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ABSTRACT 

Until the 1997 Asian Financial Crisis, Malaysia experienced remarkably rapid 

industrialization, with windfall benefits from its oil and gas sector playing a 

significant role. While most oil-rich developing economies have been bogged down 

by the proverbial Dutch disease, Malaysia has seemingly bucked this trend. What then 

accounts for Malaysia’s unique development trajectory, at least until the late 1990s? 

Some of the more important factors outlined in conventional economic analysis 

include the welcoming of trade and investment and competent macroeconomic 

management. However, these studies have avoided discussing political issues, 

especially those surrounding natural resources and broader nation-building efforts. 

This paper fills the intellectual lacuna by shedding light on the processes shaping 

natural resource management in Malaysia. A more nuanced perspective on the 

messiness and contestation accompanying industrialization will extend our 

understanding of economic development.  

 

Keywords: Dutch Disease; Natural Resource; Rent-Seeking; Policymaking; Industrial 

Policy; Malaysia  
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Introduction  

 

Malaysia has been one of the world’s fastest growing economies since the conclusion 

of World War II. Despite the 1997 Asian Financial Crisis, which brought about a severe 

recession, Malaysia’s uplifting of living standards for its citizenry remains a laudable 

story within the Global South. In addition, Malaysia does not suffer from the Dutch 

disease, which has hampered virtually all natural resource-rich developing 

economies. What lies behind Malaysian socioeconomic transformation then? There is 

consensus that Malaysia has benefitted from a relatively open outlook towards 

international trade and capital, competent macroeconomic management, and 

incrementally better policies and institutions (see World Bank 1993; Wong and 

Cheong 2014). Yet, a relatively understudied angle is Malaysia’s management of its 

natural resource wealth. Scholars have touched on this topic. For example, Jomo (1998) 

makes sense of the close ties between the Japanese trading houses and deforestation 

in the eastern Malaysian states of Sabah and Sarawak. Doraisami (2015) unravels 

Malaysian oil-based revenue and expenditure trends, raising questions about 

Malaysia’s apparent escape from the Dutch disease. However, what is more pertinent 

here is the lack of direct critique of the important effects of (financial or otherwise) 

power distribution in society that are not necessarily reflected in conventional 

analysis. Relatedly, there is a need to examine more closely how natural resource rent 

is managed over time so as to drive long-term structural transformation. As this paper 

demonstrates subsequently, an approach that is more sensitive to such concerns can 

improve our understanding of the Malaysian political economy. 

 

The paper is structured as follows. The next section reviews research on catching-up, 

focusing primarily on the angles of institutionalism and rent management. The 

purpose is to promote cross-fertilization of ideas between these two bodies of work. 

Subsequently, the paper focuses on the Malaysian context, bringing to light numerous 

stakeholders and institutions and their roles in managing the country’s oil and gas-

related revenue. The paper then discusses the patron-client relationships and rent-

management processes, which undergird together the Southeast Asian nation’s 

growth trajectory. 
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Literature Survey 

 

The Advantage of Backwardness 

 

The study of backwardness and catching-up has deep intellectual roots. One of the 

most influential works in the field, Alexander Gerschenkron’s (1962) Economic 

Backwardness in Historical Perspective unpacks the economic performance of Britain, 

Germany, and Russia in the 19th Century. He argues that late developers create 

systematically different institutional features from earlier developers to facilitate 

rapid industrialization. As the forerunner, Britain did not face strong international 

competition. Therefore, state support was not directly used to promote industry. This 

task fell upon the private sector, which accumulated private wealth, mediated by 

British commercial banks, and financed the British industrialists. To challenge Britain, 

place-specific institutions were developed by Germany and Russia to mobilize 

resources and concentrate them in high-growth sectors. More specifically, these 

institutions were the ‘substitutes’ for the factors necessary for industrialization, 

including but not limited to capital and technical experts, which were lacking in their 

own countries. The universal banks in Germany simultaneously financed industrial 

groups and organized the budding private sector. In Russia, an even more backward 

country than Britain or Germany, the state played a considerably larger role in 

pursuing catching-up. Russia’s meek private sector was bypassed by state 

coordination and in many cases, ownership of financial resources and modern 

industries. 

