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Karschnia: Communal Implications of Economic Development in Malaya

COMMUNAL

IMPLICATIONS
OF ECONOMIC

DEVELOPMENT IN MALAYA

A thesis prepared by

Commander Paul T. Karschnia, U.S. Navy
School of Naval Warfare

(This paper was prepared for the study “Problems in East
Asian Government and Politics” which was offered to officers
at the Naval War College by Brown University, Ed,)

INTRODUCTION

Economie development, unlike world
prace, is nol a particularly  exciling
concepl, yel greal |-xpuc-lulinns have
been promoted lov it in terms of world
peace. The Toreign aid policies of great
nations, the writings ol prominent
scholars, and the public pronounce-
ments of distinguished stalesimen con-

vey Lhe impression that some sorl of

cuusality exisls between economie de-
velopment and  political stability. An
example of this sentiment is as follows:

“IUis geacrally aceepled that i and as
peaple in the low income counlries are
suceessful in achieving ceonomice devel-
opment, there will e o dessening ol
chronie  social  and  political  un-
rest .. .70 The implication is that cco-
nomic  development  could  somehow
bring peace o the Cypriot Greeks and
Turks, the Haosa-I'nlani and 1ho tribes
in Nigeria, or the Protestants and the
Catholies i Northern Ireland.

There s scanl satislaction that this
reneralily may he perfectly Lene in some
specilic silualion, such as Lebanon, bl
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on the other hand, it does pay slight
tribute to factors other Lhan ceonomic.,
Guy IMunter, editor of the race relations
study sponsored by UNESCO, links
politics and communal relations. “What
emerges [rom Lhese studies is, therefore,
the formidable strength of a once estab-
lished racial order, which must he
ranked, uirfortunately, among the most
poweelul and obdurale political passions
of mankind.”2 Tn amplification, one
must recognize that Hunter does not use
the term “‘race™ in ils narrow biological
sense, bul rather from Lhe viewproinl of
sociopsychological  differentialions in-
volving among other things divergent
valne systems.? Tunter’s general view
then would be that these eslablished
communal dilferentiations arve ol ulli-
male imporlance.

L is with these Lwo concepls, the
general preeminence of cconomic devel-
opment and the ullitale imporlance of
racial or communal differentiation Lo
political stabilily, that | approach this
study of Malaya. My object is Lo de-
termine how these Lwo laclors inleract
on the political scene and what elfeel
one might have upon the other in Lerms
ol social and politieal stability.

Within the boundarics of Lhis study
Malaya is oulwardly as close Lo a lesl
tube silualion as a political scienlist
may ever (ind because ol the isolation
of the flactors under invesligation. The
clements of cconemic power and politi-
cal power appear Lo reside on a come
munal basis, with the Malays controlling
the political side, and the Chinese domi-
naling the cconomie seclor, A example
ol the isolation of {aclors can also he
found in Lthe relationship between Singa-
pore and Malaya. Singapore is primarily
ol Chinese population and handles a
large  portion of Malaya’s cconomic
aclivity through entrepot trade. The
political relationship has been unigue
and s of an instruclive quality {or the
purposes of this study.

A cerlain semantie arlificiality has
heen introduced in lerms of the political

unit under investigation. That unit Lo
which Lhis study is primarily direcled is
the polity located upon the Malay
Peninsula. 10 was known as the Federa-
tion of Malaya until 1963 when il
became  part ol the  Pederation of
Mulaysta. It is known as Wesl Malaysia
today. In elfect I have exeluded the
Horneo states of Sabah and Sarawak, a
part of the new slale, in an effort Lo
simplily the analysis and lo direct the
slidy loward a relatively more mature
political  system.  Thus, the Llerns
“Fedoration ol Malaya,” “West
Malaysia,” or simply “Malaya™ should
he considered synonymons in lerms of
Lhis sludy.

[-HISTORICAL DEVELOPMENT

The historical development of West
Malaysia is of greal imporlance Lo an
understanding ol the Chinese and Malay
commuunal atlitudes and relationships of
today. This arca of Lhe slndy is a
deseriplion ol the silualion as il exisls
loday, lollowed by the events which led
to the present.

On 16 Seplember 1963 the Federa-
tion of Malaysia eame into being aller
several years of coneentrated effort on
the parl ol the Governments of Greal
Hritain, the Federation of Malaya, and
local government officials of Singapore.
Malaysia included the old Federation of
Malaya, that is, the nine Llerrilories on
the Malay Peninsula, Singapore, and the
Crown Colonies of Sabaly and Sarawak
which are located on the northern coast
of HBornco. Brunei, another  British
colony in Northern Borneo, did not join
the federation due Lo disagreements
over ownership and control of oil re-
sources and  the precedence ol  the
Sultan ol Brunet as an Islamic ruler in
the federation.!

Malysia had a combined arca of
127,148 square miles, aboul Lhe size of
the Writish ldes, with a population
cstirualed at 9,135,000 Forly pereent
were Malays, 43 pereent were Chinese,
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10 percent Indian and Pakistani, and the
remaining 7 percent were proples in-
digenous 1o Northern Borneo and the
Malay Peninsula,

The Federation was not a particular-
ly popular evolution among its neigh-
hors. Oue day before the Federation

ame inta heing, the Ambassadors of

the Philippines and Indonesia departed
for their home countries and were not
due lo return untl the political situa-
Lion  had hasie
changes.2 The  Philippines, who  had
carlier laid claim to Sabah from the
British, were openly  opposed Lo the
Federation?  lndonesia commented
vocileronsly  abont Malavsia heing a
nco-colonial erveation Lo suil the British
mterests in rbber and tin, The Indo-
nesians  were  ostensibly  opposed Lo
Malaysia for al least three reasons:
Great Britain was attempling to solidily
her ccomomie position in the area; a
competition with Malaya for the Borneo
lerritaries which, alter all, disturbed the
political continuity of an island almost
wholly Indonesian; and the speetre of a
Chinese nation in close ||ruxin!ily.'1 The
Indonesian policy ol military and ceo-
nomic conlronlation ensued and re-
sulled in proteacted military confliet in
the Borneo territories and the cessation
of a highly profitable entrepdt trade
between Singapore and Indonesia,
August 9, 1965, marked the expul-
sion of Singapore from the Federation
of Malaysia. Fxeept for briel periods,
Lee Kuan Yew, Prime Minister of Singa-
pore, had been in conflict with the
Federal Government sinee the forma-
tion ol Malaysia in 1003, The Malaysian
Government was and stll i under the
leadership ol Tunku Abdnl Raliman,
who is the Prime Minister of Malaysia
aml the leader of the Alliance Party
which is composed of three communal
parties in coalition, with the lodian,
Chinese, and Malay Parties in that order
ol strength. The  circunstances  pre-
cedling the departure of Singapore in-
volved communaul riols in Singapore and

