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There exists no adequate measurce of the effect on cconomic re-
covery cf the qualitetive deteriorcticn of populetion resulting from the
Japansse occupation. The health and strength of the people, seriously
impaired by malnutrition and disease, had registered noticeable improve-
ment by the end of 1946,

Fuel Supply

The resumption of cozl mining and coal imports at the prewar
level is a prereguisite to the revival oi tin mining and smelting and
transportuation. Fuels are the only essentisl raw materials which must be
imported.

Petroleum for domestic consumption, amounting in 1939 to 724,000
long tons and costing U.S. $18.5 million, was supplied at thet time by the
Netherlands Indies and British North Borneo, where production has only
recently begun to recover. During the last four months of 1946, net imports
of petroleum were received at an annual ratc of 710,000 long tons, including
an increased proportion of fuel oil and smaller imports of the higher-cost
products. Although shipping distanccs were longer then before the war,
this shift in composition, togcther with the fact that prices had not risen
much, left the total cost of petroleum imports lower than prewar. The
supply position for coal has been slow to improve: production in 1946,
inhibited more by strikes than by war damage, was only about two-fifths of
average annual output in the period 1936-38 which amounted to 544,000 long
tons., Domestic consumption of coal in 1939 also included nct imports of
615,000 tons valued at U.3. $3.3 million. Coal imports in thc last quarter
of 1946 were procceding at en annual rate of only 175,000 long tons. The
cost per ton was five times prewar.

Transportation

Restoration of the major portion of wor damaged transportation
and communications has heen completed. Harbor credging and wreck removal
were well advenced by the end of 1946, and destroyed storage sheds were
rebuilt. At Singapore 70 per cent of the transit shcds and 30 per cent of
the rort's other storeage facilities had been destroyed. The rate of un-
loading, cond hence thoe turn-sround rate of vesscls, remains low duc to
labor chortuges cnhanced by strikes in the harbor sreas, Lightcrage
fzcilitics at Singapore hove been improved by the purchese of & considerable
number of tugs and barges from the British Admiralty. In August 1946 Pcnang's
volurc of trade had recovered to the prewar monthly awcrage. The local inter-
islerd trode is scriously affccted by the unscttled political conditions in
the =djacent Netherlends Indies and by shorteges of medium-sized craft.
Coastal shipping may be expceted to rccover nomal operations with the
delivery of large numbers of vessels now on order.

A considerablc portion of the raoilrocd system was rcmoved by the
Japarcese to Siam. Most of this the Malayan Government hopes ultimately to
recovery & minor part hes been returncd to date. The occupation resulted
in trhe removal of 254 miles of track, the destruction of 36 bridges and the
remove) of 45, the removal of 27 per cent of the locomotives =nd heaovy
demage to at least as many more, the removal of 51 per cent of the freight
cars and destruction of 25 per cent of the passenger cars, and the de-
struction cf 60 per cent of the centrul railroad workshops. As the result
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of recoveries from Siam and purchases from the U.S. Amy and the United
Kingdom, the number of freight cars is expected to be completcly recouped

by mid-1947. Orders for new equipment have been placed in the amount of
S$$41 nillion (U.S. $19 million). New locomotives have been acquired in
unknown numbers, and substantial progress has been made in the reconstruction
of track and bridges. Service on the rchabllitated railways has been cur-
tailed due to the coal shortage.

Rubber and Tin

Malaye's potential rubber production was only slightly impaired
durinz the Jepancsc occupation. From five to ten per cent of the plan-
tation rubber trecs were destroyed by felling and through damage resulting
from inattention. The damage suffcred by small holdings, composing 40 per
cent of the totul ccrcage in 1940, is taken to be olmost ncgligible. Alto-
gether 4.2 per cent of the acreage under rubber in 1941 was destroycd by
felliag. No spccific estimate of the very considerzble damzge and deteri-
oratisn suffercd by cstate buildings, machinery, and vehicular tronsport is
available, Equipment for topping and collecting rubocr was largely lost or
worn out, so thot it rcquired slmost complete replacement. The best awailable
index to the extent of rchabilitation is the quantitative revival of pro-
duction: In the first postwer yeor under civil administration, rubber
production was 525,000 tons, or &7.5 per ccnt of cstimated production in
the best prewer year, 1941, when output was no longer being curtailed under
the intcrnational export restriction cgreemcent then in coffect. Production
in 1947 is prescntly sstimeted ot 103 per cent of 1941 output. These figures,
however, partly reflect temporary flush yields of latex frem rubber trecs
untaoped and rested during the war.