 

Some of Gerschenkron’s insights have been updated for the contemporary period, not 

least to analyze the robust growth of the East Asian economies in the post-World War 

II era.   In   his   analysis   of   major East Asian economies, Shin (2005) postulated two  

basic models of catching-up, i.e., the substituting model and the complementing 

model. The substituting model is best exemplified by Korea as it leapfrogged, 

especially in technologically dynamic industries, to compete directly with its 

forerunners. This strategy entails the grooming of such complex institutions as family-

owned business groups to channel their resources towards a range of high-growth 
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industries, for example, shipbuilding and semiconductors. The Korean example, to a 

large extent, is similar to the experiences of 19th century Germany and Russia. All 

three economies aimed to compete against earlier developers, which saw them 

devising highly context-dependent substitutes to compensate for missing growth 

prerequisites. 

 

The complementing model was adopted by Singapore and Taiwan as they sought to 

establish relations with the Global North economies. In contrast to the dirigisme of the 

Korean economy, the Singaporean and Taiwanese economies adopted a more 

receptive attitude towards foreign transnational corporations (TNCs). While the 

Singaporean and Taiwanese institutions were different from the Korean ones, an 

advantage of the complementing model was less financial stress on its national firms, 

as foreign direct investment (FDI) was courted to address shortfalls in the technology-

intensive industries (see also Wong and Cheong 2014). This option was available to 

Singapore and Taiwan as, during their high growth period, the global economy saw 

an increasing degree of production outsourcing, which allowed both these economies 

to court TNCs keen to expand their operations in East Asia. 

 

Despite the above insights, research along the Gerschenkron tradition has been 

critiqued extensively. For one, it places too much weight on the role of the state in 

pursuing catching-up. The role of the state, for example, in its supposed ability to 

continuously identify and channel resources to leading or even mid-tech sectors might 

have to be toned down  (Whittaker et al. 2020).  This  is  especially pertinent when we 

consider the dismal track record of post-colonial developing countries attempting to 

break the middle-income trap.  

 

As to what constitutes the ‘state’, the picture becomes more complicated when we 

consider the multitude of actors involved, ranging from bureaucrats, politicians, to 

managers of state-owned enterprises (SOEs). A related issue is the tendency to ignore 

meso-level intricacies, especially the ties between key state actors and their 

counterparts from the private sector. Although these interactions result in particular 

institutions and pathways, it is just as important to examine the processes involved. 
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In other words, researchers have to consider the diverse economic, political interest 

groups, and more importantly, the fluid interplay among these factors.  

 

Rent and Rent-Seeking 

 

Rent management is a major analytical focus to address the state-business relations 

fueling industrial transformation. Rent refers to excess income, that is, an income 

higher than the minimum an individual would have otherwise accepted (the 

minimum being defined as the income derived from the next best opportunity). Thus, 

rent-seeking includes activities which create, maintain, or change the rights and 

institutions on which particular rents are based. In this context, rent-seeking includes 

corruption.  

 

During the 1970s, rent-seeking attracted attention because of its impact on society at 

large. The attention was warranted as the malaise in parts of the developing world 

(e.g., unequal distribution of wealth and dismal macroeconomic performance) had 

become increasingly glaring. Several neoclassical economists critiqued how excessive 

government intervention contributed to rent-seeking in such locales as Africa and 

Latin America (see Krueger 1974; Posner 1975; Buchanan et al. 1980). In contrast, East 

Asia enjoyed rapid industrialization. By the early 1980s, the region’s major economies, 

such as Korea, Taiwan, and Thailand, had transformed their productive structure 

through relatively market-friendly policy prescriptions. Their robust performance 

was interpreted by certain analysts as a ringing endorsement of the Washington 

Consensus, which argued for liberalization and deregulation measures. By permitting  

the state only a minimal role in governance, interest groups, which ‘distort’ the 

‘rationality’ of markets resulting in suboptimal economic performance, are shut out 

(Shleifer and Vishny 1993).  