lIlI(II![‘{_’U!II' RO

political compelition in Singapore ald
Malaya between the Alliance Parly and
Lee’s People’s Action Parly. Fimally, in
the spring of 1905, Lee Kuan Yew
formed an interracial political party, the
Malaysia Solidarity  Convention. The
MSCo was to be the artiendation of
Chinese political aspirations and  had
sulficient strength and vitality 1o chal-
lenge the Alliance Party. After deep
consideration and considerable pressure
from right-wing clements, Prime Min-
ister Tunhu Abdul Ralbman  delivered
the nltimatum which foreed Singapore
from the Federation of Malaysia.”
British interest in the Malay Peninsu-
la began aboit 80 years after the Portu-
ruese Malacea.  The  first
British trading vessel arrived in Penang
in 1592, In 1790 Penang was ceded 1o
the British Fast India Company by the
Sultan ol Kedah, "Fhe next acquisition
by the British Fast India Company was
Singapore in 1821 1807 brought the
incorporation ol Penang, Malacea, and
Singupore inta o British crown colony
called  the  Strasts Settlements, Two
years later the Suez Canal was opened
and trade flourished hetween the Far
Fast and Fuorope,
The Borneo

oceupicd

Lerritories  were  also
gained  through private business ven-
Lures. The British presence in Borneo as
a whole was Tormalized in 1888 when
North  Borneo, Brunei, and  Sarawak
becine British prolectorates. “As carly
as [BE7, Lord Brassey, a dircetor of the
British - North Borneo Company  had
proposed a scheme by wliel the British
Government would amalgamate its Lerri-
tories in Borneo and Malaya with the
Straits Settlements into one large colo-
ny."" This idea was nol acted upon,
however, unlil the end of World War 11,

The Japanese caplured Singapore on
15 Febroary 1942 alter averrunning the
Malay  Peninsula. Underground  resis-
tanee wus organized by the Chinese and
this resistance laler hecame the core of
Communist insurgeney as it did in Indo-
nesia alter the War., After an abortive
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altempl Lo overthrow the Government
in 19406, the Communists went under-
gronnd for Llwo years. In May ol 1918
the Communist terrorisls caused a state
of emergency Lo be proclaimed by the
British Fligh Commissioner. This procla-
niation was rescinded 12 years laler on
31 July 1900, To implenent Lhe “emer-
geney” nearly 500,000 Chinese squat-
lees were relocated in 550 new villages.
The squatlers were isolaled farmers liv-
ing in remole jungle arcas and were the
main source ol supplics and recruits for
the Communist guerrillas. Most of Lhe
guerrillas were Chinese as were most of
theiv civilian vietims.7

In the latter months of World War |1
the British Goverument set itsell Lo the
task of preparing the colonial peoples
for sell-government. This  preparation
Look Lhe {form ol a constitulional exper-
iment in Malaya. Thos on | April 1940
the Malay Union was formed ol all the
states  on  Lthe Malay  Peninsula.
Singapore, excluded from this arvange-
ment, was designaled a Crown Colony.
The British had ruled lor many years in
Malaya  through the lslumic  Malay
rulers. The system was called indirect
rule and was nol unique Lo Malaya;
however, Lhe syslem was  modificd
uncer Lhe provisions of the Malay Union
and the Malayans lost some of their
power. In addition, new citizenship pro-
visions gave many non-Malays equal
political rights o the Malays who had
enjoyed 2 favored position over all
non-Malays in the past. The Malays
organized themselves amd campaigned so
effectively thal when the Union was
replaced by Lhe Federation ol Malaya,
in February 1948, the Malays had re-
pained their lavored posilion under ils
provisions. The Chinese, on the olher
hand, did not vigorously defend their
interests and Uthus accepled Lthe favored
Malayan political position B

On 7 Vebruary 1952 the Brilish
Government made formal declaralion of
its policy Lo make Malaya a fully sell-
governing nation, as soon as order could

be established. One of the principles of
the declaration was thal Malays would
play a move important role in Lhe
cconomy. This principle was lollowed
up by the initiation of a povernmental
agency dedicated Lo the improvement of
the ceonomie posilion of Lhe predomi-
nantly tural Malays, ‘The first lederal
clections were held [or unollicial seals
in July 1955, Of the 52 scals in the
council, the Alliance gained 51, The
Allianee was formed al that tine by the
Umited Malay Nationalist Organizalion
and the Malayan Chinese Association,
The coalition was Lo become known as
the Alliance Parly in 1936 when its
commmunal roster was filled oul by the
Malayan Indian (lnngrcss.g

The Federalion ol Malaya hecame an
independent  monarchy  within - the
British Commounuwealth on 31 August
1957, The Vederation was composed of
nine prineely Islamic slales on the Mala-
yan Peninsula and the two  former
Straits Settlements ol Malacea  and
PPenamg. Singapore retained ils stalos as
a crown colony but gained internal
sell-government on 3 June 1959, The
Federation was somewhal larger than
New York stale with an arca of 50,690
square miles. The population was 50
percent Malay, 37 percent Chinese, and
11 percent Indian,

The [lirst  federalion-wide  eleclion
aller independence ocenrred in August
1959, The Alliance Party apain demon-
strated its strenglh by winning 74 of the
104 scals, The luslre of Lhis success was
dampened Lo some  extenl by Iwo
evenls, The Pan Malayan lslamic Party,
a righl-wing parly advoealing a union of
all Malay pcoples in Indonesia and
Malaya, won a hlock of 13 scals in the
northern stales. Secondly, the Alliance
Party had faced a erisis in Chinese
representation. The MCA was appor-
tioned 27 seats Lo conlest, whiclh was a
good many less than il should have had
in view of Lhe size ol the Chincse
conmnunity. A compromise was reached

