteen years, from 1955, which is the beginning of Sabah's
development era, to 1970. Because facus is mainly on the change
of trade structure, this period is accordingly further divided
into two sub-periods of eleven-year basis, i.e. 1955-65 and
1960-70, and three of six-year basis ~- 1955-60, 1960-65 and

1965~70, and the performance of trade in various periods is

being examined. So that to reveal and compare the successive
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changes of trade structure and their contribution.

In order to quantify the relationship between
foreign trade and economic development, quantitative analysis
is being proceeded throughout this study. The main quantita-
tive method is the regression and correlation technique.

Both logarithmic and orthogonal regression equatioas are the
main stream being used to demonstrate the relationship between
one variable and another. Multiple regression equations are

also being applied in some cases.

VInstead of compound growth rates, fractional or
exponential growth rates are being used, except otherwise in-
dicated, throughout this study. It is the regression of
annual rate of growth on time; the equation is

log. X = a + bT , where T represents calendar years.

Although various devices are available for
measuring the degree of concentration, both commercial and geo-
graphical, the Gini-Hirschman Index 11 method is adapted in
the present study. Because it has a main advantage that it
permits the use of statistical tests of significance and of
which formula can easily'be converted into a simple computer

program such that to reduce time consumed.

Other methods adapted in this study are indicated

in the text.

et ol ek i i T S Nt S

11. For more detials, see Appendix I.
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¥ Scope of Study -- This study covers a period
of sixtgen years, from 18955 to 1970, of foreign trade and econo-
mic development in Sabah. Not only the effects of overall
foreign trade on economic development are being considered but
the effects of respective individual exports and groups of im-
ports are also being taken into account. Although, direct
effect is the main theme in this study, indirect contributions
are also analysed, as far as information is available. To
evaluate the role of overall and individual exports and imports
in the process of Sabah's economic development, assessment is
being made from various dimensions —-- public revenue, foreign
exchange, gross national products, employment and transformation

of non-economic benefits.

Therefore, in Chapter II, the growth and struc-
tural change of exports and imports trade are being investigated.
Special attention has been drawn to the development of some
prime individual exports and some groups of imports classified
accordingly to their nature and function. Level of concentration,
in both commercial 'and geographicai, is quantified and indicated
by the coefficients or indexes of commercial and geographical
concentration respectively. An attempt is also being made to
connect trade policies, both internal and external, with the

growth and structural change of Sabah's foreign trade.

The findings thus derived in the previous chapter
are further applied for analysis of the financial effect, em-

ployment effect and 'spread' effect of the development of foreign

trade, directly and/or indirectly, on the process of economic
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development in Sabah. Some selected economic indicators —-
foreign exchange earnings ability, public revenue, gross
national products, employment and transfer of knowledge —-
are used to measure the impetus of overall export ang import
trade and of individual exports and groups of imports in the

economy. ‘fthis is Chapter III,

I'he role of the structural change of foreign
trade in the economy for the period under consideration is .
assessed in Chapter IV from two dimensions ~- as a leading
sector and source of external and internal finance -- based
on the preceding research and analysis. Some suggestions for
future economic devglopment are also tentatively put forward

in this chapter.

D, Materials and Reservation

Data used in this study are largely compiled
and computed from Sabah Government's publications and the
United Nations publications. Because of lack of accurate and
liable statistics of price index, all data are thus at current
market prices as originally appeared in the aforementioned
publications, therefore one must beware of the impacts of con-
tinuous inflation in Sabah upon the value, in both monetary and
real terms, of economic activity. Exports are in f.o.b. value
and imports in c.i.f. value. DBecause of the shortage of firm
statistics for non-commodity or invisible trade, value of ex-

port or import trade includes merely commodity transactions.
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However, the amount of invisible trade constitutes only a very
small proportion of SBabah's total export or import trade, it
is reasonable to expect that this incompleteness would not.
affect the reality of the picture of Sabah's foreign trade
much, Since exports and imports used in this study include
goodg at their full value, without any offsets for' current
consumption, its therefore proper to use gross, not net, pro-
ducts. Exports and imports of commodities and services are
moredirectly related to gross domestic products in market
priceé than to gross national products but it may be more éX—
pedient to use the 1atter,12 because the latter gives the
level of gross products actually gained —-- net of the net flow,
mostly outflow, is so small a fraction of either domestic or
national products. There is no government publication of
Sabah's gross national products prior to the sixties, estimates
of GNP for the years before 1967 are based on the classifica-
tion of imporfs and those for years from 1967 onwards are heased
on the industrial origin of GDP, But, in this study, figures
of GNP for the first half of the sixties are derived from both
the series of GhP published by the Sabah Government and those
by the IBRD,13 based on industrial origin of GDP. The analysis
of employment development is largely based on the information

available in the decennial Population Censuses and supported by

" 2 e v ey i
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12. S. Kugznets, "Quantitative Aspects of the Economic Growth of
Nations. 1IX. Level and Structure of foreign ITrade : Com-
parison for Hecent Years" (Econ. Dev. and Cultural Change,
X111, 1, Part II, 1964), p. 7.

1%, IBRD, "Malaysia —- Review of the Economic Situation" (vol. I,
May 1967. Report No. AS-127a).
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the Annual Survey of Labour Yorce which covers only those en-
gaged in the establishments employing at least twenty persons.
For the purpose of quantitative analysis, a series of annual
employment'for 1955-70 is thus being estimated by assumming a
constant growth rate (compound) of employment between two re—

levant decennial population census years.

In addition to the information and statistics
collected, which will no doubt raise substantial number of pro-
blems, the analysis in this depends, to a substantial extent,
upon the author's indigenous knowledge of the area. The con-
clusions thus derived are often qualified and tentative. They
constitute only an impressionistic account of the role of
changing structure of foreign trade on economic development.
However, this does not necessarily mean that they are pusil-

lanimous.
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CHAPTER II

THE STRUCTURAL CHANGE OF EXPORT AND IMPORT TRADE

A. Total Exports and Imports

Sabah is one of the ECAFE countries which en-
joyed a fastest rate of increase in foreign trade, where total
volume of exports and of imports was increasing at annual
growth rates of 11.1% and 10.6% respectively for the period
. 1955-70. _The growth rates of Sabah's total exports for both
periods of 1955-70 and 1960-70, as shown in Table 2-1, are much
higher than those of the entire South and kast Asian countries,
i.e. 6.6% and 7.0% correspondingly, and those of the entire
developing countries -- 6.3% and 7.2% —— at the same periods.>
‘As absolute volume of trade is concerned, volume of total ex-
ports has increased from about Mé 105 million in 1955 to M# 53%4
million in 1970 which is more than five times the former; while
the increase in total imports has been as well abouit five and
a half times, from M#$ 87 million in 1955 to Mé 498 million in
1970. Therefore, guantitatively, the stupendous increase in
total exports is largely offset by the correspondingly great
expansion in total imports. Another noteworthy feature is

that the patterns of growth of both total exports and imports

1, United Nations, Handbook of International Trade and Develop-
ment Statistics, 1972. Table 1.5 and Table 1.6.
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Table 2-1
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1955-70 1960-70 1955-65 1955-60 1960-65 1365--70

Total Exports

Volume

Annual Growth
Rate

Index of Fluc-
tuation %

Total Imports

Volume

Annual Growth
Rate ®%

Index of Fluc-
tuation %
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104.88

104.88 222.62 104.88 222,62 304.96
534,04 534,04 304,96 222.62 304.96 534.04
11.12 9.84 11.31 14.41 6.49 11.78

5.97 4.67 Te43 T.79 4.43 525
87.54 195.80 ‘87.54 87.54 195.80 334.49
497.97 497.97 334.49 195.80 334.49 497.97
10.58 7.90 13,47 14.08 11.27 7.51

9.73 6.92 5 37 HeH2 3.48 5.55
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annual percentage deviation from trend :
00 ¢t lm-ml
n ; Xi! , Wwhere

value of export earnings (imports) at time i ;
corresponding trend value (exponential trend) ;

nunber of years covered.
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are similar to each other. from Table 2-1, rates of growth
of the total exports in various periods are accompanied by
the change of growth of total imports in the corresponding.
periods. As the entire period under review is being divided
into three six-year sub-periods, i.e. 1955-60, 1960-65 and
1965-70, the growth of total imports shows a decelerating
trend and so a descending growth rate is indicatéd in the
change of total exports, except a rather drastic fall in the
period 1960-65. The relation between total exports and total
imports is as well élearly demonstrated in Figure 2 which
shows that the curves for total exports and total imports and
as well as of which patterns of growth are very close f{o each
other, although the amplitude of total imports is mostly out-

weighed by that of total exports.

To show the annual percentage deviation of
actual volume of total exports and of total imports from resg-
pective trend, index of fluctuation compared with the growth
rates of the trend are again demonstrated in Table 2-1. The
demonstration has been done not only for the entire period
but for various sub-periods as well., The index of export
fluctuation indicates that the average annual deviation of
various total exports for the period from its treﬁd is 5.97
percent point and the average percentages of deviation for
various sub-periods range from 3.3 parcept point to 8.0 per-
cent point., Whilst in the case of imports, the average per-
‘centage of deviation for the entire period 1955570 is 9.73

percent point and others range from 3.5 percent point to 7.0
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percent point for various sub-periods. <The percentage of ex-—
ports fluctuation shows a decline for the sub-period of 1955~
60, 1960-65 and 1965-70. This implies that, on the one hand,
the degree of deviation is less from the trend in the later
period than the earlier ones and the difference between annual
growth rates of each of the years in the later sub-period is
smaller than that in the earlier ones, on the other. In other
words, annual change of total exports in the earlier sub-period
is less stable than that in the later sub-period. This is also

warranted by the annual changes in various periods tabulated in

Appendix Table 1.

B. Composition of Export and Import Trade

%¥ Composition of Exports -- Sabah has been a
primary products producing and exporting economy since the
early age. Lt is absolutely clear as we look at Table 2-2,
which presents the relative volume of various commodity classes
in total exports, and Appendix Table 2, which shows the absolute
volume of exports of these commodity classes. Annual growth
rates at various periods are listed in Table 2-3. These tables
reveal several features. The dominant commodity class is the
one which consists of crude materials, oils and fats, most of
which are produced domestically, constitutes 76% to 88% of the
total exports. Other three classes comprise foecd, beverages
and toabcco, manufactured goods, and capital goods, while a sub-
stantial proportion of which are not local output but re-exports

instead. In respect of absolute value, each of these four
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Table 2~2
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Food Crude Manufac- Capital
Beverages Materials tured
and
_Lobacco ~ _and_Fats ~ __Goods = _Goods_
(1+0) (2+3+4) (648) (7)
1955 8.42 84.20 3.58 0.47
56 11.63 79.52 5.54 0.55
57 9.65 83%.10 %.89 0.89
58 9.49 85,00 1.68 1.08
59 7.85 87.87 1.18 0.87
1960 8.70 . 86.87 1.70 0.98
61, 12.51 83,37 1.48 0.80
62 16.61 80.04 1.29 ~  0.71
673 18.01 76.62 1.77 1.58
64 13.85 78.93 1.66 1.7
1965 15.41 78,71 144 1.42
66 7.03 86.83% 1.38 1.71
67 6460 87.88 0.91 1.38
68 4,29 88. 31 1.21 2.40
69 4,91 84.90 1.21 5,69
1970 5. 30 87.20 1.70 2,60
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Note : Numbers contained in the parentheses are SIIC one-

digit code.

Source : Computed from Appendix Table 1 and Appendix Table 2.




28

- g

o oo ——_— — e — —— s o ———. m_—_ —— -

e . T Skl .20 S S S e S B e A Bt S o (e e S S S Y et S G e e e A P S G S B Y

Total Exports 1l.12 9.84 11l.31 14.41 6.49 11.38

(0 + 1) ©7.01 -1.92  17.78  11.46 15.75 -8.22
(2+ 3 + 4) 11.34 10.53 10.55 15.78 4,47 12.35
(6 + 8) 3.99 7.56 0.%2 =11.89 5.98  13%.34
(7) 22.73 24.57 21.13% 29.43 20.53 32.10
Note : (0O+1) = Food, Beverages and Tobacco;

(2+%+4) = Crude materials and Mineral fuels;

(6+8) = Manufactured goods;

(7) = Machinery and Transport Equipments.

Source : Computed from Appendix Table 2 and, United Nations,

Yearbook of International Trade Statistics,

various issues.
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commodity classes enjoys a favorably growing trend, particularly
the exports of crude materials and capital goods. Ln regard to
percentage share in total exports, despite the capital goods
class that fulfilled a more significant growing trend and é less
significant one for crude materials class over the period under-
review. Manufactures class suffered from a decelerating trend
which is due to the fact that the growth of volume of this class
is not fast enough to follow the growth of volume of the two
classes mentioned and is thus overtaken by the latter. Food
class also faces a diminishing trend which is again mainly due
to a relatively slower expansion. The comparison of the growth
rates of various classes with those of-total exports at corres-
ponding period clearly explains the changes in percentage share.
With the exception of exports of food, beverages and tobacco
(s1TC, 0 & 1), growth rates of other commodity classes are
usually accompanied by a level higher than that of total exports.2
With the exception of two commodity classes —-- manufactured
goods and capital goods -- growth rates of total exports and
other commodity classes are higher at the earlier period than
at the later one. Or, in other words, they are faoing a dece-
1era£ing growth trend. Notably, the annual growth of manufactured
goods exported shows an improving advancement in the successive
periods., This explicitly indicates the fruit of the diversifi-

cation of both production and exportation in Sabah's economy

e v s i o S et iy e

2. If the growth rate of particular commodity class in particular
period is higher (lower) than that of total exports in that
period, then its share in total exports will be increasing
(decreasing) at the same period, under the assumption of
equal annual deviation from trend.
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during the sixties. In addition, annual growth rates show a
general fall, a particularly acute one for the material class,
at the period 1960-65, it is very much attributable to the
chaos of Confronﬁation which adversely affected the production

and exportation of certain primary products.

Broadly speaking, pattern of Sabah‘b exports
has been driven gradually towards diversification, this is war-
ranted by the generally decelerating growth rates of commodity
broadly classified and the accelerating growth rates of manu-

factured goods exported.

¥ Composition of'Imports -- On the contrary,
imports comprise largely capital goods and consumption goods
while the volume of raw materilas imported is much less domin-
ant than the former two. Here, according to SITC one-digit
code, a brief summary of imports which is categorised into six
classes 1is tabuiated in 2-4 and Appendix Table 3, and the res-
pective annual growth rates in respective periods are also sum-
marised in Table 2-5. Except for a diminishing trend in the
experience of the crude material class imports, the respective
import volume of all the remainders presented an increasing
trend over the period under review. Among these five commodity
classes, capital goods class fulfilled the fastest annual growth
rate of 20.3%%, then follow the mineral fuels (14.0%), chemicals
(13.6%), food, beverages and tobacco (10:5%) and manufactures
(10.5%). However, they are different in weight in the total

imports. With respect to percentage share, as it is presented
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Table 2-4
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Sabah : Percentage Share of Imports by Commodity Class
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Food Crude Mineral Chemi- Manufac- Capital
Bevzggges Mater— tured
Tobacco ials Fuels cals Goods Goods
(0+1) (2+4) (3) (5) (6+8) (7)

1955 23¢9 C12.3 6.0 4,3 29.1 11.1
56 3273 15.5 5e2 4.2 27.6 12.1
57 33.1 15.8 4.7 4.4 25.5 13.2
58 3%.8 18.5 3.7 4.1 22.7 13.7
59 27.6 15.9 11.0 4.5 21.1 16,8
1960 26.6 15.8 8.2 4.0 21.7 20.3
61 %1.9 10.7 6.8 4.4 23.9 19.2
62 35.7 6.7 7.8 3.8 21.1 22.4
63 35.7 4.9 6.9 3.7 22,1 24.3
64 32.7 - 4.8 8.8 4.5 23.5 234
1965 32,3 3.9 8.7 4,1 21.7 25.9
66 26.3 3¢5 10.8 4.8 22.4 29.2
67 29.7 2.8 7.3 5.2 22.8 28,8
68 26.5 2.5 8.1 5.7 24.1 30.8
69 26.8 2.5 6.4 5.5 2%.2 34.4
1970 23.9 2.7 5.9 5.0 21.8 %8.9
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Note ¢ IYigures contained in the parentheses refer to SIIC

one-digit code.

Source : Appendix Table 3.
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Table 2--5
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Total Imports 10.58  7.90 13.47 14,08 11.27  7.51

(0+1) 9.48 5.45 14.49- 10.12 14.26 %,06
(2+4) -4,77T =9.50 =1.35 18.34 =16.36 =0.57
(3) 12.83 6.57 19.02. 24.44 13.96 =2.27
(5) 12.3%2 11,62 12,94 13,18 12,10 11.70
(6+8) 9.59 8,10 11.21 7.29 11.16 8.03
(7 18.54 14.38 22,37 25.57 16.7L 14.96
Note ¢ (O 1) Food, beverages and tobacco;

(2 4)  Crude materials;

(3) Mineral fuels;

(5) Chemicals;

(6 8) Manufactured goods;

(7) Machinery and transport equipments,

Source ¢ Appendix Table 3.
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in Table 2-4, the performance of those classes can be further
grouped into three characters -- diminishing group, which con-
tains only the crude materials class; the growing group which
comprises capital goods alone; and the stable group which ;on—
sists of the others, of which sharesfluctuate within the rénge
of ¥ 2.0 percent. Annual growth rates of respectiye commodity
classes at successive period generally show a descending trend.
The capital goods class is by no means an exceptional case,
although its annual growth rates have been much greater than
those 6f the total imports at any particular pericd in question.
Except for a rise in the growth rates of both food and manu-
facture imports, respective growth rates of all other commodity
classes, and so are those of total imports in the period 1960-65

adversely affected by the chaos of confrontation.

C. Principal Exports and Functional Imports

¥ Principal Exports -~ Aforementioned that, in
overall terms, Sabah is highly specialised in the production
and exportation of agro-based products, or, mor precisely, the
economy's exports concentrate on forestry products. The main
items of agricultural products comprise timber, rubber, tobacco,
copra, fishery products and hemp. At the end of the 1950s and
the beginning of the 1960s there came the exports of cocoa beans
and oil palm products. As a result of industrialisation towards
economic diversification, new semi-manuféé%ufed products for
exports -- veneer sheeﬁs and plywood —- were recorded during

the 1960s. All these items constitute 81.4 percent of Sabah's
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total export trade in 1955, 90.2 percent in 1960, 92.7 percent

in 1965 and 92.0 percent in 1970.

Table 2-6 and Table 2-7 present the proportional
shares of these prime exports in the total export trade and the
annval growth rates respectively, and respective tfends are
shown in Figure 3%a and Figure %*b., Due to their dominant share
in the total exports, changes in quantitative importance of
these individual items certainly reflect the changes of structure
or pattern of Sabah's export trade. During the period 1955-70,
these individual exports have been behaving differently from
each other or from some others, and from these tables and dia-
grams we can dérive some distinctive features .of théir behavior.
Firstly, since 1958 volume of rubber exported had been outweighed
by that of total timber, i.e. logs and timber,: exported and be-
coming the second important item in Sabah's export trade.
Secondly, acoording to the growth of individual exports during
the entire period of study, these main exports can be catego-
rised into three group -- the expanding group which increases
more than 2.0%, the stationary group of which annual growth
rate lies between * 2.0% and the depressing group decreases
more than 2.0% annually. Seven out of the eleven major exports
‘experienced a relatively progressive trend, they are logs (as
well as timber a whole), tobacco, fishery products, oil palm
products, cocoa beans, veneer sheets and plywood, whose annual
growth rates range from 5.8% (tobacco, fﬁé 15west) to 96.5%
(plywood). The depressing group consists of lumber, copra and

hemp, whose growth rates range from (-4.9%) to (~10.5%).
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JLogs  _Lumber = Rubber = Copra = Tobacco =~ Hemp

SITC (242.3)  (243.3) (23L.1) (221.2)(121 122.2)(365.5)
1955 18.9 1.9 40.4 13.7 3.8 2.1
56 19.5 2.4 5%.8 19.5 5.4 1.5
5T 23.0 Aed %1l.1 20.L 7.2 2.4
58 25.5 2.8 25.6 25.0 6.9 1.9
59 32.6 2.1 26.8 20.0 6.0 2.1
1960 8.9 2.1 22.4 18.2 5.9 2.3
61 46.2 0.4 18,7 12.3 2.2
62 51.8 0.6 15.8 7.9 14.4 1.4
6% 55, 2 0.3 11.8 6.5 15.6 1.4
64 56.9 0.3 12.5 6.1 J10.2 1.7
1965 60.5 0.3 11.2 4.4 13,1 0.9
66 _ 2.4 0.1 8.9 5.2 4. 0.8
67 T7.3 0.1 6.4 1.4 3.4 0.6
68 77.7% 0.1 6.0 1.5 1.47 0.5
69 71.9 0.2 7.9 1.4 2.4 0.4
1970 74,1 0.2 6.8 1.3 2.6 0.1
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(continued) o Table 2-6
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Fishefy 0il1 Palm Cocoa Veneer '
Products Products _Beans ~ Sheets_ Plywood
SITC 03 422.2 72,1 631.1  632.2
1955 0.6
56 0.8
57 0.5
58 0.6
59 0.5
1960 0.4 a 0.2
61 0.9 0.10 0.2
62 0.9 o 0.15 0.3
63 ' 0.8 0.19 0.5
64 0.7 0.2 0.21 0.6
1965 1.2 0.4 0.15 0.5
66 AT 0.6 0.31 0.5
o7 1.7 1.3 0.3%4 0.2 0.2
68 1.9 1.8 0.60 0.3 0.3
69 1.3 2.0 0.69 0.3 0.2
1970 1.5 3.8 0.80 0.5 0.3

Source : See Appendix Table 4.
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Table 2-7
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Total Exports 11l.12 9.84 11.%1  14.41 6:49 11.38

Logs 21.30 16.30 24.44 29.39 14.62 14.22
Lumber -14,09 =12.61 =16.27 1%.81 -41,06 11.44
‘Rubber - 1.94 - 2.72 - 2,03 .42 ~ T.74 %.05
Copra '.-10.;52 ~18.19 =~ 3.70 19.27 -20.29 =13%.44
Tobacco 5.81 -21.73 26.07 21.61 0.17 -19.29
Hemp - 4.88 -17.58  5.96 17.78 - 9.16 -32.61
Fighery

Products 19.32 21,32 15.84 5.75 13.56 12.89
0il Palm .

Products @ - - - - - - - - - 65,95
Cocoa Beans - - 44,38 - - - - 58,20 43,36
Veneer Sheets - - 18.45 - - - 41.66 5.47
Plywood @ - - - - - - - - 96.50
Iraditional

Exports 12.779 10,03 14.41 16.83 T.46 10.06
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Note : @ For the period 1964-70,

source ¢ Computed from Appendix Table 4.




‘Figure: 3(a) - Sabah: Trend of Main Exports,1955-70

(semi-logarithm)

Source: Appendix Table 4
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Figure: 3(b) Sabah: Trend of Main Exports,1955-70
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There is a unique 1item -~ the rubber, which diminishes at
about 1.9% annually is classified as the stable one. However,
as 1955-70 is broken up into some sub-periods, the growth rate
of particular export is different from one périod to another
and hence deviation from the above classification is inevitable.
Thirdly, all of these major exports experienced a lower growth
rate in the later period than in the earlier one, or, in other
words, a decelerating trend of growth. These are indicated in
Table 2-7, Figure 3a and Figure 3b. Fourthly, among these .-
selected items, growth rates of rubber, copra, tobacco and hemp
are much lower than those of total exports at different sub-
periods in the 1960s. This implies that, regardless of annual
fluctuation, shares of each export in the export trade are de-
clining. The difference between the growth rates of each of
these four and that of the total exports at particular period
indicates the extent of decrease in percentage shares of each
export independent of the latter in that period. The fall in
percentage shares of particular exports and the rise in those
of the others are warraﬁted by the figures in Table 2-6,
Fifthly, production and exportation of these exports were ad-
versely affected by the confrontation, a relatively lower growth
rate for these prime exports in the period 1960-65 is thus ob-
tained. However, owing to the difference in geographic concen-
tration of individual industries degree of destruction is dif-

.

ferent from one industry to another.

Q. Timber =-- Data indicate that timber
is by far the most dynamic commodity in Sabah's export trade

during the period 1955-70. As it is dissected into exports of
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logs- and lumber, respective data witness two extremely differ-
ent performances, with respect to both volume and peréentage
share. Logs export is the dominant component which constitutes
more than 90% of the total timber exports. Export of 1ogs; in
terms of volume, consummated a resplendent advancement during
this period of sixteen years. It grew at about 21:3% annually,
from an amount of less than M$ 20 million of 1955 to more than
My 86_million in 1960 and finally about MJ$ 400 million in 1970.
The high annual growth rates of logs exports in various periods
summarised in Table 2-7 clearly reveal its brisk tempo of ex-
pansion. The great difference of its growth over the annual
‘growth rates of total‘exports at corresponding periods obviously
reflects its increasing impoytance in the exports trade which

is presented in Table 2-6,

. Contrarywise, lumber exports faced a diminishing
trend in volume of exports as shown in Table 2-6, although its
guantum of expogts expanded at an extremely high rate of 49%
per annum. ILts volume of exports had once reached the peak of
about M# 4.6 million in 1960 but had been falling drastically
since then and, consequently, its percentage shares in total
exports are dropping severely. This is.main due to the fact
that lumber was usually being used as fuels and has besen in-
creesingly éubstituted by, say, petroleum products and electri-

cal apparatus since the beginning of the sixties.

In regard to logs (sawn and veneered), its mar-
kets are focus in those countries in the ECAFE region, parti-

cularly the Japan which absorbed the lion's share of the total
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lng'exported during the period retrospected -- 62.7 percent
in 1958 and 69.7 percent in 1969, for example. Increasingly
large amounts of logs were beilng exported to the Korean market
during the later half of\the.19608, tﬁe share is beiﬁg increas-
ing from 12.8 percent of 1967At0 19.2 percent of 1969. Other
major ECAFE importers include China and Macao, Formosa, Hong
Kong, Singapore, Australia and New Zealand, aggregately cons-
titute some 9.5 percent in 1968. Among those developed coun-
tries of the remainders, the United Kingdom is the outstandiﬁg
one although its éhares, in terms of absolute value and percen-
tage, are diminishing over time. The other are the United
States, South Africa, Italy and France, which absorbed the
minority of Sabah's logs exports. However, owing to the super
capacity of the Japanese, developed countries remained the
majbr importer of Sabah's logs. Other than Japan and Australia,
the rest of the rich importers are constituting a decreasing
share over time while it is the opposite in those developing
countries. ‘

Although Japan is the dominant importer of Sabah's
logs, only a small amount of lumber.(sawn planed and worked)
was being absorbed by her, of which share is roughly 5 percent
in average of those years prior to 1966, Instead, about 40 per-
cent to 70 percent of the total exports of lumber were being
shipped‘to Australia. hong Kong was the second important pur-
chaser which reached the peak of 24.1 peréént in 1955 and fell

over time thereafter to the lowest of 0.07 percent in 1967.

As a historically important buyer of Sabah's lumber, the
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importance of the United Kingdom has been vanishing over time,
élthough its share had once been as high as 51.1 percent in
1956, it was only 2.9 percent in 1966, Other attractive buyers
are the United States, South Africa and Kew Zealand, whose
shares range roughly from 5 to 12 percent. As a whole, DCs,

again, remain the main market in Sabah's export trade of lumber.

Therefore, timber exports, as a whole, are con-
cerned, DCs are the main destination while LDCs are becoming

increasingly essential.

b, Rubber -~ Since the year of 1958,
volume of rubber exportgd hags been outweighed by that of total
timber exported and becoming the second important item in
Sabah's export trade. In the decade immediately after World
War 11, rubber dominated largely Sabah's total exports; a pro-
gressive jump was stimulated by the boom of Korean War and
finally reached‘the'peak of about M§ 50 million in 1960. In-
tuifively and mainly, owing to the depression of international
market prices, volume of Sabah's rﬁbber exported has been fall-
ing since 1961, to a level in 1970 which is lower than that of
the beginning yeaf of the period 1955-70. Its quantity of ex-
ports had been increasing to some éxtent, but nevertheless not
sufficiently great to compensate for the loss caused by the

fall of the prices.3 Obviously, its annual growth rate regarding

- s o s oo o S e vo

3. Bxports of rubber face an acute competition from synthetic
substitutes., There is a growing trend in the guantum of
rubber exported, at 3% annually, whilst its volume declined
by about 1% every year. Figures of quantum show a con-
tinuous increase during 1962-65, while its volume is dropp-
ing at the same time.




41
to vblume in various periods, particularly during the gixties,
are very much below the level of total exports growth and its
consequential diminution in proportional shares is warranted
by the figures listed in Table 2-6. This simple implies that
the crucial position of rubber in Sabah's export trade has

«

been vanishing over tine.

In aggregate terms, Sabah's rubber was being
substantially shipped to DCs, and evenly distributed among
these countries, while the exports to LDCs though large but
were rather coﬁcentratedh in very few countries. Developed
markets comprise the United Kingdom, Japan, Germany, United
States, Spain, Italy, Ifrance, Norway, Demark, the Netherlands
and Canada, etc., whose shares range from 3% percent to 85
percent. However, as individual trading ﬁartner is concerned,
Singapore is the leading one which absorbed 55 percent of the
ﬁotal rubber exports.4 Anothef distinct trading partner is
Hong Kong, which imported about 3 percent to 12 pércent of the
. total rubber exported. Hence, at least 60 percent of rubber
exports were being shipped to LDCs. As scrapped rubber is con-
cernéd; Japan and Singapore were historically the leading im-
porters, dominating about 70 to 95 percent of the entire ex—
ports of scrapped rubber. Other less essential trading part-
ners are Hong Kong, the United Kingdom and Germany, whose
shares range.from 5 percent to 25 perqent,roughly.