 

However, the above position was not universally accepted as studies conducted 

between the late 1980s and early 1990s indicated that East Asian growth had been 

facilitated by activist states. Relatedly, scholars such as Amsden (1989), Chang (1994), 

and Wade (1990) argued that industrial policy formulation and, by extension, rent-
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seeking, had positively shaped incentive structures, supporting the region’s efforts to 

catch-up. Consequently, the World Bank’s World Development Report (1997) 

highlighted good governance and emphasized the role of government in fostering 

economic development.  

 

In 1997, East Asia’s growth was spectacularly interrupted by the Asian Financial 

Crisis. Numerous ills of the ‘East Asian model,’ in particular, crony capitalism, were 

pinpointed as being responsible for the economic downturn. Rent-seeking activities 

became a lightning rod for criticism. Revisionist studies have debated these issues. For 

example, by contextualizing rent in a nation’s development pathway, Khan and Jomo 

(2000) offered a more nuanced perspective. Their overall prognosis was that, across 

different economies and industries, there are different types of rent, which in turn 

generate various forms of state–business relations. While some of these relations are 

downright predatory, others   foster enterprise and industrial development (see Lim 

et al. 2021). To facilitate debate, this paper focuses on monopoly rent and natural 

resource rent. In both cases, a static analysis will be conducted before a more dynamic 

angle is applied.   

 

(1) Monopoly Rent 

 

In a perfectly competitive market, if consumers are willing to pay a price higher than 

the marginal cost on the supply curve, the quantity supplied will increase and vice 

versa (see Figure 1). At equilibrium, the quantity produced is OQ1, at price OPE, where  

net social benefit (the difference between the social value of the output and its cost) is 

maximized without rent (OFEQ1-OAEQ1=AEF). With monopolistic restrictions 

against entry and exit, a few suppliers set the quantity supplied at OQ2, at price OP2 

while OB is the marginal cost for the OQ2 supplied. In this regard, rent exists 

(OP2DQ2-OBCQ2) for  the  suppliers  who would have otherwise accepted the price 

OB. At the same time, the net social benefit is the difference between the social value 

of the output and its cost at the OQ2 supplied. (OFDQ2-OACQ2=AFDC). The gap of 

net social benefit between the competitive and the monopolistic market is called 

deadweight welfare loss (AEF-AFDC=CED).  
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Figure 1: Monopoly Rent 

Source: Adapted from Khan and Jomo (2000: p.31).  

 

(2) Natural Resource Rent 

 

For natural resource rents, the demand price of resources (its marginal benefit to 

consumers) remains constant at OB. This means that producers can sell as much 

resources as  possible  at  this  price, because the resources from this source are only a 

small part of total demand (see Figure 2). Net social benefit is maximized at C 

(OBCQ1-OACQ1=ABC), which is the same as natural resource rent. Without the 

property rights of resources, suppliers increase supply beyond OQ1 till OQ2, when 

OB matches average cost rather than marginal cost. With this situation of tragedy of 

commons,  net  social  benefit  is decreased as CDE is negative (ABC-CDE). To protect  

the natural resource rent, proper settings of property rights is recommended. In other 

words, natural resource rent increases efficiency from a static point of view.  
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Figure 2: Natural Resource Rent 

Source: Adapted from Khan and Jomo (2000, p.34). 

 

(3) From Static to Dynamic: Growth Implications 

 

In static analyses, such as those highlighted in the previous sections, monopoly rent 

and natural resource rent have inefficient and efficient implications respectively. 

However, this does not mean they definitely damage growth and vice versa because 

rent and its supporting structure of economic rights can be changed over time (see 

Figure 3). First, a certain type of rent with an economic right determines the allocation 

of input between production and rent-seeking. During the rent-seeking process, the 

structure of economic rights is altered, resulting in a new type of rent, which in turn 

reallocate inputs between production and rent-seeking, bringing about a different net 

social benefit. The point of this exercise is to emphasize the dynamism of rent. In other 

words, there is merit in unpacking rent-seeking processes over time. 
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Figure 3: Cycle of Rent-Seeking 

Source: Adapted from Khan and Jomo (2000, p.79). 
 