Ly allowing the MCA 31 scats.
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T'he maleoulents were impatient of Lhe
eonlinued ineruality of the races, how-
ever modified by law, and the resolu-
tion of the MCA to accepl the compro-
mise solution was agreed Lo only by a
narrow  majority. A number of mem-
bers resigned from the MCA {including
the I‘r(:sidcnl) in consequence of this
dispute . . .1
It has heen remarked that *Tor a long
tme Malaya has been considered the
dollar arsenal of Greal Britain. ™! Ths,
the Malayan raw materials, such as
rubher and Lin, provided a favorable
balance of trade wilh the United States,
which carned Greal Britain valuable
dollar reserves. This, ol course, is only
one of many trade relationships which
had grown up Lhrough the years of
British
command, finance, and trade relation-
ships  which from  London
through  Singapore and into  Malaya.
“The scat ol British power was Singa-
pore, and drom there all the DBritish
Leeritories of the region were adminis-
tered . ... In olher words, the area
which today constitules Malaysia was
dircetly  governed  from  Singapore,
although the true seal of power was
London.”!2
The ederation of Malaya cast about
for new and direcl relationships after
independence. A trade agreement was
gighed  with Japan in 1900 which cov-
ered tin, rubber, limber, pineapple, and
Japanese Llextiles, a lavorite exporl of
Greal Britain. On 30 June of that year,
the renmaining restrictions on daollar area
trade were removed, and in November
Prime Minister Tunku visited the United
States and invited American  privale
investiment, [Umust be emphasized that
thiz offer was not limited to the United
Stales, however. In demonstration ol
the Tunku’s ohjectivity a 1961 trade
agreement with New Zealand was con-
summated which diseriminated against
United Stales synlhetie rubber. Al any
rate, many other agreements have been
made with nalions which had not previ-
ously Lraded directly with Malaya.

cule. There existed a line of

passed

The history of the Chinese conuu-
nily in Malaya is al least 400 years old,
When the British look over Penang in
1786 it was noted that the Chinese bad
long been active traders. Chinese had
emigrated Lo Singapore in greal num-
hers. Afler that cily was ceded to the
British, these same Chinese, in tourn,
wenl into the Malay inlerior, 1t was nol,
however, until the last quarter of the
[9th century that the Chinese began to
arrive in substantial numbers, Within the
Federation of NMalaya in 1921 there
were 830,000 Chinese ol a population
total of 2,907,000, This had inereased
1o 2,334,000 Chinese of a toial popula-
Lion of 0,279,000 by 1957.13

The Chinese provided most of the
labor Tor Lin wining and Ngured promi-
nently as labor on the mbher estales,
although the Indians outnumbered them
ou Lhe estales. Like many of the secon-
dary pursuits, the pineapple industry
Chinese,

In Singapore, Penang, Kuala Lumpur,
Klang, [poh, and elsewhere the Chinese
owned oilmills, bizenit factories, rub-
ber works for the manufaeire of
shoes, tires, ete,, iron foundries, saw-
mills, and sauce faclories; there were
Chinese shipping companies; they ran
motor agencies and repair shops; the
bulk of the retail lrade everywhere was
in their hands. '

Thus the lines of connnunal differentia-
tion were drawn. The Malays envied the
Chinese their wealth while the Chinese
grew Lo envy the political power of the
Malay, as in Seplember 1967, when
Malay hecame the official language and
the Chinese found themselves wilhont
the power Lo huild a sancluarey for their
culture, This must have seemed Lo Lhem
mosl unfair, for the spoils had gone Lo
the least industrious. The iteralure is
repete with statements like this:
The faet is that without them, Malaya
would still be more or less as it was
over mosl of its exlent 804 years ago—a
few clearings along the coasts and up
the rivers, in (he midst of jungle and
swamp with no roads, no bridges, no
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public  bnildings, no hospitals, no
scbools, and no conrts of law. Modern
Malaya is, in the main, the joint crea-
tion of British and Chinese enter-
prige. !+

11-POLITICAL DEVELOPMENT

Malayan politics are dominaled by
communal inlerests, Any allempl Lo
introduce political partics which lend Lo
cul across communal lines has ended in
dismal failure. Two examples are Lo the
point.

The first attempt oceurred in 1951,
when the President of the United Malay
Nationalist Organization, ato Onn bin
Jaalar, resigned Lo organize the [nde-
pendence of Malaya Party (IMI"). He
had obtained a promise of support from
the Chinese party (MCA) and from e
Trade Union Council. 1t was cvidenlt
that this new party, fonnded on the
premise of racial equalily, cansed he
Malays to fear loss ol Lthe “special
position” which they enjoyed under
British rule.] The new President ol
UMNC, Tunka Abdul Rahman, de-
seribed IMP as a destructive move and
promplly expelled all memhers of IMP
from bis organization. Mr, Tan Cheng-
Lock, leader of the MCA, must have
appreciated the wisdom in this, as he
turned his back on IMP and ook the
Chinese party into a coalition with the
UMNO. Necdless Lo say IMP was never
much of a suceess and won only two
scals in the 1952 elections.2

The second  experimenl in non-
communal polilics proved more  dis-
astrous Lhan the lival and had ramiflica-
lions of a Lar-reaching natnre. Tee Kuan
Yew’s battle for a “Malaysian Malaysia™
culminated in the expulsion of Singa-
pore (rom the Federation, Malaysia, al
that time, was engaged in the un-
declarcd war of “confrontation™ witlh
Indonesia. The relationships  between
the Singapore Governmenl under Mr.
Liee and the Federal Government nnder
Tunku Abdul  Rahman  had  been
strained since Lhe lormation of Malaysia

in 1963, Mr, Lee had bargained Loo hard
for concessions In Lhe agreement Lo join
Malaysia. [n addition, he had unilatey-
ally declared Singapore free of Great
Britain prior Lo the consummalion of
the agreement luking Singapore into the
Federation of Malaysia. It would appear
that Mr. l.ee viewed Singapore as equal
in stalus Lo Malaya, while, on the other
hand, the Tunku saw it as like one of
the nine states in Malaya. On top of
this, when UMNO candidates enlered
inlo Singapore clections Lhey were re-
sonndingly heaten,

Mr. lLee took his People’s Action
Parly onto the Peninsula in the Malayun
clections of April 1964, Although PADP
won only one ol the nine seals con-
tested, the one scal personilicd the
Chinese threal to Malay political su-
premacy. In answer Lo the threat, Malay
leaders hegan Lo campaign among Singa-
pore Matays, with the suggestion that
they ought Lo enjoy the sume “special
position” enjoyed by their hrolhers on
the Peninsula. Communal Lension rose
on Lhe laland and on 21 July 1964
Singapore had its [lirst race viol since
1950. A second riol oceurred a low
weeks later.