——— s - — ———

4, Grade I rubber was mostly shipped to DCs while Singapore
alone dominated the lion's share of Grade 1 to V rubber.
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C. Copra -- Exports of copra have been
&ell known in Sabah's commercial history. Certainly, it had
once been a remarkable contributor to the economy for a con-
siderable period of time, It should.be counted historically
a8 the third essential item in the export sector, although its
importance has been diminishing over time., No matter from the
viewpoint of volume, or from that of percentagse share or gquan-
tum of exports, its performance can be elucidated from two
different periods of time divided by the year 1960. The per-
formance in 1960, with respect to both volume and quantum, was
thé most remarkable one. The performaence of the export of
copra indicates a propressice advancement during the period
prior to 1960 but since then it Has been worsening off con-
tinuously. In respect of volunme,of exports, the figures rose
from about M$ 14 million in 1955 to the peak of more than M¥
40 million in 1960, but dropped drastically thereafter. In
1970 the amount—was less than one half of that of 1955,
Statistically, its arrant fall since 1961 is indicated by the
negative growth rate of the period-l960—65 of 20.%% and 18.2%
'in the period 1960-70. And its proportional shares in the
total export trade are thus falling during the sixties. In-
tuitively, this negative tempo of expansion was largely due to

5

two possible factors -- price and supply.

o o g s G G B at g

5. ®ince volume and quantity of copra exported are including the
amount of re~exports and of which supplies, other than
local minor production, are largely from the Philippines
and small proportion from Indonesia through volatible barter
trade. Since the change of economic condition in the Phili-
prines, piracies perpetrated on the high seas on the small
crafts engaged in the barter trade and Indonesia confron-
tation, all had their adverse effects on this trade. It
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In the past, DCs, no matter in aggregate form
or individually, were the major importers of Sabah's copra,
but this orientation has been shifting towards LDCs. Duripg
the 1950s and the early 1960s, more than 55 percent of the
total copra exported were shipped to Demark, France, Germany,
Italy, Japan, Spain, Sweden, the Netherlands and the United
Kingdom. However, this trend had been declining over time,
During the 1960s, this Commodiﬁy was rarely exported to those
afofementioned countries except Japan, Germany and the United
Kingdom., On the contrary, Singapore became more and mofé‘im—
portant in Sabah's copra trade, at least 85 percent of the
total copra exported were being absorbed by the entrepot dur-

ing the sixties.

d. Tobacco =-- In the earlier age, un-
manufactured tobacco made up the main component of this export
but was gradually occupied by the exports of cigareftes which
include a large proportion of re-exports, during the sixties.6
Bothe wvolume and quantity of tobacco exports increased contin-
uously during the period 1955-~65 -- with an export boom during
the confrontation period. However, they dropped critically
duriné the later half of the 1960s.

5. cont./.. is thus undoubtedly that the shortage of copra
supply, to certain extent, should be reflected in the fall
of copra exports. At the same time, because of lack of
demand, prices were dropping.

6. Exports of fine~-leaf tobacco have ceased with the final wind-
ing up of the business of the only fine-leaf tobacco
estate during the year 1960.
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Un-manufactured tobacco was a highly geographi-
éally orientated export which was 2lmost entirely absorbed by
the United Kingdom during the later half of the 1950s and the
early 1960s. At the peak year of 1959 this item alone amounted
to more than M$ 5.5 million. 'However, this orientation was no
more existing as the last tobacco industry closed up in 1960.
Very small amount, less than M$ 0.05 million, were being ex—
ported to merely the neighbouring countries —-- Sarawak and
,Bruﬁei. lNative cigar and cheroots, which constitute a very
small proportion of the exports of tobacco, were as well mainly
shipped to Sarawak and Brunei. Cigarettes, the main component
of tobacco exports, were entirely exported to the neighbéuring
countries -~ Brunei, Indonesia, the Philippines, Sarawak and
Singapore —- and the Philippines took the lion's share.

e. Hemp and Fishery Products7 -~ Rela-
tively, these two behaved in a rather contradictory pattern,
that is, the exports of hemp experienced a diminishing trend
whilst the other enjoyed a prosperity. That is why both of
them, as a whole, éontributed only a small and almost constant
fraction of foreign exchange earnings to the economy. Surpris-
ingly, again, this export trade seemed to be stimulated by the
chaos of confrontation, that it reached the peak in the period

e e L

7. Structurally, hemp exporis comprise mainly manila fibre and
tow. Crustacea and molluses are the dominant fishery pro-
ducts, particularly frozen prawn, whilst exports of fish,
fresh and/or dried. contribute only a little to the
total exports of fishery products.
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between 1959 and 1964. Though, the performance in percentage
share is rather disappointing in the exports of hemp, which
has been falling all the way from 2.3 percent of 1960 to ]
merely 0.1 percent of 1970, while an encouragingly grovwing
trend in the exports of fishery products from less than 1.0
percent to almost 2.0 percent is evident. As apparently begng
indicated in the data, performance of fishery exports can be
induced to differeni features at twoldifferent periods.,

During the period 1955~60, its percentage shares are declining
continuously while its volume of exports are increasing slight-
ly. But its performance is rather encouraging in the sixties,

both of its volume and percentagé share are increasing.

The exports of hemp and fishery products are
not solely different from each other in transaction performance
but in destination as well. Hemp was mostiy shipped to develop-
ed countries while the exports of fishery products were being
shared by both éeveloped and developing countries, Iurthermore,
various fishery products have diverse destination., As far as
fish (mostly marine type) is concerned, almost all of the ex-
ports were aﬁsorbed by neighbouring countries like Brunei, the
Philippines, Sarawak and Singapore, and very rarely was being
shipped to developed markets. Also, crustacea and molluses
(salted and dried) were entirely shared by Hong Kong and those
countries just mentioned. On the other hand, developed markets
like Japan and the United States, importéd most of the fresh
and/or frozen crustacea and molluses (prawns, mostly); develop-

ing countries, as a whole, shared about one-quarter of this
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export.

The United Kingdom, the United States and Japan
are the major markets of Sabah's hemp exports. The United.
Kingdom was the leading buyer during the fifties but was over-
taken by the United States during the sixties, while Japan re-
tained her third place. Other relevant countries are, ranked
in order, France, Spain, Germany and Italy. Following the
diminishing exports of hemp, these importers were all facing
a negative growth trend. Among them, the United Kingdom en-—
countered the most severe deterioration and the United States
the least. In sum, hemp was almost fully absorbed by developed

markets and its exports to developing economies were negligible.

f. New Crops and Semi-manufactured Pro-
ducts == Great efforts have been driven progressively toward
economic diversification and industrialisation prior to and
during the sixties. Consequently, two new crops and two light
manufactures were expectedly being added to the existing ex-
ports during the sixties.8 Although their shares in total ex-
ports at the moment are not very significant their performance
ig excellent.

In 1960 export of cocoa beans was first regis-
tered of about 9.3% metric tons and valued 16 thousand Malaysian
dollars only, but it expanded persistently and rapidly there-
after., Although there had been a light fiuctuation of inter~

national market prices, both its volume and quantum of exports

8. Virtually, these new products had been initiated exporting
abroad before the year mentioned above, but the volumes
vere too small to be recorded in the exports accounts.
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managed to expand at an annual growth rate of as high as 44.4%

during 1960-70.7

Cocoa beans were being entirely exports to DCs
-~ Australia, Germany, Japan, the Netherlands, the United King-
dom and the Union of South Africa. Share of each customer
varies from year to year., However, in roughly term, Japan is
among the biggest one, which imported about 10 to 18 percent

of the exports during the second half of the sixties.

In 1964 a.total of about 900 tons of o0il palm
products worth more than half of a million Malaysian dollars
was exported to the rest of the world. Despite its disappoint-
ing trend of unit value, both its volume and quantum of export
experienced a tremendously accelerating trend of about 57% and
T1% per annum respectively. Its supply and demand are highly
elastic enough such that the 1oss caused by thevfall in unit
value was transqended by the increase in quantity and its

volume of exports nevertheless enjoyed a favourable trend,.

0il palm nuts and kernels are nmainly shipped to
the following countries : German, Japan, the Netherlands, the
United Kingdom and Singapore. During the first half of the

sixties, Japan alone absorbed the lion's share of the whole,

——— it e 4ot S 2 Sent

9, As a matter of fact, the production of cocoa beans concen-
trates in the Tawau Residency, south-eas of Sabah, which
shares the boundary in Kalimantan (south Borneo) with In-
donesia. The chaos at the boundary during the confronta-
tion would have greatly adversely affected the production
in this region. :
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but its amount, in absolute volume, was small. Great amount
of these items were being exported and distributed widely
among the above mentioned markets during the second half of
the 1960s. Developed markets, as a whole, dominated the 1;rge
share though Singapore alone imported a substantial amount.
Palm o0il was being absorbed mainly by the United Kingdom which
held about 48%, Japan about 29%, and Portugal about 11%, in
19693 Other major purchasers are South Africa, the Philippines,

Singapore and the Netherlands.

"Ag the statistical record indicates, two dif;
ferent trends can be derived from the performance of veneer
sheets exﬁorts in two different periods. Exports of veneer
sheets, in terms of percentage share (Table 2-6), volume (Ap-
pendix Table 4) and quantum of export (Appendix Table 5), have
been expanding from the year 1960 to 1966. There was an arrant
fall in the year immediately after the year and the exports

rose again henceforth.

Developed markets, mainly Australia, Japan,
South Africa, the United Kingdom and the United States, absorbed
almost the entire export of veneer sheets. During the first
half of the Sixties, almost all of these exports were being
absorbed by South Africa, the amount had once over-reached Mg
.1.5 million in 1965. However, in 1966 and onwards, most of

the veneer sheets exported went to Australia and Japan.

Also, an extra-ordinary advancement has been
taken place in the exports of plywood since 1964. Although

the trend of its unit value is rather disappointing, its
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elasticity of demand and supply is high enough to produce an

expanding volume of exports.

The United Kingdom was the biggest purchaser
‘of this item, dominating about 75% during the second half of
the gixties. The rest were being exported mainly to Brunei,
Hong Kong, the Philippines and Sarawak; among them), Hong Kong
absorbed about 68 percent of the total share during the later

half of the sixties.

¥ Commercial Concentration of Exports -- Tra-
ditional exports, which comprise timber, rubber, copra and
tobacco, make up about 79 percent of the total commodity ex-—
ported in 1955, 87 percent in 1960 and about 85 percent in
1970. However, the relaﬁive weight of the exports of fubber,l
tobacco and copra has been declining significantly over tinme,
‘from a percentage of about 73 of the total traditional exports
in 195% to about 42 percent in 1960 and to only 14 percent in
1969, Therefore, while share of traditional exports in total
exports remains such large and in which aggregate shares of
rubber, toEacco and copra have been decreasing severely, it is
that the export sector should thus be characterised by a grow-
ing concentration in commodity, during the period concerned.
Furthermore, it becomes clear that Sabah's commodity exports
become increasingly concentrated if we measure the changes in
the commodity pattern of exﬁorts by subtracting the annual
growth of total export proceeds from that of the traditional

exports. Figures in Table 2-7 clearly indicate that annual
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growth rates of traditional exports in various periods are
higher than those of the total exports in the corresponding
period. ZIor example, the difference is 1.67 for the period
1955-70. Analytically, referring to Table 2-8, the coeffi-
cients of commercial concentration of Sabah's export trade
show an ascending pattern over time. The coefficients of
77.8 and 77.7 in 1967 and 1968 respectively suggest the high-
est level of commercial concentration of exports in the period

‘In the period between 1959/60 and 1965/66, a
negative association of the rate of economic growth and the
degree of export commodity concentration was found among Asian
countries,lo that is, an economy whose exports grew relatively
rapidly are found on average to have a significant lower de-
gree of commercial concentration than the economy whose exports
grew slowly. This general finding seems to be not applicable
to Sabéh's export sector, or it is one of the exceptional cases.
During the same period, Sabah's exports went up at an annual

11

growth rate of 8.1%, while the coefficient of commercial

concentration of exports was increasing from 48;8 of 1960 to

73%.2 in 1966.

If it is true that, by and large, the more

developed the economy the more diversified are its exports,

-
e e . S St o

10. See United Nations, Economic Survey of Asia and the Far
East, 1967 (Bangkok, 1968), p. 16

11, This level is fairly high as compared with those of other
ECAFE economies. ©See United Nations, Economic Survey
of Asia and the Far bast, 1967. Table I-1, p. 17.
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Table 2-8

Sabah @ COegficients of Commercial Cogcentratggg

s ot o3 e v s men s e e e )

1955-70
(percentage)
Coefficients of Concentration Ratios  of
Exports Imports Loefficients
(1) (2) (1) ~ (2)

1955 48.1.6 21,22 2.27

57 46,29 22,84 2.0%

58 46. %6 24.80 1.87

59 48,82 2%, 41 2,09
1960 48,77 21.04 2.32

6% 58,98 23,06 2.56

64 59,53 19.52 3,05
1965 6%.15 20,98 3,01

66 : 73,19 19,20 %, 81

67 77.79 18.85 4.1%

68 77.67 18.72 4.15

69 72,58 20,82 %, 49
1970 74.2% 20,75 3,58
Mean 59.84 21.3%5

Standard :

Deviation 11.998 1.756

A A e Ao v St Sy ok D s e e e b e e et b SR S S48 UM S s P B S S el o B i A b R O .S R T S (B S AT (T M A et e e g b ke ok et B e S Gt

Method ¢ See Appendix I.

Source ¢ Computed from the United Nations, Yearbock of

International Trade Statistics, various issues,
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Sabah's exports should then be more diversified as the pro-
cess of economic growth proceeds. However, the process of
diversification and industrialisation in Sabah's economy is
still in its rudimentary stage and, nevertheless, the export
sector did show a tendency towards less specialised and to-
vards more diversified in agro-based and wood-based produc-

tion.

¥ Geographical Concentration of Exports --
As being mentioned above, destination of various prime exports
has been changing from time to time, e.g. some are from mainly
DCg to mainly LDCs and some are changed from direct ekports to
indirect exports through certain eﬁtrepot of LDCs to developed
markets, it is therefore rather difficplt to draw a precisel
line on the destinctive destination. However, taking the per-
formence in the 1960s, as a norm, logs, hemp, cocoa beans, ply-
wood and veneer sheets were shipped to developed markets but
only copra and tobecco were absorbed mainly by developing mar-
kets, and both DCs and LDCs were markets of Sabah's exports of
rubber lumber, fishery products and oil palm products. As far
as general destination of exports is concerned, Table 2-9 shows
that more than one-half of the total exports was being absorbed
by industrial economies, and a large portion was being trans-
ferred to those developed markets in the ECAFE region, as in
Table 2-10 and Appendix Table 6, during-ﬁhe period 1955-70.
Although, in Table 2-9, the percentage share of total exports

absorbed by developed markets fluctuates from time to time, it
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Table 2-9

e s W s e s st ama sman
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(Mé million at current market prices)

——— o Sy T A e Mt S P W U e e e S A Sk —— - s it —— 1y P . e vt S o D Wy I P A S A e S B et ey

Developed Countries Developing Countries

Volume  Share % Volume Share %

1955 52,06 50. 32 51,39 49.63
56 62.10 52.03% 57.25 57.97
57 60.77 50.83 58,79 49.17
58 88.15 68.50 40.53 31,50
59 124,84 70.99 51.01 29.01
1960 153.71 69.38 67.84 30,62
62 154.46 66.30 78450 33,70
63 171..95 63. 36 99.42 36,64
64 158.32  60.92 101.57 39.08
1965 180.42 59.12 124.54 40.84
66 235,13 65.67% 123.15 34,37
67 278.82 68.07 130.78 31.93
68 279.73 64.58 153.42 35,42
69 305. 34 58.58 215.89 41.42
1970 316.89 59.34 216.62 40.56

T S R o ok W L e S o AR o ) S S L UG PSR A W SRS S RS U AU A e SSAL AP St WV TR SGS CUND YUS LAY AHY S M i e i et et (U o e B Y B 7YY S T PSS T W N SRS o

Source ¢ Computed from the United Nations, Yearbook of
International Trade Statistics, and Sabah,

External Trade Statistics, various issues.
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Table 2-10

Wt i P A S S s s

S e g s e A L T e s Y A S S s ey s B s - o v o — -

Region
ECAFE
Total DCs LDCs  Common- non- “Japan Entire
T w Cémmon
wealth  Sommon wealth
e e GrOUD_
1955 47.9  26.2  T3.8  T1.7 28.3  17.3  57.3%
56 49.4 27.7 72.3 58.6 41.4 20.5 52.7
57 62.7 :.34.8.. 65,2 54.6 45.4 26.4 53.9
58 76.3 57.2  42.8 38.9 61,1 48.5 44.9
59 72.2 62.3  37.7 37.2 62.8 55.0 ° 39.0
1960 773 64.2 35.8 35.0 65.0 55.9 35.7
62 82,5  63.8 36.2 20.8 79.2 60.0 22.4
6% 86.3 62.6 37.4 14.7 85,3 62.6 15.8
64 89.8 58.7 41.3 25.9 74.1 55.% 25.9
1965 93.4 56.7 43.3 22.9 TT.1 54.0 2345
66 94,2 64.1  35.9 19.2 80.8 62.6 20.1
67 95.5 66.9  33.1 15.1 84.9 64.7 16.5
68 94.3 63.6  %6.4 16.3 83,7 61.1 17.9
69 90.7 60.6 39.4 18.2 - 81.8 58.8 18.9
1970 91.7 60.1  39.9 18.5 81.5 58.1 19.5
Note t+ The entire Commonwealth Group is the Commonwealth

members in ECAFE region plus Canada and the
United Kingdom.,

Source ¢ See Appendix Table 6.

conte/..




{continued)

Table 2~10

N. America

Total United

Sabah Destination of Fxports in Percentage By
Region
_ EFTA
A Total’ West Total United
Germagg Kingdom
1955 13.1  51.5 22.1 100.0
56 12.8 36. 2 23.1  100.0
57 8.0 29.5 19.1 100.0
58 6.8  18.1 17.9 97.7
59 7.7 3042 12.3 91.3
1960 7.1 31.5 9.7% 88.73
62 4.9 37.0 5.7 80.8
63 3.0 . 27.0 3.7 75.2
64 2.7 3945 3.2 76.2
1965 1.7 21.6 2.2 90,0
66 1.0  22.4 2.4 79.9
67 0.7  20.0 2.2 92.5
68 1.1 31.2 2.7 94.5
69 0.7  22.9 2,4 90.4
1970 0.1  16.2 2.7 9%.6

Stateg
1.9 100.0
1.8 100.0
1.4 100.0
3.4 96.6
4.9 90.2
2.5 89.53
2.0 T4.6
1.2 92.2
1.4 92.0
1.6 93.7
1.3 98."1
1.1 99.1
0.8 98.3
0.5 98.2
0.3 96.3

Source : See Appendix Table 6.
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remains indicating an upward trend. Volume of exports to de-
veloped markets increased rapidly from Mé 52 million of 1955
to M$ 172 million eight years later and then M$ 316 million

in 1970. The boom of timber éxports, most of which went to
Japan, resulted in a suddénly great increase of exports to
developed markets in 1958 and onwards, and the fall took place
in 1964 was mainly attributable to the contraction of exports

to Japan.

If destination of exports is divided according
to economic region into Economic Commission of Asia and the
Far East (ECAFE), European Economic Community (EEC), Buropean
Free Trade Association (EFTA) and North America,l2 ECAFE re-
gioﬁ has been increasingly dominating largerrand largér shares
over time, from a percentage of less than 50 percent in 1955
to more than 95 percent in 1967. Beyond the ECAFE region, the
EFTA region is among the biggest buyer and North America the
least. However, three of them are facing a descending tendency
of share in Sabah's export trade over time. These are shown in

Table 2-10.

Within the ECAFE region, the absorptive capacity

— . " o v " S 4=t

12, ECAFE countries enclude Brunei, Burma, Indonesia, Malaysia,
the Philippines, “ingapore, Thailand, Vietnam, India,
Iran, Hong Kong, China, Korea, Japan, Australia and New
Zealand, of which the last three countries are categorised
as developed ECAFE countries. ULEC includes Benelux, i.e.
Begium, the Netherlands and Luxembourg, France, west Ger-
many and Italy. EFTA consists of Demark, Spain, Sweden,
Switzerland and the United Kingdom. ©North America com-
prises the United States and Canada.
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of ekports from Sabah in developed member countries, which com-
.prise Japan, Australia and New Zealand, has been enlarging
while that in developing member countries has been relatively
contraoting. ‘Figures displayed in Table 2-10 clearly indicate
the level and trend of proportional shares of deveioped and

developing ECAFE economies in Sabah's exports to the region.

For Sabah and a considerable number of economies
in the ECAFE region had once been colonised, it is interesting
to have a look at the traditional relationship between Sabah
and those Commonwealth members within the region. Ag volume of
exports is concerned, Sabah's export trade with the Commonwealth
counﬁries in the region has been enlarging gradually over time,
from the lowest of M$ 34 million of 1958 to the highest of M$ 90
million of 1970. But, on the other hand, percentage shares of
Commonwealth group in Sabah's exports to ECAFE region has been
falling over time. Unavoidably, as indeed suggested in Table
2-10, Sabah's traditional relationship with.the entire Commpn—
wealth world (Commonwealth members of LCAFE region plus the
United Kingdom and Canada) is in turn being submerged too —--
percentage shares of the entire Commonwealth world in Sabah's
total export traderare dropping from as high as more than 57
percent in 1955 to 26 percent in 1964 and finally to 19 percent
in 1970.

Analytically, Japan should be responsible for
the rise of Sabah's exports to the ECAFE region and to the

developed ECAFE countries, and, of course, for the expanded
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exﬁoft trade of Sabah with non-Commonwealth group in the re-
gion. As indeed indicated in Table 2-10 and Appendix Table
6, the change of Sabah's exports to Japan was matched by that
of exports to developed ECAFE markets, to non-Commonwealth
ECAFE countries and to the entire ECAFE region. About M3 9
million or 17 percent of Sabah's exports to the region went
to Japan‘in 1955, these figures went up to M$ 116 million and
60 percent seven years after and had once reached the peak of
about 65 percent in 1967, and finally M4 284 million or 58
percent in 1970. The expansion of exports to Japan is mainly
attributable to the increase in Japan's purchase in Sabah's

logs exports, as being mentioned in the preceding section.

Not only the proportion but also the volume of
Sabah's exports shared by EEC, EFTA and North American coun-
tries were being subsided. As EEC countiries are concerned,
the West Germany is among the largest market of 3abah, but,
nevertheless, . both of which volume and percentage shares have
been diﬁinishing over time and, consequently, Sabah's exports
to EEC region is becoming more evenly distributed among each

of the EEC countries.

Owing to the traditional relationship of Sabah
with the United Kingdom, the latter remains the leading pur-
chaser of Sabah's exports among other members of EFTA,
Although the United Kingdom monitored and maintained moré or
less 90 percent of Sabah’'s exports to the EFTA region, its

weight in Sabah's total export trade has been diminishing.
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"Presumably, after mentioning a general direc-
tion of Sebah's export trade in the preceding paragraphs, one
might probably sketch out a brief picture of the distribution
of Sabah's exports to the rest of the world. Accordingly, the
computed results presented in Table 2-11 show that the coeffi-
cients of geographical concentration of Sabah's exports have
been enlarging over time. The low coefficients of geographic
concentration in the earlier period suggest the relatively
higher degree of even distribution of exports in that period
.but the gradual increase of coefficients indicates the increas~.
ing degfée of geographic orientation, This implies that the
direction of Sabah's exports has been more and more focused on
a single or few markets. Certainly,  this increasing level of
concentration is mainly attributable to the fact of high depen-
dence upon single product and narrow destination to where the
strategic product being shipped.l3 This simply warrants Hirs-
chman's proposi%ion that the geographic concentration of ex-
ports is stronger the stronger the commercial concentration of
exports.14 Another additional factor, as has been mentioned in

- o i ot Soas S g

13. The relationship between the level of geographic concéntra-
tion, exports of strategic product, and the degree of com-
mercial concentration in exports, is expressed by the fol-
lowing regression equation :

Xg =39.48 + 0.68 Xy - 0.39 X¢ , R® = 0.9667 , Stand-
ard Deviation 2.173 ; where Xg represents the coeffi-
cient of geographic concentration, Xt the share of logs
in total exports and X¢ the coefficient of commercial
concentration,

14. See Albert 0. Hirschman, National Power and the Structure
of Foreign Trade.
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Table 2-11

———— " o o s = -

Sabah Coefficients_of Geographic Concentration

——cs S v o o

1955-70
(percentage)
Coefficients of Concentration Ratios of
Exports Imports Coefficients
(1) (2) (1) = (2)

1955 34,21 33,24 1.0%

56 3%e97 %2.62 1.04

5'7 340 15 31577 1.07 -

58 40.16 31.59 1.27

59 ' 44,23 31.59 1.40
1960 - 46.86 . 31.09 1.51

62 52,47 32,28 1.63

63 5T.14 %2.20 1.77

64 52.94 38,67 1.37
1965 54.64 32,42 1,69

66 61,06 32.24 1.89

67 6%.5% 32.09 1.98

68 60,28 32.93 1.83

69 56,22 %4459 1.89
1970 63.40 34.,85 1.82
Mean 50. 35 32.94 i
Standard @

Deviation 10, 368 1.832
Note : @ 15 degrees of freedom.

. Method : See Appendix I.
Source ¢ Computed from the United Nations, Yearbook of

International Trade Statistics, various issues.
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the preceding section, is the 'psychic distance factor'.
Due to the geogrpauhic proximity to only a few developed
markets, and also exports are limited to that or those whiph
is/are in demand in these markets, e.g. Japan, Sabah thus
maintains or even closers its trade relation with these part-
15

nerg” " -- at leasf, it is the case in Sabah in the. period

under review.
i

¥ Exports and Trade Pdlicy — In principle,
Sabah's export trade, as a whole, has been being given in-
centives and promoted progressively, but in order to control
over-logging and prevent exhaustion, timber production has
been controlled by issuing, except a few long term concession-
aries, short—-term or one-year concession or licences and by
forest reserve and replanting. Beyond this indirect control
over timber exports, quantitative restrictions are hardly to
be seen in Sabah's export trade during the period 1955-70.
For multi-purposes, as being mentioned precedingly in Chapter
I, export duties have been levied ubon various primary exports.
Due in part to the successive liberalisation of trade policy
exercised in the major market for Sabah's leading export —-—
timber, particularly logs, Sabah's export trade has been

- g e G — - — v —_

15, M, Michaely's findings suggest that the trade of countries
located in or nearby a major trade area, e.g. Hurope,
which consists of numerous countries most of which are
important traders, is generally geographically less con-
centrated while that of countries located nearby a major
trade area which consists of a single country, e.g. the
United States, is generally geographically strongly con-
centrated, even if these countries are highly developed,
such as Canada. ©See M. Michaely, Concentration in Inter-
national Trade (1962). Table 3, p. 19 and p. 23,
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expanding over time. Trade policy practised in other markets
has much influence on Sabah's minor exports, both asgricultural
and semi-manufactured, of which the lion's share was being

absorbed by these markets.

Undoubtedly, psychic distance factor plays an
important role in determining Sabah's export trade with the
ECAFE countries which indeed absorbed an increasingly lion's
share of Sabah's total exports during the period 1955-70, but
the change in the trade policy of Sabah's trading partner in
this region towards a position in favour of Sabah's promisihg
exports is more determinant. The increasing shares of Japan
are largely attributable to the changes of Japan's internal
situations and the economic policies thus accommodated.

1955-70 has been a périod of unprecedented expansion in Japan's
national products as well as foreign trade. The rapid expan-
sion of manufacturing sector was the main impetus, and the
growth of imports had kept pace with that of manufacturing
production.16 Since the natural endowment of Japan is poor

and limited, the critical expansion mood of her industrial sec-
tor has critically intensified has imports of industrial raw
materials and food-stuff. Insufficient supply of local timber
‘has caused wood imports to grow rapidly of all three main

groups of raw materials.17'

-
16. See GATT, Japan's Economic Expan31on and Foreign Trade,
1955 0 1970 (Geneva, 1971).

17. Ibldo, Ilable 4’ P. 15-
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Ag a British colony, Sabah had in principle
followed Britain's discrimination against Japan's trade during
the early post~war period. However, this trading relationship
has been improving during the early 1950s. ©Simultaneously,
restrictions were also applied to imports in Japan and until
the formulation of the Basic Principle for Trade and Foreign
Exchange Liberalisation Program in 1960, Japan initiated re-
laxing its controls on imports steadily.18 In fact, some
special trading treatments have been granted by the Japanese
to the overall Sterling Area since the early 1950.19 From
1955 to the early 1959, according to this short-term preferen-
tial arrangements, a number of products, mainly primary pro-
ducts, which covered almost all of Sabah's major exports, were
granted to enter Japan from the Sterling Area under the Auto-
matic.Approval System. In addition, at the end of 1957,'the
spot exchange rate between Yen and Sterling was made freely
quotable at ratés within 1% on either side of parity.2o All
these factors had no doubt further intensified Japan's imports
from Sabah, and this includes not only the lion's share of
Sabah's timber eiports, but also a substantial volume of Sabah's
other prime exports. dJapan's concession made under the agree-
. ment of Kennedy Round of 1967 had also dore much to encourage

B b T i . 1 s G S

18. See Japan Economic Yearbook (Tokyo : The Oriental Economist)
and IMF, Annual Report on Exchange Restrictions, various
issues.

19. See Board of Trade Journal (London: HMSO), various issues.
20, IMF, Annual Report on Exchange Restrictions, 1958, p. 218,
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Sabah's exports of new crops and semi-manufactured products,
i.e. veneer sheets, to'Japan. But in regard to proportional
shares, due partly‘to the expansion of Sabah's export trade
with other countries or the geographic diversification of
Sabah's export trade, Japan's shares in most of Sabah's prime
exports have been diminishing at different rétes since the
early 1964, e.g. Sabah's timber export trade with South Korea

has at the same time enlarged.

- Because Japan's shares in Sabah's export trade
with the ECAFE‘region are increasing from 17 percent of 1955
to the peak of about 65 percent in 1967 and diminish. there-
after, proportional shares of other ECAFE countries are thus
declining relatively in the first stage and rise gradually
after 1967. However, Sabah's export trade with these remained
ECAFE countries, in respect of monetary term, has been in fact
expanding remarkably over time. They absorbed 39.6 ﬁerceﬁt of
Sabah's total exports in 1955, 34.1 percent in 1960, 33.7 per—
cent in 1967 and 38.4 percent in 1970. Mainly owing to the
Commonwealth trading arrangements and the mechanism of Sterl-
ing exchange control system, Commonwealth member countries in
ECAFL region took the lion's share of Sabah's export trade
with the region during the early period. Following the ten-
dency towards liberalisation since the second half of the
19508, Commonwealth member countries héve,beenvlosing their
determinant position in Sabah's export trade with the ECAFE
region, although the volume of export trade has been increas-—

ing substantially over time.
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In addition to the determinant factors mentioned
above, the expansion of trade between Sabah and Siﬁgapore has
been also partly attributable to the advantages under the |
Malayan Currency System and also the advantages derived from
the interchangeability 6f Malaysian and Singaporean currencies.el
Although the proportional shares of: Sarawak in
" Sabah's export trade are fairly small, about 1.0 percent to 1.5
percent, the practice of IFree Trade Arrangement between Sabah
and Sarawak in 1962, which offered free mobility of commodities

from one to another, had resulted in an immediately significant

increase of Sabah's exports to Sarawak, but didn't last long.