Wealth Accumulation: Of Stakeholders and Patron-Client Relationships  
 

Role of Politics 

 

In the years following independence in 1957, the Malaysian state adopted a laissez-faire 

approach, barring a few key industries, in the economy. Although Malaysia’s 

economic performance was respectable, it did not address directly the socioeconomic 

inequality between the major ethnic groups, a legacy of British colonialism. The 

tension was particularly palpable between the relatively poorer Bumiputera 

(essentially Malay) population and the richer ethnic Chinese minority, which 

eventually lead to the 13 May 1969 primarily Malay-Chinese sectarian violence 

(Gomez and Saravanamuttu 2013). A national emergency was declared, parliament 

suspended and a caretaker government established to temporarily govern the country 

between 1969 and 1971. Within the United Malays National Organization (UMNO), 

the then hegemon of the ruling coalition, Abdul Razak Hussein (1970-1976) took over 

the Prime Ministership from Tunku Abdul Rahman (1957-1970). Abdul Razak had to 

quickly restore confidence in the country. In particular, it was important not to 

prolong the state of emergency as it would have further damaged Malaysia’s image 

had civil liberties and parliament been suspended longer than deemed acceptable 

(Kua 2007).  
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Subsequently, in 1971, the Malaysian state implemented an ambitious social 

engineering plan, the New Economic Policy (NEP), to eliminate poverty and achieve 

economic parity among the various ethnic groups in the country (Gomez and 

Saravanamuttu 2013). The NEP and its successor programs (hereafter referred to 

simply as the NEP) are based on the principle of affirmative action favoring the 

majority ethnic Malays. It is to provide preferential treatment to the ethnic Malay 

population in almost all features of the economy such as employment opportunities 

and home ownership (Chin 2009). Despite promising greater interethnic parity, the 

NEP was not viewed enthusiastically by certain quarters, especially the foreign- and 

ethnic Chinese- merchant class of that era. There was some reservation that the NEP 

would jeopardize their interest (see van Donge et al. 2012; Henley 2012; Kua 2007). 

The major ethnic Chinese-centric parties, the Democratic Action Party (DAP) and Parti 

Gerakan Rakyat Malaysia (Gerakan), were in the opposition camp, while UMNO had 

only one ethnic Chinese-centric partner, the Malaysian Chinese Association (MCA). 

At that time, the MCA did not enjoy majority support from the ethnic Chinese 

populace. To mend this ethnic schism, Abdul Razak formed a ‘big tent’ coalition, the 

Barisan Nasional, in 1973, two years after parliament reconvened in 1971. The Barisan 

Nasional’s creation placed almost all the opposition parties under the leadership of 

UMNO. This move had a knock-on impact on Malaysia’s industrial development as 

the Gerakan-controlled state of Penang was now part of the ruling Barisan Nasional 

coalition (Singh et al. 2019). Penang was then arguably the most industrialized 

Malaysian state, housing  a  significant  portion  of  FDI  and  expatriates.  Joining the 

UMNO-led Barisan Nasional enabled Gerakan politicians and the Penang state 

bureaucracy to better coordinate the state’s development agenda with the national 

leadership (Singh et al. 2019).  

 

For UMNO, this ‘big tent’ political settlement meant it had to cater better to the 

aspirations of ethnic Chinese voters, not least those in Penang, while checking the 

more radical elements within UMNO, who now had to safeguard ties with the other 

parties within the coalition. However, the Barisan Nasional’s inception did inspire 

confidence within the business community and the global audience as Malaysia 

regrouped relatively quickly after the 1969 disturbance. This consociationalism 
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governance model also    promoted    policy    longevity    as   it circumscribed the 

electoral influence of the opposition parties, helping Barisan Nasional to govern 

effectively in the decades that followed until 2018. Relatedly, the UMNO-led Barisan 

Nasional administration actively established and mobilized SOEs to venture into 

selected industries on behalf of the ethnic Malays (Gomez 2013). Their power was 

further enhanced when combined with the regulatory and planning prerogatives of 

the line ministries (Lebdioui 2020). Despite some uneventful ventures and 

inefficiencies, some of Malaysia’s most prominent industries (such as rubber, palm oil, 

and petroleum) in the contemporary era trace their roots to the direct participation of 

SOEs and careful bureaucratic planning of the post-1969 era (Lebdioui 2022). 