In April 1965 Mr. Lee joined the
PAP  and several non-Malay parlics,
principally from North Borneo, to Torm
the Malaysia  Solidavity  Convention,
This only heightened the apprehensions
ol the Malays, and the extremists in the
UMNO cul off the threat ol Chinese
dominance, in the form ol lee Kuan
Yew, by oblaining the expulsion of
Singapore from the Pederation.

By encouraging Malayans lo vote on
cconomic ralher than  comimunal
grounds, the PAP was trying to under-
mine both UMNO and the MCA. Os.
tensibly, il was seeking to break down
the capitalist Chinese and feudal Malay
soeicly of Malaya. Bul it pushed too
hard at a Lime when communal divi-
sions were the ones that mattered.’

It has heen argned that dee Kuan
Yew’s molive was merely Lo unseal the
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MCA from its position in the Govern-
ment and the Alliance Parly. Chinese
parly against Chinese party, so to speak.
In any evenl, the apprehensions it
caused Lhe Malays bear great application
lo any thesis of racial assimilation or
accommodalion. This Matayan sensitive-
ness was also demonsteated in the abor-
tive Malay Union, which failed in 1948
after Malay protest, because of the fear
of Chinese equality under the citizen-
ship provisions. This Malay sensitivity
might well be more [slamie in derivation
than simply Malay or nationalistic. Most
of the Malays are ol the [stamic religion.
The following quote from a Malay ruler
explains. .. according Lo Lslan there
is no separalion belween paolitics and
religion, It 1s a greal sin for Islamic
peoples Lo transfer the Government of
the Malay States Lo non-islam, 3

Direcl membership in the Alliance
Parly has been a provision sinee 1965.
Thus, @ new member may enter the
parly without heing & member of one of
Lthe three communal groups which form
il. Is the Allianee Party then a mult-
racial effort which melds communal
inlerests into equitable policy, or does it
primarily represent the interests of the
Malay community? There is argument
both ways. The Chinese are represented
al cabinel level in Lwo imporlant posi-
lions, the Minister of Finanece and the
Minister of Commerce and Todustey.
The Chinese have enjoyed an inerease,
though moderate, as a prreentage ol the
clectorate, with 11 pereent in 1955 to
30 peceent in 1959, The Tunku person-
ally intervened in supporl ol Chinese
rice dealers in Perak and Penang when
the local governments wanted to end
their monopoly by witldrawing their
licenses in 1062.9 Also, the Government
extended raral development resourees
to the Chinese in the “new villages™ in
1962, a bepelit which had heen reserved
for the rural Malays.”

By the same token, there is argument
within the MCA that too mueh has heen
given away in the bargain, The urban

Chinese are ander-represented in cone
parison Lo the rural Malays, This princi-
ple was further reinforced by conslitu-
tional changes in 1962, Citizenship laws
lack equity for the non-Malay. The
police and the armed (orces are almost
completely Malay, as is the eivil serviee.
br addition, the Chinese are gencrally
restricted from land ownership.

Victor Purcell, the dean of Malaysian
authorities, states, “The Alliance, there-
fore, was hased upon a tacit agreement
to maintain the preindependence stalus
yquo—the Malays relaining the political
and the Clinese the economic ascendan-
(:y.“H While Professor Silcock maintains,
“Because the Malay grievance is mainly
ceonomic, ceonomic progress mighl re-
move il until no real obstacle to lull
Chinese participation would remain.”?

Stalus sfue or progress? 11 iy with this
question in mind thal an analysis of the
ceonomy of Malaya is developed,

HI-ECONOMIC DEVELOPMENT

This section of the inguiry addresses
itsell 1o two major parls. lirst, the
economy as a whole involving govern-
ment policy and goals and the effeels of
communal politics upon the cconomy.
These: clleets are Mlustrated through a
series of “dilemmas.” Three major poli-
cy siluations involving alternalives wilh
communal implications will he illus-
trateel: (1) A dilemma invelving the
alternatives of the invitalion of loreign
investment for industrial development,
and being an AlrofAsian, Muslim na-
tion. (2} A dilemma involving the alter-
natives of the threat of Chinese political
power, and lhe revenue provided by
Singapore. (1) A dilemma involving the
alternatives of rural (Malay) develop-
ment where gains are slow, and urban
{(Chinese)  development  where  Lhe
prowise of rapid growth is bright.

Second,  the  relationship  of  the
Chinese community Lo Lthe economy.
The economic policies and goals of the
Government are threefold: (1) An active
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campaign has heen mounted Lo altracl
forcign investinent Lo the economy . T is
through loreign  invesiment thal Lhe
Malays hope Lo diversify Lhe economy
from a broad agricultural base. (2)
Malaya sccks Lo achieve a reasonable
level of ceonamic [reedom from Singa-
pore, () Rural and infrastructure devel-
opment  have the liest priorily for
government-financed ventures.