Due partly to the existencé of tariff and other
trade restrictions, Sabah's export trade with Peninsular Malay-
sia in the years before 1964 was very limited -- less than Mé
0.2 million, but since the formation of Malaysia Common Market
in 1965, which offers freer mobility of commodities within the
common market, has contributed to the increase of exports from
Sabah to the Peninsular Malaysia from about Mé 0,7 million of
1964 to M$ 1.5 million immediately and Mé 4.7 million of 1970.
Peninsular Malaysia is the 6nly one in the Commonwealth which
~ shovws a glight increase of proportional share in Sabah's total
export trade, i.e. 0.5 percent in 1965, 0.8 percent in 1968 and
0.88 percent in 1970, However, Sabah's export trade with

B e L

21. The inter-changeability of Malaysian and Singaporean curren-
cies was previously limited to notes and coinsg but extend-
ed to banking balances in 1968. See INMF, Annual Report
on Exchange Restrictions, 1969.
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Singapore and Hong Kong, whose resﬁective trade values are
very much more than that of Peninsular Malaysia, had been more
or less affected by the new Common Market Agreement. The
level of this impact is warranted by a big fall of value o%

export trade with these two entrepots in 1965-67, and it re-

covered again thereafter.

In respect of the nature of Australia's tariff:
policy, preferences are given to the imports of essential in-
dustrial materials and other raw materilas which are needed
for local industrial production. Therefore, total imports of
Australia from Sabah, in terms of value, had been increasing
throughout the period 1955-60. On the contrary, although pre-~
ferential duties on imports of selected manufactured and semi-
manufactured products from developing countries are given at
a level below the existing most-favoured-nation rates of duty
in 1965,22 its-total imports from Sabah has been decreasing
during the 1960s. Although value of logs imported by Austra-
lia from Sabah shows a growing trend during the 1960s, it value
of 1970 is just slighfly over that of 1959. Values of sawn
and worked lumber imported from Sabah have suffered from a

D st o B s e s St S} BB

22, In July. 1, 1965, Australia accepted Article VIII status
under IMF, its exchange system was thus free of restric-
tion on current payments. Also with its adoption of the
Brussels Nomenclature, it abolished the general tariff
rates so that imports from countries which had been pay-
ing the higher rates would henceforth pay the m.f.n.
rates. See IMF, Annual Report on kxchange Restrictions,
1966, and Board of Irade Journal, 189, 1965, pp.267-68.
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diminishing trend. This is due in part to the growth of Aus-
tralia's local timber industry and the development of agro-
based ‘industry, and partly to the discrimination of Australis's
protective tariff policy in favour of local processing indﬁs-
try. However, Australia became one of the biggest. markets of
Sabah's veneer sheets one year after the termination in 1965
of Sabah's trade with South Africa, wﬁich originally absorbed
almost the entire export of Sabah's veneer sheets during the

period 1961-66.

"Besides the political and economic relationship

between the United Kingdom and Sabah, exports of the latter
23

enjoyed preferences in the British market and the convience

of no exchange control, but encountered unfavourable discrimi-
nations in the European markets like the EEC., Therefore,
Sabah's export ‘trade with Buropean countries was so concentrat-
ed in a single market -- the United Kingdom. However, the ten-
dency towards iﬁter—convertibility of international currencies
would have undoubtedly reduced, to a more or lesser extent, the
rélative benefit derived from the previous Sterling exchange

control system. For the margin of preference enjoyed by Sabah

2%, Based on the U.K. customs duties in April, 1962, a quanti-
tative study indicated that 11 percent of Sabah's exports,
i.e. mainly tobacco on which Commonwealth preference is
minimal, into Yritain were subject to duty, the other 32
percent enjoyed preferences, the other were free-duty
enter. The average margin of preference enjoyed by Sabah
was thus some 3.5 or 2.5 percent if margins on tobacco
wvere calculated on a duty inclusive basis. See R.W.
Green, "Commonwealth Preferences" (Board of Trade Journal,
189, 1965), Table 1 and Table 2, pp. 1551 and 1558.
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wés in fact small, the continuously inflationary pressure, the
lowering rates of general duties (of Bfitain) on primary im-
ports and the high transport costs did even further lower this
margin and so reduced the pfeference, Consequently, Sabah's
export trade with Britain, both in term of volume and propor-
tional share, has been diminishing over time, particularly
during the 19608 -- the situation is even worse in terms of

percentage share.

Sabah's export trade with the EEC has been re-
ducing not only in relative terms but as well as in absolute
value. Various import curbs -- quotas, high tariff rates and

foreign exchange restrictions, etc.,24

-~ were imposed to
discriminate against imports from non-member countries and
non-preferential areas. The establishment of the Rome Treaty
in 1959 has not improved the situation much,25 because those
discriminatory measures, e.g. Common Agriéultural Policy and
internal fiscal charges, newly introduced have in fact further
discouraged imports although guantitative restrictions are
aimed to vanish entirely finally. As a matter of fact, both
structure of national tariffs of the SIX and the Common External

A Y U s O 70 s et B e

24, For some details of the development of import restrictions
applied by the SIX, see Board of Trade Journal, and, IMF,
Annual Report on Exchange HRestrictions, various issues.

25, For some details of the Rome Treaty, see, in English ver-
sion, Treaty Setting up the suropean Economic Community :
Rome, 25th March, 1957 (London: HMSO, 1967), and, Treaty
Establishing the European Community : Rome, 25th March,
1957 (London : HMS3O, 1972), Cund., 4864.
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Tariff 26 are so characterised by the escalating character

and so designed to offer protection to their domestic manu-

facturing industries., Therefore, EEC's imports Sabah are so
discouraged and their volume is being diminished, and impo;ts
are so concentrated on unprocessed or raw commodities.,

¥ JIFunctional Imports -~ The commodity com-
position of imports categorised in SITC one-digit code has
been mentioned in the preceding section. However, it is com-
monly recognised that S1IC is not the most appropriate com-
modity classification for an anélysis of the relation between
imports and economic development. Therefore, & more relevant
classification for.this purpose should reflect the distinction
between capital goods, raw materials and/or intermediate goods,
and final consumption goods. This grouping is being applied
here. Table 2-12 and Figure 4 show the shares and the trend
of imports according to the functional classification for the
period 1955-70, and the relevant annual growth rates of each
functional group in various periods are summérised in Table

2-13, Like many developing economies, consumption goods are

26 The structure of national tariffs of the SIX and the Com-
mon External Tariff have been analysed in some details
in both ECE, Economic Survey of Europe, 1959, Chapter
IV, pp. 12- 16 and issue 1960, Chapter V, pp. 32-47,
particularly "Chart 1 Average Customs Tariffs on Im-
port of Selected Commodities in EEC and EFTA countries”,
p. 34. Also, ECAFE, "Obstacles to Export Expansion :
Quantitative Restrlctlons” (Economic Survey of Agia and
the Far East, 1962).
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Table 2-12

et e S G Y ——" — " ——— - " S~ — — > G-

___Consumption Goods 4 __Capital Goods
Food Non- Raw Capital Raw

Food Materials Goods . Materials
1955 26.0  33.81 15.5 17.84 6.7
56 26.6 %0.83% 18.4 17.41 6.0
57 24.1 27.82 20.4 18.34 T.1
58 23.8  30.41 21.7 17.81 6.1
59 18.9 31.25 19.2 21.20 9.1
1960 17.9 31. %4 18.3 23%.98 8.5
61 18.1  37.18 13.5 23.92 7.3
62 . 17.1 40.71 9.6 25.19 T.3
6% 16.8  40.27 7.9 27.50 7.6
64 19.6  35.87 8.0 26.69 8.1
1965 17.1  38.65 - 6.8 29.02 8.4
66 18.6 %2.85 6.8 32.51 9.3
67 20.8  32.91 6.3 31.55 8.4
68 19.6 %1.30 6.2 33.41 9.5
69 17.4  30.22 5.3 35.44 7.4

1970 15.4 27.89 4.2 41.79 6.5

—— - — — —

Note ¢ The definition of classification is a little bit
different from that applied in the Economic
Survey of Asia and the Far East., Imports of
passenger cars are nol included in the Capital
Goods class but in the Non-food Consumpticn »
Goods class instead.

Source ¢ See Appendix Table 7.
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Total Imports

Food

Non-Food
Consumption
Goods

Raw Consump-
tion Goods

Capital
Goods

Raw Capital
Goods
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Table 2-13
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10.58 7.90 13,47 14.08  11.27 7.51
8.22 7.84 8,97 6.09 11,07 5,29
10.60 5,46  16.31 1%.35 13,92 1.99
«0.21  =3%.94  2.42 17.23 ~8.10 -1.45
16,19 13.06 19,07 19.90 15,18 13.6%

12.01 7.80 16.01 21.09 11.76 2.36
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Source : Computed from Appendix Table 7.
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the major items in Sabah's import trade. However, imports of
consumption goods as a whole are concomitant with slightly
descending weight in the total import trade while imports of
capital goods are increasingly important. During the period
1955-70, due to the development of the economy and the growth
of its population, volume of imports of consumption goods and
its materials, capital godds and its materials are all expand-
ing remarkably over time, whereas their corresponding propor-
tions in total imports are changing differently. There is a
significant increase and a mild one in the percentage shares
of capital goods and capital materials respectively, while
both consumption goods and for which materials are losing
their weight in total imports annually. Annual growth rates
of each of these functional groups and those of the total im-
ports are generally experiencing a lower level in the later
period. That is, growth rates are decelerating. Growth rates
of individuzl group, except capital goods, are generally below
the level of gorwth of total imports particularly during the
sixties., Hence, proportional shares of each group, except

capital goods, are generally dropping over time.

Trend in commodity shares of Sabah's imports

accord to the general tendency in world trade towards a fall

in the share of consumption goods and a rise of capital goods,27

27. This has been well documented in the literature, for ex-
ample, A, Maizels, Industrial Growth and vworld Trade
(Cambridge 19635, and GATT, International Trade
(Annual).
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- and in view of the tendency for thisg feature it is to be es-
pecially evident in the case of economies in the process of
economic development.28 Non-electrical machinery dominated -
the indreasingly large share of the total capital goods im-
ﬁorted, which was mainly attributablé to the brisk tempo of
expansion of the economy's export sector, typically timber

industry,29

and as well to the process of development of
the economy, regardless of the decelerating growth rates of

capital goods imported.

* Commercial Concentration of import -
The composition of imports is not as high degree of commers
cial as that of exports. The imports account contains much
more variety of items and its distribution is more even. As
indeed shown in Table 2-8, the computed coefficients suggest
a relatively low level, with an insignificant négative trend
of from more than 20.0 to less than 20.0, of commercial con-

centration of import trade.

-

28, See S. Kuznets, "Quantitative Aspect of the Economic Growth
of Nations. IX. —- Level and Structure of Foreign Trade :
Comparison for Recent Years" (Econ. Dev. and Cultural
Change, Part II, 1964). N.A. Adams, "Import Structure
and Economic Growth : A Comparison of Cross-section and
Time--Series Data" (Econ, Dev. and Cultural Change, Jan.
1967). And H.B. Chenery, "Patterns of Industrial Growth"
(American Econ. Review, 50, Sept., 1960).

29. The great increase of capital goods imported in 1959 was
corresponded by the large expansion of timber exports and
by a great increase in fuels imports in the same year and
onwards, as shown in Appendix Table 4 and Appendix Table
7. )
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It is corollary that an economy will import
commodities, which are not available or uneconomical to produce
at home, from abroad so as to meet the local demand. For an
economy as Sabah, whose factors of production {(capital, skill
labour, technology, etc.) are so limited, local production is
less varied and should thus be evident in more varied imporfs.
It is reasonable to expect that in a developing economy, of
which local demand is largely dependent upon imports from ab-
road, where the process of economic development proceeds con-
tinuously, the higher the real per capita income but not ne-
cessarily more evenly distributed. In turn, the wider the
variety of goods demand by ultimate consumers, the conse-
quence would be a wider range of imports. The imports will
usually be more varied in capital goods and manufactured goods,
since they are usually accompanied by elastic income demand
while food is accompanied by inelastic income demand. Ag the
case in Sabah, there is not merely an increase of volume of
imports took place but also more varied imports of capital
goods, and the share of manufactured goods in total imports has
although fallen slightly its components of imports are addition-

20 This is probably one of the

ally more varied than before.
reasons why the degree of commercial concentration of imports

has decreased slightly.

The observation that commercial concentration is

. St gt i Sl et AT et Aot

%0, This is clearly revealed by the content of imports in var-
ious issues of fxternal Ilrade Statistics, Sabah, and,
United Nations, Yearbook of International Trade Statistics.
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stronger in the export trade than in the import trade accords
with the notion that has been conventionally prevalent in the
economic thought. ‘The computed coefficients of commercial
concentration of imports, shown in Table 2-8, are much 1es$
than those of exports, and the variation with regard to the
degree of commercial concentration in exports is mycg larger
than with regard to the commercial concentration in imports.
The unweighted average ratio between the coefficients for ex-
ports and for imports is approximately 2.1 and the measure of

31

relative dispersion is 0.36 for the series of coefficients

of commercial concentration in exports and only 0.08 for im-

ports.

Some of the possible causes for higher concen-
tration in exports than in imports in Sabah's foreign trade

pefformance can be summarised in Robinson's well known state-

ment : ' In general, each country is more specialised in res-—

pect to the goods which it produces than in respect to the

goods which it consumes .... 52 This simply implies that

production of international trade goods is distributed among
many countries, each of which specialises in a few industries

to which it is fitted and, at the same time, purchases a large

31, That is the ratio of the standard deviation of the series
to its mean., Correspondent figure of standard deviation
and mean are shown in Table 2-8.

32, J. Robinson, "Beggar-My-~Neighbour Remedies for Unemploy-
ment" in Readings in the Theory of International Trade
(Philadelphia : The Blakistan Co., 1949), p. 400.
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variety of goods from abroad. Since a high level of commer-
cial concentration in exports indicates a high degree of
specialisation in production, which means, in turn, that é
large variety of goods ought to be imported, therefore it
might be expected that the more concentrated the exports the
more varied will imports be.33 As a matter of faci, Sabah
hag highly specialised in, particularly, the production of
forestry products, but a large variety of goods are not avail-
able at home and are thus necessary to be met by imports.

That is why there exists such a wide gap in comﬁercial concen-
tration between exports and imports. It is particularly a re-
flection of lack of industrialisation. Statistically, for the
period under review, a negative correlation between these\two
is observed, the computed coefficient of correlation is 0.69
(negative). Secondly, Sabah's production, particularly her
comparative advantage in the products which.she exports, is
based solely on the availability of special natural resources
and climatic conditions while other factors of production are
fairly limited. Concentration on some specific resources may,
ipso facto, mean lack of resources for many other domestically
located activities. Domestic production is thus confined to a
very narrow range of goods and, in turn, being reflected in
high specialisation of exports and in high diversification of

imports. Because, as the economy develops over time, the

g

o e oot o P et W

3%, In M. Michaely's findings that, as a rule, the opposite is
true, a positive correlation exists between commercial
concentration of exports and imports. JSee his Concen-
tration in International Irade (1962), p. 17.
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variety of goods demanded by ultimate consumers is far wider
than that of domestic output of final goods. Thirdly, the
improvement in market for the leading exports -- timber —-
plays the most important role in determining the level of ;x-
port concentration while no single import dominates such a
large proportion in total imports as timber does in total ex- '

ports.

* The\Provenance of Imports and Geographical
‘Concentration - Table 2-14 gives a brief picture.of volume
and percentage share of Sabah's total imports from the entire
Economic Clasgs I and those from the developing countries as a
whole., Slightly more than one half of Sabah's total imports
are supplied by the developing countries, its volume increased
all the way from M$ 47 million in 1955 to M# 151 million in
196% and finally about M# 251 million in 1970. Volume of im-
ports from developed countries increased from M$ 40 million to
M$§ 153 million in 1963 and M#$ 246 million in 1970, but its besn

fluctuating, typically during the sixties, relatively acutely.

Again, prbvenance of imports is further classi-
fied into four groups by region -- ECAFE, EEC, EFTA and North
American countries -—- as displayed in Table 2-15 and Appendix
Table 8., In terms of volume of imports, responsive to the
growth of total imports, imports from each of these regions are
increasing, though different in level, over time. However, the

variation of trade performance between each other region in
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Table 2-14

i B . ae s Sty €ty e s

Sabah Provegggce of Imggrts

(M$ million at current market prices)

Developed Countries — Developing Countries
Volume % Volunme %
1955 40.45 46.25 47.00 53,75
56 50.76 43,27 66.55 56.73
57 - 55.98 46.06 65.56 53.94
58 57.68 44,92 70.73 55,08
59 70.40 45,30 85,02 54.70
1960 ©92.59  47.29 110%.21 52.71
62 '118.88  49.90 119.37" 50,10
6% 153.38  50.36 151.19 49.64
64 175.66  58.17 126,32 41.8%
1965 . 160.66 =~ 48.03 17%.83 51,97
66 ~ 167.07  48.78 175.41 51,22
67 149.62  45.51 179,17 54,49
68 159.89  46.62 183.05 53,38
69 ' 195.37  46.75 222,45 53. 25
1970 246.55  49.51 250,97 50,40

Source ¢ United Nations, Yearbook of International Trade
Statistics, and, Sabah, External Trade Statistics,

various issucs.

AT ey
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Note : The entire Commonwealth is the sum of Commonwealth
in ECArE region and the United Kingdom and Canada.

See Appendix Table 8.

h

Iable 2-15
Sabah Yrovenance of Imports in Percentage By
Region

ECAFE _ Entire

Total DCg LDCs  Common-  Non- Jépan Common

wealt

wealth Common '

_ wealth _Group_

1955 54.6 21.8 78.2 43,6 56.4 15.9 50.0
56 60.6 18.0 82.0 3%, 4 66.6 1%.3% 44,7%
57 52.5 18.1 81.9 34,7 65.3 13.1 42.1
58 60.0 14.9  85.1 30,3 69.7 10.7 %9.7
59 59.8 14.9 85.1 %1.0 69.0 10.2 39,2
1960 58.6 17.3 82.7 32,5 67.5 12.6 39.6
62 57.2 18.4 8l.6 48.6 51.4 13.5 46,9
63 59.2 19.4 80.6 51.4 48.6 14.7 49.4
64 60,2 19.0 81.0 57.8 42,2 14.0 65.6
1965 545 18.5 8l.5 68.1 31.9 13.1 57.0
66 6l.2 18.7 8l.3 61.6 68.4 1%.7 57.9
67 67.8 21.2 78.8 61.7 38,3 17.2 56.8
68 68.8 24.1  75.9 62.1 37.9 19.2 56.5
69 69.4 25.4 74.6 62.3  37.7 21.8 54.6
1970 65.7 27.2  T3.4 62.0 38,0 25.5 52,2

conte/ .



(continued) " Table 2-15
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Sabah Provenance of Imports in Percentage By
Region
EEC L BETA___ N, America _
Total West Total United Total United
Germany _____ Kingdonm . States
1955 2.9 ° 50.5 26.2 100.0 5.2 100.0
56 %1 52.8 24.0 100.0 5.2 100.0
57 3.3 - 56,6 23.8 100.0 9.4 100.0
58 4.0 %67 22.3 95.3 . 9.3 97.7
59 542 34,5 21.2  96.3 9.7 97.3
1960 7.3 28.73 21.0 95.6 10.7  95.5
62 4.9 38.1 20.0 92.8 14.0  97.4
63 4.8 34,2 20.0 9%.73 1%.7  96.3
64 4.7 38.6 31.8 94.9 9.8  93.7
1965 4.3 %2.4 21.0 92.8 12.5 96.8
66 4.9 34,2 21.0 93.5 11.5  95.1
67 4.1 43.7 15.6 92.0 11.3  95.2
68 4.1 49.7 14.7 90.8 11.3  96.4
69 4.0 45.0 12.4 91.0 12.7  99.1
1970 " 4.6 34.1 12.2 89.4 14.8 96.3

- o ——— s o~ — -—— - e was ety - —— s ) . A i S - o — T b - ———

Source ¢ See Appendix Table 8,
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Sabah's import trade is more acute when it is interpreted in
terms of relative share., Percentage shares presented in Table
2-15 indicate that shares of ECAFE and the North American
countries have increased substantially, the EEC has manageé to
maintain a certain level while the share of the EFTA regioﬁ

has been declining over time.

The ECAFE region has provided more_than 50 per-
cent of Sabah's total imports since the beginning of the per-
iod under review, and once reached the peak of 69 percent in
1969, Within the ECAFE region, developing economies dominate
73 to 85 percent of Sabahls total importe from ECAFE region
vhile the other 15 to 27 percent are contributed by developed
ECAFE countries. Owing to the cultural affinity with and geo-
graphic proximity to these developing ECAFE economies involved,
most of the consumption goods and'in%ermediate goods chiefly
for the production of consumption goods, of whi&h shares ac-
counted to about 65 percent, imported by Sabah are from the
developing economies. However, it should be noted that the
proportion of imports from the region shared by the developing
countries are facing a diminishing trend. Sabah hag maintained
and even made her traditional relationship in import trade
closer with the Commonwealth group of ECAYE region., This is,
other than to geographic proximity and cultural affinity, main-
ly due to the closer economic and political association with
the neighbouring Commohwealth members,'é:;. feninsular Malaysia

and Singapore, from which export trade with Sabah has been
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increasing during the 1960s. In contrast, the biggest customer
-- Japan -- of Sabah's expérts supplies roughly 15 percent of
Sabah's total imports from ECAFE region, while West Germany
contributes slightly more to Sabah's imports from than exﬁorts
to EEC region, OJince the United Kingdom is the dominant can-
tributor of exports to Sabah among those members of EFIA re-
gion, the fall of share of the United Kingdom in Sabah's im-
port trade should thus be evident in the drops of share of EFTA
region as a whole in Sabah's total imports. Nevertheless, Bri-
tain has maintained her resplendent position of supplying more
than 90 percent of EFTA region's exports to Sabah. Likewise,
the United States maintained her leading position of providing
more than 95 percent of Sabah's total imports from North Ameri-

can region.

It has just been shown that no any single or few
suppliers monitoring the lion's share of Sabah's total imports,
and shares of imports are distributed rather more evenly among
the economies involved. If it is true to say that the compo-
sition of exports of an economy is less diversified than that
of its imports, it will further imply that a wide range of
goods can only be met by importing from many suppliers or pro-
ducers abroad. In other words, the level of geographic concen-
tration of imports should be lower. Taking the period as a
whole, regardless of the peak of about 38 in 1964, as shown in

Table 2-11, the calculated coefficients of géographic concenw

tration of imports fluctuate within a very narrow range of 31
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to 34. 1t is conventionally believed that, particularly in
the case of an export-oriented economy with heavy reliance on-
a single or few commodities, level of geographic concentra-
tion will be higher in exports and lower in imports. The
computed ratios of coefficients of geographic concentration
of exports and imports show an ascending trend and'an average
of about 1.40. Meanwhile, the exports have geographically a
vider range of concentration coefficients, the measure of re-
lative dispersion -- the ratio of the standard deviation of
the series to its mean -~ is 0.206 for the series of coeffi;
cients of geographic concentration in exports and only 0.055

for imports.

* Imports and Trade Policy -- Except for the
adjustment of temporarily economic unstability or for other
temporary purposes, or for health and security purposes, de-
vices other than tariff policy are rarely seen in Sabah's im-
port trade policy. Jforeign exchange policy was accorded fo
the existing Sterling exchange control system mainly. Import
trade policy was primarily guided by the Commonwealth preferen-—
tial trading arrangements during the years, particularly, prior
to 196%, Under the Commonwealth preferential trading arrange-
ment and the Sterling exchange control system, Sabah's imports
from the entire Commonwealth are corollarily substantial,lcons-
tituting slightly more than 50 percent of the total. Owing to

the internationally general tendency towards convertibility of
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cu?renciesp Sterling exchange control was relaxed in 1959,
this has causally induced an expansion of Sabah's import
trade with non-Commonwealth countries, e.g. Pollars Area
countries. Although the entire Commonwealth managed o
naintain its dominant share in oabah's import trade during
the 1960s, there was a geographically structural change in
Sabah's import trade with the Commonwealth. Since the forma-
tion of Malaysia in 1963, trade barriers which are handicapped
to the inter-regional trade within Falaysia have been gradual-
1Ly removed; a further step was taken to establish a Malaysia
Common Market in 1965 which offers free movement of commodi t-
ies within Malaysia, and it was accompanied by a coumon exter-
nal tariff and various temporarj import restrictions such thas
to secure domestic market for local infant industries. This
has resulted in o great annually increase in Sabah's imports
from Peningular Malaysia, from less than 2.0 percent to 18
percent in 1968 and 21.4 percent in 1970, while there was an
annual fall in Sebah's import trade with other Commonwealth

members during the 1960s.

Except for the peak of %0 percent in 1964, Bri-
tein's share in Sabah's import trade has been declining gra-

dually and continuously from 206 percent in 1§55 to 11 percent

(ko)

of 1970. Jfhe high Britain's share during the early period is

mainly attributable to the Commonwealth preferential trading
34 — . .

arrangement and Sterling exchange control system. sut the

24, According to a study of Commonwealth preferencesg based /..
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graudal fall in proportional share thereafter is a part due
to the gradual liberalisation of exchange control, a part to

35
the gradual removal of Commonwealth preferences and the
protectionism in Malaysia. A significant drop in the share
of Hong Kong in Sabah's import trade is also evident in the

record and a slight fall in Singapore's share during the se-

cond half of the gixties.

On the contrary, import proportion shared by
Japan and the United otates bas been increasing gently, par-
ticularly during the sixties. This is largely attributable
to the continuous expansion of Sabah's capital goods import

trade.

In order to meet the needs for economic deve-

lopment, Sabah's trade policy has structurally leng been de-

signed such that to discriminate in favour of ‘essentii

-
i
b

o

goods' and against 'non-essential goods'. The former in-

cludes those of productive capital goods, essential consum-
tion goods which otherwise scarcity and are not compethitive
with domestic production, and essential raw materials needed

17 e e s ey @R U0 @0 no M

34, conte/c. on the materials of 1961, disclosed that about
50.3% percent of imports lrom the UK. enterved Sabah free
of duty. VYuties on the remaining half were fairly Low,
though some 6 percent of imports paid duties of 100, and
more, the average rate of duty on all imports was 14.8.,
Therefore, more than halfl of the imports from the U.K.
in 1961 enjoyed preference, its average margin was 1l»s
and its average preference rate was 5.4, See "Comnmon-
wealth Preference" (Board of Irade Journal, 13u, 35060,
1965) .

35. Commonwealth preference on a wide range of goods was re-
noved in aAugust, L9606, See Soard of Irade Journal, 191,
1966, p. 005,
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for domestic production. This is particularly evident in the

36

tariff structure. therefore, with respect to the impact
of Sabah's import trade policy upon the structure of imports,
the data show that there is a conspicious increase in the per-

centage share of capital goods in total imports while there

is a successive fall in those of other groups of imports.

Largely due to the structure of Sabah's import
trade with Japan and the United States, imports from these
two ecountries were not threatened by the formation of lMalaysia
Common Market and those supplementary measures accommodated

during the second half of the sixties.,

e oAy oy T ey P e € G arer

%6, Discrimination in favour of the imports of 'essential
goods! had been scheduled in the tariff system in, as
early as, the north Borneo Customs buties Order, 1954.
See horth Borneo uovernment Uazette Supplement, lst.
March, 1954,
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External Trade and BEconomic Development

It is, by far, well established the main fea-
ture of the relztionship between structural chance as a whole
and economic development in an economy. . Also, it is general-
ly believed that there exists a causal relationship, positive
or negative, between economic development and international
trade and this relationship is one of interdependence rather
than of an unilateral causation. But it is essential to note
that not all types of exports and imports are producing egual
efficiency in setting the mechanism by which exports and/or
imports may activate economic development., Although the growth
of the whole export and import sector might be potentially,
directly as well as indirectly, favourahle to the accelerated
process of economic development, the actual scale and rapidity
with which this stimulus is transformed to other sectors will
depend not only on the growth rates of total exports and im-
ports but also on the character of the economy's export and im-
port baéese Lifferent characters of varicus export goods will

di-
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produce diiferent production funcition and so
. o 2
versely, in degree and/or nature, direct and indirect effects.

1. Yor example, H.B. Chenery, "Pattern of Industrial Growth"
(American Econ., Heview, sept., 1960).
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Likewise, different characters of import goods may permit di-
vergent functions. 4ll these will further in turn affect not
only the exports and imports themselves but also the distr}w
bution of national income and the level and composition of

enployment.

Iherefore, in this study, it is tentatively to
examine the effects of external trade upon economic develop-

ment from various dimensions ~- the extent to which the im-

Fal

pact of exports and imports is upon economic growth, which is

indicated by the growth of GNP,) upon public finance, upon
balance of payments, upon the structure and distribution of

employment, and other ‘spread effect',

Per capita income is commonly used as an ine
dicator of economic development, the more developed the
economy, the higher is the income per capita of the econonmy
concerned., However, per capita income alone would be an in-
complete and biased indication of the process of economic
developmento4 Bven if P rises and even if per capita

> € S - (LR Y S e BT AR s

%. In order to estimate the extent to which the income earned
in the export sector therein accrue to the nationals of
the host country, the GiP is more preferable than to GDP.
Because the former is the measure of the income earned by
the host country nationals within the geogranhiic boundar-
ies of a political unit concerned. As a matter of fact,
in Sabah's economy, GDP usually outweighs the GNP but
the difference between them is usually small.

4., In estimating the impact of an export sector's development
upon the development of the entire economy in which it is
located, the findings would be so misleading if we vere
confined to the analysis of statistical series pertaining
to export or estimates of total production which quite
frequently exaggerate the share of exvorts in the unk,
However, if{ we go further and analyse the whole mechanism
of the economy, a more reliable and, perhaps, even a gur-
prigingly reverse result can be derived.
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income also rises, the economy should still not be considered
to have developed or proceeded il the absolute number of un-
employed has at the same time also increasedo5 Foreign ex—
change constraint is 6nerf the problems in.the process of
economic developument, especially, of trade~oriented economieg.
This is not exceptional to Sabah. Sabah is not merely an ex-—
port—-oriented economy but it is also import-oriented, most of
the domestic needs are met by imports, and, more importonily,
capital goods which are most essential to further economic de-
velopment are entirely obtained through external trade. Lx-
port earnings ere the mzinly and the most promisingly financial
source for import expenditure. In Sabah, most of the ecoronmic
activities are left to private sector, public investment will
not direct the economy, but government can promote private ii-
vestment, particularly in the process towards industrialisation,
by providing good investment climate through public investment
in infrastructure, etc. Then public savings is an essential

source of finarcing public investment.