 

Role of Petroleum Nasional Berhad 

 

The post-1969 Malaysian state was eager to attract FDI and promote international 

trade by leveraging the country’s comparatively low labor cost and the increasingly 

popular trend of Global North TNCs offshoring their production to East Asia 

(Whittaker et al. 2020). Labor-intensive light industries, for example, the manufacture 

of textiles, footwear, and electronic goods, were aggressively courted from abroad. 

Various measures were introduced to facilitate and encourage export-oriented 

manufacturing, in particular the establishment of special economic zones (SEZs). 

These SEZs offered infrastructure support and competitive input cost to prospective 

investors. Firms that exported extensively were also permitted to be 100% foreign 

owned (Rasiah and Krishnan 2020). This meant that, by the early to mid-1970s, 

manufacturing was not only a significant gross domestic product (GDP) generator, 

but also a sizeable employer and exporter. This was especially the case with Penang 

which, by the 1990s, had come to be known by the moniker ‘Silicon Valley of the East’. 

 

In 1974, large quantities of oil were discovered off the East Coast of Peninsular 

Malaysia, leading to the promulgation of the Petroleum Development Act (PDA) and 

the establishment of the state-owned Petroleum Nasional Berhad (Petronas). The 

PDA’s objective was to gain greater control over national petroleum resources, 

provide the local market with affordable petroleum resources, and stimulate 
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production linkages and  local  participation  in  both  upstream  and downstream 

activities (Lebdioui 2020).  

 

The act also assigned the exclusive right to prospect for and produce petroleum to 

Petronas, primarily through production sharing contracts (PSCs) with international 

oil companies. Petronas also actively promoted a local content policy to encourage the 

domestic procurement of goods and services in the petroleum industry, a core 

component of the country’s broader development strategy, exercised through various 

Malaysia Plans and Industrial Master Plans (Lebdioui 2022). These plans include the 

strengthening of linkages and the increasing value-added activities in the petroleum 

industry.  

 

Petronas implemented its local content policy by requiring suppliers and PSCs to be 

licensed. These licenses were obtainable only if the suppliers of oilfield services and 

equipment partner with local firms. Should international firms incorporate their 

operations within Malaysia, they are restricted to a 30% equity stake. Production 

sharing contractors must procure inputs locally. If the inputs were not available 

locally, approval has to be obtained from Petronas to source for the inputs 

internationally (Lebdioui 2020). Furthermore, contractors are required to submit a 5-

year plan indicating how they would maximize Malaysian participation in the 

procurement of the equipment, facilities, goods, and services required for their 

operations. In addition, the contractors are required to minimize the employment of 

non-Malaysians and to fill positions with adequate Malaysian personnel, while 

expatriates can be employed only with written approval from Petronas. The 

production sharing contractors are also required to pay Petronas an annual research 

contribution, a ‘research cess’, in order to promote joint R&D (Lebdioui 2022). 

 

Petronas’ corporate strategy was, in part, necessitated by the relatively low level of oil 

deposits within Malaysian territory. In the 1970s, it was not foreseen that Malaysia’s 

oil deposits would rival those in such energy-rich regions as the Middle East and the 