Malayan tin mines sustained major domage. Thelr very limited
postwar output is also the consequence of shortages of coal, machincry
imports, transportotion cquipment, and skilled labor end supervisory
personncl. Tin dredges normally account for about 55 per cent of production.
Cf 95 dredges in operction in the pcak period of prewar operations, only
1/ were opcrating and 24 werc in various steges of rchzbilitation at the
end of September 1946, the most recent date for which figures are aveileble,
Some dredges, reody to produce, remained inopcrative duc to the coal shortage;
other dredges and power stations had begun the cxtended proccss of fucl con-
version to the usc of wood and diescl oil, For mines not using dredges,

21l cngincering tools and stores required rcplaccment. Total output in
1946 was €,432 tons, or less than 10 per cent of production in 1940, the
best prewar year,

The Mlalayan Government has cuthorized loans to the tin mining
compznies up to £2.5 million, and to the rubber-growing industry in the
sum of £7.5 million. The amounts made available to hoth industries will
be sct off ageinst cdmitted claims for woar damage.

Rates of duty imposed by the Meleyan Union Government on the ex-
port of domestic produce heve beon substantially reduced in rccent months
despi.te a shortage of revenues relotive to prescnt requirements. The former
specific duty on rubber, alrccdy rcduced from $$0.04 to S$0.0275 per pound
in November 1946, was rcplaced on February 24 by a 5 per cent ad valorem duty.
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(The 3traits dollar is worth U.S. 47 cents.)l/ Between February 24 and
May 15 the pricc fixed for rubber for the purpose of assessing thc new
duty was succcssively reduced from 5$0.41-7/8 to S8$0.34-3/4 per pound.
Agitation is reported continuing for further rccduction of the duty.

Value of Rubber Exports

Neithor the tonnage or price per ton of Malayzn rubber exports
in 1947 can be predictcd with certeinty. In consequence of the great re-
vival of rubber procduction in the Far Bost, the industry is in ¢ precarious
position owing to the high cost of living and cther prices in Malaya, com-
retition with the synthetic product, and a declining price for neturcl rubber.
Crude rubber imports into the United States from all sources in 1946 had an
average doclared value of 27.2 cents o pound,2/as against 16.4 conts in the
1936-40 period. Between carly Mcy 1947 and the latter part of June, the
U.5. market price of standerd quality rubber fell from 25 cents to 14 cents
a pound.

The table on the following page shows thc essentials of the world
rubber demand and supply picture, on the assumption of maintenance of in-
dustrial activity. Consumption last year excceded the prewer average by
40 per cent but the incrcase wes more than covered by the output of synthetic
rubber. Consumption has now reached its peak for the immediate nostwar
period. Although synthctic production is expeeted to go on declining, the
anticipated rise in nocturzl rubber outpul probably will rcesult in a steady
growth of world stocks, ot first in consuming countries cond eventually, no
doubt, in producing countrics,

Consumption of rubber already has leveled off beccause inventory
demands for tires now have been largely satisfied. Crdincrily between 60
and 75 per cent of total rubber consumption is in the manufacture of tircs
and tubes.

The continuati-n of synthetic production in the United States,
mostly in government-owmed plants, is likely (1) in view of its strategic
velue, and (2) because it provides a check against the possible reinsti-
tution of price-raising restriction agreements among foreign preoducers.

The competition between natural anc synthetic rubber is a matter
of use as well cs of price. Consumers entertcin a2 definite bias in favor
of natural rubber for many uscs. For the manufaecture «f tires and tubes
natural rubber has decisive advantages, including lower processing costs.
It is expected, therefore, that U.S. government controls, which still re-
quire a usage of fram 51 to 67 pcr cent of synthetic in various manufactures,
will be progressively modified «s the supply of natural rubber expands. This
¢nes not preclude the possibility that present shortcomings of Buna-S will
be overcome or that still newer materizls will be develoned to serve auto-
motive neceds.

1/ The legal parity with sterling is S381 = 2s.4d. This is cquivalent, ot
the sterling-dollar rote of $4.03, to U.S. 47.0 cents. During 1946
Singapore bank selling rates for the U.S. dollar averaged S§l = 47.1
cents and their buying ratcs 47.6 cents.