A, External Trade and Foreign Exchange Earnings
0 O

U

t

payments problem has been regarded
gsince the 1950s as one of the generally severe constraints of
economic development of, particularly, LDCs or, more precisely,

et et e e e o 4] G ke £ BT

5, G.M. Meier, Leading Issues in Hconomic Mevelopment (1970},
p. 431,
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export~oriented developing countries. A persistent deficit
of balance of payments causes the shortage of foreign exchange,
despite those from foreign aids, which is necessary to finance
the imports of productive or investment goéds which are the
crux of economic development, Correspondingly, economic de-
velopment has been expected to worsen the balance of payments
position and has simultaneously been argued to have favourable
impact upon the balance of payments position, however. The
former is fully formulated in Harrod-Domar's growth model,
which demonstrates that the rise of income fostered by economic
development is generally spilled over into imports. While in
the Adramowitz-S0low model, the increase in income will further
enlarge the demand for imports, but technological advances tend
to create new exports, thus there is more competition in exist-
ing exports and new or more effective import-competing capacity.
Similarly, there are those who claim that balance of payments
and econcmic growth are competitive to each other, in the sense
that a good balance of payments performance can be achieved
only with the pursuit of policies tending to discourage output
and hence economic growth., But, another school of thought
maintain that growth of output and a good halance of payments

performance are perfectly compatible.

After these years of rapid export growth in
wabah, a great amount of foreign exchange earnings has been
gained. Hawever, imports are also at the saﬁe time stimulated
by this ravpid expansion, foreign exchange earnings are such

that largely offseit by the stupendous increase in imvort
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expenditure. Therefore, as shown in Table %1, the accumulated
fofeign exchange earnings indicate a balance in 1966, and only
from 1967 and onwards the foreign exchange accumulation shgws
g substantially posibtive balance. The amount of the accumnulat-
ed foreign reserves at the end of the periocd under review con-
tributed by favourable external trade was Mé 308 million or
equivalent to more than %8 percent of the GNP of that year.

As the pericd of 1955-70C is being spread into four four-year
sub-periods, as in Table 3-1, foreign exchange reserves accu-
mulated in the first (1955-58) and second (1959-62) sub~pericds
are exactly balanced by the sbtupendous foreign exchange exven-
diture in the third sub-period (196%-66), as the consequence of
the unusual increase in imports of non-~food consuwmption goods.
And the foreign regerves accumulation was entirely built up
during the fourth sub-period where there was merely I& 80
nillion in 1967 but the k¢ 308 million gain in 1970 increased
the economy's reserves in four years by nearly four times. Un-
doubtedly, that the final balance of payments outcome will de-
pend upon noﬁ a single but various factors, essentizlly they
are volume of exports, volume of imports, terms of trade, net
inflow of capital from abroad, and foreign exchange policies.
But, in the case of an economy like Sabsh's which ic character-
ised by such a brisk tenpo ol export expainsion and thus a sirong
balance of trade performance, a favourable balance of payments

e T L T

6. This will certainly, by counting the efiect of the first al-
-location oi special drawing rights, add another e 308
million tec the internationsl reserves of Halaysia,
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(M#$ million at current market prices)
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Balance Accumulated Balance of
of Trade Payments
Trade Balance Performance

1955 16 16 8.05
56 2 18 8.25
57 - 2 16 6.24
58 0 ' 16 | 6.16
(1955-58) ( 16) ( 6.16)
59 20 36 12.79
1960 26 62 20.35
61 27 ' 89 26.97
62 - 4 85 24,15
(1959-62) (.69) (19.60)
63 ~ 30 - 55 14.14
64 - 42 13 2.1l
1965 - 29 - 16 - 3,28
66 16 . 0 0
(1963-66) (- 85) . (-15.12)
67 - 80 80 ' 12.10
68 90 170 24.43%
69 103 273 24.30
1970 35 308 38,26
(1967-70) (308) (38.26)

Notes : lNegative signs denrnote import balance or deficit

balance of trade. _

The balance of payments performance of each sub-
period is the accumulated trade balance of theat
period deflated by the GNP of the last year of
that period.
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position is most likely to correspond to economic growth.
Although it is here limited to merely current account, due to
the fact of low outflow of registered capital, the entire ba-
lance of payments position is reasonably expected to be fa-

vourable too.

Generally, the relationship between foreign re-~
serve accumulation and output growth is expected to be close
in developing coﬁntries, typically those which are export- .

. oriented. ELconomic growth is made possible by accelerating
the rate of investment which increases the productive capacity
of the economy. Any increase in the exports (over that in im-
ports) of an eoonomj, means that there is an increase of ex~
ternal demand which would influence investment, and thereby,
the level of economic activities and the national income of
the economy having an export surplus in the same mahner as an
increase in effective demand at home will have on national in-
come., Since payments have to be made for the imports, the net
additional income thus earned through export expansion is the
difference between the value of exports and imports. Also,
imports constitute a part of current income, i.e. as equivalent
to saving.'7 Hence, if exports exceed the imports then there
will exist a surplus balance of trade, this excess is treated
as foreign investment for national accounting purposes.s

PRSP Y -

7. Increase in imports will raise the level of activity in the
importing country, therefore, imports should be regarded
as equivalent to savings in respect of their non-expan—
sionary or even deflationary effect on income, from the
view point of the importing country. }

8.S—Id+(X-—M), S =1d +1f .
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Therefore,a positive foreign trade balance accompanied with
gubstantial savings, the rate of growth of productive capsciiy
will be high., ) -

If it is true, then the success of a growth
programme of a developing country is dependent upvon the im-
ports of those goods which‘are essential to economic develop-
ment but are incapable or un-eccnomically to be produced at
home., The ability to import these goods is obviously subject
to the availability of adequate supply of foreign exchange or
import capaoity,9 Strategically, expansion of exports through
the exporting country's own efforts is economically a better
wvay of financing imports than other device, e.g. foreign aids-

. . . o 10
and investment in domestic activity.

Tentative attempts are made to correlate yearly
gross balance of trade and ratios cof accunmulated traede balance
over GNP respectively with GNP, but, the results are found too
frail to warrant any correlation between them. Nevertheless,
the correlation between grossly accumulated trade balance (Th)

it th oy o A TR S0 i et i A

9, The ULCTAD of 1964's agrument had been in favour of a 'close'
or 'positive' relationship between import capacity and
economic growth. However, this agrument is found to be un-
tenable; no evidence shows that there exists close associz-
tion between imports of investment goods and ecconomic, g
growth, and also no constant relationship between impori
capacity and imports. See v. wall, "Import Capacity, Im-
ports and Bconomic Growth" (Economica, XXXV, 1968).

10. See B. Cohen, "Relative Lffects of Foreign Capital and
Larger Exporits on kconomic Development" (Review of Lcons.
and Statistics, 50, 1568), p. 284; and V.n.R.V. Hao, "Bx-
ports for Levelopment" (The Indian Lcon. Journal, 15,
1967/68) .
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and GNP is found statistically more significant and more re-
liable. The two linear regression equations are displayed as

follows,

GNP =" 513.22 + 1.641% Tb
(0.372)
Th = - 78.98 + 0.3542 GNP

(0,080)

These equations suggest that the inter-rela-
tionship between GNP and the accumulated trade balance is
statistically possible, and also it is more likely that a rise
in trade balance that fosters an increase in GHP rather that
vice versa. JLherefore, the so derived orthogonal regresgicn
equation of GNP-.on accumuwlated trade balance is introduced as
follows,

GNP = 268,12 + 2.2323 Tbg

After these yaers of rapid trade expansion, the
rapidly increased exports bring Jjust sufficient foreign ex-
change earnings to meet the huge import expenditure during the
period 1955~66. The persistently positive trade balance during
the period 1967-70 implies that exports have provided excess
of capacity to import to the economy as the mere current account
is concerned. oince individual exports differ in their degree
of fluctuation and in revenue or foreign exchange earned, and
imports differ in théir income elasticity to demand and in out-
lay of exﬁenditure, different exports and imports will have di-

verse impact on the trade balance and thus the balance of
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payments performance. Owing to the nature of the exports and
imports, and whose distribution and sources, posgitive trads
balance is always the case in the trade between Sabah and
those DCg while the reverse in the trade with the LDCS»ZLl
Although, as being mentioned in the preceding chapter, the
economy's exports and as well as whosge distribution have been
becoming more concentrated; these have not produced unfavour-
able effects, at least during the period concerned, upon the
economy's source of foreign exchange or on balance of pay-

ments position.

B, xternal [rade and Public Finance

Financially, the foreign or international sec~
tor will improve not only an economy's international reserve
position but will also provide one of the local sources of
public finance and thus of capital formation. Lxvorts and
imports provide local government, in various ways, with finance
for the creation and improvement of the economic and social ine
frastructure which, indoubtedly, will further foster the de-
velopment cf foreign and domestic sectors, 1n addition, fi-
nancial accumuliation has not merely provided capital but also
provided a means of mobilising all the other factors of pro-
duction available. while it is important to note that all the
factors of preoduction are complementary in generating develop-
ment of the econony, 1t is also important to note that a

L R

11. See Table 2=1% in Chapter Il.



sufficient supply of finance is essential for transforming
all the other factors of production into conditions suitable
for their use in the development process. Lf a high rate of
capital formation is hecessary for ensﬁriné a high rate of
increase in national income, it follows that the rate of sav—
ings should also be correspondingly high,12 Savings can be
obtained from local and foreign sources; both again comprise
public and private sources., In a developing country, rarti-

cularly a small one, where voluntary savings, from private

sector (mainly business sector and the households) are very

limited,>?

private savings must therefore be gupplemented by
public savings which is the surplus of current or budget re-
venue over current expenditure. Lf capital or savings from
abroad are nor forthcoming, major reliance should then be
placed on increasing public revenue or decressing mublic ex-
penditure or both. Public savings become the first obvious
source of finance for national capital formation. The recent
experience indeed suggests that the failure of public gector
to raise ilts saving rate may become an important bottleneck

to further developmen'bol4 In practice, all developing countr-

ies it is now customary to have a development program. In

R T s D £ B0 S A g s

12. waving is the first stage in the process of capital Torma-
tion, the next two stages being the mobilisation of sav-
ings and the conversion of savings into productive equip-
ments or investment.

1%, Partly due to the low level of income, high incowme elas-
ticity of demand, and Dartjy due to the lack of develop-
ment finance. oece D. deers and J. Joy (eds.), DGVOlOp«
ment in a Yivided world (Penguim, 1971), p. 23%6.

14. See L. Reynolds, "Public oector, Saving and Capital rorma-
tion", in Government and wmconomic Yevelopment, edited by
G. Ranis (London : Yale University Press, 1971), p. 544.
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most of those multi-year development plans, other than a pro-
ject of sizable public share in the gross natiOnal capital
formation, it is usually hopeful of raising revenuve as a per~
centage of national income and go that to higher or rise the
narginal rate of saving out of revenue over time. The ulti--
matum is to approach the targetl of self-finance in capital
formation and even further contribute to the capital needs of

private enterprises, o

In Sabah, and as well as in other developing
economies, public sector is usually increasingly more import-
ant. This ie partly due to the fact that local government has
iﬁcreasingly taken part in the task of increesing productive
capacity and partly due to the reliance of private sector upon
public sector to insure further growth. The level of the pu-
blic sector's reciept and expenditure will thus influence the
level of the national income. The public expenditure {both
current and development), which are ranged of 164 and 24 of
GNY in the period 1955~70, bring out more clearly the fect
that the public sector is in an effective position to influencs
the economy significantly, indirectly through its expenditure
and financing decision. ®ince the government's fiscal opera-
tions, by direct and/or indirect taxation, can induce an ex-
pansion or contraction of private business activity, and
throuvgh its investment policy the government can influence the
pattern, volume and the direction of aggregate investiments,

because of the laerge efforis by the public sector in promoting
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'diversification of producticn of. the economy through the in-
troduction of new primary products and industrialisation, and
in improving and accruing infrastructure, these propoertiong
are undoubtedly being expected to rise over time. Comple~
mentarily, these operations raise the problems of financing.
However, the proportions of public revenue (both current and
development) in GNP have been simultaneously expanding from

19 percent to 24 percent. This simply implies that the growth
of public revenue hag been exceeding that of GUHP over time.15
During these sixteen years of economic development, there has
been resulting annual budget surpluses, i.e. savings in the
current account,l6 A1l the way through, from as low as Hd 4,0
million to the peak of M3 8%.0 million of 1969. Also, develop-
ment expenditure of the public sector has heen covered by its
development revenues which comprise mainly the contribution
from budget surpluges, premia from land and grants from federal
and/or foreign govermments, except for the performance in the
first three years and the ending year of the period under con-
gideration. Therefore, during the period of 1955-70, these
give the sector almost every year a positive saving out of its
entirely current and development revenues; the accumulated sav-
ings forms about M3 139.0 million or 17 percent of the GdF of

~

1970. This again makes contribution to the capital needs of

Or s i oo Gk $1 C SrS GS Ton dr

15. buring economic development, as income per capita rises,
countries usually experience more rapid growth in finan-
cial assets than in national wealth or products. See
J.G. tvurley and m.3. dhaw, "Minancing Development and
Beonomic Pevelopment" (scon. Vev. and Cultural Change,
15, 3, 1967), p.257.

16. Total currvent revenue minus current expenditure exclusive
of the part transferred to development fund.
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private enterprises by the public sector potentially possible.
For exemple, at the end of the First Malaysia Plan period
1966-70, the actual amount of the entire expenditue spent in
Sabah was Mé 413.48 million, while of which M¢ 23%1.12 million
or 55.9 percent was from the State fund and the rest was the

Federal contribution,l7

We have seen that public sector is not only a
big saver but as well as prime mover in the process of capital
formation. However, in this section, our attention is focus
on the sources of finance. A very great portion of the re-
venues is derived from internal sources —-- mainly, royalties
and fees from forest produce, imports and exporbts duties, re-
imbursement/grants from federal and foreign government.
Analyticelly, an increase in the transaction of the interns-
tional sector and the expansion of production of forestry and
agricultural products, which are the strategic and dominant
exports of BSabah's economy, will provide more revenue to the

government; as everything is constant.

International sector is the backbone on which
the State's finance is firmly built. The economic activities
in the scctor provide most of the capital needs in the activi-
ties of both public and private sectors. The advancement of
this sector enables the State uovernment to increase revenue

B T

17. Sabah Hevolution for Progress : a Review of Progress and
Achievements during the First Malaysia Plan 1966-70
(Babah : The Malaysian Information Service, 1971), p.9.
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from royalties and fees, and export and import duties, and
hence the accumulation of large revenue surpluses which are
channelled into the Development IFund and further used for
financing capital investment. YThe marked improvement in the
financial position -- due %o the higher prices of major ex-
ports and the general increase in the volume of foreign trade;
the government revenue rised -~ obviated the necessity for
outright grants by the United Kingdom, which were accordingly
suspended in 1955. Beginning in 19%6, Sabah's finsnce was

freed from the control of the United Kingdom Treasury018

Table %-2 shows the financial position of the
main components of current revenue; this Table reveals some
oubtstanding features. Mainly, the depression in exports of
traditional products and the tariff policy thus followed had
resulted a fall, both in absolute and relative terms, in ex—
port duties. The diminished shares of rubber export duties’
in the total export duties is the typical example., ILor only
those exports of timber that extracted from freehold lands,
which constituted a small portion of the total timber output,
were subject to an export duty, therefore, export duties from
timber were very much less than other government's revenue

from timber, but its absolute value was gradually increasing

4
Py

and so was its share in total export duties over time. Al-
though absolute value of import duties was increasing remark-
ably over time, the fall in export duties had produced a

n e s i e ik A o s

18. See "Malaya and British Borneo" (Lconomic Survey of Asia
and the rar wmast, ViL, 4, 1956.
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Table 3-2
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1922-19
(percentage)
_Share in Current Revenue ~—_Share in Export Duty
Royalty  Import Export Timber Rubber
and and

Export ‘

Fees Duties Duties Duty Duty

1955 6.61 55.72 21.18 —— —

56 6.14 54,58  19.52 — -

57 7.05 53.23 17.31 - —

58 7.78 50.43 16.64 — _
59 8.27 49.52  18.67 10.90 49,30
1960 10.09 46.59  16.33 12.58 49.15
61 13.74 38433 9.72 2L.42 47.01
62 14.03 33.71 6.79 25.32 46,61
63 14.12 32.95 4.95 21.79 40.97
64 22.91 52,68 6.87 25.39 38.72
1965 22,08 55.19  5.78 25,25 46.15
66 25.16 49.83 5.34 %2458 35.26
67 37.15 36.41 3.1l 44,20 30,68
68 28,79 21.47 2,71 43,10 %0.51
€9 35433 28,50 3.05 39.50 4%,62
1970 42,47 31.72 2.12 35.63 51.26

Source ¢ Computed from Appendix Table 9.
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declining share of total export and import duties in the en-
tire current revenue., Its percentage share was about 5507
percent in 1955 but fell gradually thereafter to %2.9 per~.
cent in 1563 and 28»5-percent in 1969, except the suddenly
high level in the period 1964-66 which was characterised
with great increase of imports into Sabah..lost of the pro-
duction of tinmber, other than those extracted from freehold
lands, were subject to not the export duty dbut the charge of
royalty and fees. The brisk tempo of expansion of timber
production was thus accorded by the rise of revenue from roy-
alty and fees. The amount was about Ms 2.0 million in 1955
but incressed rapidly thereafter to about M# 6.0 million in
1960, Mé 16,9 million in 196% and M# 74.6 million in 1970,
or about 6.6 percent, 10.1 percent, 22.1 percent and 42,5

percent, respectively, of the total public current revenue

collected during the same period.

Degpite various development schemes and plans
of the re-~construction period, i.e. from post-war period up
to 1955, since the year 1955 -- beginning year of the real
development period ~- Sabah has expericnced three five-year
plansol9 In order to meet the recurrent costs of these an-
bitious development plans as well as to create budget sur-
pluses for financing capitel expenditure, the State govern-
ment faced the necessity of raising revenues rapidly enough

i Ea s 4TS 11 e ) e ek

19. Sabah Development Flans ¢ 13856-60, 1959»6§ and 1965-70 ov
1966~70, See also Yootnote 6, Chapter L.
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via royalty and fees contribution and various taxation de-
Vicesozo foyalty and fees charged on forest produce, éxport
duties and the timber premia and extraction charges contri-
buted a sum of about ¥#é 22,5 million or about 33.4 percent
of current revenue in 1964 and further M$ 82.0 miliion or
about 46,7 percent in 1970, As the level of public current
expenditure was running well below that of current revenues,
the State government was thus able to accumulate the huge
budget surpluses for financing development projects. Total
financial capacity, i.e. current account balance plus develop-
ment revenue, was, though showed a mild fluctuation, increag-~
ing over time, from about M# 16.7 million in 1955 and about
M3 28.0 million in 1960 to about My 43,9 million in 1965 and
about M# 97.9 million in 1969, Therefore, except the negative
balances in 1955-58 inclusive, the accumulated financial ba-
lance, i.e. total financial capacity minus development expen-
diture, was about Ms$ 143%.2 million or about 12.3 percent of
GNP in 1969, as shown in Table %~3. In the case of promoting
industrialisation in the State, the existing industrial areas
accompanied with infrastructure would not otherwise be taken
place if financing of development expenditure was impossible

or difficult.

S W S0 R € e e v s 2

20. The rate of royalty contribution had thus been raised ap-
proximately to double the previous rate since 1967.
Timber extraction charge was initiated in 1964. But,
on the contrary, according to the FMalaysia Agreement
the State shares 30 percent of its net Customs revenue
from 1964 onwards. Under the Malaysia Common ilarket
arrangenents, the admission of Falaysian-made goods
{excevpting a few) into Sabah is free from 1965 onwards.
In addition, the share of imports originated from within
Falaysia has shown increasing since 1963. All these will
no doubt adversely affect Sehah's Customs revenue.



103

Sabah ¢ Total Financial Capacity and Accumulated
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of GNP
Total Accunulated
Financial Capacity Financial Balance
1955 8.41 - 0.43
56 7.00 : - 0.71
57 : 7.81 - 2,22
58 10.11 - 1.8%
59 6.20 0.22
1960 8.73 5.83
61 , 8. 38 6.36
62 8.44 7.41
63 9.35 7.09
64 3.778 4.83
1965 8.83 8.38
66 9.74 11.40
67 10.20 15.02
68 13.40 18.95
69 12.34 18.05
1970 10.70 15.04

— oy — — o o o ol S P S A i T S ot o > S S v e S T e BES it Sk 9O PR P SRS A0 TS Aa SORY R et it e il Gl Sy T S St G4 S o e S P S A A S e M S

Source : Computed from Appendix Table 10,
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C. GNP and External Trade

* GNP, Total Exports and Imports - Numeri-

cally, Sabah's aggregate GNP have been increasing throughout
the period 1955-70, this has also heen accompanied by the

brisk tempo of external trade expansion and a great change in
the composgition of trade as well. Table %-4 summarises the
relevant growth rates and fluctuation indices of aggregate

GNP, export proceeds and import expenditure. During the per-
iod 1955~70, aggregate GNP at current market prices was grow-
ing at an exponential rate of 10.;7cg per annum and the growth
rates of various sub-periods range from 8.5% to 12,5%,
Noticeably, growth rates for period 1955-60 and the confronta-
tion period 1960-65 and so the period 1955-65 are relatively
lower than those of the periods of 1960-~70 and 1965-70. This
implies that aggregate GiP enjoys an accelerating rate of
growth. Independent of the population growth of estimated con-
stant annually rates of 3.5#% compound for 195160 and %.7# come
pound for 1960-70, per capita GNP increases at 4.864 and 8,71k
annually during 1955-~60 and 196070 respectively. [t is rather
interesting that growth rates of neither the export proceeds
nor the import expendiiure are matched by those of agiregate
GNP, While growth rates of aggregate GNP are accelerating,
respective growth rates of exports and imports decelerate.
Therefore, as shown in Table 3-5, respective'ratios of exports
and imports against aggregate GNP show a growing trend in the
firet place but a descending trend later. OUObviously, both

decelerating trends of export ratios and dmport ratios
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Table %-4
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1955-70 1960--7C 1955-65 1955-60 1960-65 1965-T70
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Annual Growth Rates

Aggregate GNP 10.70 12.41 8.85 ° 8.3 10.39 1l2.52
Total Exports 11.02 9.80 11.14 14.2% 6,36 11.3%8
Total Imports 10.58 7.91 13.45 14.06 11.25 7.51

Fluctuation Index .

Agegregate GNP 6.19 4.11 2.52 2.16 1.78 4.00
Total Exports 5.97 4,67 Ted3 T.79 4.43 3.25
Total Imports 9.73 6.92 5.37 5.52 3.48 5.55
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Note ¢+ ©@ See also Table 2-1.

Source * Computed from Table 3-5 and Appendix Table 1,



106
Table 3-5
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GNP Export Import
— Ratios ”_ _Ratios *_
1955 ' 199 51.99 43.94
56 217 55 .00 54,06
57 256 46,71 47.48
58 260 49,49 49,39
59 ‘ 281 | 62.58 55. 31
1960 305 72.64 64.20
61 330 66.33 65.08
62 : - 352 66,68 67.87
63 401 68.52 75.99
64 448 58.01 76,41
1965 - 512 59.56 65.3%%
66 59% 60. 42 57.75
67 751 54.54 43.78
68 ~ 798 54,28 42.97
69 891 58.50 46.89
1970 952 56.10 52. 31

Source : Data for GWP are compiled from various sources, Fi-
gures for 1956-58 are derived from F.3, Chen, The
Nation al Income of North Borneo, 1956-58.(Doctoral
dissertation, London University, 1962), Table 7a and
7o, pp. 230-31. Value of 1955 is thus estimated
based on the average growth rate of 9.33%# of 1956-58
and value for 1959-60 is estimated on the basis of
average growth rate of 8.29% of 1958-61. Figures
for 1961-62 are from the Department of Statistics,
Malaysia, "Data for the EPU Mid-plan Review and the

- IMF Consultation, 1963". And figures for 1963-70
are taken from Sabah's 10th Anniversary Within
Malaysia : A Review of Progress and Achievements

- during 1963-73 (Sabah, 1973). All these figures
are based on industrial origin of Gross Domestic
Products.
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oomménce at the year 1964. The high export ratios are mainly
attributable to the large increase of exports since 1959 as a
result of increased exports of timber. Although this brisk
tempo of export expansion continued during the second half of
the 1960s production for domestic consumption, particularly
rice production, and diversification of export production had
advanced reémarkably so as to result in an even greater gross
domestic products and gross national products, export ratios
thus indicate a downward trend. For the same reason, jmport
ratios are diminishing during the later half of the sixties.
However, without the boom of import trade caused by the con-
frontation, the falling tendency might have otherwise started

gome years earlier.

For further analysis of the respective relation-
ship between aggregate GNP, export proceeds and import expen-
diture, correlation and least-~square regression equations are

used in the following cuantitative study.

Simple linear regression and correlation egua-
tions for total export procecds and aggregate GNP for periods
1955=70 and 1960-70 are calculated and summarised in Table 3-6.
The computed correlation coefficients of the equatiéns, linear
and logarithm linear or exponential, indicate that there is 2
highly close assoclation between aggregate GNP and total ex-
port proceeds, and the value of the square of the coefficient
(Rz) sugeests that the behavior of the dependent variable is
highly explicable by the corresponding independent variable.

The negative intercept term in simple linear regression
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Table 3-6

- o i —— ton3
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1955~70
' Exports = 15.7590 + 0.5521 GNP « (M% m.)
(0.0241)
GNP = -14.2007 + 1.7594 Exports (M8 m.)
(0.0808) |

Orthogonal Equation :

GNP = -21,3560 + 1.7854 Exports

R =0.9856 R® = 0.9714  t-ratio =6.8160

-0,2686 + 1.0135 log. GNP
(0.0628)
log. GNP = 0.2851 4+ 0,9364 log. Export
| (0.0580)

]

log. Export

Orthogonal Equation :

log. GNP = 0.3%251 + 0,9616 log. Export
R = 0.9742 R = 0,9491°  t-ratio = 17.77
1960-70
log. Export = 0.3495 + 0.7934 log. GNP
(0.0393)
log, GNP = ~0.3720 + 1.23%31 log. Export
(0.0611)
Orthogonal Equation :
log. GNP = ~0,4063 + 1.2468 log. Export

R = 0.9891 R2= 0.9783% t-ratio = 16.58

- —— o 2 . T A T Wy AR s T henl S iy S S - e ——— o~ —— - — [P
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quation of aggregate GNP on total export proceeds implies
that in the absence of exportation of products aggregate UiF
will be negative. However, for the sake of examining the .
possible causual reléﬁionship between these two variables,
the corresponding slopes of the equations are relatively more
important than the intercept term. The slope of the simple
linear equation of aggregate GNP on total export earnings
suggests that for every unit (M$ million) of export earnings
made would therein create more than 1.7 units (Mé million) of
aggregate GNP, while that of the simple linear equation of
total exports on aggregate GRP suggests that the amount of ex-
port earnings therein being induced by one unit of aggregate
GNP produced is only about 0.5 or 1.8 units of.aggregate GP
which nust be produced in order to obtain one unit of export
proceed. The highly reliability of these slopes or B-terms in
the respeétive simple regression equations are fully supported

by the very small value of the corresponding standard errors.

The high reliability of the slopes of the sim-
ple linear regression equations of aggregate GNP (total im-
ports) on total imports (aggregate GNP) is firmly warranted by
the small value of respective standard errors as well. Every
unit (M$ million) of import expenditure spent would further
induce more thon 1.9 units of aggregate GNP and every unit of
aggregate GNP created would therein demand for only C.4 units
of imports or every 2.5 units of aggregate GNP would in turn

require one unit of import expenditure, ielevant regression
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equations are presented in Table %-7. And, the computed coe~
fficient suggests a remarkably close association between the

aggregate GNP and total import expenditure.

However, in order to reduce un~reliability or
to increase reliabllity to a larger extent, we consider more
than one independent variables in the equation. In the mulbi-
ple regression equation of aggregate GNP on both, at the same
time, total export proceed and total import expendituré, the
coefficient of multiple correlation, R = 0.9876 , suggests
that import expeunditure does contribute something to the rela-
tionship between the three wvariables, although its contribution
ig very insignificant, i.e. an increase of 0.004, in terms of
R2n The multiple correlation equation is

GNP

15623 -+ 2015()7 :{ b 0-4798 M;.
Re

0.9754.

1t is generally agreed that there exists some
inter~relationship between the economic growth of a country
and its foreign trade. Rise in the level, as well as change
in the composition, of national income would influence the
pattern and volume of foreign trade while changes in the
gstructure and magnitude of foreign trade would in turn direct-
1y and indirectly affect the composition and level of nalijonal
income. In a country of given per capita endowments of na-
tural resouirces, the five universal factors, i.e. labour, phy-
sical capital, human capital (skill), special natural resources
and total natural resources, would nproduce a regular change in

the pattern and in turn the level of imports and exports as
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Sebah : _ Inter-relationship of Aggregate GNP and
_ Total Imports
1955~70
Imports = 49.7493 + 0.4119 GNP (M3
(0.0472)
GNP - =32.0459 4+ 1.9507 Imports (M§

Orthogonal Equation :

(0.2085)

-33,6016 + 2.1894 Imports

GNP =
R = 0.9285 RZ= 0.8621 t-ratio = 5.8200
log. Import = =~0.1065 + 0.9426 log. GNP
(0.0934)
log. GNP = 0.41%8 + 0.9327 log. Import
(0.0924)
Orthogonal Equation :
log. GNP = 0.2644 + 0.9968 log. Import
R = 0.9376 R? =0.8791 t-ratio = 12.97
1960-70
log. Import =  0.8295 4+ 0.6092 log. GNP
(0.0881)
log. GHP = =0,7141 + 1.3815 log. Import
(0.1998)
Orthogonal Equation :
log. GNP = -1.,0%79 + 1.5115 log. Import
R = 0.9174 R =0.8416 t-ratio = 9,22

m.)

m. )
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national income increased. Therefore, once income rises,
—— G Cr s , 21 L.
there may be an expansion of capacity in exports if the
processes of production are economically market-oriented,
because when a market grows to a certain size, a8 indicated
by national income, with certain minimum per capita income,
opportunity has been created for the local development of

22 , , .
A rise in income would fur-

those processes of production,
ther demand for more imports and these imports, as the input
of the production system, would in turn proceed further ex-
pansion of production and thus national income. Therefore,

in the whole, it is reasonable to expect an inter-action be-
tween national income and both export earnings and import
expenditure rather than just a single causation. #As a matter
of fact, the above numerical findings do suggest that there
exists not only a causal relationship between national incoms
and both exports and imports in Sabah's economy, but also sug-
gest that this relationship is one of interdependence rather
than of an uniliteral causation. More important, they do sug-
gest that it is more likely that a rise in exports and imports
stimulates an increase in national income rather than vice
versae.