UK’s North Sea (Gale 1981). After Petronas was formed, the consensus was still to 

exercise caution. Indeed, in 1980, a National Depletion Policy was introduced to 
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manage oil extraction in Malaysia. It was believed that the country’s oil reserves 

would be depleted in 13 years if more than 200,000 barrels of oil per day were 

extracted. This led to the imposition of an upper limit of 270,000 barrels of oil to be 

extracted per day (Doraisami 2015). In addition to mandating Petronas executives to 

secure projects from abroad to maintain long term productivity, Petronas moved into 

upstream and downstream activities to reduce reliance on revenue from PSCs 

(Lebdioui 2022). Mahathir Mohamad, Malaysia’s longest-serving Prime Minister 

(1981-2003 and 2018-2020), explained that since its formation Petronas has not been 

satisfied with the mere collection of royalties from PSCs. Unlike its counterparts in 

other oil-rich nations, Petronas’s ambition is more long-term, that is, to develop 

capacity to exploit oil deposits within Malaysia and abroad and to enter into upstream 

and downstream industries that promise acceptable returns (Lebdioui 2020). Petronas 

reinvested a considerable amount of its resource revenue to diversify into upstream 

and downstream activities. In 1983, the SOE made a strong move towards 

downstream processing by setting up its first small-scale refinery. By 2012, over 40% 

of Petronas’s revenue was derived from downstream activities (Lebdioui 2022).  

 

Despite such progress, the management of windfall gains from oil has not been free 

from controversy. One of the most common critiques, both in the petroleum as well as 

other industries, is the definition of ‘locals.’ The centrality of the NEP in virtually all 

aspects of the Malaysian economy means it is politically challenging to work with non-

ethnic Malay firms. Several scholars have documented that the NEP’s implementation 

has alienated a significant portion of the Malaysia’s ethnic minorities, many of whom 

have emigrated to seek greener pastures (Chin 2009; Koh 2017). Additionally, the 

NEP’s ethnocentric nature has been exploited by UMNO elites who frequently portray 

the financially powerful ethnic Chinese minority as a bogeyman of the Malay 

community (see Gomez and Jomo 1999; Nelson 2012). Allegations of cronyism have 

been raised within the petroleum industry. For example, it has been alleged that 

factions close to then Prime Minister Mahathir requested financial support for their 

beleaguered firms during the 1997 Asian Financial Crisis (Wain 2009). This request 

was opposed by another group of political elites backing then Deputy Prime Minister 

Anwar Ibrahim. These differences, along with others, precipitated the latter’s ouster 
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from UMNO.   

 

Rent Dynamism and Economic Growth: Two Sides of the Same Coin? 

The establishment of Petronas has enabled the Malaysian government to extract oil 

rents. Table 1 indicates that, in 1970, there were no revenues from petroleum and gas. 

Export and import duties were the government’s major revenue sources. Since then, 

petroleum and gas-related revenue has increased significantly. By 2005, close to 30% 

of the government’s revenue, in the form of petroleum tax, petroleum export duties, 

dividends (paid directly by Petronas), and petroleum and gas royalties, was linked to 

the oil industry. 

 

However, Malaysia’s oil wealth has not stunted wider industrialization goals – at least 

not to the extent observed in the other energy-rich developing economies. What 

transpired, instead, was a transformation of Malaysia’s previously primitive economic 

structure. In particular, the weightage of the manufacturing sector increased from 13% 

to 37.5% of national GDP between 1970 and 2000 (see Table 2). The mining sector, of 

which oil and gas make up a significant portion, constituted 15% of GDP in 1980, 

before dropping to less than 6% of GDP in 2000. This dynamic was also evident in 

Malaysia’s export performance (see Table 3). Between 1973 and 2000, manufacturing’s 

contribution to exports more than tripled (from 25.8% to 85.2%), while mining’s 

contribution grew at a much slower pace (4.2% to 7.2%). Clearly, oil-related rent-

seeking did not impact substantially Malaysia’s industrialization process. It can even 

be argued that the strong manufacturing performance helped the UMNO-led 

government promote the NEP’s objectives, thus solidifying its electoral legitimacy. It 

also reduced the dissatisfaction of Malaysia’s ethnic minorities who enjoyed such  

‘fruits’ of the country’s manufacturing growth as employment opportunities and 

goods and services. 
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Table 1: Breakdown of Malaysian Government Revenue, 1970-2005 (Source of 

Revenue as a Percentage of Total Revenue; %) 

