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Abstract

The relocation of Indonesian capital city from Jakarta to East Kalimantan is expected to give
big impact on economic development in Borneo island, specifically Kalimantan. The effects
are even greater when the Malaysian government announced that there is a plan to have
road connectivity with North Kalimantan. This has the potential to cause the demand for
goods and services to rise, investment inflow to be substantial in amount, cross border trade
to increase and infrastructure development to move faster among others. From Malaysia’s
perspective, many are optimistic that Sabah and Sarawak will have greater economic
interaction with neighbouring provinces in Kalimantan. Bilateral trade will increase, tourists
movement will be much bigger and the demand for services in certain strategic areas will go
up such as in education and health sector. While many have given their views with regard to
the costs and benefits of opening new border entry point, limited studies have attempted to
estimate the impact of opening up border in terms of magnitude on output at least for
Serudong. This study attempts to estimate the impact of increase in final demand of products
on output in Sabah using the Input-Output Table Analysis.
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Introduction

The relocation of Indonesian capital city from Jakarta to East Kalimantan is expected to give
big impact on economic development in Borneo island, specifically Kalimantan. Many have
given their views with regard to border opening, road construction to connect with North
Kalimantan, new border township and Indonesia’s capital city relocation. In general, many
researchers and analysts have highlighted that the impact to be positive, at least from
economic perspective. In terms of measurement, how much will it benefit Sabah? How much
output will increase as a result of road construction in Serudong? How will an increase in final
demand for food and accommodation sector affect the economy? How much output to be
generated for the economy as a result of increase in final demand? This study estimates the
impact of increase in final demand on the economy using Input-Output Table Analysis.

Literature Review
There are many studies across different countries that have been undertaken with regard to
impact of opening up border entry point, cross border trade and Sabah-Kalimantan economy.
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This can be seen in the work of (Idris, 2018; Idris, 2019; Idris, Mansur and Marso, 2019; Idris
and Mansur, 2018; Idris, 2018; Idris et al., 2018; Idris, 2017). However, most of the past
studies did not attempt to estimate the impact of greater interaction on output that can be
generated for Sabah’s economy. This study shall suggest some numbers with regard to the
impact on Sabah’s economy based on several assumptions to be discussed in the next section.

Methodology

The impact of increase in final demand on the economy is being estimated using Input-Output
Table Analysis. Regional Input-Output Table 2015 is being used for the analysis and as a guide.
For this purpose, the output multiplier is being computed as discussed in (Miller and Blair,
2009).

In this study, it is assumed that the final demand for these 2 sectors increase
individually and being combined. The scenarios for impact analysis are being divided into the
following:

Scenario 1: increase in final demand for goods and services in food, beverages and
accommodation sector amounting RM1 million a month, while other things remain
unchanged.

Scenario 2: increase in final demand goods and services and in construction sector by RM600
million, while other things remain unchanged.

Results

Table 1 shows the results of Input-Output Table analysis. Assuming border is being opened in
Serudong-Simanggaris, hence causing greater movement of people, goods and services
between Sabah and North Kalimantan, causing the final demand for food, beverages and
accommodation sector products to go up, it is estimated that the output in that sector to
increase by RM12.514 million.

Besides, the input-output analysis indicates that RM12 million increase in final demand from
food, beverages and accommodation sector, shall generate RM24.679 millions of output in
the economy or an increase by 0.0278% of total output.

Table 1
The input-output analysis: Impact of Increase in Final demand in Food, Beverages and
Accommodation Sector (Scenario 1)

ESTIMATED TO ESTIMATED TO
GENERATE RM X GENERATEATOTAL % CHANGE TO
ASSUMPTION: SECTOR AMOUNT BY OF OUTPUT IN EFFECT OF RM XX OF OV;RALL OUTPUT
OUTPUTIN THE
THE SECTOR ECONOMY
INCREASE IN FINAL DEMAND
BYRM12,000,000 [ 12,514,894.15 24,679,817.97 .
FOR PRODUCTS IN FOOD & BEVERAGES AND 0.0278
ACCOMODATION SECTOR
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Table 2
The input-output analysis: Impact of Increase in Final demand in Construction Sector (Scenario
2)

BTN o
GENERATE RM X % CHANGETO
ASSUMPTION: SECTOR amounTey | T errecrorRmxxor | RS D
OUTPUT IN THE
THE SECTOR CCONOMY
INCREASEINFINALDEMAND | consrRycTion  |BYRM600,000,000 | 784,212,991.26 | 1,589,634,508.05 |  1.7936
FOR PRODUCTS IN

Table 2 shows the results of Input-Output Table analysis. Assuming road construction
take place, causing the final demand for products and or services from construction sector to
go up by RM600 million only and other things remain the same, it is estimated that RM1.59
billions of output will be generated in the economy.

Having said that, the real impact if materialize depends on many factors such as the
dynamics of current economic situation, timing of real spending being made, policy on people
and goods movement in border areas, the actual amount being spent by players in the
economy and how far they are from the assumptions being made in this study.

While discussing the positive impact of opening up border entry point, it is also
important to acknowledge that there will are also many issues to be associated with this
development. Indeed, all aspects of the economy and other areas should not be overlooked.

Conclusion

The opening of border entry point in Serudong-Simanggaris is expected to benefit Sabah’s
economy. Based on a very conservative assumptions, an increase in final demand for food,
beverages and accommodation sector by RM12 million a year, is expected to generate 0.027%
output growth to the economy. In addition, assuming the road project in Serudong-
Simanggaris is being implemented, the impact on economy would be a growth of 1.79% to
output. On one end, the real future increase in final demand in the economy for sure will not
be limited to these two sectors only. It is also imperative that more studies to be undertaken
to examine the impact of opening up border entry point on other aspects as well such as on
environment, security, social and culture among others.
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