Thus, capilal investmenl by foreign
enterprises and individuals is ol top
priorily in the scheme of Malayan devel-
opmentl. “IL (Malaya) has been per-
suaded that the mainlenance and in-

erease of s assets depends far more on
the willingness of foreign capilalisls Lo
invest in Malaya than on almost any
olher aspecl ol cconomic policy.”l An
adjunct Lo this goal is stabilily. Ocour-
rences such as the recenl riols and Lhe
“secession” of Singapore are examples
of the things Lhal the Governmenl
would have liked lo avoid in the in-
Lerests of presenting a picture of rclalive
stability Lo the floreign investor. The
New York Times vecenlly ohserved Lhat
foreign privale capital “appeared skit-
tish”  because of continuing  doubts
aboul the future of Malaysia’s relations
wilh Singapore concerning a common
currency.*  [n addition, Lhe Tear of
capilal flight s closcly related o the
objective ol stability. When the Prime
Minister of Malaya was atlempling Lo
gain supporl lor the idea of the Federa-
tion of Malaysia, he expressed Lhe need
for stability Lo prevent capilal flight as
one of Lthe best arguments for Lhe
Federalion,

Some of the events which uphold the
thesis are as follows: in February 1958
it was officially anuounced in Kuala
Lumpur that the Govermment would
grant. up Lo a S-year lax holiday Lo
pioneer industries in Malaya, This was
an cfforl 1o ofler incenlive for invest-
ment which would diversily Lthe eeon-
omy. [owever, most ol the grants and
loans which were received in 1958 and
1959 were dirccted Lo rural and infra-

structure development, In November of
1960 the Prime Minisier made a rip Lo
the United Siates and inviled privale
investment. In Seplember of 1963 the
Minister for Commerce and Industry
made the public announcement  thal
diversilicalion  was @ mosl  pressing
problem. The dependence upon rubber
for forcign cxchange and the competi-
lion of synthetic rubber were Lhe salient
factors. As of this year (1907) natural
rubber accounts for 39 percenl of ex-
port carnings and Lin 23 percent. Thus,
o commodities, bolth of which are
highly vutnerable o demand (luclua-
Lions, comprise 02 pereent ol export
carnings.3 Tn April of 1965 the Minister
of PFinanee sold %25 million (U.S.)
worlh of Malaysian bonds on the New
York bond markel, 1L was just one
month later that Malaysia made applica-
tiow Tor membership in the Fourlh
Afro-Asian Solidarily Conlerence  and
was  relused on the  grounds  Lhat
Malaysia  was o capilalisl  creation,
“Indonesia’s  clforls o discredil
Malaysia internationally had many prac-
lical consequences, not the least of
which was a rude awakening in Malay-
sia’s Minisiry of Exlernal (now Ioreign)
Allairs to the fact thal Malaysia was
heing  politically isolated by  Muslim
nalions, Afldean slates, and  Lhe
nonaligned  countries.” The need for
forcign investmenl must have heen greal
indeed,

llowever, according Lo Lthe Interna-
tional Hank for Reconstruclion and
Development, progress has been slow. In
1901 the manufacturing seclor pro-
duced only 6 pereent ol the pross
national product, Lale (igures indicale
that in 1906 something over 10 pereent
wats l)ll-‘(ldlll:(‘.ll by the manufacturing
sector,? This policy dilemma is related
Lo communal issues in Lthat a decizion
was made Lo pul primary emphasis upon
rural developmenL. Both S-year devel-
opment plans allocated | pereent or less
o urban industey, and thus il was
imperalive Lo diversily through loreign
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investment.®

The second major goal, cconomie
frecdom [rom Singapore, is nol specili-
cally enmunciated as a policy, yet it is of
signifieant miportanee. Aenodd G, Brack-
man, a respected observer of Southeast
Astan aflairs, stales:

In 1949, Indonesia beeawe  indepen-

dent and in the years that Tollowed

Djakarta moved inereasingly loward a

nationalist evonomic poliey. In 1957,

the Malay Peninsula became indepen-

dent and Kuala Lumpur began 1o plot

a similar course. Both Indonesin and

Malaya songht 1o free themselves Trom

cconomic  dependence  on Singapore

amd  both moved to  establish  rival

mariline centers,
The distribution ol Malaya’s entrepiit
trade 15 roughly 835 to 90 pereent to
Singapore  and  the  renainder Lo
Penang. B Recent information indicates
that Penang entrepol trade
surlax on imports inan effort to gen-

Fatces a

crate additional revenue, Penang is {ight-
ing a losing battle to vemain a free port.
Both stgrapore and Malaya are casting

about Tor new trading |m1'l||:'|'.~‘~.'J

The  phe
may he too strong, hecause certainly
Malaya was by no means foreed 1o
continue  the patterns of  brade and
{inancial intercourse developed over the
years ol British control. Oue would
suspect that the motivation o break the
ceonomic hegemony of Singapore was
an atlenpt to keepr withio the Malayan
ceonomy  the 11 1o 30 percent added

- . . b
' ceanomie II'(‘(‘I]UIII

vilue which Singapore gains on its re-
exports of NMalayan raw malerials, [Uis
estimated  that  the  value added 10
Malayan exporls poing through Singa-
pore is on the order of 5250 nillion
(Malay) per anuwum. Total value added
i Singapore Tor all entrepol trade s
about $450 million (Maluy). 10

The

Ilgil[l{)l'(!

facl  remains, however, hal

anel Malaya are Lied closely
. . ~

together in the area ol entrepol Lrans-

actions, awd despite te initial farey of

prolective tlariffs which were erected
and then taken down again alter Singa-

pore left Malaysia, their trade relation-
ships will probably only Tade slowly. As
the Internmational Bank report of 1963
slates:

The exislence of an imporlant entrepdt
lrade is due to The favorable geographic
location of the Singapore [larbor and
the valuable port facilities which are
found in this city. Apurt Trom these
advantages, Singapore has a long tradi.
tion in trade, shipping and banking.
il the skill of its traders and opera-
lors, as well as the existence of all
necessary  low-cost  ancillary  serviees
whicli have grown in step with trade,
have made thatl eily an essential inter-
wediary in a large number of  trans-
aclions.

The mist ol this s that the only
alternative 1o Singipore is anather port
just like it One does nol establish this
sort of a lacility in a short lime, in that
it volves international trade contaets,
lage-scale financing and marketing ex-
pertise, aside from the physical lacili-
tirs. Vs o naller of perspeelive, Penang
handles about one-tenth ol Singapore’™s
dodlar value cach year.

There are signs of Matayan progress
toward disengagement. In July 19548 the
United States granted o 500 million
(U3 loan to assist in the development
ol internutional seaport facilities in the
Port Swettenham, Kuala Luwmpur area.
This location s halfway between the
extsting cnlrepol ports of Penang ani
Singapore. Many ol the  transport
projects under development as part of
the infrastrncture also hear upon ceo-
nomic lreedom. In addition, the Gov-
ernment has recently sulisidized Grans-
port ol rubber 1o Port Swettenham
which will have the elfect of diverling
some of the rabiber from Singapore. 12
Recently applicd export daties of 10
percent on logs and rubber will encour-
age processing of these ilems in Malaya.
The goal of cconomic frecdom rom
Singapore enlrepdt radde may be un-
achievable in the long fun; however, the
pelicy direetion is quite plain. Malaya
plans al least Lo share some of the
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enleepGl carnings.

