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Abstract

This paper examines the role of government and governance in economic development in
Malaysia. Malaysia represents a developing country that has successfully achieves an
impressive and sustained rate.of economic growth in the last thirty years. The study
focuses on the impact of government and governance economic programs and pelicies on
various sectors over time. Specifically, it examines the relationship between government
policies and economic performance in Malaysia since independence in 1957. It seeks to
answer and analyze to what extend, and how the Malaysian economy has successiully
met the challenges of the economic scenarios, including more recently, the Asian crises
and the most widely spoken of globalization. The contributions of this study, which
consists of a comprehensive analysis of the role of government and governance in
promoting economic development, are multifaceted. They include how government and
good governance affected the economy through its fiscal and monetary policies. It also
contains review of the many developmental lessons derived from the Malaysian
experience.

Introduction.

This paper deals with the role of government and governance in economic development
of Malaysia, during the period of 1957 to 2000. Specifically, it will be demonstrated that
in the past decades, Malaysia has had very strong and rapid economic development.
Three decades ago this country was a resource-based economy, exporting tin, palm oil,
and rubber among other commodities. Her per capita income was about the same as
Guatemala’s. By the mid- 1990°s Malaysia had become an economic “powerhouse”. The
country has developed major export industries in electronics, textiles, shoe
manufacturing. These industries have helped generate very rapid rates of growth.

Objective of this paper

The main objective of this paper is to examine the rcle of government and governance in
economic development in Malaysia. The primary focus will be on the government’s
economic policies and programs in various sectors, and its impact on the national
development of Malaysia. This paper will scrutinizz the effectiveness of achieving the
main government objective that was designed to promote economic growth, eradicate
poverty and redirect economic imbalances from primarily foreign hands into Bumiputera
(son of the soil) hands. As one of the main economic development agencies of the



Malaysian government, the National Development Policy (NDP) plays a major role in
government budgeting, as well as in devising naticnal economic development plans,
stabilizing consumer prices, etc. Thus the NDP’s role is very important to the Malaysian
government in restructuring the economic development of the country. A single theory or
economic perspective cannot explain the performance of Malaysian economy. There for
it is necessary to emphasize the role of the government and governance in understanding
Malaysian economjic Development.

Economic Development — Definition

The word “development” means using the productive resources of society to improve the
living conditions of the poorest people. In a broader term, “development” means
improvement in a complex of linked natural, econcmic, social, cultural, and political
conditions (see Peet, Richard 1999). The term “Economic Development" is used to
describe the concepts that include economic growth. It also refers to the on-going process
of creating wealth, in which producers deploy scarce human, financial, capital, physical
and natural resources to produce goods and services that consumers want and are willing
to pay for. The economic developer’s role is to participate in the process of national
wealth creation for the benefit of local consumers and producers by facilitating either the
expansion of job opportunities and tax base or by the efficient redeployment of local
resources (Malizia, 1994).

Meier, defined economic development as a process where:

© e e the real per capita income of a country increases over a long period of time
— subject to the stipulations that the number of people below an ‘absolute poverty
line’ does not increase, and that the distribution-of income does not become more
unequal.” (Meier 1989).

Robbin, (1968) defined economic development as an increasing real income per head or
increasing potential to produce such income. Galbraith, (1964)defined economic
development as the increase in total and per capita income and products along with social
improvement. Both Robbins and Galbraith agree that economic development is not
confined to mere growth of production but encompasses every kind of social
improvement. The development process would occur only if there were a better
distribution of income and of property, which would permit a more complete
development of mankind (Cardoso, F. H., 1979).

Most of these definitions of economic development are correctly considered a process,
however the definition itself is static. Malizia elaborates further that economic
development is a long-term on-going enterprise. Over time, new development problems
continue to emerge, as existing problems are resolved (Malizia, 1994).