2/ Tre avercge Singapore export price in the lost five menths of 1946 was
cguivalent to about 21 cents o« pound, and in the first three months of
1647 abhout 20 cents a pound,



- 16 - CONFIDENTIAL

Prospective Rubber Positioné/
( Thousand long tons)

1936-39 1946 1947 1948
Supplies Available in Countries
of Consumptions:
Na tural 9550/ 850 1,200 1,400
Syathetic 6/ 940 700 550
Total Supply 1,023 1,790 1,900 1,950
Rubber Consumptions
United States 538 1,018 980 889
United Kingdom 11 130 160 180
Other countries 466 452 560 606
Total Consumption 1,1158/ 1,600 1,700 1,675
Increase in Stocks in Consuming
Countries g/ 190 20C 75
Stocks in Consuming Countries ‘
at Bnd of Periode/ 2068/ 620 820 1,005
Total World Stocks &t End
of Period 5718/ 1,020 1,220 1,495

a/ Except for 1936-39, estimates of Rubber Study Group (Economist,
June 21, 1947, pp. 990,991). ,

b/ Net im§orts (McFadyean, History of Rubber Regulations, 1934-1943,
p. 235).

c/ Estimages of London Rubher Secretariat (Economist, June 21, 1947,
p. 983).

d/ Date on year-end stocks (footnotes f and g) show a smaller de-
crease than do the data used herc for average supplies and
consumption, '

¢/ BExcluding quantities in tronsit and afloat.

g/ MeFadyean, p. 237. (Excluding stocks &t cxport ports and afloat.)
Excludes synthetic. Avcrage of year-ends 1936-39.

g/ McFodyean, pp. 237 and 238, Excludes synthotie. Jiverage of
year—ends 1936-39.

The csteblished price of Buna-S has been 18.5 cents a pound since
1943. Costs of production were for a long time higher than this, but since
the war it has been possible to shift to a cheaper process using cheaper
raw raterial (petroleum rofincry prodvets instcad of aleohol) and costs
have bcen brought in line with the selling price, with prospects of a
further decline. This creates an @dditional element of weakness in the
natural rubber price structure.

There is little reliablc information about the amount of rubber
which cen be produced profitably under present cost conditions in progducing
countries. In ialaya the increascd output has come largely from small
holdcrs, who in 1946 produced 57 per cent of the totel. Although their
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costs of production have always been below the costs of production on
estates, the recent drop in the price of rubber below the prewar level

has reportedly led to an immediate decline in their output. With food and
textile prices in Malaya three to five times prewar, growers are under con-
siderable pressure to shift to producing their own food. Increased lahor
costs to estate producers have heen estimated at between 100 and 200 per
cent above prewar. Thesce and other costs have eaten deeply into plantation
profit margins,

In view of these price-cost rclationships and the fact that
Malayan output has already recovercd its prewar level; little or no further
increcase in production is expected in the near future. The increased world
output shown in the projection given above is cxplained chiefly by an in-
creas2 in the cquantity expected to become available from the Netherlands
Indies.

It is evident, in view of the recent declinc in the price of
rubbcr, that the total dollar proceeds of rubber cxports from Malayan pro-
duction are not likely in the near future to match the amounts realized in
the early months of 1947. Recovery of rubber exports was largely completed
by Auzust 1946, The net quantity cxported in the scven-month period August-
February 1947 was about 365,000 long tons,t/almost exactly cquivelent to
the 620,000 ton annual rate of production prosently estimated for 1947.
Exports in the ycar 1947 will probably average about the same. The ex~-
ceptionally lerge exports that were recorded for March—May may be offset
in latcr months by reduced shipments at the lower prices now ruling. For
the ysar os o whole, Melayan net procceds from rubber (including the exchange
profit on re—exports)2/w1ll undoubtcdly fall short, by several tens of
million dollars, of the $328 million annual ratec that was being realized in
August-February.

Value of Tin Exports

The world shortege of tin, due in large measure to the inability
of Mazlaya end the Netherlands Indies immediately to resume their prewar
output, and the forced reliance of the chief buyers on inferior high cost
ores, hes resulted in a continuing tendency towerd rising world prices for
tin. The British Ministry of Supply is the sole buyer of tin metel in
lialaya. On September 26, 1946, the price ex-smelter was increased from
£330 to £370 per ton, and on March 29, 1947, increased again to £422 per
ton. This contrests with £202 per ton, the avercge price at London during
the yzars 1931-40.