To be sure, lime is Lhe cssential
factor in the relationship, A comparison
ol 1966 and 1961 Irade figures indicates
a slight increase over 1901, 1966 is
gignificanl in thal the trade data was
generaled after the “secession” of Singa-
pore. Trends for 1967 are mixed, Some
reports  indicale a  langnishing trade
while others say it is steady. Despile the
recent decision (o swilch to separate
forms of eurrency, 10 of the 24 banks
licensed in the ederation are also
operaling in Singapore. 13

Thus, the significance ol the expul-
sion ol Singapore Yay not in Lhe arca of
mutual dependence generaled by the
entrepol Lrade (it goes on regardless),
bul in the economic contribution of
Singapore Lo Lthe Federation, The New
York Times observed, .. . bul Malay-
sia must now [nance this $1.5 hillion
{(U.B)) program (S-year: development)
wilthoul Singapore, whose people made
np nearly one-fifth of Malaysia’s 0.7
miltion people and provided uearly a
fourth of the federation income,”l4
The dilemma which the Tunku must
have felt can only be appreciated in
terms of the $100 million (Malay) in
revenue cach year and the projected
$150 million (Malay) in development
loans Lo the hackward Borneo slates,
And this agony was felt in a time ol
desperale need as Lthe cost of “con-
frontation™ had escalated the delense
share of Lhe budget o 25 pereent. L
was also aboul this lime that the 5-year
development plan eame inlo extremis.
On 5 Oclober 1905, lwo months after
the evietion of Singapore, the Federa-
tion Finance Minister, T'an Siew Sin,
was allempling Lo obtain $666.4 million
(U.5.) in foreign exchange over a S-year
period. The World Bank turned down
the request. 18

Thus, the cconomic stakes of Singa-
pore’s deparlure were very high, yet the
forces of communalism overrode Lhe
ceonomic consideralions,

The third area of government con-

cern is rural and infrastrncture develop-
ment, Bl Wheelwright, Senior lee-
turer in Feonomies al the University ol
Sydncy, has observed that: “"The overall
impression is thal although substantial
progress has been made, industrializa-
tion has nol yel been taken very
:-':cri(msly.”]ﬁ A study ol development
plans reveals a marked bias loward rural
development.
Theve has been a waste in the alloca-
tion of resources ns money is spent on
politically useful but economically un-
juslifiable roads, mosques, community
halle, und other physical items. There
has been a heightening of cthnie ten-
sions as the rural develepment program
has come Lo be defined as a program
for Lhe Malays, and has come to
symbolize many of the [rustralions fclt
by Chinese and Indians at Malay
privileges.

Two stalulory bodies exisl Lo assisl
in rural development. The first is the
Rural and Industrial  Development
Authorily established in 1954, which
concentrales on improving Lhe quality
of rural artifacls and marketing and
trading Lechnignes. 1L has been observed
that this agency, unolficially at least,
favors the Malay peasant and thal it
shpports secondary endeavors which,
because of their relative lack of prolil
polential, do nol bave Chinese competi-
tionJ8 The general rural development
functions of RIDA were clevated Lo
cabinel level and taken over by a Min-
istry of Rural Development in 1962,
The intenl of this was Lo eenlralize and
coordinale stale and district eflorts.

A second agency, the Federal lLand
Development Authorily, has applied it-
sell Lo the Lask ol erealing new lands for
agriculture. This is particularly impor-
tanl hecanse the small size of Lhe
Malayan farms lends to make them
imelficient. Purcell and other authorilies
on the subjeet would argue thal the
inelliciency of the rurval Malays has
mare Lo do wilth Lheir value system and
oullook. Prolessor Gayl D). Ness, author
of a recenl Llext on the Malaysian
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economy, observes thal a government
program
Lhis.

has heen devised to correel

The cultural goals embodied in Com-
munity Development programs were a
suslained insult lo the Malays. 1 was
ounly ihey, the programs argued, whe
needed to change their values, to learn
to wark hard, to save and invest.
Malays were lokl  to emuliie the
Chinese, whose industry and achicve-
ment orientation were responsible for
their ra&)id rise  {rom  poverly lo
wealih. |

A seeond imperative to open new lands
is [or rice production.

In the early days rice cullivation was
virlually confined 1o the indigenous
population, the Malays, Before the
British came, the Malays cultivated
what they needed lor their own con-
sumption in a primitive cconomy of
self sufficiency. Cash was of little use
and there was no incentive to produce
surplus rice, Then came large numbers
of Chinese and Indians, who, like the
Malays had always been using rice as
their chief food. 1t was generally sup-
posed that the resulling increase in
demand would stimulate the Malays to
produce more. But owing to the long
habit of producing for their own use,
and also a more important reason
(rubber) the expected merease in pro-
duction failed to materialize.-

This abservation was based upon the
yvears immediately  preceding Malayan
independence: however, after 10 years
ol agricultural development, Malaya still
imports about 50 pereent ol ils rice
from Indonesia and Thailand, This s
particularly oncrous due to the halunce
of payments problem which is presently
heing encountered,

The S-year program which will free
some 450,000 acres from the jungle and
make homesteads for 21,5300 family
reselilements is now linnly underway.
The New York Times states: “T'o imple-
ment Lhiz program, cager young govern-
menl slirring
Kompongs villages: wilth news of Tarny
linds heing made available to people
who, lor centuries, have scraped a bare
living lrom {ishing and liny rice planl-

olliecials  are drowsy
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conomic Development in ' Malaya

ings hacked from the jungle.”?!