Therefore, another linear regression equation
is necessary for indicating their relationship. This equé%ion
is statistically referred to as an orthogonal regression ecua-
tion which is based on the means of the two sets of data and

Ot 0 s e T s R e R kn

2l. See Harrcd-Domar growth model.

22. Bee C.P. Kindleberger, kconomic Development (¥McGraw Hill,
1965), p. 186.
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calculated basically onn the assumption that there is not =z

biased but an equal variability for each of the two relevant

v 27 T * .
equations rather. 7 The orthogonal linear regression equa-

tions of aggregate GNP on total export proceeds and total im-
port expenditure are ag well summarised in Table 3-6 and

Table 3-7 respectively.

5o far least-sguare regression equations are
fitted to common annual data, the least-sguare linear fégresu
gion eguations fitted %o annual data in logarithm, as demon-
strated in Table 3-6 and Table 3-7, suggest a statistically
more gignificant relationship between the two variables than

that indicated by the former eqguations since the latter yields

24

an equation with a higher value of t-ratio. In addition,

the logarithm linear regression obtains a higher growth elas-
ticity for exports or imports with respect to aggregate GNP

e B8 @i D ShaE Nt T Rt e sk B

2%, For detials of calculation and demonstration, see Appendix
1T,

24. The t~ratio is a varieance-ratio test employced in the var-

‘ iance~analysis to test the homogeneity of a set of means.
Since the two sets of data in question are correlated,
the coefficient of correlation between these two is thus
being taken into account in the computation of the stan-
dard error of the difference hetween two means. The

formula is > > _
Eg = j mml + mm2 - 2R nml ﬁm2
and t-ratio = (M1 - M2) / Eg

standard error of the difference between
the means, Ml and M2;
o E = gtandard error of Ml and M2 respectively.

where By
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than‘that for aggregate GNP with respect to exports or im-
ports for the period 1955-~70, The coefficient of relevant
orthogonal regression (Logarithm) equation suggests that for
each unit percentage\bf growth of export proceeds or import
expenditure, aggregate GNP increases 0.96% or 0,994 respec-
tively for 1955~70. As the period 1960~70 is concerned, the
logarithm regression equations suggest that growth elasticity
for aggregate GNP is higher than that for exports or imports,
and a higher correlation coefficient, But the relationship
between aggregate GNF and export proceeds or import expenditure
for the period 1955-70 is more statistically significant than
that for the period 1960~70 since it produces an equation with

a higher value of t-ratio.

A

* GNP, Major Exports and Functional Imports

-= Because of the different nature of different exports and
imports, the impact of various sorts of exports and imports

on the advancement of GNP will thus be diverse. hen some
exports and inmports grow, they might provide a girong stimulus,
via direct and/or ‘'carry-over' effects, for expansion in other
industries or activities within the international sector and

.

sk ot A M1 d envmanvaAarntirnea i S i~ - la¥ole
those outsidce but swpplérving wiage internaticnal .;,C\,tor, thege

M

will aggregately raise the employment and income in those sec-
tors concerned; while for other exports and imports, their im-
pact may be such as to provide & weak stimulus for development

of various sectvors in the economy.
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e Aggregate GNP and Prime Exports —-
Table 3-8 and 3-9 summarises the characters of those major
exports in the aggregate GNP.25 The former indicates the
growth rates and growth elasticities, which are the b-coef-
ficients of the exponential equation of individual exports on
aggregate GNP, and the latter presents the average percentage

contribution of the prime exports to the aggregate GNP,

Nuﬁerical figures in these tables reveal that
logs are the most stimulant export to the aggregate GNP, where
its percentage contribution is accelerating from 11.0 percent
all the way up to 38.0 percent and also its growth elasticities
afe comparatively higher amongst the major exports, at the
range of 1.1 to 3.%. This again is supported by the relatively
high coefficient of the orthogonal regression equation, in the
logarithm, of aggregate GNP on logs exports, as being displayed
in Table %-10, which suggests that for each unit percent of in-~
crease in logs é%ports aggregate GNP increases by about 0.5
percent., This relationship is warranted by the low standard
error of the coefficients of the linear (logarithm) regression
equations of aggregate GNP (logs) on logs exports (GNP), as be-
ing demonstrated in Appendix Table 11(a), and also supported

by the high coefficient of correlation of 0.9574.

25, This is rather an overall picture of the impact of differ-
ent exports upon aggregate GNP, Since very unfortunately
that quantitative information for input coefficients or
factor combination of various individual exports are not
available and a detailed analysis is thus suspended.
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Table %-8
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Growth Rates :
of Agg. GNP 10,70 12.41 8,85 8. 3%6 10.39 1l2.52

Total Exports 1.014 0.793 1.237 1.589 0.629 0.887

Logs ’ 1.919  1.308 2.669 3,262 1.%71 1.152
Rubber  ~0.185 =0.216 ~0.241 0.324 =0.677 0.133
Copra -1.0%6 =1.462 =0.450 2.203 =-1.822 =-1.,222
Tobacco @ 0.%96 =0.879  2.527 2.572 1.629 -1,661
Hemp ~0.520 =1.354 0.626 2.064 -0.824 =2.169
Fishery .

Products 1.796 1.727 1.746 0.529 1,211 1.492
0il Palm

Products - - - - - - - - - 4,129
Cocoa Beans - 3.451 - - R 2.360 3,393
Veneer Sheets - - 1.378 - - 3.915 3,172

Plywood - - - - - - - - - - 9.926

Note : @ 1961 exclusive.

Growth elasticities are calculated as the b-coefficients
of the exponential equation of individual exports on

aggregate GNP, The equation is as follows,

X
log. X = log. a + b log.¥Y where

a YP y Or,

§]

Y represents aggregate GNP and X the individual
exports. '

Source : See Appendix Table 4.
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Table 3%-9

e —— -

1955-58  195%9-62  1963-66  1967-70

— ——— - — - o e o ot S e o} b Bl B B A W R (A A e R it

Total Exports : 50.54 67.12 61.731 55.96

Logs 11.07 28.86 37.95 37.95
Lumber 1.4 0.84 0.15 0.08
Rubber 16.33% 13,76 6.69 3.47
Copra 10.05 9.54 2.98 0.70
Tobacco 2.98 6.09 6.3%2 1.28
Hemp 0.98 1.%2 0.71 0.19
Fighery Products 0.33 0.45 0.70 0.70
0il Palm Products - - 0.25@ 1.10
Cocoa Beans .- 0.06 0.14 0.33
Veneer Sheets » - 0.12 0.3%1 0.16
P1ywood ] - - 0.01¢ 0.14

—-— — s o - it — w— - ————— —— e o

Note : @ A&erage of 1964-66.

Source : Computed from Table 3-5 and Appendix Table 4.
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Table 3-10

Sabah @ Orthogonal Regression Equations of Aggregate

—— oo o - e s - - o o p—

O s et e s o

U N oY R U D S —

Equations R2 I
1og,GﬁP = 3.1026 + 0.4994 log.(logs) 0.9166 9,56
log.GNP = 21.2085 - 3.4402 log.Rubber 0.2723 16.52
log.GNP = 9,0782 - 0.8245 log.Copra 0.7074 11.88
log.GNP = =0.0530 4+ 1.3743 log.Tobacco 0.0879 17.76
log.GNP =  9.5039 - 1.1387 log.Hemp 0.1833 21.07
log.GNP =  3%,8240 + 0.5376 log.Fishery 0.9%12 43.71
log.GNP =  5.0078 + 0.2311 log.0il Paln® 0.9870 15.33
log.GNP = 4.9880 * 0.2618 log.Cocoa Bean# 0.8071 17.97
log. GNP =  4.1886 + 0.5161 log.Veneer Sh.” 0.4225 71.53
log.GNP =  5.5615 + 0.1187 log.Plywood® 0.8104 10.45

Note ¢ R® : square of the coefficient of correlation;
t-ratio, See also Footnote 24, p. 113,

e

1961 exclusive.
: 1964-T70.
1960-70.

e

..

W O Kk 3
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Another ﬁromising traditional export is the

fishery producﬁ which in géneral indicates fairly high growth
elasticities in those particular periods and also a remarkable
advande in the percentage contribution although its lavel is
relatively low in the aggregate GNP, The computed correlation
coefficient suggests that aggregate GNP is closely associated
with fishery éxports and the coefficient of the or%hogonal re-
gregsion equation of aggregate GNP on fishery products,'with
high reliability, reveals its essential impact upon aggregate
GNP, The coefficient implies that every unit percent of fish-
ery exports exﬁanded will further induced an increase of more

than 0.5 percent in aggregate GNP,

Other traditional exports, i.e. rubber, lumber,
copra, hemp and tobacco, have been statistically a decelerator
to the expansion of agg;egate GNP, This is not only clearly
indicated by the very low or high but negative coefficients
of correlation between traditional exports and aggregate GNP,
and by negative slopes in respective‘orthogonal regression
equations, but are also responsed by a declining percentage
contribution to the aggregate GNP, Alﬁhough the coefficient
of the orthogonal regression equation of aggregate GNP on to-
bacco exports does suggest a gquantitatively high aﬁd positive
contribution to aggregate GNP, this relation is rejected by
its very unreliability which is indicated by its relatively

high standard error.

In respect of the two new agricultural exports,
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i.e. 0il palm products and cocoa beans, and two new manufac-
turing exports -—'veneer sheets and plywood, whose contribut-
ion constitute only a small but increasing proportion in ag-
gregate GNP, witness tremendously high growth elasticities:
Also, the computed coefficients of correlation suggest a pé—
sitively close association with aggregate GNP, as shown in

Table 10.

By and large, what is evident from the above
study is that after these years of economic growth, i.e. the
growth of gross national products, exports of two primary
products have been quantitafively of increasing importance to
the growth of national products in Babah's economy while the
contribution from other major traditional exports have been
declining. &Exports of new crops and manufacturing commodities
appear to be the potentially promisiﬁg contributor. to the na-

tional incone.

b. Ageregate GNP and Functional Imports
—- In an economy such as Sabah which is highly import-oriented,
import is the main or probably the only source of productive
input for proceeding further production and at the same time
to meet the needs, in level and pattern, of the consumers, as
a result of the growth of national income. However, again,
different imports will result in various pattern and level of
influence; at least various impdrts will diréotly impose dif-
ferent levels of foreign exchange burden and directly and/or

indirectly affect the level and pattern of employment and
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finally the level and distribution of national income. In or-
der to investiéate the possible impact of various imports,
which are classified according to their nature or function in-
to fivé groups, upon national income, some indicators are be-

ing used in the following so as to reveal their relationship,

_Analytically, to express the statispically in-
terdependent relationship between each of the import groups
and the national "income, some orthogonal regression equations
of aggregate GNP on respective functional import groups are
summarised in Table %-11, and the growth elasticities of res-
pective functional import groups are listed in Table 3-12.

The computed coefficients of correlation for all but exclusive
of raw consumption goods warrant the close association be-
tween the two variables. The square of the coefficients of
correlation indicates the degree of one variable's behavior
explicable by other variable. The respective ratios of the
growth elasticities over corresponding standard errors warrant
the reliability of the relationship between the two variables,
except, again, in that of the relationship between national

income and the raw consumption goods.

D, Trade Expansion and Employment

External trade was indeed vital to the growth
of national products, as has been discussed in the preceding
sections, but it also played an esgential role in achieving

social Jjustice.
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Table 3-11

o — o - oo - T S e e G s e Prve S o
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Equations R2 t-ratio
log.GNP = 0.4891 + 1.2896 log.Cf 0.9%28 5%.88
log.GNP = 0.8327 + 0.9491 log.Co 0.7458 24.29
log.GNP = 18,3913 - 11.5200 log.Cr  0.0114 19.95
~1log.GNP = 1.5512 + 0.8604 log.Kr 0.8334 51.30
log.GNP = 1.,4555 + 0.6573 log.K 0.9086 24.57

Note : @ The degree of freedom igs N - 1,
Cf s Food;
Co
Cr
Kr-: Raw capital goods;

Other consumption goods;

Raw consumption goods;

‘K ¢ Capital goods.

Source : See Appendix Table 12.
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Table 3-12
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195570 1960-70 1955-65 1955-60 196065 196

23

5-T0

e - -— — - -

Growth Rates of
Agg. GNP % 10.70 12.41 8.85 8.%6 10.39 12.52
Total Imports 0.943 0.609 1.490 1.611 1.064 0.502
Food 0.749 0.618 1.006 0.694 1.051 0.414
Other Consum-
ption goods 0.920 0.401 1.787 1.459 1.276 0.080
Raw Consum-
ption goods -0.044 -0,3%01 0.064 1.3%62 ~0.709 =0.135
Raw Capital '
goods 1.065 0.61% 1.771 2.398 1.146 0.1%2
Capital 1.452 1.017 2.106 2.256 1.440 0.937
Note ¢ Growth elasticities are calculated as the b-coeffi-

" cient of the exponential eguation of individual

Source

functional imports on aggregate GNP, The equa-
tion is as follows,
M= a yP y oOr,
log.M

log. a + Db log.Y where

Y represents aggregate GNP and M the individual

functional imports.

See Appendix Table 7.
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On the basis of observation of Caribbean and
Latin American>economigs, D, Seers following J.G. Mead's
study of Mauritius,2® the findings indicated that the rate
of increase in employment was determined by and equal to the
difference between the rate of increase of exports and wage-
rate —— so called the export-wage gap. Furthermore, in a re-

27

cent study of G, Ranis, by reference to the his%orical

Japan and contemporary Korea and laiwan, it is argued that

once the open economy moves into a more market-oriented and>
export-substitution phase, it becomes more possible for major
efficient changes in output mix and technology both towards a
labour-using direction. And suéh restructure may permit the
economy to enjoy more of both output and employment rather

than having to make a choice between them. H. Singer believes
that the major contribution to the solution of the unemployment

problem in developing eéonomies lies in trade, through which

28

they would find an outlet for their abundant labour,. In

addition, J. Tinbergen insists that LDCs are being blocked, by

restrictive trade policies of DCs and as well as of LDCs among

R s o e s s e — -

26. D. Seers, "The Mechanism of an Open Petroleum Economy" (So-
cial and Economic Studies, June, 1964) and "A Step To-
wards a Political fconomy of Development : Trinidad-
Tobago" (Social and Economic Studies, Sept., 1969).

J.E. Mead, "Mauritius : a Case Study in Malthusian
Economics" {Economic Journal, Sept., 1961).

27. G. Ranis, "Industrial Sector Labour Absorption (Economic
Dev. and Cultural Change, 21, 3, 1973).

28, H.W. Singer, "International Policy and 1ts Effect on Em-
ployment" in R, Robinson and P. Johnston, (eds.), Pros-
pect for Employment Opportunities in the Nineteen
Seventies (London : HMSO, 1971).
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themselves, for lack of opportunities to market their products
whose production would create considerable employment.29

But, on the contrary, on the demonstration of 'basic model',
it was shown that any expansion takes place in a relatively
labour-intensive sector will hamper the economy's growth; an
opposite result would be the case of an expansion in the ex-
port leading sector of relatively capital intensive.Bo Also,
it is criticised that export expansion does not appear to be
making much of a contribution to the solution of the unem-
ployment problem in some countries where éxport income has

31

been expanding steadily for some time and claimed that

the increases in national income so earned, which are mostly
transferred to those already employed, may be directed subs-
tantially at activities which do not provide an expanding and
viable market for domestic sector capability and may also give

rise to a socially distorted and anti-economic pattern of pro-

duction which offers very little employment.

Intuitively, structural changes in the exports
of an open economy will always have important effects on the

rate and compogition of growth of employment of the export

29, J, Tinbergen, "Irade Policy and Employment Growth" (Inter-
national Labour Review, 101, 1970).

30, A.C. Kelley, J.G. Williamson and R.J. Cheetham, Dualistic
Economic Development : Theory and History (London : The
University of Chicago Press, 1972), p.225.

31: H. Brewster, "The Growth of Employment Under Export-bizsed
Under-development : Trinidad" (Social and Economic
Studies, 21, 2, 1972).
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gsector, as well as national employment. The impact of this
growth on employment.will depend primarily on the relative
importance of different industries in the national economy,
the nature of the industry itself, the pace of export growth
and changes in the industry's employment-output relationship.
As we have seen, in Chapter II, that Sabah's export trade has
been expanding for the last two decades, and the structure of
which has as well been changing towards a more diversified
phase (in terms of commodity items), therefore these should
have been accompanied by a change in total employment in, par-
ticularly, the export sector and the redistribution of the
labour from sector(s) to sector(s) and/or from industry to in-
dustry.

In an open export-oriented economy, the normal
path of economic development will usually involve an expansion
of the export sector, where value of output per employment is
likely to be higher than in the economy as a whole., The addi-
tional products generated by the export sector result in an
increase in the effective demand for goods and services of the
other sectors, and thus permit an increase in employment in
those sectors and the export sector itself. This is the em-
ployment multiplier effect of increased output of the export
sector -~ the direét effect. If it is the case that an ccono-
my's total output (given productivity) and income would ne;d
to grow at a sufficiently high rate in order to consummate the
target of certain degree of employment gréwth and such that to

reduce the level of unemployment, then to achieve this high
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growth rate of output and income would in turn be necessary
to increase the supply of investment/capital goods met by
imports. Consequently, to match this increase in imports,
at least, exports would need to increase substantially.
Therefore, perhaps, the most crucial aspect of the indirect
contribution of trade expansion to employment in an export-
oriented economy lies on the increase in foreign exchange

earnings.

It is important to note that although the
Labour Department and the Department of Statistics of Sébah
have carried out annual reports and several labour force sur=-
veys,32 the decennial population censuses remain the only
reliable sources of comprehensive statistical data on lahour
force in Sabah. These reports and surveys have the advantage
of presenting a series of yearly data, but unfortunately,
these pieces of information are modified by the scope of sur-
vey .which covered only a small protion of the whole economic
activity. Comparison ofthe industrial distribution of em-
ployment in different reporting and/or surveys years with those
for the sensus years of 1951, 1960 and 1970 shows that the re-
ports of the industrial distribution is incomplete, erratic
and unreliable. The accuracy of the data varies considerably
over time and its degree of accuracy differs from an indugbry

. o — ) gt A A P Brh

%2, The first survey was carried out in 1967 by the Department
of Statistics, Sabah.
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to another., In general, it falls off as the data recede in
time; those in the decennial population censuses, however,
can usually be regarded as relatively, sufficiently accurate.
And accuracy is generally better for those industries which
have a nature of comprising firms of larger scale. Due to
the differential structure of different economic activities,
the degree of reliability of the data for differenk econonic
activities in the annual reports varies. For example, the
timber and services industries., The former comprises a very
small number of small firms but a bulk of large firms 33 in-
stead, and the opposite is the case in the latter, these
would no doubt affect the availability and reliability of in-
formation in those reports. Yet, due to the discontinuity of
time sﬁan, information from the censuses cannot reveal the
change of annual employment. A third alternative, perhaps, is
té make an esfimate for‘each annual employment hased on the
information available in both censuses and annual reports,
‘such that a series of annual data for the total labour force

and labour force in crucial exporting industries is realised.

*
* Agrarian Characteristic of Employment --

In accordance with the common feature in the Third World,

»
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3%, The size is defined in terms of number of persons employed.
A large firm refers to one which comprises more than 20
employees.
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employment in 3abah has lagged.behind. During the period
1955-70, the growth of total employment of economically ac-
tive population of 1.5% p.a. has not kept pace with the rate
of growth of GNP (9,6%) and that of the total population
(3.59%). In addition, an export-oriented economy like Sabah,
the export sector is the dynamic one which indeed enjoyed
very high growth rates, and thié is the sector who;e effect
upon employment we are much concerned with. However, this
dynamic sector was not absorbing labour at a satisfactory
rate, Not only did the export sector's rate of labour absorp- .
tion 4 fall behind the general growth rate of the entire .

- population but it also lagged behind the growth rate of the
economically active population employed; both its absolute
number and relative share in total employment were decreasing
during the 1960s. To examine the extent of the employment

lag in the export sector, we can compare the gorwth rate of
volume of exports in the export sector with the rate of growth
of employmgnt. The growth rate of volume of exports was

11.02% while that of its employment was barely 0.31%.

The agrarian characteristic of Sabah's economy
is as well reflective of its agricultural structure of employ-
ment. About 85 percent of the total employment enumerated in

-t S BED €T v 28 T 20

34, Here, the export sector's labour absorption is defined, in
narrow term, as the entirely agricultural employment
minus employment in rice production,
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the 1951 population census were absorbed by the agricultural
sector but this figure dropped to about 80 percent, though its
absolute number of employed increased, in the 1960 population
census ana fell again to about 64 percent, its absolute number
of employment was reduced as weil, when the population census
was taken in 1970. This is clearly shown in the distribution
of industrial employment in Table 3-13%. Among the‘number of
employment in the agricultural sector, more than half of this
agricultural employment were registered as being engaged in
rice production. Absolute number of the employed engaged in
non-agricultural sector, and as well as its relative share in
the entire employment, increased significantly. The rudimen—
tary stage of Sabah's industrialisation has also been evident
in the-employment in manufacturing sector. It did expand very
greatly, in terms of both absoclute number of employment and
relative share in the total employment, during the 1950s, but
its number of employment increasged comparatively slower than
those of other non-agricultural sectors during the 1960s angd
thus its proportional share in total employment indicated a

fall in .1970.

*
* Primary Export Sector and Employment ~-

-
Beyond the employment in rice production, employment in rubber
production and processing industries was another traditionally
social and economic phenomenon in Sabah's society. Owing to

the prosperity of international rubber market and thus the
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Table 3-13

L Yy

o g . o G e s DA o dke Wi

1951 .60 . 1970 ____
Number A Number Number
of of of
Person % Person % Person %

- it P i o it gt e et s S s S - g . cm e T it 208 s B

A1l Agriculture -119 370 84.99 142 113% 80.46 125 777 63.63%

Logging %3 637 2.59 9 301 5.27 11 090 = 5.61
Fishing 5 457 3,88 6 175 3.50 6 059 3,06 |
Rubbher Prod. & _

Processing - 20 331 14.46 25 3718 14.3%7 19 246 9.74
Coconut & Copra

Production 3 373 2.40 7 525  4.26 5 596 2.83
Tobacco 816 0.58 2 376 1.35
Hemp 942  0.67 1 419 0.80
Other

Agriculture 10 779 T.66 12 258  6.94 16 916  8.56

Rice Production 74 040 52.65 77 681 43,98 66 870 33.83
Kanufacturing 1387 0.99 6737 3.81 7079 3.58
Non-manufacturing 19 872 14,02 27 776 15,73 64 832 30,15

Mining and :
Quarrying 269 0.19 535 0.30 889 0.45

Construction 1 642 1.17 4 488 2.54 6 230 516
Electricity, etc.
‘& Sanitary
Services 135 0.10 285 0,16 1 395 0.71
Tertiary 17 826 12.56 22 468 12.73 51 019 25.83%
Commerce 6 037 4.29 7 734 4.%38 11 770 5.96
Transvort,

Storage and
Communication 2 345 1.67 4 657 2.64 6 923 3.51

General Services 9 444 6.72 10 077 5.71 32 326 16,76

All Industries 140 629 100 176 &26 100 197 688 100

- ~—t - o o > —— — — e ey e —— iy - o ——

Source : Report for Population Census, Sabah (North Borneo),
1951, 1960 and 1970.
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expansion of rubber industry, the number of persons employed
in rubber industry increased substantially during the 1950s.
According to the ﬁopulation census, the number was around 20
thousand in 1951 but rose to around 25 thousand in 1960 and
whose percentage share in total employment in 1960 just main-
tained almost the same proportion of 1951 of about 14.5 per—
cent. Therefore its growth indicates an annual ra;e of about
2.5% compound for the period 1951-60. The depression of rub-
ber industry during the sixties was also evident in the com-
puted négatively growth rate of about 2.7% compound, for the
period 1960-70 and both of its absblute nunber and relative
proportion of employment fell to around 19 thousand persons
and about lOﬁpercenﬁ respectively in 1970. Data published by
the Debartment of Labour (Sabah) revealed that number of per-
sons engaged in rubber establishments, which comprise at
least 20 employees, incgeased from the year 1955 to 1960 but
dropped severely thereafter (see Appendix Table 13). This
difference additionally indicates the nature or structure of
the rubber industry; that is, greater proportion of the em-
ployees in rubber industry was employed in small scale or cat-
35

tage industries which employed less than 20 persons. For

- ——— s o 2 o w—— S

35. The continuously drastic reduction of employment, as shown
in the Department's records, reveals the fact that de-
pression of rubber industry results the vanishment of
larger establishments while smaller scale establishments
are remaining more or less stationary. It is estimated
that more than 75,000 acres of smallholder rubber would
have been planted and less than 10,000 acres in estate
rubber in the years of 1959-64. See review of the Deve=-
lopment Plan 1959-64, in Sabah Development Plan 1965-70
(Sabah), p. 9.
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the entire period of.19§5—70, employmeht in rubber sector has
been declining at an annual rate of 1.34%, and the comparison,
with the growth of quantity of exports, as shwon in Table
3-14, the growth rate of 2.7% of the quantum of rubber expérts
is clearly higher than the former. This simply implies that
output or exports of rubber had lagged the employment in-rub-
ber sectoribéhiﬁd;36 The simple correlation coefficient of
the proportion of employment in rubber industry in the total
employment with that of volume of rubber exports in total ex-
ports indicates a positively high (0.8857) association between
them, Bﬁt the correlation of the proportional employment in
the rubber industry with the quantity of rubber exported per
worker suggests a close but negative (- 0.9169) relationship
between each of them. The relationship between proportional
employment in rubber in@ustry and export shares of rubber in
total exports and the quantity of rubber exports per worker
ig indicated in the following multiple regression equation,37

Ei/E = 15.896 +0.073(Xi/X) - 4.326(Xq/Ei),

R

0,9731.

e T

36, In addition to the depression of international rubber
prices, the improvement of quality and in turn the higher
yield of rubber per acre or worker discouraged employ-
ment in rubber industrye.

37. Ei/E represents the proportional employment of an inddstry
concerned, Ei, in the total employment, K, in the econo-
my. Xi/X refers to the shares of exports of an industry
concerned, Xi, in the total exports, X. ZXq/Zi represents
the quantity of exports of an industry concerned, Xq, per
unit employment in that industry, Ei.
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(percentage)

Rubber Production
and Yrocessing

Coconut and Copra

Production

Manufacturing

Non-manufacturing

Mining and Quarrying

Construction

Electricity,

etc. and

Sanitary Services

Tertiary
Commerce

Iransport,

Storage

and Communication

General Services

All Industries

—

Source ¢
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Growth Rate of.

Employment
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- On37
411
0.24

- 1l.34

0027
5.14

7.18
.77
5.43

13.83
6.67
3.81

4.96
8.68

1.51

Computed from Table 3%-13.
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People are also engaged in the traditional co-
conut and copra production. The methods of production are
highly labour-intensive. Another characteristic of this in-
dustry is, as mentioned in Chapter II, that it comprises nu-
merous small scale or family-size establishments.38 This is
warranted by the comparison of the enumeration of employment
from the Labour Force registration with those from the decen-
nial population censuses shows that barely 3.0 percent of the
employment in this industry was absorbed by the larger estaé
blishments and the remainder was employed by the small scale
ones. Similarly, both decennial population censuses and la-
bour force registration (Appendix Table 13) show a growing
trend of employment in coconut and copra production during the
19508 but a declined one in the 1960s. Both absolute number
of employment and its proportion in total employment recorded
an increase in'1960, the former is more than doubled, increased
at an annual rate of 9.33%% compound, and the latter is about
doubled, as compared with the records of 1951. These are in
accordance with the fact that both volume and quantity of co-

39

pra exports reached the peak in 1960, and the fall there-

after was also followed by the decrease of employment -- the

- o B - . -

38, for example, in a family, the parents, with the assistance
from their young or unemployed children, work all the
way from picking fresh coconuts and drying the coconut
meat under the sunshine to the sale of copra to the
agent.

39, See Appendix Table 4.
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records of 1970 shbw_a fall of more than 20 percent or annual-
iy 2.92% compound, in absolute terms, and 1.4% annually in re-
lative terms. To view it for the period 1955-70, the quantity
of copra exported suffered from a negative growth of 11.6%'per
annum while employment was keeping a slow growth of about 0,3%
per annum. <This seems to suggest that, to some extent, copra
industry did manage to maintain its labour absorpt&on because,
due to very nature of its small size, technology in this in-
dustry remains traditional and no improvement in method of
production had taken place or it was very insignificant if it

40

did occur. However, both its exportlshares and quantity of
exports per worker were dropping over time, the computed coef-
ficient of 0.5891 suggests that there is a positive but low
correlétion between the proportional employment in copra in-
dustry with the quantity of copra exported per worker and, si-
multaneously, a pesitivé and low corvelation, 0.5617, with ex-
port shares of copra és well, But the multiple regression

equation Ei/E 2.990 -~ 0.0053(Xi/X) + 0.0837(Xq/Ei),

R 0.5897.

suggests that its proportional employment in rubber industry
has an inverse relation with its export shares but a positive
association with its quantity of exports per worker. At 95

”»
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40. Obviously, there existed disguised unemployment in the
small scale establishments.
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degrée of confidence, the computed standard error of correla-
tion coefficieﬁt suggests that the dependent variable is
highly associated with both the independent variables, and
the sQuare of the multiple correlation coefficient indicates
that only 3% percent of the dependent variable are explicable

by both the independent variables.

