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Preface

The International Centre for Industrial Studies, Regional
and Couatry Studies Section, has undertaken, under its 1978-1979
work programme, the preparation of a series of Country Industrial
Development Profiles. These profiles are desk studies, providing
statistical and economic analyses of the industry sector, its
growth, present status and future prospects. It is hoped that the
profiles will provide analyses of use to programming technical
agsistance, industrial redeployment and 1investment cooperation

activities.

This profile on Malaysia is based on documents, reports and
studies available at UNIDO Headquarters. No field survey has been

undertaken and some of the data on industry are not up to date.

The views and comments contalined in this document do not
reflect those of the Government of Malaysia nor do they officially

commit the United Nations Industrial Development Organization to

any particular course of action.
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71! Abbreviations {sed
cae ‘redit Juarantee {orporation
SOPTI Committee of Officials on foreign Trade and Investment
EPU Economic Planning mit {(in the Prime Minister's Jepartment .
FIDA Federal Industrial Development Authority
FIMA Food Industries of Malaysia Sendirian Berhad
FRI Forest Research I[nstitute
_ _FrZ_ Free Trade Zome .,
GPU - General Plamning amd Socio-Esonomic Research Unit
(in the Prime Minister's Department )
1GA inaustrial Co-ordination Act of 1975
I™ Institut Teknology MARA
LMW [icenced Manufacturing Warehouses
MARA Majlis Amanah Rakyat (Council of Trust for the Indigenous People)
o MARDI wwﬁélaysian Agricultural Research and Development Institute
MDB Manpower Development Board
MIDF Malaysian.Industrial NDevelopment Finance Berhad
MIDFIC MIDF Industrial fonsultants Sendirian Berhad (subﬁigiify>of MIDF)
MIEL Malaysian Industrial Estates, Zendirian Berhad (subsidiary of NIDF)
i MIM Malaysia [nstitute of Management
MIRDC Metal Industries Nesearch and Development fentre (formerly NIDCOM )
MRPRA Malaysian Hugg;;‘ﬁfoducers Research Association o
MRRDB Malaysian Rubber Research and Development Board
NDPC National Development Planning Committee
NEC National Economic Council (rabinet level)
NEP New Economic Policy
NERDA National Fntrepreneurial Research and Development Association
NPC National Productivity Center
PERNAS Perbadanan Namional (Bumiputra investment company )
PETRONAS Petroliam Easional Berhad
ARIN Rubber Research Institute of Malaysia
SEDCs State Economic Development forporations
SIRIM Standards and Industrial Research Institute of Malaysia

(established in 1975 through merger of NISIR - National
Institute for Scientific and Industrial Research - and
SIM - Standards Institution of Malaysia)

UDA Urban Development Authority
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\11, vurrency Equivalents
3
Currency unit: Ringgit (Malaysian dollar) M &
30 December 1978: 1 US 8 = approx. M % 2,20

1975 1 US § = approx. M § 2.40
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Summary and Conclusions

Characterized by a favourable endowment with agricultural
and mineral rescurces, by an open economy and a relatively large
share of foreign capital, the first stage of Malaysian indus-
trialization was centered around the exploitation of its natural
resources through processing aotivities. Import substitution-
based industrial development was promoted by meana of relative
moderate tariff proteotion during the 19608 and resulted in the
building up of new and diversified production lines, particularly
consumer goods. The beginning of the 19708 was marked by rising
emphasis on export diversification and export expansion with the
development of secondary stage processing, textiles and electronic
products industries. A rather liberal set of inoentives, including
special export incentives under the Investment Incentives Agt
of 1968,and a rapid development of industrial ¢states, including
export processing zones, in the developed areas of the country,

were the main policy instruments.

The formulation of the New Economic Policy (NEP) in 1970 led
1o main attention being given to the indus*%rial development as one
of the means to promote national unity through a two-pronged
strategy of (i) reducing poverty by raising income levels and
increasing employment opportunities for all Malaysians and
{1ii) accelerating the process of resiructuring Malaysian society
so as to reduce and eventually eliminate the identification of

ethnic group with economic function.

The strategy followed in this context has been to link a
socio—aconomic policy of regional distribution with a long-term
maximization of national growth, including in the field of industry
the decentralization,or regional dispeesal, of manufacturing activities
and the promotion of local small and medium scale industries. The
Industrial Co-ordination Act of 1975 (and subsequent amendments) was

enacted to provide the legal framework within which the private sector

is encouraged to develop manufaoturing industries under the NEP.




The main instruments developed for the carrying out of this
strategy, and administrated b; FIDA and the SEDCs, consist of
a set of financial incentives and the development of industrial
estates (and export processing zones) in the less developed areas
of the country. Within the general industrial incentives system
(pioneer status, investment tax credit, labour utilization relief )
an additional year of the tax holiday or additional 5% of investment
tax credit can be granted if projects are located in designated

"development areas''.