The basic didemma for the economie
planner and the politician is the choice
between Lthe rural arca and the industrial
sector, Although the industrial seclor
oflers the most rapid kind of develop-
menl the vural area has been selecled as
the major concern,

IV-THE CHINESE AND
THE ECONOMY

In a recenl New Yeork Times arlicle
muder a headline of “Malaysia Seeking
o Combat Commmunal Friction,” the
following observation was made. “The
Chinese and the Indians control a dis-
proportionate share of Malaysia’s wealth
ardl this, rather than race or religion is
an hwportant source of communal Len-
sion.”’l This sorl ol sentiment is wide-
spread and generally finds expression in
the hroad Lenet that te Malays control
the  political scene and the Chinese
conltrol the ceonomy. The aseription Lo
the cconomic imbalanee as a source of
communal  lension makes
wealth worthy of investigation,

PPurcell is most cautions in his investi-
;_{aliun.2 Although his book has been
revised reeently he olfers a 1937 esti-

Chinese

male on ownership stalisties. (Apparent-
ly this is not a matter ol recent record.)
[t was estimated thal of a lotal foreign
investiment at SO54 mithion (11.5.), the
Chinese owned roughly  one-thivd or
5200 million. The British owned an-
other 3200 million. So the British and
the Chinese had aboul equal shares of
the capital investment of Malaya. ].J.
Puthucheary, author ol an extremely
well documented investigation ol the
Malayan cceonomy, stoutly insists Lhe
imperialists still owned the cconomy in
L958, and that although Chinese capital
was  cerlainly  more  important  than
Indian or Malay capital, it never serious-
ly ot to the level of other foreign
investment. This would appear ta hear
oul the premise of Purcell, as the $254
million not accounted (or above was

11
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owned by foreign investors other than
British.3

Puthucheary proceeds upon the
thesis that “exploitation and poverty
are class problems not communal prob-
lems” which suits his Marxist orienta-
tion.* However, Mr. Puthucheary may
be quite right in his observations, not-
withstanding his philosophical cant. He
demonstrates through some sound sta-
tistics that only 2 percent of the Chi-
nese act as employers while the remain-
ing 98 percent fall into the categories of
employees (557,098, family helpers
(37,880) and (scli-employed) own
account workers (330,203). He empha-
sizes thal the vast majority of Chinese in
Malaya are wage carners or subsistence
producers.?

Silcock tends to reinforce the pictare
of a few well-to-do Chinese and a great
many poor ones. In his analysis of
incomes under $12,000 (Malay) or
$4,000 (U.S.) annual income per capita
is as follows (in Malay dollars).

INDIAN

MALAY CHINESE

Urban Rural Urban Rural Urban Rural

%482 3307 $561 $473 $513 $£499

For those incomes of $12,000 and
over, Silcock assessed tax returns and
produced the following estimates of

income earned on a communal
division.0
Malays $ 25 million
[ndians 25 miliion
Chinese 150 million
Furopean 100 million

These are 1957 figures, and it can be
assumed that a portion ol those incomes
going to Buropeans are now under the
Malayan total due to the “Malayaniza-
tion” of the civil service.

In critique, Puthucheary tends to
underestimale the economic potential
of the own accounts workers, particular-
ly the 93837 which are engaged in

commerce, according to the census
figures. However, his analysis combined
with Silcock’s tends to reintorce the
idea that the problem ol poverty in
Malaya is cut on class lines, indeed, not
in such stark terms as Puthucheary
draws, but enough to state that the
communal generalization regarding Chi-
nese wealth should be stated in more
precise terms. This is further demon-
strated by R. Catley, rescarch scholar in
international relations, Australian
National University. “Further, while the
Malayan government admits to a 0
prreent unemployment rate, it concedes
youth unemployment in urban areas to
be 27 percent. It is at this level that the
disaffected Chinese may be
found .. ..”7
Puthucheary made another observa-
tion which is invaluable as it projects
itself into the facts of modern economic
life.
There is a difference in kind rather
than degree, between Chinese and
European capitalists. Very few Chinese
capitalist enterprises are comparable
with those of Europeans. The differ-
ence in size brings out the fundamental
difference in organization. A character-
istic of the Chinese part of the planta-
tion economy is fragmentation of
ownership and control. This is the
result of family enterprise.

BIOGRAPHIC SUMMARY

Commander Paul
T. Karschnia, 0.5,
Navy, holds a Bache-
lor’s Degree in Busi-
ness  Administration
trom the University
of Washington and a
\ f‘ Master’s Degree in
;J—’}‘ SEE Political Science from

the University of Cali-
fornia. A naval aviator, he has served in Awr
Antisubmarine Squadrons 23, 24, 35, and 37
and aboard U.8.S. Hornet (CVS-12); he was
also assigned as Executive Officer, Air Anti-
submarine Squadron 26.

Commander Karschnija is o member of the
Cla=s of 1968, School of Naval Warfarc, Naval
War College.

https://digital-commons.usnwc.edu/nwe-review/vol21/iss4/10 12



Karschnia: Commul%cm%g(;s DENELOP, Mmet iMP&;!'l‘ﬁaYA 77

There is further evidencee in this vein
comcerning the ownership of tin mining
facilities. The lollowing talde Nustrales
how this charactleristically Chinese type
of organizalion acls regarding capital
formation. The Chinese pioneered tin
extraction in Malaya in a labor intensive
method. The tin dredge, a capital inten-
sive method, was devised and pul into
operation i the 1930%, The cost of
extraction was much less than the Chi-
nese method. Chinese capital could not
compule wilh Furopean capilal simply
hecause of Chinese organizalion, and
control slowly passed to the Furopeans,

CONTROL OF TIN EXTRAGTIONY

FUROPEAN CININESE
1920 36% 045
1925 A4% 50%
1930 03 3%
1938 07% 33%

One might suspect that it is in the
sccandary  industries, which are oot
highly capital inlensive, thal the greatest
Chinese  economic activily is to be
found. In addition, this Chinese style of
business organizalion lends Lo exelude
non-Chinese. 1L could more aptly be
deseribed as a way of life than as a
vocalion. Lahor is recruited on a per-
sonal basis, is trained by Chinese eni
ployees and provided with Tood on the
premises, !

Sukarno has charged that Malaysia is
a capitalist crealion designed 1o proteet
foreign intercsls in rubber and tlin. He
bases this upon the fact that iL won a
ireedom by agreement rather than revo-
lution. To he sure, the Federations of
Malaya and Malaysia did come inlo
being in a bloodless manner, and the
expropriglion  of foreign  investment
which  oceorred  under  the  radical
regimes did nol ocenr in Malaya. In lact,
as pointed oul previously, the acquisi-
lion of foreign investment and the
prevention ol ecapital flight are major
policy poals. One would suspecl Lhat

loreign investment is just as prominent
as il was in Pureell’s 1937 Dgures.