Ag mentioned in Chapter II? the rem;rkable per-—
formancevof fishery exports during the period 1955-70 laid the
foundation of a potential source of foreign éxchange earnings
in the future. Its volume of exports-expanded at a rate of
19, %% annually and its quantity of exports 5.2% yearly, but
its employment was lagged behind, growing at mere 0.24% per
annum, £or the period 1955-60, both volume and quantity of
exports increased at an annual rate of 5.75% and 7.46% respec-
tively, but its average annual growth rate of employment for
the period 1951-60 increased at barely 1.4% compound. For the
period 1960-70, - the former grew at 21.%% and 6.0% respectively
vhilst the latﬁer suffered from a reverse trend of 0.19% com-
pound. It is very clear that the employment lag in this in-
dustry was even severe in the 1960s. The labour force regis-
tration, although including merely those establishments which
consist of at least 20 employees, does indicate the similar
sign or tendency -- labour absorption enlarged in the later
half of the 1950s but gradually contracted during the sixties.
This was mainly due to the development of the fishery industry

itgelf and the technology in the industry. ZFPrior to the
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sixties, the industry was very disorganised. Iishermen, par-
ticularly in the rural area, are independent from each other,
they fished for their own provisionAor sonetimes for a very
limited market, if it did occur. These fishermen constituted
the largest part of thé fishery employment. Marine fishing
wags merely confined to the inshore waters and estuaries, met-

41

hods of fishing were also old and traditional. éowever,
until thé end of 1959, with the increase in the use of pover
boats, it was then gradually extending to off-shore waters.
The culture of fresh water fish in poﬁds,42 mainly in inland
districts where fish is scarce, was still in its ruaimentary
stage during the second half of the fifties -- there were
roughly 500 fish ponds with a total of less than 45 acres in
gurface area. High prices, together with a steadily growing
demand had given mucﬂ incentive to the gradual expansion of
the fishery industry, aﬁd its primitive and labour-intensive
technique of preduction ensured the gradually large increase
in employment, during the later half of the fifties. In addi-
tion, as the industry is becoming better organised in the end
of 1959 and the beginning of the sixties, new methods of

41. Static traps, hand line, beach seine and gill nets are the
mainly primitive fishing tools used by, particularly,
the independent fishermen.

42, The technique of mono-sex culture of Tilapia introduced
in 1954 was being adopted in 1957. ©See Annual Report
North Borneo, 1958. ~
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fishing were introduced and adépted,43 fishing area was fhen
extended to deep sea. Furthermore, again, high prices, accom-
panied by a steadily growing demand-from abroad, had done very
much to encourage the production of frozen prawns and the ﬁew
establishment of fishery concerns, e.g. pearl culture.44 The
expansion of the entire fishing industry, due to the afore;
mentioned factors, made the gradual increase in em?loyment
possible'during the fifties and the early sixties. Obviously,
expansion of the fishery industry did do much to the absorp-
tion of the ecqnomically active population, but as new methods
were adopted and flourished rapidly, productivity and then
production of fishery products correspondingly increased very
rapidly, this in turn kept the growth of employment in this
industry slowed down or even merely maintained at a certain
level of employment., In 1960, the average amount of fishery
products exported (tons) per unit employment was 0,165 but it
raised to 0.293 in 1970.45 The computed simple correlation-
coefficien? of =0.666 for the proportional employment of

R e ]

4%, For example, rod-and-line fishing with line bait for tuna,
and the purse-seine. 4#Annual Report : North Borneo, 1960,
p. 79. Method of other trawling for prawn was in fact
introduced into Sabah as early as 1952 but was not adopted
in practice until 1959. See Sabah's 10th Anniversary
Within Malaysia (1973), p. 160.

44, The prawn processing factories, of which number was only
two in 1963 but increased to seven in 1970, provided a
substantial employment opportunities to the econony.

45, Certainly, the entire output of the entire fishery industry
was very mnmuch greater than those being exported, and the
deflated physical amounts would be no doubt much greater
if quantity of the entire output was used.
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fishery industry and the outpdt exported per worker, reveals
a2 negative relationship between them., And the proportional
employment has a highly negative aséociation with the propor-
t}onal exports as being indicated by the correlation coeffi-
cient of =0.8267 ., The square of the multiple correlation

coefficient of
Bi/E

3,776 = 0.303(Xi/X) - 0.476(Xq/Ei),

R 0.8327.

1

suggests that 96.3%4 percent of the change of proportional
employment of fishery industry can be determined by the two

independent variables.

Timber industry has been the backbone of
Sabah's foreign exchange earnings, as mentioned in Chapter II,
since the late 1950s. And the findings derived from the
analysis in the earlier part of this chapter indicate that the
growth of exports of timber was highly and positively correlat-
ed with the growth of GNP of Sabah during the period 1955-70.
Intuitively, from the viewpoint of its quantitatively important
role in the economy, it is expected to have done much, or at
least to a certainly remarkable extent, to the absorption of
ecbnomically active population. Both volume and gquantity of
timber exports, as well as its relative share in total exports,
as clearly being mentioned in the previous chapters, have been
incréasing over time during the period 1955-70. However, this
was also corresponded with its high level of employment, in
both absolute and relative terms -- there were 9301 persons

engéged in this industry in 1960 but finally expanded to 11,090
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persons in 1970 and its relative shares were simultaneously
enlarged from about 5.3 percent to 5.6 percent. Perhaps, in
order to compare the change of output with that of employment,
it is more feasible to compare the growth of each of them énd
the picture of the employment lag such that revealed would'be
more realistic. The annual growth rate of absolut? employment
in timber industry for 1955-70 was 4.1% but that for its vo-
lume of exports was 21.3% and 16.6% for its gquantity of ex-
ports. The average growth rate of absolute employment for the
period between the two population census years 1951 and 1960
is estimated at 11.0% compound, but both of its volume and
guantum of exports for the period 1955-60 show extreme high
annual growth rates of 29.4% and 28.2% respectively. Also, in
the period 1960-70, volume of timber exports grew at 16, 3% per
annum, and its quantuquf exports at 9.3%8%, whilst it was
merely 1.77%# for the absolute employment at the same period.
This demonstration clearly reveals that employment in the tim-
ber i?dustry was severely lagging behind by its brisk expan—
sion of output. Perhaps, some cf the virtual facts in the
porcess of development of the timber industry would help us to
understand this outcome of employment lag. In the earlier
period, methods of timber production and extraction were very
primitive and highly labour-intensive. Hand or kuda-kuda log-
ging %o rail or road concomitant with hand and axes were the
main traditional devices to extract timber, though at that

time tendency towards mechanised logging had been initiated by
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the iarger companies or concessionaries and even some small
producers had adopted tractors for use in conjunction with
hand logging -- mechaﬁised logging was still very unpopular.46
Though powver operated chainsaws were introduced into Sabah by
those foreign concessionaries as early as in 1951, they were
not widely applied or adopted until the early sixties.
Mechanisation of timber extraction was gradually fiourishing
during the sixties. Due to the facf that area suitable for-
hand logging had been completely exploited on the East Coasf,
hand logging had virtually disappeared and had been replaced
by mechanised logging in the early sixties. Ag logging opera-
tion penetrated deeper into hilly country and away from river-
ine flats, particularly on the East Coast, timber exploitation
had been becoming very highly mechanisea with the wide appli-
cation of the well-adopted, power-operated chain-saws and
heavy tractors. Hence,'tractor yvarding became the usual met-
hod of timber extraction.lp7 Timber, time and labour -- an
important factor in the economy where labour is short -- were
such that éaved substantially. Quantum of logs exported per

46, 1t is due in part to the fact that mechanised logging
method is not feasible for logging operation at ramin
and swamp forest and/or riverine flats.

47. On the vest Coast, hand logging was still being practised
in the ramin and swamp forests, and high lead and sky-
line yarding method was still being used in hilly and
steeper terrain. Though mechanised logging was being
widely adopted. this industry was and is still in its
very rudimentary stage by western standard. Owing to
the factors of shortage of technically trained staff,
poorly or inadequately equipped sawmills and poor
management, a lot of labour and time were being wasted.
The recovery percentage varied from sawmill to another,
but the rate was and is s8till very low -- as low as an
average of 38.2 percent in 1968, See Annual Report of

Forest Department, Sabah, 1968, p. 1l.
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unit employment had been increasing over time during the per-
iod 1955-T70. For éxample, it was about 150 cu. ft. per worker
in 1960 but rose to about %08 cu. ft. per worker in 1970.

The increase in output-employment ratios in timber industr& is
indicative of the fact that the employment generating capaéity
of the timber industry had declined considerably as a result
of the capital-using character of new investment and of signi-
ficant advances in labour productivity. Statistically, em-—
ployment shares of timber industry in total employment is
found to be highly associated with its guantity of logs ex-
ported per worker -~ the simple correlation coefficient is
0.8867. To take the export shares of logs in total exports
into account, the multiple association is shown by the multi-

ple regression equation of

It

Ei/E 3,643 + 0,0199(Xi/X) + 0.0019(Xq/Ei),

R 0.8156.

Hi

To examine the important role of labour absorp-
tion of various industries or sectors in the economy, in addi-

tion, we examine the magnitude of both coefficient of differen-

48

tial growth and coefficient of absorption of various in-

dustries or sectors. To indicate the speed of change in the

— e v e e A ot et At

48, Coefficient of differential growth of an industry is the
difference, positive or negative, of the annual growth
rate of employment in the industry over the growth rate
of total employment. The coefficient of absorption of
an industry is calculated as the ratio of the annual
growth rate of labour force in the industry to the growth
rate of total employment.



144

propdrtional shares of various export industries in the total
empléyment, indépendent of the growth in the latter, coeffi-
cient of differential growth of various industries are thus
computed and displayed in Table 3-15, in which figures are-
self-explanatory. Beside the timber industry, whose employ-
ment shares are indicated growing at an annual rate of 2.6%,
all of the fishery, rubber and copra industries incurred a
falling trend in their proportionate shares of employment.
Proportional shares of employment in both fishing and copra.
industries contracted at a very closely annual rate of 1.27%
and 1.24% respectively, but a rather severe depression is that

in rubber industry, i.e. 2.85% per annum.

The scope of sectoral absorption of new en-
trants in labour activity is indicated by the coefficient of
absorption of various industries presented in Table 3-15.

Ag the rubber industry showed a decline in its absolute number
of employees, hence, its coefficient of absorption is -0.887,
indicating that for every unit percentage of total employment
increased, employment in this industry decreased at about
0.89%, But, all timber, fishery and copra industries manifest-
ed positively but differently in degree of their contribution
to the econony's entire employment. Level of the coefficient
of absorption suggests that, for the period 1955-70, for every
additional unit percentage of total employment, employment

grew at about 0.16% in fishery industry and about 0.18% in co-~

pra industry, but as high as 2.72/% in timber industry.
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Table 3-15
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(percentage)
Coefficient of Dif- Coefficient of
__ferential Growth — __ Absorption

1951-60  1960-70 1951-60 1960-70
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Logging 8. 44 0.64 4.297  1.566
Fighing _ - 1.18 - 1.32 0.533 -~ 0.168
Rubber Production

and Processing - 0.07 - 3.86 0.973 - 2.416
Copra and Coconut

Production 6.77 -.4.05 - 3.644 - 2,592
Other Agriculture - l.12 0.563

Agriculture other

than }-{ice - 1043 - 0024 1- 559 Ou788
Manufacturing ) 16.64 - 0.63 7.500 0.443
Non-manufacturing 1,23 T.72 1.481 7.832
Mining and Quarrying 5.3%8 4.07 %.102 4.602
Construction 9.26 2.20 4,617 2.469
Electricity, etc. ‘
and Sanitary Serv. 6.10 16.08 2.383 15.230
Tertiary 0.04 T.42 1.016 7.566
Commerce 0.2% 3.16 1.090C 3.797
Transport, etc. 5.36 2.91 3.094 3.575
General Services - 1.84 11.23 0.281 10.938

———— —— " — - M S S A B W £ S D P SO M GV P o e Poms N S G G M et A S PO W TS S v S i Yrhet R B el e £ G e S et el TR A AR B G W S S

Method : See text.
Source : Computed from Table 3-13.
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_So far, in the preceding paragraphs, we have
mentioned the direct impact of various agricultural exporting
industries upon the economy's level of employment. For most
‘of thé agricultural products, other than rice, are engaged.
with exporting affairs, pattern of change of employment in
agriculture other than rice production clearly reveals the
pattern of change of direct employment effect of the primary
exporting sector. Both absolute number and relative shares
of employment in the entire agricultural sector were first
raised during the period 1951-60 and feduced during the period
1960-70. Consequently, the average annual growth rates of em-
ployment in the agricultrue other than rice sector are 3.,99%
and 0.89% compound, its coefficients of differential growth
are 1.4%% and negative 0.24%, respectively, and its coefficients
of absorption indicate that its absolute employment grew 1.56%
and 0.79% for unit percentage of the economy's entire employ-
ment increased,—for the two respective sub-periods. Howéver,
‘due to the very nature of weak backward-linkage effects in
primary production, or, in other words, inter-industry re-
lation is very weak, the additional products generated by a
primary industry result little or no increase in the effective
demand for goods of other primary industries, and thus incur
little or no increase in employment in those industries.
Therefore, employment indirect or multiplier effect of in-
creased primary output upon primary sector is weak or even

non-existent. But, on the contrary, minimum super-structure
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of cémmercial, governmental and other services is undoubtedls
necessitated to support the expansion of this expori sector,
and thus ceftain fixed technological relationship between em
ployment in primary production and supporting services else-
where exists. To distinguish it from employment multiple
effect, this relationship may be called indirect ,- structurat

of employment.49

¥ Non-agricultural Employment ~- After these
sixtéen years of economic development in Sabah, level and
structure of employment has been changing over time. Employ-
ment, both absolute number and relative share, in the entire
agriculture sector has declined whilst, as a mattier of course,
employment in non-agriculture sector has been increasing. As
prdportionate shares are concerned, the non-agriculture sector
absorbed about 15.0 percent of the entire employment of the
economy in 1951 and slightly increased to 19.5 percent in 1960
but then leaped to a double level of 36.3 percent in 1970;
This leap of employment in non-agriculture sector is in fact,
as will be mentioned later, greatly attributable to the huge
increase of employment in non-manufacturing, particularly, ter-

tiary sector. There was an extreme increase in absolute number

49, It is somewhat similar to the terms used by W. Galenson in
"Economic Uevelopment and the Sectoral Expansion of Em-
ployment" (International Labour Review, 87, 1963)
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of employment in the manufacturing sector during the fifties
—~ the number of employment enumerated in 1960 was more than
five times és large as that of 1951 -~ this gives an annual
growth rate of 19.2% compound for the period 1951-60, and whose
proportionate shares increased to almost four-fold. But,'ﬁn—
fortunately, as the period of 1960-70 is concerned, its num-
ber of employment was growing at mere 0.5% p.a. co&pound and
its shares were barely maintained, therefore, although both
of its coefficients of differential growth and ahsorption gave
a level of as high as 16.6% and 7.5% respectively for the per-
iod 1951-60, they fell to negative 0.63% and mere 0.44% res-
pectively. In reverse, employment in non-manufacturing sector,
number of employment had been increased to one and half times
from 1951 to 1960 and, again, to about two and a half'times
from 1960 to 1970 while its relative shares were raised by
barely 2.0 percent poiné from 1951 tc 1960 but to more than
double from the year 1960 to 1970. Hence, the annual growth
rate of tis number of employment was only %.8% compound for
the period-1951—60 but it was 8.8% compound between the years
1960 and 1970. In addition, both its coefficients of differen-
tial growth and of absorption show the levels of 1.2%% and
1.48% for 1951-60 but 7.7% and 7.84 for 1960-70, respectively.
The comparison of tertiary sector with other agriculture and/or
non-agriculture industries in Table 3-14 and Table 3;15,
clearly reveals the very importance of tertiary sector in the

labour absorption in the ecqnomy.so

50. As a matter of fact, the very distinctive contribution /..
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X Tertiary Employment -~ From the previous
experiehce of the nowadays industrialised or developed count-
riesg, the direction of structural change in employment thus
derived seemed to follow a common pattern that first shift
from agricultural or primary employment to manufacturing or
secondary employment and then, as the process of economic de-
velopment continued and level of income per capita highered,

51

Ato the tertiary employment. But, in Sabah's economy, the
development in.the structure of emplqyment was distinctively
inmpressed by the transformation of employment from the pri-
mary stage, without passing through the secondary stage, to
the tertiary stage during, particularly, the sixties. Ter-.
tiary employment constituted 85 percent of the entire labour
force engaged in non-agriculture sector., Its number of em-
ployment was growing at merely an annual rate of 2.6% com—
pound from 17,826 persons of 1951 to 22,468 persons of 1960
but increased annually at such high rate of 8.5% compound
thereafter to 51,019 persons in 1970. To compare with the
growth of total number of .employment, the coefficient of
absorption of tertiary sector shows that, for every percentage
increased in the total number of jobs in the entire economy,

50. cont./.. of the tertiary sector to labour absorption in
many other countries has begun to draw the economists'
very much attention. For example, A.3, Bhalla, "The
Role of Services in Employment Expansion" (International
Labour Review, 101, 1970), and, W. Galenson, "Economic
Development and the Sectoral cxpansion of Employment"
(International Labour neview, 87, 1963).

51. For example, A,G,B, Fisher, Economic Progress and Social
Security (London : Macmillan & Co., 1945), pp. 6-7.
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there was barely over 1.0% more jobs created in the tertiary
sector during the period 1951-60 but there were about 7.6/
more jobs in the sector during the period 1960-70. Simul-
taneously, its relative share in the economy's entire employ-
ment in 1960 maintained almost the same level of 1951 but it
went up from 12.7% of 1960 to 25.8% in 1970. Therefore, its
coefficient of differential growth for the period i951—60
shows that employment in tertiary sector was increasing at as
low as 0.04% a year and as high as 7.4% a year for the periﬁd
1960-70, independent of the increase of the national employ-

nent.

Analytically, from the above information, ve
can easily obtain the sketch of the structural relationship
between employment in tertiary sector and employment in agri-
culture other than rice production, The trend of employument
in each of these two sectors is in a direction opposite to
each other, i.e. one grows from the south-west upwards to the
north-east and the other from north-west to south-east. In-
dependent of the growth of employment in the agriculture other
than rice production, employment in tertiary sector was de-
clining at 1.39% annually for the period 1951~60 but, on the
contrary, growing at 7.66% a year during 1960-70. and for
every percentage increase in the number of employment in this
primary exporting sector, there was barely 0.65 more employ-

ment in 1960-70, in the tertiary sector.

Factors behind this matter are complex. The
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higher income level in, particularly, modern sector as a con-
sequence of, in prinéiple, the growth in export sector, in-
duced effective demand for tertiary products b2 and such that
the flourish of tertiary industry which is by definition, and
indeed in Sabah's economy, using the bulk of low-skill man-
power. The factual evidence of large share of émployment in
tertiary sector in a low income economy as Sabah ddes not ne-
cessarily invalidate C, Clark's generalisation, but, instead,
it is in‘part due to the existing acutely uneven distribution
of income, population engaged in the modern sector enjoyed the
fruit of export expansion and economic growth. The higher in—
come in this modern sector results a demand-induced type of
services. For example, employment in general services (ISIC,
Division 8), e.g. personal services, entertainment, catering
and domestic services, increased 12.4% compound a year, 11.2%
p.a. compound independent of the increase in total employment
or 11.5% independent of the increase of working population in
primary exporting sector, and 10.9% for every percentage in-
crease in the total working population in the economy or
1%.9% for every percentage increase of employment in primary
export sector. Thirdly, due to the depression of certain
primary industries, e.g. rubber and copra industries, and/or
the rise of productivity caused by quality improvement and
mechanisation, employment in various primary industries hag
been falling or slowering down., Although, to certain extent,

52. According to Colin Clark's general finding, an economy with
high average level of real income per head is always as-—
sociated with a high proportion of the working population
engaged in tertiary industries. See his work of The Con-
ditions of Economic Progress (London: 1957), pp.6-T.
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newly established agriculture industries had indeed done
much to the absorption of labour force, nevertheless, their
capacity was too limited or not large enough to absorb the
bulk of workers left by the traditional primary industries,
Therefore, Structurally, working population in the entire
agriculture sector was confirmed statistically to be slack-
ened, the surplus labour force was thus being pusheé out of .
the agriculture sector. They were further either being
greatly absorbed by the tertiary sector or partly by other
non-manufacturing industries, particularly the public enter-
prises.53

According to W, Galenson's finding of the rela-
tionship between employment in manufacturing industries and
employmént in tertiary activities, he claims that, under the
conditions of modern technology, direect or multiplier effect
of‘employment contributea by the manufacturing sector is not
as much significant as that indirect structural effect which
can make to the alleviation of mass un-employmenit or creation

54

of new employment. Similarly, in the case of Sabah's ex-

port sector, the flourish of mechanisation in the sector had

——" T e o e e e o W s

5%. In developing countries, employment in public sector can
represent a response to the need for more government ser-
vices and public goods in an increasingly complex ecqgno-
my, or, it may simply be a mechanism for absorbing the
educated un-employment, which is becoming significant,
and general un-employment.

54. W, Galenson, "Economic Development and the Sectoral Expan-
sion of Employment" (International Labour Review, 87,
1963), pp. 506-T.
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modified the sector as a major source of new employment but,
rather, it tended to generate the effective demand for certain
services needed to support the expansion of the sector and in
turn led to increase of employmént in the supporting sectof or
activities. For example, according to the statistical survey,
total number of establishments in commerce (3%,547), transport
_(152) and general services (855) was 4554 in 1968, but the res-
pective figures had risen to 3,799, 252 and 951 to make a sum
. of 5002}in 1970.55 Perhaps, a sinple diagram could help us to
understand or to adumbrate the relatiénship between the ter-

tiary employment and employment in primary export sector.56

Suppose, a fixed amount of capital is being in-
vested in.the primary export sector, represented bty the magni-
tude of OA along the horizontal axis Oly,. Level of employment
in‘primary export sector is indicated by the’vertical axis,
'OEx . Ag method of production movés gradually from capital-
saving device, ODL y 1.e. higher employment-capital ratio, to
a labour-saving one, ODk , 1.0, 1ower'employment~capita1 ratio,
as-shown in the first quadrant of the Figure 5, productivity
rises in the primary production from OPL to OPk a comparative-
ly higher output, OQx , of tﬁe primary export seoto? is thus

P e s B s ot e P G ot

55, Department of Statistics, Sabah, Census of Licensed Trad-
ing Establishments; issues of 1968 to 1970. Unfortunate-
ly, information for earlier years are not available or
incomplete,

56. Compare with figure 2 in W, Baer and M.E. Herve, "Employ-
ment and Industrialisation in Developing Countries"
(Quarterly Journal of fconomics, 80, 1, 1966), This
article is also reprinted in R. Jolly, E.D., Kadt, H.
Singer and k. Wilson (eds.), Third world Employment :
Problems and Strategy (Penguin, 1973).
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gainéd, i.e. from OD-to-OE, as indicated in the second quad-
rant of the diagram. In the third quadrantlof the diagran,
the labour-saving or capital-using nature of the production
in primary export sector is représented by OXk which is loéer
than the neutral 450'1ine, level of employment in tertiary
sector, Et » 1s consequently higher, i.e. OF compares with 0G,
If output per worker is retained at a high level, e.g. 0Py ,
the more rapid“the increase of output in export sector (and
of its employment), the more new employment will be created
in the tertiary sector. &also, the static analysis suggests
that the more capital-using the technigue of production in
fhe primary export sector, the larger the employment in ter-

tiary sector will be induced.S'7

Therefore, as the impact of primary export
sector upon the employment of the entire economy is concerned,
owing to its very nature of weak of non-exigtent inter-indus-
try relation with individual industries, both direct contri-
bution to and inﬁernally indirect or multiplier effect upon
the‘creation of employment or alleviation of un-employment
appeared to be very weak. Instead, its indirectly structural

57, Certainly, it is limited to a static analysis, however, in
a general analysis, perhaps, it is more realistic thgt
the relationship between the degree of mechanisation in
the primary export sector and employment in tertiary
sector might not be in linear form but non-linear ins-
tead, as the more developed the economy.
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effect via effective“deﬁand led the expansion of employment

58

in other supporting industries or sector(s). These are

firmly corroborated by the factuwal evidence of employment in-
dicators in commercial, transport and general services in~-
dustries, presented in‘Tablé 3-14 and Table 3-15, respective-
ly. However, to certain extent, there exists an economic ob-
‘stacle which modified the extent of contribution of export
sector to the creation of new employmént and/or solution of
‘current and/or'future uﬁ—empioyment. That is, though export
income has been indeed expanding steadily for the ﬁeriod under
consideration, much ot the incrégse in national income so0
earned were beneficial to those already employed in, pérticu—
larly, export secotr -~ thus causes an acutely uneven distri-
bﬁtion‘of income in the economy. The effect of this on the
developunent of the domestic sector is limited or at least not
at its full extent'because.incpeases in the-inccme of these
employed may be directed substantially to activities, e.g.
imports of luxury goods, which do not provide an expanding
and viable market for domestic sector capability. These would
have risen to a socially distorted and anti-economic pattern
of production which offers very little employment as well.

ot v Gt Bt e g g o —

58, It accords to the Keynesian type proportion that the rate
of increase of consumption must be accelerated in order
to get the domestic sector moving and that to raise
consumption is what is needed in an autonomous uplitt-
ment in the level of wage employment.
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Otherwise, indirectly structural effect of the expansion of
the entire eXp0rt sector upon the employment in other sectors

would have been exercised to a greater extent.

There is another unnegligible, though not
very apparent,'indirect contribution of export sector to tﬂe
creatibh of new employment in Sabah's economy. Afgrementioned
lfhat exporﬁs contributed internationally the ecénomy with for-
eign exchange reserve énd domestically with public revenue,'
.and thus.furthef financéd the imports of essential capital
goods and intermediate goods anq varioﬁs development projects.,
Eventually, a growing labour force would be complemented and
more jbbs would be created thrbugh the realisation of various

development projects.

E, Spread Effect of Foreign Trade

We would cerﬁainly grossly understate the ex-

- tensively bropulsive‘impact upon economic development if we
vere to estimate the contribution solely by the static gains
from trade in any given.year or period of years on the assum-
ption of given substitution or transformation curve. Because
trade doéé generate very important indirect, or dynanic, be~
nefits, which are over and above the direct static gains long
embodied in the traditional theory of oémpargtive costs upon -

the participating economies.

Given the existence of indirect or dynamic
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effe&ts of ﬁrade, among countries, the level of contribution
of trade ﬁo economic development of various economies would
vary if their export-base was different. Within'a country,
the level of contribution of trade of different sectors to
domestic economic developmeﬁt would also vary. And, even
within a particular sector, the impact of some particular ex-
ports of this sector upon domestic economic develo?ment would
" be very much different from others. FYor various export goods,
accordiné ﬁo the characferistic of their production functions,
would induce differential 'carry-ovér' effects between and
Wifhin countries and as well as.seotors vithin an econony.

As the mechanism within a pafticular economy is coﬁcerned,
the export sector would further lead to escape the 'vicious
circle of poverty' and 'take-off into self—suétained growth',
only if the direct.gaihs and the carry-over from the export
sector could be further'transmitted to the rest of the

economy.59

Different factor éombination for the productidn
of various sorts of exports will certainly affect the distri-
Eution of inpome via the impact of the leading or dominant in-
dustry or industries, e.g. timber and rubber industries, in
ﬁhe export sector upon the relative shére of profits, wages

Pt e s et ey dapet v e . wt P

59, This is one of the arguments that why the process of ex-
port-induced development, in the developing countries of
18th and 19th centuries, had followed upon an expansion
of the export sector but has not been in most of the
contemperarily export-oriented developing countries.
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and interesﬁ, in the.ecénomy concerned. lIn addition, the
prOnouncedly geographical location of these industries would
thus once again influence the regional distribution of income
and employment, etc. According to the geographical locatién
of the major exporting indu%tries, it is convincing to esti-
mate that the regional per capita income in Sandakan Residency
of the eastern Sabah is the highest and followed by the West
Coast Residency, And thus produce one of the economic fea-
tures of Sabah's economy —- the distribution of income has
been in favour of the modern economic sectof which, in terms

of per capita income, is émong the highest in Malaysia.

An industry which produces an arbitrary com-
modity would have backward and/or forward links with other in-
dustries in the whole production structure of an economy. A
backward linkage effect senifies a 'demand-pull effect'; which
fhe industry in question demands for final products from other
branches of production as input in its production. In re-
verse, forward linkage effect produces a 'supply-push effect'
which thé industry in question supplies its final products to
other branches of production as intermediate goods. The larger
the backward and/or forward linkage effects of an industry,
the more the spread of its development—inducing effects in the
domestic economy. The extent of this spread effect depends on
the commodity produced. Therefore, the spread effect of any
given export activity will depend upon the nature of the ex-

goods in question.
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The composition of Sabah's exporting commodity
is cﬁaractériséd and dominated by primary products, which
generally have low backward linkages but high forward linkages.
Nevertheless, variqus-nature of various primary ﬁroducts will
result diverse level and naﬁure of backward and forward link-
age effeéts as well., Almost all of the major exports do give
riée to some forward linkages in some form of procéssing that
is done before exports. JFor example, smoked rubber sheét,
copra from fresh coconut énd‘palm 0il from palm nuts. Howe%er,
except those timber-base exportsland fishery exports, forward
linkage effects éreated by the rest of the major exports, i.e.
rubber, copra, tobacco hemp, cocoa beans and o0il palm, are not
pronounced in the domestic economy. Timber industry has real-~
ly resulted an important repercussion on the domestic economy.
The logging operation has directly facilitated the widespread
dispersion of sawmills. " Ihen timber further facilitated veneer
production and again further led to the production of plywood.
furthermore, sawn timber led directly to the establishment of
small furniture and jéining works for the domestic market.
Certain furthef processing production has been practised in
fishery exporting industry, for example, the most pronounced
processed fishery products is the frozen prawn, whose exports
add a few million Malaysian dollars to the economy's foreign
exchange earnings every year. These forward linkage effects
no doubt do, at least, réise the national producis and in-
crease employment as well, regardless of any possibly further

repercussion effects. Beyond the foregoing phenomena, we can
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hardly-see any repercussion from one industry upon another in

this primary production complex.

Profitable and dynamic ekport industries tend
to stimulate additional domestic and as well as foreign invest-
ﬁent. Where exports of a-or some primary products show pro-
misingly profitable and expanding, there will be a‘stiﬁulus to
domestic investment in the existing industries and in.various
further processing industries associated-With the product(s)
in various stages of»préduction. In addition, dynamic exports
also encourage investment in ancillary industries set up to
supply services supporting the operation of the main export
industries, e.g. commerce, banking industry, transportation

and storage industry.