The real objective of economic development is not just growth in GNP, income, wealth,
productivity, capital accumulation but increase people’s development choices. As John
Maynard Keynes, the father of neo-classical economics and the chief architect of the post
World War two (WWII) financial institutions created at Bretton Words, once proposed a



toast, “To economics and to economists, who are niot the trustees of civilization, but of
the possibility of civilization.” (Cited in Higgins 1958). If we translate his statements,
economic development is valuable only to the degree that it creates possibilities for
human development.

William Draper, the administrator of the UNDP writes;
i‘r
“The purpose of development is to offer people more options. One of their options
is access to income, not as an end in itself, but as a means to acquiring human
well being...people cannot be reduced to a single dimension as economic
creatures.” (Draper 1990).

Economic Growth — Definition

Economic growth on the other hand is conventionally measured in term of increase of the
real Gross National product (GINP) or as the increase of per capita income. The higher the
annual growth of GNP per capita, the more rapidly e country is said to be “developed”.
Economic structural changes refer to the increasing relative importance of the Second
Industries, such as manufacturing industries, within the industrial structures, or the
increasing ratio of production of capital goods rather than consumer goods. From the
above definitions we can conclude that ‘economic growth’ refers to a rise in national or
per capita income and product. ‘Development’ is a much more broader concept of human
welfare, with important social, political, and cultural implications. Today, ecomomic
development is accepted as desirable to both developed and less developed countries.
That is the general tendency of thought regarding economic development.

Measuring Economic Development and Economic Growth

In capitalist societies, development is conventionally measured in terms purely of the size
of the ecopomy, as the GNP, that is, the value of the total final output of goods and
services produced by an economy (World Bank, 19895). Generally the higher the GNP per
capita, the more “developed” a country or region is said to be. United Nations
Development Program (UNDP) measures economic development in a much broader
perspective. They take into account social and cultural variables such as access to
knowledge, nutrition and health services, security, leisure, political and cultural
freedoms, life expectancy at birth, adult literacy and income sufficiency (UNDP, 1991).

In 1997, report from World Bank', out of 133 countries, there were 49 countries
categorized as “low income” because their GNP per capita averaged less than $730 a
year. 58 countries were called “middle income” tecause their GNP per capita falls
between $770 - $8,210. While 25 countries were label as “high income” with GNP per
capita in the range of 39,700 - $40,630 (World Bank, 1997).

! The World Bank was set up in 1944, its full name is the [(nternational Bank for Reconstruction and
Development. Its aim is to borrow on world markets and lend to needy contries for development purposes.
Because the World Bank is highly creditworthy, it can borrow at relatively low rates of interest. Countries
with a per capita GNP greater than US$850 borrow at a rate of interest marginally above the World bank’s
own borrowing costs. Countries with per capita GNP less than US$850 borrow at concessionary rates via
the IDA (Ingham, Barbara 1995).



Government, Governance and Institutions -Definition

In order to understand the role of government in economic development, we must first of
all know what government is. Conceptualization comes first before quantification.
Therefore it is useful to begin this topic by revisiting some of the definition of the
government and rgviewing the role governments can play in the process of economic
development.

“Government is first of all a set of formal organizations. Organizations give structure and
continuity to the activities of government. The distinction between government as
persisting organizations and government as elected politicians is the difference between
the ephemeral and the durable. Elected officeholders come and go, whereas the
organizations of government are meant to last as long as a constitution endures.” (Rose
1984).

Government according to the International Monetary Fund® (IMF) consists of the public
authorities and their instrumentalities, established through political processes, exercising
a monopoly of compulsory powers within a territorial area or its parts, motivated by
considerations of public purposes in the economic, social, and political spheres and
engaged primarily in the provision of public services differing in character, cost elements,
and source of finance from the activities of other sectors (IMF 1986). ‘Government’ may
pertain to, a body of governing actors that regulates and leads the affairs of an institution
upon delegated authority; the process (a sequence- with a certain logic — of activities) of
governing; or group of persons, institutions, organizations, activities and procedures of
governing (Bemelmans et al., 1999).