Thus the myth ol Chinese control
should be restated. A small pereentage
of the Chinese control a large propor-
tion of the economy, the extent of
which is nol preciscly known. In addi-
tion, foreign investment is still a very
prominent lactor. But of what signili-
cance is Lhis insight? “T'he Malays envy
the Chinese who are often their eredi-

tors and Lthe monapolistic suppliers of
their essential needs. They envy them
their bigher incomes and their poss
sion al most ol the capital of a country
which  the  Malays  regaed  as  their
This s a Malay pereeption
which regardless ol ils accuracy is real in
terms of ils existenee as an cmolion
and, more pointedly, in terms ol com-
munal relations,

S

own, 11

The Chinese Towkay advanees moncey

or more oflen goods, such as rice and

cloth, to lhe fishermen in the slack

scason againgt the securily of their
catehes. Tle lends money for the pur-
chase of boals and nels and may loan
wilhout charge. In return he conlracts
with the fishermen to take their fish ai
an agreed priee of his own setting,
usgmllh rather below the free-market
price.

The rural scens has much the same
aclivily, as the Chinese padi buyers
advance money before the crops are
planted.  Rural  credit s sell-
perpeluating, and the shopkeepers” holil
on the farmers’ produce inereases with
the passage of time.1¥ Thus, the alti-
tude of communal envy is reinforeed by
a widespread deht system. The govern-
ment is atlempting Lo obliterate Lhis by
loaning money to the peasants,

As i the carly days at Penang, the
Chinese still serve as a source ol revenue
lo the government. *Tn 1951 5,145
Chinese in the lederation pad lax on
£62 million (Malay) in a total ol 13,420
taxpayers as compared with only 773
Malays paying lax on $8 million.”14
Aside from the distribution of laxable
income, the figure of $70 million as a
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tax base is revealing. The known lax
cevenine  inercases  since 1957 have
amounted to $135 million. In addition,
the Government expeets Lo collect some
$100 million in revenue from  lax
evaders. This would bring the personal
income tax receipls up Lo $235 million
or roughly three limes Lthe lax base of
1951, This gives some idea of how the
wealthier individuals are paying for the
progress made,

Sileock, however, points oul a prob-
lein which would not he unique o a
Chinese civil servant a cenlury ago. His
analysis of income pointed up under-
reporting of some $800 million or one-
fourth of the present tax base. He
allribules  this Lo Lhe income of
husinessmen, a greal majority of whom
are Chinese, The Governmeal expects Lo
be able Lo colleet the additional $100
million mentioned above. L5 The latest
development is a 5 percenl levy on
“development income,” which is de-
fined as income coming from trade,
hnsiness, the prolessions, and the letling
of properly. Those who make less than
$500 (Matay) per year are exempl,10

V-SUMMARY

Some of the effeels of ceonomic
policies and usapes as related Lo com-
munal relalions are as follows:

A, The Chinese communily pro-
vides a valuable revenue. Some of
the revenue has ils source in
Malay cendeavors; however, one
would suspeet that a large propor-
Lion of il originales [rom Chinese
labor and enlerprise. In any event
mosl of this revenue is put back
mlo the Malayan scclor in Lhe
form of rural development
projecls.

B. "here has been little emphasis
upon urban  and industrial
development which is leading Lo
pockels ol disconlenl among ur-
han Chinese.

G, The nature of small-scale Chi-
nese cconomic organization leads
Lo a form of communal exclusive-
ness, expressed in lerms of recruil-
ing and training Chinese only, and
doing things in such a characteris-
tically Chinese way that  one
would have dilliculty in inle-
grating Malay peoples,

. The Government has recognized
that those skills which are the
basic enlily of small-scale industry
such as markeling  skills, Tisk-
Laking, long hours of work, and
thrilt {the Chinese approach) are
nol an arca lor Governmient inler-
venlion. The number of Chinese
within the cconomy would make
nalionalization of Chinese cnter-
prise  an extremely  Lenuous
venlure,

K. The need lTor political stability
in lerms of foreign investmenl is
an interest shared hy the Chinese
and the Malayans, U is a faclor
which generales communal  co-
operalion.

VI-OVERVIEW

The concept of communal dilleren-
tistion on Lhe basis of political or
economie power has some very ele-
menlal weaknesses. As scen [rom Lhe
sludy, il is much loo broad Lo describe
the situation adequately as il exists, 1t
would scem Lhal those who conlrol
political power also control the econo-
my Lo a large degree. Thus, it would
scem Lhal a move elemental laclor or
hasic driving force must be addressed Lo
achieve an  understanding  of  Lhe
Chinese/Malay relalionship.

Most of the examples in this study
indicate a sort of hicrurchy in whieh the
cconomic values seemed Lo lake last
place with the political values in support
of a Malay way of life heing generally
on lop. Thus, it scemed, the mosl
imporlant questions evolved (rom cul-
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tural diffecences rather than cconomic
or political dilferences,

The touchstone of communal politics
and cconomics is the cullural differ-
ences. [ would secem that until these
differences are in some way bridged and
melded inlo a whole, thal a lasting sort
of stabilily will not be achieved.

But, econamics can serve a purpose
in this objective, Keonomics can serve as
a preoccupation, away from the mean-
ingful question ol cultural dillerence.
Feonomics cau provide an arena lor
accommodation, provided  sullicient
mutual interests can be found, [t is with
this thoughl that the gquestion is posed:
How might the cconomy elfeet an
aceommodation ol communal interests?

Some af the negalive aspects have
already been mentioned, such as the
exclusiveness of Chinese enlerprise re-

inforcing it as a communal enclave and
the lack of progress in urban or indus-
triad development, The latter is the more
pressing as Lhe former does not auto-
matically preclude accommodation,

There are, on the other hand, some
hopeful indications. First of all the
mutual concern with political stability
hrings responsibility to Lhe Governmenlt;
amdl this same nmtual concern musl in
the final analysis hring responsibility to
the relationship belween Singapore and
West Malaysia. The second factor is that
the Chinese and the Malays work to-
gether daily on some very thorny eco-
nomie issues such as Laxation and devel-
opment policies. 1 is through these
issues  Lhat  accommaodation  (although
one-sided) is made at the lughest level of
government and time is hought in which
L strike a modues vivendi among the
common people.
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