According to estimates made by the Tin Study Group, meeting in
April of this yezr, world output will not cquatec with worlc consumption be-
fore 1949, in the absence of & general business recession. The estimates
of production, particularly for Malaya, represcnt sizeable reductions from
previous cstimates.

1/ Inconsistencies between the presently availeble %uantlty and vclue figures
for February suggest that the 7-month total of 337,000 tons must be raiscd

to cbout 365,000 tons.

2/ In the scven months August-February, imports of Sumatran and other rubber
into Mzlaye (which have been deducted in calculating net exports) amounted
to 163,000 long tons. There was an unusually large mergin between the
unit values (per ton) of imports and exports,
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Prospective Tin Position
( Thousand long tons)

1936-39 1946 1947 1948 1949

Productions
Malaye 60 8 22 48 70
Cther 123 84 25 115 131
183 92 117 163 201
Absorption in con-
suming countries 171 116 140-150 184 190

While the tin price situation is comparatively favorable for
Malaya, the volume of tin exports will still be rclativcly small in 1947.
In 1636-39 the average yearly net export value of tin (including forcign
exchange carnings on a small amount of re-cxports)was U.3.$60million, canpared
¥ith U.8. $143 million for rubber. In 1947, despite high prices, tin
procceds will probably be less than U.S.$40million.

Ability to Pay for Imports

Malaya's favorahle balance of merchandise trade in 1939, rcpre-
sentative of prewar years, was U.S. $60 million, Statistics that arc now
available for the seven months August 1946-February 1947 show only a small
favorable balance, and it sccms probable that a deficit will develop in 1947.
Scrvice and remittance charges make for an even lerger deficit in the over-
all telence of payments. It is probable, thereforc, that import restrictions,
in the form of control over the release of foreign exchange for purchases
from the United Statcs and other non-sterling arecas, will continuc to be
enforced.

During the seven months August 1946-February 1947, Malzyan imports
totaled S$719.8 million (U.S. $338 million) and exports 3$732.€ million
(U.S. $344 million). Except for rubber and tin, most exports were reship-
ments of imported goods. Even in the case of rybber, imports accounted for
about one-fifth of the total value of exports.l An arbitrary minimum esti-
mate of imports for domestic consumption of all commodities other than
rubber and tin (given by the cxcess of imports over cxports of such com-
modities) amounts to S$422 million for the seven-month period, cquivalent
to ar. annual rate of U.S. $340 million.2/ Net exports of rubber and tin were
at ar. annual rate of U.S. $351 million.

The total of nct imports for domestic consumption wes made up as
follcws:

1/ Ir. terms of tonnage, imported rubber accounted for over one~fourth of
total exports.

2/ This is a minimum cstimzte of the value of retained imports, since de-
duction of total export values (other than rubber and tin) is cxcessive
for two reasons: (1) not all thcse exports were actually reshipments
of imports; (2) thc values of re-exports are higher than those of the
seme goods when imported.
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Grains and flour 16 per cent
Other food, drink, tobacco 28
Textiles and apparel 23
Fuels 6
Machinsry and transportation

cquipment 8
A11 other 198/

100 per cent

a/ The understetement of imports for domestic con-
suaption prcbably occurs chiefly in this miscel-
lancous category.

In thec absence of sufficicently detailed quontity and price data,
it is possible only to make certain general comparisons with prewer nct
imports. Thc proportion of textile imports has been substantially greater
then prowar (at lcast in current value tems) and requiremcnts are likely
to remain high through 1947. On the othcr hand, net imports of raw materials
and miscellancous consumer goods have been relatively low. The valuc of nct
petroleun imports now constitutes a much rcduced fraction of total net import
costs &s conpared with prewar, but this change results largely from price
factors rathcr than from any substantial rceduction in the quantity imported.
Imports nf staple foodstuffs have becen somewhot smaller in absolute tonnage
than in 1939, but they are expected to increase in 1947 to about the 1939
level, :

The totol value of imports for domestic consumption in 1947 will
evidently tend t» be somewhet larger then the annual rate of $340 milliosn
shown in August 1946-Februzry 1947. To fincnce these imports and to provide
exchange for remittonces and service choarges, Meloya's only significant ex-
port resources arc rubber and tin. As was shown wbove, the earnings from
rubber and tin arc likely to be less thon $35) million in 1947. A deficit
in Maluya's over-all belunce of peyments is therciore in prospect, unless a
more 3severely restrictive import policy is cdupted.