According to Rhodes, governance refers to processes of regulation, coordination, and
control (Rhodes 1997). David Osborne and Ted Gaebler define government as, “the
process by which we collectively solve our problems and meet our society’s needs”,
further they argue that “government is the instrument we use. The instrument is outdated,
and the process of reinvention has begun” (Osborne, D and Gaebler, T 1992).

Thus, IMF defines government as embracing:

1). The primarily noncommercial function of its various parts, agencies, and
instrumentalities :

2) Social security arrangement for large sections of the community imposed, controlled,
or financed by the government

2 The IMF was set up in 1944, its aims is to maintain order in the world system ¢f payments. The IMF was to oversee ord erly

adjustment of exchange rates and balance of payments. The Funds offers temporary assistance to countries
with balance of payments problem, to discourage them from protective trade measures. To this end, the
Fund issues Special Drawing Rights (SDRs) worth about US$1.33b. Members are allocated SDRs and may
draw on them in case of balance of payments difficulties. Countries in difficulty may also withdraw up to
25 per cent of their subscription (some in gold and foreign currency). Above 25 per cent, the Fund will
impose certain conditions on the borrowing country, e.g. reduced public spending, higher interest rates, cuts
in the money supply, devaluation. This is known as ‘conditionality’ (Inghim, Barbara 1995 p.381).
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3) Pension funds of government employees whose reserves are invested entirely with the
employing government

4). A limited range of industrial or commercial activities carried out by non-corporate
units and encompassing ancillary functions, that is, meeting internal government needs,
or selling to the public only on a small scale '

5). A limited range of financial bodies comprising lending bodies deriving all their funds
from government.-and savings bodies automatically channeling to government the
proceeds of liabilities to the public in forms other than time or savings deposits

6) Other nonprofit institutions serving households or business enterprises which are
wholly, or mainly, finance and controlled by the public authorities or which primarily
serve government bodies and,

7) The domestic operations of any supranational authorities empowered to levy taxes in
the territory of more than one country,

The bottom line of the definition of government as incicated above, is to carry out public
policy through the production of non-market services primarily for collective
consumption and the transfer of income, financed mainly by compulsory levies on units
in other sectors. Thus government performs primarily the functions of supplying certain
public goods and services and fulfilling certain public purposes not for commercial or
financial reasons, or, if of a commercial or financial nature, not on a major basis or not
primarily for a profit (IMF 1986). Mamalakis (1989) refers to producers of government
services such as all departments, establishment and other bodies of central, state and local
governments, which engage in such activities as administration, defense, health,
educational and social services, and promotion of economic growth whether accounted
for, or financed in, ordinary or extra-ordinary budget or extra-budgetary funds.

Similarly, governance is a new term, which has a broader meaning, was invented whose
meaning in relation to a more old-fashioned “goverrment” is not clear. The American
Heritage Dictionary defines governance as “the act, process or power of governing;
government,” the Oxford Dictionary as “the act or manner of governing, of exercising
control or authority over the actions of subjects; a system of regulations”. The
International Encyclopedia of the Social Sciences has no entry for “governance”, nor
does “the manner in which power is exercised in the management of country’s economic
and social resources for development”, while Boeninger defines governance as “the good
government of society” (Cited in Lateef, 1992). Landell-Mills and Serageldin define
governance as “denmoting how people are ruled, and how the affairs of a state are
administered and regulated. It refers to a nation’s system of politics and how this
functions in relation to public administration and law. Thus the concept of governance
includes a political dimension” (Landell-Mills and Serageldin, 1992).

A World Bank report on Africa defined governance as the “exercise of political power to
manage a nation’s affairs” (World Bank 1989). Michel Camdessus, addressing a joint
meeting of bankers and business association in Manila on October 18, 1954, defined
governance in one of the conditions “for achieving high quality growth”, as something
“that serves the whole of society rather than sectional interest” (IMF, 1994). Nelson in his
writing distinguishes between three elements of governance: democracy, good

























