In addition to the direct 'factor contribution'
from one exporting industry to another and/or from the export
sector to othér sectofs via the provision of skilled labour
and dispersién of organisational and adminsitrative skills,
there are also éome possible external economies resulted from
further processing activities by using or adopting new methods
to other activities 60 through the dispersion of téchnical
knowledge, training of labour and the acquisgition of organisa-

tional and supervisory skills. However, on the conirary, the

60, Any methods which have not been introduced to and/or
adopted by the economy are considered as new ones.
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export industry or sector will have a-negligible spread effect
if its input coefficients are the same as those used in other
industries or sectors, and also if its éxpaﬁsion occurs by
only a simple widening of production along the production
possibility curve or even-at an outward shift (north-east
direction) of the transformation curve without any change in
the production function. Also, the stimulus will be less if
the new method that is used does not differ markedly from the
traditional techniques'being used in the exisitng industries

61
or sectors.

Mechanisation was first initiated in the timber
industry during the mid~19505.62 Iractors yarding, which is
the usual method of timber extraction, has almost entirely
substituted hand-logging, except in those swamp forests, and
power-operated chainsaws have mostly replaced hand saws-and
axes for felling. IThe successful usé of meghanical tools in
timber industry has created a growing interest among farmers

and smallliolders, and mechanisation of farming has been sub-

-sequently realised to certain extent. These, as a matter of

course led to a general increase in the productivity of na~ .

tional production.

"

61. See G.M, Meier, ed.,, Leading Issue of Economic. Development
(London : Oxford University Press, 1970), p. 513.

62, More detials about mechanisation in babah has been mention-
ed - in the precedlng section,
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CHAPTER IV

ASSESSMENT AND SUGGESTIONS

A. - The Role of Changing Structure of Foreign Trade

It is general agreed that foreign trade was an
effective 'engine of growth' during the early industrial era
of most of today's advanced countries. Regarding to the
intérnatiopal trade's role in the economic development of
currently developing economies, both trade optimists, like
W, Coden, J. Hicks, H. Johﬁson, G. Meier and B. Soderman,l
~and trade pessimists, like G, Myrdal; R, Nurkse, R. Prebisch
and H.~Singer,2 concede that international trade is a sine
qua non for economic development, despite the conflict in

their diagnoses and policy measures. £for the explanation of

1. J.R. Hicks, "Inaugural Lecture" (Oxford Econ. Papers, June,.
1953%) and Essays in wWorld Economics (Oxford: Oxford Uni.
Press, 1965). W.,M. Corden, "Economic Bxpansion and Inter-
‘national Trade" (Oxford kcon. Papers, 1956) and Recent
Developments in the Theory of International Trade (Prin-
ceton : Princeton Uni. Press, 1965). H.G. Johnson,
International Trade and Leconomic Growth (London : Allen
and Unwin, 19%8); perticularly Ch. III. G.M, Heier,
International Trade and Development (New York : Harper &
Row, 1963%). B. Soderman, A Study of Kconomic Growth and
Integnational Trade (Stockholm ¢ Almgvist and #iksell,
1964). o

2, H.W, Singer, "The Distribution of Gains Between Investing
and Borrowing Countries" (American Econ. Review, Supple-
ment, LX, May, 1950). G.lMyrdal, An International Economy
(New York : Harper and Brothers, 1956), especially Ch.13.
R. Prebisch, "Commercial Policy in Underdeveloped Count-
ries" (American Econ. Review, Supplement, XLIX, May,
1959) and Towards a New Trade Policy for Development
(UNCTAD, 1/CONF, 46/3, 1964). R. Nurkse, Pattern of Trade
and Development ('Wicksell Lectures', april, 1959) (New
York : Oxford Uni. Press, 1961).
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foreign trgde's failure'to promote significant growth in most
currently developing countries, the former group, though re- .
cognises there exists serious external obstacles, strongly em-
phasizes the internal rigidities and the latter strongly eé-

phagizes the external obstacles which are beyond the LDC's

control, although they admit there are serious internal rigi-

dities., In addition, it is also recognised and warranted by
empirical studies that the_relationship between the growth of
GNP and structural change is an inter-connected feature of
theAprocess éf econonic development -- rising income is asso-
ciatedlwith systematic variation in the structure of the
ebonomy, é.g. the types of commodity produced and consumed,

the pattern of trade and the use of cpaital and 1abour.3

Research and analysis in the previous chapters
demonstrated that after these yéars, 1955 to 1970, of economic
development in Sabah, both aggregate GNP and foreign trade
have been grqwing sigﬁificantly. vivergification, in wvarious
dimensions, of domestic production and exportation has been
proceeding remarkably but its degree of export concentration,
both commercial and geographic, has been increasing too.
Pattern of import tfade has been changing in favour of Capital
goods while its degree of cbncentration has shown a very

slight decrease with respect to commodity but a very sligﬁ%

3, H.B, Chenery "Growth and Structure" (Financé and Development,
3, 1971). S. Kuznets, Modern Economic Growth : Rate,
- Structure and Spread (New Haven, Connecticut : Yale Uni,
Press, 1966).
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increase in regard to geographical provenance. Mode of pro-
duction, to a certain'extent, has been inclined towards mech-
anisation, and, in general, employment has been lagging be-
hind. However, to evaluate the role of foreign trade and éf
which structural change in the process of Sabah's econOmic.
development, we examine the mechénism, based on the preceding
research and analysis, in the following dimensions.

¥ Exports as a Leading Sector -~ DBecause
export industries, in certain countfies, wvere a leading sector -
in promoting pervasive internal gfowth it is , therefore,
sometimes suggested that foreign trade serves as an engine of
groﬁth. Accordingly, the growth process is accelerated when
a2 dynamic ekport comes into existence to supply world market.
However, under the 6rthqdox colonial strategy for development,
Sabah's economy has been adherently associated with tradition-
al primary exports or staple exports during the period concen-
ed. Rubber was tirst the dominant staple export, and timbér,
or logs precisely, became the leading export at the late fift-
ies and onwards. for the proportional shares of rubber in
Sabah's total exports have been continuously falling since the
beginning of the period in question, attention will be mostly
focused on the dynamic effects of timber which increasingly
dominates the lion's éhare of Sabah's total export tfadé.
Because of its richness, mechanisation improved productivity
and increased supply, reduced transport costs and, in addition,
a large demand in world markets -~ as a matter of fact, the
large demand wes from Japan -- export sales of timber have in-

creased sufficiently to create profit opportunities and this
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increase was large enough to cover losses:in foreign exchange
earnings'caused by depressed sales of other traditional pri-
mary products. Therefore, the quantitative study in the pre-
ceding chapters suggeets that logs are dominant determinant
of the growth of export trade, and logs and so total exporfs
are quanﬁitatively crucial to the growth of aggregate GNP in

Sabah's economy.

However, it should not be neglected to consider
- the indirectly quantitative effects of export industries, that
whether the profit oppdrtuﬁities thﬁs created would be trapsu-
ferred to other sector or whether activity in the export sec-
‘tor would serve to stimulate the initiation or expansion of
activities in related sectors, through so-called 'spread' or
'carry-over' effects. ‘'Spread effect' is the amount of for-
ward, backward andlas well ag 'lateral' linkage that is likely
to ‘give rise to further local activities. Although primary
products potentially have great forward linkage effect, this
advantage has been mostly transferred abroad through the ex-
ports in raw form.4 Some forward linkages are seen in the
processed industries like veneer sheets, plywood, frozen
fishery products and palm oil, but their contribution to
Sabah's economic is very insignificant because of their rudi-

mentary stage of industrialisation, despite its promising

4. See also Shu-Chin Yang, "Foreign Trade Problems in Economic
Development" (Scottish Journal of Political Economy,
June, 1964), p. 121.
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potehtiality in economi¢ growth. And its backward linkages
are nil in inter-export-industry and less stimulus to the
initiation or expansion of other related industries, ZFor
instance, in transport industry, shipments of timber are
usually monopolised by the vehicles chartered by the mono-

sony -- Japan.

Nevertheiess, the brisk expansion of services
industries must be much attributable to the foreign trade
sector through the 'lateral' linkage effect. In general,
wage rates and so inoomé are relatively higher in foreign sec-
tor than any other and relatively higher in certain profitable
industries than any other within the sector.5 The rise of
profit opportunities in foreign sector or particular export
industry has directly benefited and so is the uneven distri-
bution of income in favqur of the existing owners and workers,
_ who are engaged in the relevant activities and of which pro-
pensity to consume is generally relapively higher. This in
turn increases the pruchase of services and consumption goods
and expansion or initiation of this type of activity is thus

stimulated,

As the reasons mentioned in the preceding

5. It should be noted that someone who engages in foreign‘p
trade activity whose income will not necessarily be
higher than that of those who are outside the sector.
Income oi a raw copra producer will not necessarily be
higher than that of a hawker, for example.
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chapters, we not only consider the 'spread effect' in pecu-
niary terms but also from the veiwpoint of employment. Em-
ployment in foreign trade sector,'as roughly the sum of em=
ployment in agriculture other than rice pfoduction and tha%
in manufacturing sector, has been made greatly to lag be-
hind by the brisk témpo of expansion in export production and
trade. Traditional priméry exports which encountered depress—
ed sales have resulted a reduction in employment. Both pro-
ductibn and exports of fishery products and timber havé in-
deed increased largely,Abut due to the process of mechanisa~
tion in these industries, employment has been somewhal reduced
in fishery industry and a slight inérease in timber industry.
Because of lack of further expansion, on the one hand, and im-
proved productivity, on the other, in the existing manufactur-
ing sector, employment of 1970 in this sector does not show
~much difference from fhat of 1960, although the latter is very
‘much greatef then the level of the 1950's . This implies
that, again, forward linkage effect of export industries is
limited, it is particularly true during the sixties. The most
remarkable contribution of foreign sector to the economy's
employment is its lateral linkage effect, through which ter-
tiary employment has been increasing Very rapidly aé tertiary
activities are being stiﬁulated. There are other non-
economic eifects of féreign gsector and/or of certain export
industry.upon other sector or other traditional or new indus-
tries within and outside the foreign sector. Mechanisation

has been spread from originally the timber industry to local
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rice'production and other crops production, for example. This
would have marked an increase in the strength of export sec-
tor's spread effect. HMHechanised mode of production and adop-=
tion and adaptation of new sgkills in rice industry have re-
sultantly improved productivity and then volume of output, al-
though employment in this industry has been in turn reduced
substantially. The substantial expansion of rice ;utput is
partly responsible for the conspicuous increase and accelerated

growth in gross domestic products,

X Financing Imports and Development —-
Another role of exports is to finance the importation of pro-
ductive goods and services, and development programs. Because
of the very nature of Sabah's natural resources base and .
economic structure, from the viewpoint of economic develop-
.ment, imports are necessary, and the ability tc earn enough
foreign exchange to pay for the importation of productive
goods and services is the precondition fornfostéring economic
development, The change of export structure serves to main-
tain and even improve Sabah'sg balance of payments position
which would otherWise have suffered a deterioration caused by
the recession of traditional primary exports. LExports of logs
alone provide the bulk of Sabah's foreign exchange earning%.
Without export expansion, severe deflétionary measures would
have been instituted in Sabah because of a deterioration in
the balance of payments situation. Export expansion also in-

directly serves to stimulate the initiation and expansion of
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import industries and other supporting industries and in turn

increase employment in these industries,

Foreign sector is the main source of Sabah's
public revenue and savings via customs and excise taxes on
imports and exports énd royalty charges on exploitation of
natural resources, and thus provides a means to finance pu-
blic investments and defelopment projects. These projects
ténd to improve investment climate, e.g. increase and improve-
ment of infrastructure, and to foster_induétrialisation and
diversification, e.g. processing or manufacturing industries

and plantation of new crops, in Sabah's econony.

X Inmplication of the Findings -~ Foreign
_trade has made the transformation of Sabah's economy possible;
for the structure of doﬁestic pfoduction to be 'unbalanced'

in the sense that composition of domestic output differs subs-
tantially from that of local demand.  The exigtence as wgll as
changing composition of démand and output have greatly faci-
litated the process of growth'in Sabah's economy, Sabah has
reacted olosely to changes which are being originated largely
from foreign demand end terms of trade, by adapting the struc-

ture of foreign trade to the changing situation.6 Foreign

—— — i s vt o S S 2

6. It should be noted that transformation is not a shift of the
whole economy from one task to another but rather at the
margin. {or instance, proiitable industries like timber
grow, such that attracting new enterpreneurs, new supply
-of labour and capital, etc., but opposite is more likely
the case in rubber indusiry.
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trade has madé'possible the utilisation of Sabah's rich na-
tural resources which has comparative.advaﬁtage and which
would otherwise have been left idle. This conventionally re-

cognised as the doctrine ot ‘'vent for surplus' theory.7

Therefore, tfansformation via foreign trade has
made foreign trade a necessary condition or corner-stone of
Sabah's economic growth; and it is the expansion of foreign
trade caused by change in structure that has generated the
growfh‘of Sabah's aggregate GNP and economic development ra-
ther.than vice versa. But because of large advantages of
forward linkage that have been instead transmitted abroad via
exports in raw form, the actual impetus of foreign trade on
growth and economic development has been less than what would
potentially be, during the period 1955-70. Although external
forces have substantially adversely affected the growith of
certain industries or sector and so of Sabah's economy, the
main constriant to Sabah's economic development is enbodied
in the internal rigidities which modified the development of
spread effect of the foreign trade sector or particular export
industries.

—— 8t 2 G et e Wt

7. The recently outstanding supporter of this theory is H.
Myint. woee his “The 'Classical Theory' of Internatignal
Trade and the Underdeveloped Countries" (The Economic
Journal, LXVIII, June, 1958), and reprinted in H. Myint,
Economic Theory and the Underdeveloped Countries (London:
Oxford Uni. Press, 1971).
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' B. Some Suggegtidns

We have seen that Sabah's traditional primary .
exports nave severely sufferred from either declining com-
modity prices and/or acute competitiveness. This has induéed
re-allocation of resources towards a more diversified economy.
Efforts have been initiated since the early years 9f the per-
iod in question and have been intensified in the later years
towards a diversification of export production and increase
of production for domestic use. Measures have been exercised
to discourage exports in raw form -- levy of an export tax on
,réw éxports like round logs, for example -- and to stimulate
development in domestic consumer industries like rice and
building materials industries. This had of course built up
resistance to change in commodity trade and result a decele-
rating growth in dominapt exports and total trade and a di-
minishing trend of income dependénce on exports. Also, there
igs a fall in import ratios and a great change in the composi--
tion of imports as well. As an export-oriented éoonomy,‘
Sabah is encountering a problem of feasible re-allocation of
resources. That is, how to transfer resources from the export
sector to meet.the needs of general development without damag-
ing exports. Owing to the severely inflationary pressure,8
internal terms of trade -- the prices of export products -

8. This is the result of the complex repercussion of high wage
rates, high profitability in timber industry and high
external tax rates.
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compared with the prices of the rest of output ~~ have been
moving strongly against the export sector. This has even ex-

aggerated the problem of resources re-allocation,

Given the conditions of economic development,
foreign trade will no doubts remaiﬁ a crucially determinant
factor in the prooeés of Sabah's economic development. Ex-
port trade should be encouraged and should be considered to
be compatible but not competitive with the growth of the
economy., If the growth of Sabah's economy is to be generated

through industrialisation, then the process of industrialisa-

‘tion should be in such way through a strategy of certain com-

“bination of both export expansion and import substitution, so

as to result an outcome of a more balanced pattern of produc~
tioﬁ. It is a theory of diversified production for the di-
versified demands of the domestic and fo}eign markets. There
are;production for the merely domestic market -~ like the
production of foodstuffs, production largely for domestic
market —— and..production mainly for external market, e.g.
standardised intermediate goods. To achieve export expansion,
export diversification or substitution is preferable to in-
tensive expansion of the existing traditional primeary exports.
Diversification can be achieved via horizontal production in
other primary commodity, can be vertically based on process-

9

ing of commodity and can be punctual/lateral —— development

- S . £ S

9., See also 8. Bottcher, "Diversification as a Commodity
. Policy" (Intereconomics, 11, 1971), p. 352.
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of other branches. In Sabah's case, vertical diversification
should be the most preferable one and horizontal diversifica-
tion the least. Vertical diversification should élso take
the advantage of low-cost input produced domestically. ‘Iméort
substitution should focus on the production of those goods
which Sabah is able to produce and whose costs are_low enough
to compete with imports. Causally, small industries should
play an important role in, at least, the process of import
substitution; This version is based on the following justifi-

cation.

Profitable industries like timber have been ex-
panded to the maximum, further expansion in this industry will
no doubt increase pressure on resources exhaustion and demand
for more other production factors -- increased demand for la-
bour force will further bid up wage rates and then exaggerate
existing inflation, for exemple. This will consequently halt
economic growth: Instead of enlarging the going size of the
industry, increase of output via improved productivity in, .:.
say, timber industry should be more feasible. For example,
recovery ratios of timber production is very low, about 50
percent in average,lo improvement in productivity via improve-
ment in technology, organisation and management, etc., will
certainly increase output of timber without further enlarge-
ment in this industry. Such that to lower the tension of

e 0 S — —— —

10. North Borneo, Annual Report, and, Sabah (North Borneo),
Annual Report of Forest Department, various issues.
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infiation, to secure_coﬁtinued supply and reduce instability
of prices and reciepts, and enjoy the benefit of higher pro-

ductivity.

Largely owing to external forces, traditionél
exports, except.logs, are reducing their shares in Sabah's
export trade and because of external forces the recovery of
these depressed industries seems unlikely., But due to the
improvement of productivity and quality, e.g. rubber, Sabah
enjoys low costs of production of these items. Therefore,
instead of further promdting the exportation of these tradi-
tional commodities in raw form, it should be more economical
for Sabah to move a step further to promote procéssed or
gemi-manufacturing industries based on the output of tradi-
tional industries, such that to foster the spread of forward
linkage, which involves_high growth potential, within the
economy rather than as it is presently being exported entire-
ly. Production of processed or intermediate goods for eX-
ports will not be limited by the small size of domestic mar-
ket as Sabah, because standardised intermediate goods do not
necessarily require fhe availability of a home mafket.ll
It should be noted that not only the direct value is added
between raw materials, e.g. saw-log, and processed output —-
veneer sheets, but an important indirect value is also added
where residues have béen further utilized.

o i o =" —

11. See also B. Balassa, "Country Size and Trade Pattern :
Comment" (American Econ. Review, 59, 1969), p. 203.
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The other reason is the changing pattern and
trend of world trade. Significant proéress in industrialisa-
tion, of which a great deal was concerned with 'adding value'
af the first stage of processing or maﬁufacturing productsy
particularly those from domestic sources, has been achieved
in many dévéloping countries. Following the advance of high-
ly sophisticated technology in iadustrial countries, there
would be more likely a tendency towards a new change of struc-
ture in world trade such that exports from LDCs would focuslon
processed form while those from DCg wouid be of highly techno-
logical content. Therefore, to react to this change in world
demands Sabah should accofdingly change its structure of pro-
duction exports which would otherwise be lagging behind. In
- order to determine the feasibility and ?rofitability of pro-~
ducing certain new products, for local consumption and/or ex-
ports, it is necessary and essential to undertake studies of
comparison between costs of importg and local costs of pro-
ductioh and studies of market of particular products.
According to the surveys of Sabah's potential industries,
there exists an extensive list of products that Sabah can pro-
duce and a substantial number of them are expected to be pro-
mising in the international market in the future., But thé
trouble is réther that if the economy is prepared to shift to
new lines., As a matter of fact, it is the question of a lack
of flexibility and capacity to transforﬁ, more than the exis-
tence of ﬂrade barriers which are a merelartificial product
and can be abolished via some kind of bilateral or multi-

lateral agreements, that modifies the initiation or expansion
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of activities in new products and exports in the futﬁre. Ag
the findings indicate that more than half of Sabah's total
exports have been shipped to industrial or developed count-
ries, which absorbed the lion's share of Sabah's logs, cocoa
beans, veneer sheets, plywood and hemp, and shared Sabah's
rubber, lumber, fishery products and oil palm products with
oﬁher developing countries. In order to attain coﬁtinuing
growth through trade expansion, Sabeh, and other economies in
o similar situation, would be well advised to place greater
emphasis on thé production and exports of those existing goods,
particularly those in processed forﬁ, and on new processed
goods based on domesticaliy economical input, that are in de-

mand in the D€s.

Conseéuently, thé economy will gain more by
processing primary products as it achieves a more diversified
economy which allows for external economies. Because this
will not only increase the competitiveness of the new exports
by using low costs input but also support and promote more
efficiency in existing primary production such that to main-
tain the lLevel of employment in these traditional industries
and will offer new employmeht opportunuties in new industries.
Other related industries or sector will also benefit from
this development, both on the supply and the demand side. =
Through such repercussion or multiplier etfect of inter-in-
dustry relation, gross domestic products will consequently be
increade and a more even distribution of income and wealth

will also be possible.
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Sabah{s economy will not develop to its full
extent unless internal rigidities are being conguered. In-
frastructure, particularly transport problem is the prime
rigidity first to be solved. The development of road system
connecting the EastAand West Coast and linking towns in the
Bagt wopld consequently benefit the whole economy.. Domestic
market, at least, will be enlarged by breaking the barrier
-~ transportation -~ between each of the fragmented markets,
this will stimulate the initiation or expansion of agricul-
ture and manufacturing production for local consumption.
Agricultural products originated from the Interior will be
stimuléted by the expansion of market to the kast Coast and
the increased supply of staple in the East Coast will in turn
release part of the acute inflationary pressure partly caused
by domestic high prices of staple which in turn is the result
of short of supply in the East., Therefore, improved infra-
structure will certainly secure the development of economic

activities for both domestic needs and exports.

C. Conclusion

The experience of Sabah‘s economic development
in 1955=70 suggests that foreign trade is essential becawse
it has, at least, the dual functions c¢f being a leading sector
and financing imports and developments. However, these func-

tions would hot have realised if the pattern of trade had not
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chanéed to match the new demands, although these changes took
place largely within the agricultural sector. Financially,
foreign sector generates more direct than indirect effects to
Sabah's economy, but it generates greater indirect than difect
employment effect. The indirect employment effect is in favor
of the tertiary sector. But owing to the nature of the econo-
my -— rich natural resources of gsome kinds, lack of effective
transport, ﬁartieularly road, systemlwhich induced labour im-
mobility and market fragmentation, etc. -~ foreign trade had
been specialised in exchanging a few brimary exports for great
variety of imports. forward linkages, which primary products
are beliéved to contribgte more, were mostly being transmitted
abroad through the exports of raw form. Also, owing to the
internal rigidities, transformation of external economies from
the foreign sector to the rest of the economy is modified.

Due to the brisk ﬁempo pf expansion of domestic sector, gross
national producfs have been accordingly increasing and both
the export and import ratios are gradually declining over time.
Therefore, foreign was a sine qua non but not a sufficient
factor for economic development in Sabah during the period
1955~70.

The policy implication of the above 6onclusion
isAthat, in»order to foster further economic development,
Sabah should adopt. the type of policies that will stimulate
not only the growth of export activities but also the gorwth
of domesfib sector —- such that to retain as high the forward

linkage, and backward linkage as well, at home as possible.
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A sméll economy as “abah that eagers to pormote economic growth
while ignoring its source of foreign exchange earnings would
encounter balance of payments problems which will consequently
retard economic development in the long-run if foreign resérves
are exhausted and the failure of an inflow of capital exisfs.
Therefdre, Sabah's economic development will remain relying on
the growth of export trade in the future. The present struc-
ture -- both commercial and geographic concentration -- éf
trade makes Sabah's future trade pesition vunerable. It is,
therefore, that diversification, both commercial and geographic,
in export trade is neéessary, and import substitution, to some
extent, is required such that to reduce part of the latent
balance of payments préssure and to generate economic develop-

ment,

However, Sabah's economy will not develop to
its full extent unless internal rigidities are being con-

quered.,
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APPENDIX I

*
Coeffigiggt of Concentration

It is commonly recognised that in measuring
the level of concentratlon of exports and 1mports, or no mat-
ter in whatever quantitative study, statistically different -
results will be expected if differential definitions are ap-
plied. -Thereupon, fixing a definition is the prior and un-
avoidable step. Whatever method of classification is adopted
in this study, it is essential that it should bé congistently

applied to both exports and imports.

The measurement of'concentration undertaken
here is primarily based on the material, according to the re-
vised Standard International Trade Classification, contained
in the United Nationsg' Yearbook of International Trade

Statistics.

However, selecting the method of classification
does not in itself solve the problem of definition., It remains
the problem of detail and fineness, From a theoretical point
of view it is best to use five-digit code of the SITC, but in
pracrice, the readily accessible data do not permit it, because
in Sabah's trade statistics, trade records of those afore to
1963% were classified according to origin SITC, and especially

* See also M.Michaely, Concentration 1n International Trade
(Amsterdan : 19623 Chapter 2.
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those of the earlier years are not detailed enough to be con-
verted into five-digit code of the revised SITC, Therefore,
in this study, it was decided to use three-digit code, of
course for both exports and imports for the year 1960 and on-
wards while for the period 1955-59 can only two-digit gode'be
undertaken. To some extent, comparisons based upon two-digit
code would not be very meaningful, but it is beliebed or reg—
sonable to expect an export-oriented developing economy as
Sabah, characterised by a narrow range of products both domes-
ticaliy produced and internationally traded at its earlier
stage of development., It is therefore reasonable to believe
that the results bésed on two-digit code would not be very
much different from those based on three-digit code, for the
period of 1955-59. In addition, since General Trade system I
is adapted to the trade records, definitions of exports and
imports are sometimes qﬁite homogeneous, but for the purpose

of present study, both of them are presummed as hetorogenous.

Various devices have been applied for measuring

the degreé of concentration -- Gini Method, planimeter method

1. General Trade system (as opposed to the Special Trade sys-
tem) has the tollowing identification : (a) Goods are re-
garded as imported when they are brought into the regis-
tration area whether direct or into ponded warehouse, and
whether for consumption or re-export. (b) Goods are re-
garded as exported when they are taken out of the regis-
‘tration area whether or from bonded warehouses. (c)

Goods in direct transit ares excluded from the statistics.
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and Lorenz Curve.2 All of these measures have the same disg-
advantage of being time consuming. But Gini Method has a main

advantagé that it permits the use of statistical tests of sig-
nificance 3 and of which formula can eagily be converted into
a simple computer program such that to reduce time consumed,
For the results produced by any one of these methods are iden-
tical to those of the other two, in the present study, the

Gini-Herschman index 4 is adapted for measuring the degfee of

concentration,

The coefficient of commercial concentration of

— S it e e . v g gt

2. For planimeter method, see F.,H, Thomas, The Denver and Rio
Grande Western Railroad : A Geographic Analysis (Evanston,
I11, : Northwestern Uni. Press, 1960). Lorenz Curve has
also been used as a device for measuring diversification
or, concersely, specialization, in H.S3. Thoman and E.C,
Conkling, Geography of International Trade (Englewood
Cliffs. ¢ Prentice-Hall, 1967). M. Michaely accompanished
the same thing by means of the Gini coefricients.

%. For comment, see G,Jd. Glasser, "Variance Formulas for the
Means Difference and Coefficient of Concentration" (Journal
of the American Statistical Association, 57, 299, 1962),
pp.648-54. .

4., This index was tirst developed, in a slighly different form,
by C. Gini and was later developed independently, in the
form as defined in the text, by Albert O. Herschman, in
National Power and the Structure of Foreign Trade (Berkeley
and Los Angeles : University of California Press, 1945),
Ch, VI. Herschman measured the geographic concentration
of trade not the commercial concentration, and his index
is defined as the square root of the sums of the sguares
of the percentual share of N countries in the exports or
imports of a given country.
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exports of an economy, to be denoted by Cx y 1s defined as

Y 2
100 q/ﬂ EI ( xk )

where Xi stands for the value of the economy's exports of com-

C
X

modity i to the rest of the world in particular year or period,
while X represents the total value of the‘economy'é exports to
the rest of the world in the same period. JFor the sake of

convenience, the coefficient is expressed in percentage form.

Similarly, the coefficient of commercial con-

centration of imports, Cm s 18 defined in the following manner,

St o S il e e S e St G et

n .
100 ;- (=P )2
i

]

c
n M
where Mi represents the value of the economy's imports of com~
modity i, while M is the total volume of the economy's imports,

at the same period of time.

Obviously, the larger the number (N) of goods
exported (imported) by the economy the lower will the coeffi-
cinet be, and the more evenly are exports (imports) distri-
buted among these goods. Moreover, the highest possible coe-
fficient is 100, where all exports (imports) consist of a
single good. If N is the largest number of commodities which
may potentially be exported (imported), the lowest possible
coefficient is 100 // N, this represents the case in which
the economy's exports (imports) are evenly distributed azong
all commodities. In the present case study, N = 177 for
1960-T70 and N = ‘56 for 1955-59, the respective lowvest possible

coefficient would thus be about 7.52 and 13.36, for both
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exports and imports.

Lthe measurement of geographic concentration
being tackled here is primary based on the materials con-
tained in the Unitéd Nations' Yearbook of International Trade
Statistics., For the sake of identity, only those coﬁntries,
which are at the same time both the markets and suppliers for
Sabah and whose respective volume of transaction constituted
more than 90 percent of the volume of total exports and of

total imports, are taken into account of the present study.

The coefficient of geographic concentration
here, again, follows the Gini-Herschman index of concentra-
tion.

Lthe coefficient of geographic concentration in

exports, denoted by Cy , is displayed as follows,

100 fzg (A2

where Xj represents the volume of exports from the reference

Cq

i

economy to economy j while X is the total volume of exports

of the reference economy in the same period.

For the coefficient of geographic concentration

in imports, denoted by C

D
T
¢, = 100 [ 5~ ( —2d- )2
| T M
o ' i

, we have the tollowing detinition,

-
e

where Mj stands for the provenance of imports from the economy
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j to the rererence economy whose volume ot total imports is

represented by M, for the same period,

S
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APPENDIX 1T

et B et it St e et gy v Sy

Orthogonal Regression Equation

Any simple regression will produce two lines
on a plane, this the result of different dependent and inde-
pendent variables being fitted. Any one of thesé two simple
regression equations will assume that all of the variability
occurs in the independent variable and that there is no
variability in the dependent one, However, this arbitrary
assumption is nb more realistic in the case that there exists,
not a single causality, but rather an inter-dependent relation-
ship.between the two relevant variables. A third regression
based on the assumption of egual variability for each of the
two series is thus necessary. This third line lies between
the two extreme regression lines, and its equation, as statis-
tically referred to és an orthogonal regression equation, is

derived from the existing two equations.

In brief, the orthogonal regression equation is
calculated'by using the means of the data of the two varisbles

concerned.

Here, the computation of the orthogonal regres-
sion equation of aggregate GNP on export proceeds is demons-

trated below.

-

The span of time for the two series covered the

period l955~70 inclusive. The mean of the export proceeds is
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276.126 (million) and that of the GNP is 471,625 (million).