 1970 1980 1990 2000 2005 

Direct Taxes 28.5 39.5 35.2 47.1 50.4 

Income Taxes 27.4 37.7 32.7 43.7 47.8 

Companies 20.4 18.2 15.2 22.5 24.8 

Individuals  7.0 7.1 8.5 11.3 8.1 

Petroleum Tax 0.0 12.5 9.0 9.7 13.7 

Indirect Taxes 48.1 47.1 36.7 29.1 25.4 

Export Duties 10.8 18.4 6.7 1.7 2.0 

Petroleum Export Duties 0.0 4.9 6.5 1.6 1.9 

Import Duties 23.3 14.8 11.6 5.8 3.2 

Total Tax Revenue 76.7 86.6 72.0 76.3 75.8 

Non-Tax Revenue 22.0 12.0 23.5 22.8 23.6 

Petronas Dividends 0.0 0.0 7.8 6.6 10.3 

Petroleum and Gas  

Royalties 

0.0 2.5 2.1 2.8 3.1 

Non-Revenue 1.3 1.4 4.5 1.0 0.6 

Total Revenue 100.0 100.0 100.0 100.0 100.0 

Petroleum-Related 

Revenue/Total Revenue 

- 19.8 24.3 20.8 29.1 

Source: Doraisami (2015). 

 

Table 2: Sectoral Distribution of Gross Domestic Product in Malaysia, 1960-2000 (%) 

Sectors 1960 1970 1980 1995 2000 

Agriculture 37.0 31.0 23.0 13.6 10.5 

Mining 9.0 10.0 15.0 7.4 5.7 

Manufacturing 9.0 13.0 20.0 33.1 37.5 

Services 45.0 46.0 42.0 45.0 46.8 

Total 100.0 100.0 100.0 100.0 100.0 

Source: Doraisami (2015). 
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Table 3: Sectoral Distribution of Exports in Malaysia, 1973-2000 (%) 

Sectors 1973 1979 1987 1995 2000 

Agriculture 70.0 43.4 30.5 13.5 6.1 

Mining 4.2 18.4 14.8 7.5 7.2 

Manufacturing 25.8 38.2 54.2 79.0 85.2 

Total 100.0 100.0 100.0 100.0 100.0 

Source: Doraisami (2015). 

 

Conclusion 

 

This paper evaluated a process which managed resource rent relatively efficiently and 

its developmental implications over time. In other words, the rent management 

process is evaluated from a dynamic rather than, as is often the case, static perspective. 

Since the end of World War II, natural resource rent in Malaysia has been transformed 

into learning rent, bolstering its fledgling manufacturing sector. With some 

exceptions, welfare gains have been broadly disbursed to its citizenry. As a result, 

Malaysia has avoided the malaise that is the Dutch disease.  Admittedly, Malaysia’s 

manufacturing abilities are not comparable to those of the more advanced East Asian 

economies. Since the 1997 Asian Financial Crisis, Malaysia’s GDP growth has slowed 

considerably, raising concerns that Malaysia might be stuck in a middle-income trap. 

While analysts have highlighted several factors which explain this underperformance,   

one   of   the  most  commonly  cited  reasons  is  the  inability  of Malaysian 

manufacturers to progressively climb the technological ladder and to capture more 

value from the production and sales of increasingly complex goods and services 

(Cherif and Hasanov 2019; Hill et al. 2012; Wang and Lim 2021). 

 

As the findings here are based on secondary sources, future researchers should obtain 

such primary source information as interviews with key politicians, bureaucrats and 

business executives. In-depth analysis of these actors’ motivations, their actual 

policies and commercial moves would unpack the shifting political economy 

dynamics that shape rent-seeking in Malaysia. The changes in the regional and 

international economic architecture in the post-1997 Asian Financial Crisis should also 
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be considered. For example, following China’s 2001 ascension to the World Trade 

Organization, trade and investment interdependence between Malaysia and China 

has increased, potentially remolding the incentive structure by which Malaysia 

manages its natural resource rent (see, for example, Tham et al. 2019; Lim 2015). 
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