The calculated simple regression equation are
as follows,

GNP

n

-14.2007 + 1.7594 X AR ED)

X 15,7590 + 0.5521 GNP veseel(ii)

n

The B-~term in the orthogonal regression equa-
tion is obtained by averaging the reciprocal of the B~term in
the Equation (ii) of exports on GNP and the B-term in the

Equation (i) of GNP on exports. Therefore, we have,

2 1.7854

e + 1.7594 )

A new constant is next calculated by substitut-
ing the calculated means of the series in the original simple
regression equation (ii) of exports on GNP,

' X = A + 0.5521 GNP eeesen(iii)

276.126 A+ 0.5521 (471.625)

o . A 15.7418

S0 the new regression equation of exports on

GNP, based on the value of means, becomes

X = 15.7418 + 0.5521 GNP cereea(iv)

_Since, as above mentioned, the orthogonal se-
gression line lies between the two extreme regression lines,
its constant should thus be at the middle of between the
censtant term for equation (i) of GNP on exports and the
intercept of the adjusted equation (iv) of exports on GHP on

the GNPaxis, i.e. when X O,
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\'

Therefore, when X = 0, Equation {(iv) becomes

0 15,7418 +  0.5521 GNP

0.0 GNP "280 5126

Now, the constant term of the orthogonal regres-
sion equation of exports on GNP, i,e. the intersection on GNP~
axis, is at the mid-point between (-14.2007) and (=28.5126),

or at (-21.3567).

Finally, the orthogonal regression equation is

thus presented in the following pattern,
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Sabah Historical Series of General Trade, 1947-70
(M$ million at current market prices)
Exports Annual Imports Annual
(f.o.b.) Change (coiof.) Change
1947 16.93 . 20.47
48 29.74 75.7 25.42 24.2
49 28.49 29.4 33.97 33,6
1950 9%.04 141.7 46,06 %5.6
51 122.86 32.1 70.2% 52.5
52 66.88 - 45,6 TO0. 32 0.1
53 60,26 - 9.9 70.04 - 0.4
54 78,51 30.3 Td.34 6.1
1955 -104.88 34,0 87.54 17.6
56 120.88 15.4 117.35 34.1
57 120.87 - 0,2 121.54 3.6
58 1%0.44 7.6 128.41 5.7
59 177.21 36,7 155.42 21.0
1960 222,62 26.0 185.80 26.0
61 220.3%2 -~ 1.0 214.75 9.7
62 - 234.773 6.5 238.25 10.9
63 274.79 16.5 304.58 27.8
64 259.89 - 4.2 301.98 - 0.9
1965 304.96 17.3 334.49 10.8
66 358,29 17.5 342.49 2.4
67 409.59 14.3 328,79 - 4.0
68 433.15 5.8 342.94 4.3
69 521.23 20.3 417.82 21.8
1970 534.04 2.4 497.97 19.2
Note ¢ The annual change is the change in value in that year
compared with the value of preceding year.
Source ¢ United Nations, Yearbook of International Trade

Statistics; various issues.
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Appendix Table 2

— e

Sabah : Volume of Exports by Commodity Class

(M$ million at current market prices)

—— —— —— o

Food, Bever- Crude Material  Manufactured Capital
ages and
_Tobacco 0il and Fats Goods' ~_Goods
(0 + 1) (2 + 3 +4) (6 + 8) ' (7)

1955 8.71 _ 87.10 . 3.70 . 0.49
56 13.89 94,92 6.62 0.65
57 11.54 99. 35 4.65 1.06
58 12.21 109.38 2.16 ‘ 1.39
59 1%.81 154.52 : 2.07 1.54
1960 0 19.27 192,46 3T 2.17
61 27.3%8 182.47 3.24 1.75
62 38,70 186.47 3,00 1.66
63 43,88 207.93 4.80 _ 4.29
64 %6.00 205,12 4.32 4.44
1965 47,00 240,03 4.39 4.3
66 25.18 311.10 4.93 6.12
67 27.03 359.97 ‘ 3.72 5.65
68 18.51 282,51 5.26 10.37
69 25.58 . 442,54 | 6.32 29.66
1970 : 28.25 455.73 8.98 14.04

gy -—— -— - o e -

Note : Numbers in the parentheses are SIIC one~digit codes.

Source ¢ Compiled from United Nations, Yearbook of International
Irade Statistics, various issues.

.
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Appggdix Table 3

Sabah Volume of Imports by Commodity Class

0 onsn ap

(M$ million at current market price)

o —

Food - Crude Mineral Chemi- Manufac- Capital
Bevzggges Mater—

Tobacco ials Fuels cals Goods _Goods

(0+1)  (2+4) (3) (5) (6+8) (7)

1955 - 29.69 10.76 5.24 3.79 25.43 9.73%
56 57.87  18.16 6.07  4.92  32.41  14.21
57 50,22 19.20 5.75 5.3%2 %0.93 16.09
58 43,46 23.74 4.80 5.27 29,15 17.61
59 42.80 24.70 17.12 .94 . 32.88 26.14
1960 52.08 %0.97  16.14 7.7 42.49 39,71
61 58.41 22.91 14.54 9.38 51.25 41.19
62 85.17  15.97  18.62  9.10  52.29 53,41
63 108.46 15.15 20.99 11.39 67.42 T4.13
64 98.73% 14.61 26.72 13.39 70.85 70.60
1965 108,01 13.04 29.07 13.82 T2.65 86,69
66 90.03% 12,12 37.04  16.59 76.70 99.95
67 97.50 8.38 24.10 17.19 75.11 94.65
638 90.75 .8.74 27.19 19.72 82.69 105.70
69 111,77 10.7%9 26.92 23.08 96.99 143.87
1970 119.23 1%,63 29.12 25.02 108.58 194.18

Note ¢ Figures contained in the parentheses refer to SIIC
one-digit code.

Source : Compiled from the United Nations, Yearbook of
' International Trade Statistics, various issues.
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Appendix Table 4

. o v

e e . s st By e S YU S e —— - — e s —

RS Gt g it B B2 e e G W e i b e A

Logs Lumber  Rubber Copra Tobacco  Hemp

- s g G S S S GOt B St Pt ey daty s ) Sem

SITC (242.3) (243.3) (231.1) (221.2) (121 122.2) (365.5)

i ——— . T S fo G S S S Sy =

1955 19579 1981 41760 14168 3900 2199
56 23330 2847 40359 23311 6468 1786 .
51 27484 4041 37134 24009 8556 2817
58 32771 3606 32901 32152 8883 2381
59 57393 3671 47043 35144 10571 36173

1960 86174 4575 49533 40240 15088 5173
61 . 101800 955 41200 27100 4800
62 120600 1505 36733 18485 33494 3208
63 149700 940 32091 17586 42452 3772
64 147816 T44 32409 15900 26572 4510

1965 184601 837 34199 13527 39899 2738
66 259390 366 31939 11295 14656 2841
67 316808 529 26332 5625 15661 2291
68 334760 596 25994 6583 6070 2309
69 574926 944 41129 7066 12310 2072

1970 395807 1031 36454 6781 13878 340

Source : United Nations, Yearbook of International Trade
Statistics, various issues.

con./..



(continued) Appendix Table 4

o o — — o g e P A S e T ik B ALY S S s ] S ks

. s B sy ot v S W — - o v —— o - o

"Fishery - 0il Palm Cocoa Veneet
Products _Products =~ Beans =~ Sheets =~ Plywood
SITC (03) (422.2) (72.1) (6%1.1) ° (632.2)
1955 620
56 1013
57 635
58 769
59 861
1960 984 16 479
61 .1900 200 100
62 2004 338 635
63 2111 ‘ 514 1269
64 1816 552 551 1467 31
1965 3585 1280 471 1538 4
66 6077 2028 1126 1769 35
67 7121 5293 1617 998 759
68 8065 7671 2605 1121 - 1509
69 6920 10178 3592 1395 1002
1970 7971 18097 4441 2540 1814

Source ¢ United Nations, Yearbook of International Trade
Statistics, various issues.
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‘Appendix Table 5

T vt e e i ety St} S o —

Logs Lumber Rubber Copra_ Tobacco Hemp

S it e i S i e e S T e B Gt T e ot o

(000 m3) : ( metric ton )-

1955 352 19 18072 35793 302 2811
56 426 19 20239 60110 381 1826
57 589 3l 20324 . 647473 564 24973
58 717 27 20611 68256 598 2260

59 1089 30 23294 60372 724 26730

1960 1391 61 22402 80955 . 1013 3799
62 1937 12 22741 45411 . 4531 3446
63 2354 6 21598 40297 5807 3696
64 1905 23319 33290 4080 4088

1965 2152 5115 24401 24906 5483 2589
66 2743 2359 - 24148 26868 2351 3260
67 3004 2489 24108 14053 2565 3281
68 3275 2881 24897 15277 1949 3518
69 3493 7194 29399 16496 1580 2671

1970 3412 8403 31307 14792 367

Source : United Nations, Yearbook of International Trade

Statistics, various issues.




(continued) Appendix Table 5

Sabah : Quantum_of Main Exports, 1955-70
Fishery - Oil Palm Cocoa Veneer
Products  Products _Beans = _Sheets ~ _Plywood
( metric ton ) ( '000. n?)
1955 725
56 941
57 . 719
58 754
59 1256
1960 1018 9 886
62 1461 © 250 . 1190
63 1247 . 343 2732
64 507 875 363 3594 18
1965 827 1722 425 3879 2
66 1360 3%%6 768 3722 26
67 163%6 8896 1019 2475 596
68 1641 18042 1421 3454 1102
69 1370 25934 1350 4370 973
1970 . 1776 28194 2490 4788 1591

— — g . — s e g ~ -— —— ———

Source : United Nations, Yearbook of International Trade
Statistics, various issues.



194

AppendJA Table 6

U San ST G MR (14 LS 4R KR i e S AU Ml T2 2D

Sabah Degstination of Lxports by Region

[ — B N D sy b s 4 A8 $581 i o i e st el s 2 et £ ) S e S e e

{M$ m. at current market prices)

O S T A o N 62 M) R P TS B T M4 SLNH T AR e SRS e EUAEY e i o FheIE S K AU VAT VI AR AR Y. AR WY TR W SR BB P O AP KIS At Pris ST AT B AT WAL ok e ok e A VR S Y Y AR e WV, S

ECAFE } _ . El'ltire

Iotal - bCs LDCs  Common-  Non-  Japan Commo?"
‘ wealth wealth

= Common ‘

mmmmmmmmmmmmmmmmmmmmmmmmm wealth ~_ ~ _Group

1955 5002“.). 13514 %7.08 36@03 14.19 8,68 59,22
56 59.67 16.54  43.13  34.95 24.72 12.26 62.93
58 87086 500 24- 37,62 34021 53064 429{35 57071

59 128,27  79.95 48.31  47.76  80.51 70.5%  68.65
1960  172.00 110.45 61,55 60.29  111.71 96.11  79.19
62  19%.74 12%.62 70.12  40.26 153.48 116.28 52;24
6% 237,05 148.47 88,58  %4.8%  202.21 148.3% 42,81
64 2%3.52 137.13 96,39  60.59 172.9% 129.14 67.2%
1965 284.97 161.71 123.26  65.25 219,72 153.86  71.58
66 357,54 216,45 121,10  64.96 272,58 211.%4  72.04
67 391.06 261.47 129.59  59.19  331.87 253.15  67.72
68 408,51 259.89 148.62  66.50 342,01 249.62  T7.48
69 472.78 286.63 186.15 85.97  386.81 277.88  97.25
1970 489,71 294.05 195.65 90.38  399.43 284,42 10%.94

2550 et e s s D e S €143 SR R S % ¥ i 8 AT i, S0 Sk o e 08 Sk £ bl 558 s o £ = G5 R 1 R W P i A WS G S WD S S R 4 e €28 Sk 5 e et

Source s Compiled from the United Nations, Yearbook of Inter—
national Trade Statistics, and, Sabah, External
Trade Statistics, various issues.

cont./..




(continued) Appendix Table 6

Sabah ¢ Destination of Exports by Region

(Md m. at current markedb prices)

U a3 o Ve AW £ REIA €143 Ptk I Bl Py LT Ry s R womb S D ST WA AXf 4E AR winS KD VIR BV MO0 TIET FION R KT WLLR A 34 wraf FSAT Yed £ AN B et S e IV B i £Rioh 1 e TS AL b o S AP 4 T A o U

EBC BETA N. America

AT 23 v VPTE EAS b 5 e el ety R e S D s 43 S 6 gk e P A s B i . WAk S e WD e e e iy S M A £ FRr e

Total Wegt Total United Total United

e, Germany - Kingdom States

1955 135,77 7.09 23,19 23,19 1.96  1.96
56 15.45  5.59  27.98 27,98 2.13  2.13
57 9.6%3  2.84 23,06  23.06 1,68 1.68
58 8,94  1.62 23,35 22,81 4.46  4.%1
59 13,75  4.15  21.94  20.04 8.67 7.82
1960 15.92 5,02 - 20,73  18,7%0 5.57 4,97
62 11.51 4.26  1%.30  10.75 4.85 3.6
6% 8.27  2.23  10.7%0 7.74 3,22  2.97
64 7.02  2.77 8. 32 6. 34 3,74 3,44
1965 5.19  1.12 6.68 6.01 4.89  4.58
66 3,52.  0.79 8.79 7.02 4.4%  4.37
67 2.70 0,54 9,18 8.49 4,61 4.57
68 4.81  1.50  11.55  10.91 3,39 5.3%
69 3,84  0.88 - 12.42  11.253 2.75  2.70
1970 5.70 0.9%  14.42  13.50 1.7 1.67

s Bnis RO £ G e T R S e M odh S ) M S /T B ST WTE T TS st e e Y T TR PR MR @0 S b A T i €T R, B AU s ok s e IR RS Pt A3 D) e W PTWC U AR Mt S e e e 2 et

Source * Compiled from the United Nations, Yearbook of
International Trade Statistics, and, BSabah,
External Trade Statistics, variousg issues.

a
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Appendix Table 7

SR Gacy amin he e e T S 885 ST S MY Mt e b

Jabah Composition of Imports by Functional Class

[ [RVRRIEIE S . A At e el b S D B i e W U L K D AT

(M# million at current market prices)

LA el ot S LY BT AP £l Gt M D K M MUY LD TS ok drmd KD aaad Tk i A R I TN S8 o et CS ST ST FSS AR TG S D A e Mt S0 ey S Sk Bk et Ve e W TV I T A B Il S S P YRS N A Y A 58

e onsunption Goods _.Lapital Goods
Food Non-food Raw Capital Raw
e e Material Lboods - Material

1955 22,7 29.59 13,5 ‘ 15,61 5.8

56 30.5 %6.17 21.% 20.43 6.9

57 28.0 53,81 23,7 22,29 8.2

58 %0. 4 39,04 27.7 22.86 7.8

59 29.2 48.56 29.7 32.94  14.1
1960 5.1 61.35 35.8 46,95 16.7

61 38,8 79.83 29.0 51,37 15.6

62 40.8 96.99 22.8 60.01 17.5

6% 51.1  122.64 24,2 83.76  22.8

64 57,7 108, 31 2%.6 80.59 23%.8
1965 574 129.26 22.7 97.04 28.0

66 63.7  112.48 2%.1 111.%2  %1.8

67 68,2 108,18 20.7 10%.72 27.6

68 67.4 107,753 21,2 114.57 32.4

69 72.8 126,24 22.1 148,04 30.8
1970 76.9 138.90 20.9 208.1% 32,6
Note ¢ The definition of classification is a little bit

different from that applied in the Yconomic
Survey of Asia and the Yar East, Imports of

. passenger cars are not included in the Canital
Goods Class but in the Nonfood Congumption
Goods Class instead.

Source : Compiled from the United Nations, Economic Survey
of Asia and the Ffar Last (Bangkon) and Yearbook
of International Yrade Statistics, various
issues.




Appendix Lable 8

P Tarn iR S0 8 AP SR IS Sl S S b A R £

i e s s o BT D M LA LA LS R RS RV AR D Aok Bt it e v Sk Bk ol e e e e o] P AT YYR R AT A £

(M3 m. at current market price)

it £ et e Sy A WP G S i et e e L B eSS T e S i G4V SN T WA A3 G S QTS A UV A SO FRR Y iy BT 1 NS LI Wk Alh S bk b b D in i s Bt e R €4 A S o 1T T T i R

mmmmmmmmmmmmmmmmmmmmmmmmm EBCANS Entire
Total DCs LDCs  Common-~  None Japan Commizg
wealth C vea
ommon

s e e wealth ~ ~ Group

1955 47.82  10.45 37.37  20.84 26,98  T7.59  43%.75
56 Tl.22 12.80 58,42 2%.76 47.46 Q.51 51.94
57 63.87 11.54 52.%2  22.14 41.73 8.36 51.14
58 77.10 ]..ll4‘7 65! bﬁ 230 33 53077 8'29 50n91
59 93,03 13%.8% 79.16 28.80 64.2% 9.5% 60.98

1960 114.88  19.91 94.98 3735 T7.52  14.45 77.60
62 1%6.75 25.23 111.53  66.45 70,30 18.42 111.63
63 180.40 34.98 145.41 92.81 87.59 26,46 150,32
64 181.87 34.54 147.32 105.51 16,73 25.40 198.16

1965 182.3L - 33.79 148.52 124.25 58.06 2%,86 190,63
66 209.61 39.12 170.50 129.23% 80.38 28.72 198.3%6
67 222.88 47.32 175.56  137.54 85.34 33,39 186.60
68 255.87 56.82 179.05 146.58 | 89,28 45.29 193.65
69 289.92 73.7% 216.19 180,62 109. 30 63.27 228.20

1970 327. 31 89.12 240.41 203.00 124,51 77.07 260.09

ot gt D GIYY TN AR B 7R GTED s RS Torc? v W ke S SO (TR b Gy MRS M I WAL Y LMk s 53 P St S S AT IO (o BT SIS WS e A1) E1GT o B A RN S RD 03 T77 03 D e WE Bl T SR G5 e SO T ey R r e

Source : Compiled from the United Nations, Yearbook of
International Trade Statistics, and, Sabsah,
External Trade Statvistics, various issues,

cont./..




{continued) Appendix Table 8

4 G S aim LAY S S WA LA AR RIS Satd B A RS £

Sabah ¢ Provenance of imports by Region

P PSS e B\ WD SR S D L KT v PR i Y RS TS e £k Y e e et conth < ot s gt

(M$ m, at current market price)

O £ S5 44T 15 4441 mics R € SO BV Mtd AT 00T S0 LT £ 1k S A R S D I bl AT 44D SO Mo TS st Y B8 AR S D13 i e TR T W o SR RV KRRD PP GRS ES WIS SR L AL AR 1 1S B . ek S €

e BBG il BETA o N, fAmerica
Total West Total United Total United
e Germany Kingdom  __ __ States
1955 2.50 1.26 22.91 22.91 4.58 4,58
56 3,67 1.94 28,18 28,18 6.10  6.10
57 4.02 2.27 29.00 29.00  11.42 11.42
58 5.19 1,90 28.67  27.30 11.99 11.71
| 59 8.14 2.81 32.98 31,77 15.09 14.68
1960 14. 31 4,04 ©  41.12 39. 31 20.98 20.04
62 11.79 4.49 47.74 44.7%0 33,38 352,50
63 14.5%0 4.96 61.0% 56.96 41.62 40,08
64 14.21 5.5% 96.07 91.16 29.54 27.68
1965 14.30 4.6% 70.11 65.03% 41.77 40.41
66 16.91 5.77 71..87 67.20 39.27 37.34
67 13,51 5.91 51 . 34 47.26 37.4) 35,62
68 14.07 6.99 50.3L  45.67 38,68 37.29
69 16,85 7.58 51.58 46.96 53.20 52.73%
1970 22.94 7.82 60,82 54, %6 7%.48 T0.75

3 D 2 T D R Fu e el et ek OTL GO A TS AR S PV S SR WV P 7% TS ES KCTP D AP s AT o et e St KR ALES BR ST 77 CFYS A Lol Yok SRR S AT Sh0s K g Bt E510 S S Mk A e s e Bkt e Y ot

Source ¢ Compiled from the United Nations, Yearbook of
International Trade Statistics, and, Sabah,
External Trade Statistics, various i1ssues.
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Appendix Table 9

DI oyt s €1 bk b ) bk b B

Jabah Major Components of Public Revenue

20 e arem o waas s i A it e £ T e e B N S A B G ok i R e DOAT AT M) I DU A Sl S a3 €

(M$ m. at current market price)

W0 403 s s £8P iaed CEH ek S AR € S AT EXTS ] et s el ks AP LT LD e SR AR R S 0 SOTR et 4 B Fonl bkt et ek Mt S TS LA FE18 SAAY S B AT Sl e e e P S o s U PSS £47 S S e e

Royalty Tmport Export Timber Rubber
and and
Fees Export . |
e Duties  Duty ~ Duty = Duty_
1955 1.95 16.45 6.26
56 2,07 18. 31 6:59
57 2.50 18.88 6.14
58 2.92 18.95 6.25
59 3,87 - 2%.18 '8.74 0.95 4.7
1960 5.96 27.51 9.64 1.21 4.74
61 9. %6 26.11 6.62 1.42 5,11
62 11.13 26.75 538 1.36 2.51
63 13.84 %2439 4.85 1.06 1.99
64 15.43 35.47 4,60 1.17 1.78
1165 16.5% 41,32 4.33% 1.09 2,00
66 22,96 45449 4.87 1.58 1.72
67 51.14 50,12 4.28 1.89 1.31
68 61.76 50,11 4,31 1.86 1.32
69 63.86 51450 5.51 2.18 2.40
1970 74,58 55.71 %72 1.3% 1.91

R ot 10 il D e At M U S e e et ah B i AT e 2 PP S it B U T G S SEW LN 4D SmS BT B AR Sl bk b e e IR i J A s v v s Fomre TS ot e b e e s SR e R

Sourceg ¢ Annual Report of Trade and Customs Department,
North Borneo,; 1955-62,
" Annual Report of The Royal Customs and fxcise
Department, Sabah, 196%- .
Annual Report of Forest Department, Sabah,

various issues.
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Appendix Table 10

A0 (s ST e O v S 0 A AR I AR ik bk v WP £

Sabah ¢ Current Revenue, Total Financial Capacity

s oy e sk oy S e PS4 ACH T R W M M s M AR WSl i S 0N L S RS B L A 408 oS b s s et e e Pt e T R e e mess ant s

and

LY ——

Accumulated Financial Balanoe

SR s R A e TS YV U L P S et 4 B3 e S e S D A Y T S e M o il ok kD

(Mé m, at current market price)

1 T D1 iy £ Svad S AN EXTY B BT VS e PSS LR A B S RS MAE AN T 458 By b T8 K81 Kl S i KA £ S TR WP TR AN R $D A e e

e aoa Y ot vy oo s Yy v wme

Current Total Accumulated

Financial Financial

Revenue Capacity Balance
1955 29,53 16.73 ~ 0.86
56 53,74 15,20 - 1.55
57 35.46 19.99 . - 5.69
58 37.58 26,29 - 4.76
59 46.81 ©17.9. 0.64
1960 59.05 28,05 12,30
61 68,11 29.91 22.72
62 79.%6 3L1.30 27.50
63 97.99 38,04 28.84
64 67.%% 16. 60 21.16
1965 T4.87 43,96 41.74
66 91,28 ' 5%.99 63,15
67 137.66 68,473 100.7T
68 159.23 96.46 1%6.47
69 180.74 97.86 143,15
1970 173.62 89.97 139.09

53 v ERT) P A B TR VRN e AR A ey Sam T (A 0B G AL W S R S $ e SIh S T St WIS SO TR MV TR A Sk FRLY KD R W ST AL e (RPN —

Jource : Compiled and coumputed from Financial Statements
(formerly the Report on the Accounts and
Finances), Sabah, Malaysia, various issues.
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| Appendix Table 11(&)

Sabah : Regression Equations for Aggregate GNP And

—————— s T8 S s gy S o TS i S AL0% VAT S S S LA S A A8 S S o S

i o s ) v v P B SV o o

Eguations R
| log.(Logs) = =5.7442 4+ 1.9192 log.GNP ) 0.9574
(0.1547)
log.GNP =  3%,2120 + 0.4776 log.(Logs)
(0.0385)
log.Rubber = 5.5964 - 0.1848 log.GNP ~-0.5218
‘ : (0.0809)
log. GNP = 12.3140 - 1.4689 log.Rubber
(0.6431)
log.Copra = 10.0143 -~ 1.0355 log.GNP -0.8411
(0.1780)
log.GNFP = 8.4855 - 0.683%2 log.Copra
(0.1174)
log.Tobacco® = 1.9056 + 0.3958 log.GNP 0.2964
(0.3536)
log. GNP = 4.7080 + 00,2220 log.Tobacco
- _ (0.1984)
log.Hemp = 6.3312 = 0.5196 log.GNP ~0.4281
(0.2931)
log. GNP = 6.8224 -~ 0.3528 log.Hemp
(0.1990)
log.Fishery = =6.7542 + 1.7963 log.GNP 0.9650
(0.1304)
log.GNP =  3,8879 * 0.5184 log.Fishery
(0.0376)

s gt e - ——— - - s s et Tt s P e A it S ey Pt et et e A e SO S0 s

Note : @ 1961 exclusive.

rfigures contained in the parentheses are standard
errors.

R 138 the coefficient of correlation.
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Appendix Table 11(b)

> qure o Ty 1038 i ks Y

——— ey e ot e S8 it e i e S i B s A 55 . v e s S Sl B i ¥ et 2t i S5 S5 e i £ 0008 S Bl St A Bl o S O 2 S

0 S Gt et} Y e e vt et e s et St T B S T S ek S B et WS S e B

Equations R
log.0il Palm © = —21.5057 + 4.2990 log.GNP '  0.9935
(0.2196)
log.GNP = 5.01%2 + 0.2296 log.0il Palm
(0.0117)
log.Cocoa = ~16.,9429 + 3.4514 log.GNP 0.8984
| (0.5625)
log.GNP .= 5.0668 + 0.23%38 log.Cocoa
» (0.0381)
log.Veneer = =4.9122 4+ 1.3782 log.GND 0.6500
: (0.5371)
log.GNP = 4.8129 + 0.3066 log.Veneer
(0.1195)
log.Plywood & = ~41.8582 + 7.565% log.GNP 0.9002
(1.6371)
log.GNP = 5.5901 + 0.1071 log.Plywood
(0.0232)

- ——" " Tt —— .. S S P S o P G - — . —— — o o —

Note ¢ @ Covered the period 196470 only.
R is the coefficient of correlation.

Figures contained in the parentheses are standard
errors.
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Appendix Table 12 '

————— P e S e . s . e e S Y et P W B o P W Y M S i S Pt S Tt it e s o Sk e it e e M S e W S

s —t —e pou i — o i o v e e froer Sy S e oot v ———

Equations R
log.Cf = -0.3111 + 0.7494 log.GNP *0.9658
. (0.0537) ,
log.GNP = 0.5631 + 1,2447 log.Cf
: (0.0892)
1og.Co . = =0.5268 4+ 0.9197 log.GkP 0.8636
. (0.1435) "
log.GNP = 1.0927 + 0.8109 log.Co
| (0.1265)
log.Cr = 1.4840 ~ 0.,0439 log.GNP -0.1070
: (0.1089)
10@. G’NP = 2.9761 - 002610 ].Og.CI‘
(0.6482)
log.Kr = -1.5495 + 1.0655 log.GUNP 0.9129
. (0.1273)
log,GNP = 1.648L + 0.7822 log.Kr
(0.0943)
log.K = -2.0324 + 1.4519 log.GNP 0.953%2
(0.1231)
log.GNP = 1.5112 + 0.6258 log.K
Note ¢+ R : coefficient of correlation;
Cf ¢ food; .
Co : other consumption goods;
Cr ¢ raw consumption goods;
Kr ¢ raw capital goods;
K ¢ capital goods.

Figures contained in the parentheses are standard
errors, at (n-1) degrees of freedom.
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Sabah ¢ Distribubion of Labour by Industrial Groups
Egtates
Rubber  Henmp Tobacco Copra Cocoa  0il
O i s e e LB
1955 11261 8804 1436 907 114
56 12006 8906 1510 1448 93 49
57 12408 9330 1544 1310 133 91
58 12763 9618 1428 - 1369 178 170
59 13953 9967 1748 1558 181 501
1960 14863 10710 1748 1455 230 1720
61 12881 9546 1897 286 2273 207
62 13522 9582 1160 25 300 789
63 13173 SOy 1269 24 222 815 2266
64 13787 8004 1116 18 132 144 373
1965 13295 13357 911 20 90 562 4375
66 13491 6847% 918 160 131 515 4864
67 12402 5624 886 8 171 621 50873
69 10723 4441 302 97 593 5185
1970 11577 4703 65 873 5921
Note : The above figures are based on the labour force
engaged at registered places of employment,
which comprised at least 20 employees, on 3lst.
December of each year.
source & Labour Department, Sabah.

conta./.o
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Sabah ¢ Distribution of Labour by Industrial Groups

D WA e 1t Ao 45 T VAT L S R GRS TR AT b ELCTR 3T AR G AP PR 108 S0 Sl s 2 ad S taar 48 Vo s doac) e B YRR EFEY BT E5IR Gre) Sk o
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Industry ‘ o o . Total
Timber Ser~ Bldg. Fish~  Misc.' Govern
vices & ing ment
Cons,

1955 8957 h912 923 1256 159 707 4164 24382
56 10879 7645 767 L1367 22% 877 4186 27071
57 11419 7907 766 1472 258 1016 . 3390 27217
58 11630 8423 720 1245 426 816 =687 28080
59 121352 8994 796 1002 320 1020 3763 29848

1960 14020 10293 83% 894 720 1270 49173 33187
61 16022 11107 940 879 699  193%0 5195 34098
62 16605 12389 926° 884 514 1888 6989 27116
63 17654 12522 1152 1605 211 2164 7184 338011
b4 18154 12427 1532 1860 189 2146 6976 53917

1965 18895 12925 1373 1833 171 2593 7998 40188
66 1946% 13480 1477 L1l 198 2597 7449 404073
67 18428 12573 1434 1412 305 2704 88%2 39662
69 14240 8734 1545 889 201 2871 12495 37458

1970 15448 8361 1587 1420 170 3910 11966 28991

Note ¢ % Building and construction.

@ Miscellaneous. .

The above figures are based on the labour force enaged
at registered places of employment, which compirsed
at least 20 employees, on the 3lst. December of
each year.

Source ¢ lLabour Department, Sabah.
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