Besides providing the indirect support to industry indicated
above,the Government is initiating direct public sector
participation in industrial vontures,through Bumiputra institutions
such as PERNAS and MARA as well as ‘he SEDCs,in both urban and
rural areas with the aim that éuch enterprises be turned over to
industrial Malay and other indigenous ownership and management as

soon as possiblae.

The broad categories of industries on whioh special emphasis for
future development is placed are:

- export oriented industiries;

~ labour intensive industries:

- agro- and other resource-based industries with special
emphasis on timber, rubber, palm o0il and tin-based
industries and on food industries:

- industries that will lead to techmologioal development
and improvement of skill among Malaysian workers:

- industries that are able to integrate with existing
industries.

A number of factors support the potential for substantial
growth in manufacturing during the next decade. Firstly, the relative
sizeable natural and human resources of the country provide wide
scope for industrial development based on these resources. Secondly,
the growth of private disposable income will create strong demands
for a widening range of manufactured consumer gocds. Thirdly, the
progressive enlargement of the industrial base will permlt tne
manufacture, on a viable basis, of a range of intermediate and cagital

goods,



labour-intensive industriec, such as textiles and electronics
have accounted significantly for themomentum of growth of the manu-
facturing sector hitherto during the 1970g, “untinued growth 13 envisaged
as, for instance, the electronics i1ndustry broadens to produce more
complex sub-assemblies and finished products. A new set of i1ndustries
18 alsc emerging in the field of petro-chemicals. In addition, the
metal—-working industries are foreseen to grow rapidly as industria-
lization advances. The INDP/UNIDO assistance to be provided for the
establishment of the Metal Industry Research and Development Centre
(MIRDC) is thus well timed. The principal contraint for an envisaged
rapid growth of capital goods industries will be the availability of

the requisite skilled manpower at all levels.

The foreseen expansion of industrial output will bring about
marked changes 1n the structure of the country's manufacturing se~tor;
the manufacture of investment goods will becoms more important *han
at present, while the relativs importance of many intermediate products
will successively be reduced. Envisaged vertical integraticn will make
growth in the different parts of the industrial sector mutually
reinforcing. The planned expansicn and modernization of the agri-
zultiral sector is envisaged to occur in a fully integrated manner
with the industry sector. There are large opportunities for enlarged
local industrial use of natural resources such as rubver, palm oil
and timber. Malaysia is, for instance, since long the world's leading
producer of natural rubber, yet less than 27 of its production is used

in further processing within the country's industry.



I. The general economic backgrcund and the role
of manufacturing in Malaysia's economy

1. Malaysia consists of two large areas, West Malaysia, generally
referred to as Peninsular Malaysia, and East Malaysia,which are
separated by the South China Sea; the shortest distance between them
being approximately 620 km. Malaysia has a federate structure with
131 states:

Johore, Malacva, Negri Sembilan, Selangor, Pahang,
Trengganu, Kelantan, Perak, Penang, Kedah and Perlis
in Peninsular Malaysia and Sabah and Sarawak in

East Malaysia.

2. Malaysia is rich in land resources. Of a total land area of

about 80 million acres. 34 million are suitable for agriculture. Half
of that area is currently under axriculture (or,in the case of 5.6 million
acres in Sarawak vnder shifting cultivation and under native customary
rights). Of the ‘7 million acres available for new development some

4.3 million acres are planned to be developed dur.ng the period up to
1990. The country is predominantly agriculturai, with about half of the
labour force employed in the agricultural sector. The manufacturing
sector is, however, growing rapidly and, as can be noted from Table 1,
during the '980s the manufacturing sector is expected to emerge as the
dominant productive sector contributing over 26" of the GIP by 1990
while agriculture by that time will account for less than 20%. Such
restructuring of the country's economy is projected as the result of an
envisaged annual growth on the agricultural side of between 5 and 67%
while at the same time the manufacturing ssctor is expected to JTOW

between 12 and 13% per annum.

3. However, average annual growth in agricultural output during
1970-73 was only 2.6% in real terms and it must more than double in the
rext two years if Third Malaysia Plan (1976-80) targets are to be met.
If nct, the 1980 GDP may still be on targut, but due to increases

primarily in manufacturing which registsred an average annual growth



in 7A-7H of thf. ™is may look satisfactory on paper but 1¢ menns more
accentuatsd —~hanges 1n the economic structure than we=e neilther planned
nor desired. Agriculturse 1s the mainstay of the aconomy and 1a where

the buix of povserty 13 concentrated. Increases i1n manufacturing output
without corresponding i1mprovement .n agricuiture ~ould distort economic

development and accelerate rural-urban income disparities and migrstion.

Table 1: Malaysia: Sector composition of P

(in constant 1970 prices)

Average growth rate (%)

Share of 7JDP (7! 1971~ 1376- 1976- 1981~
1970 1975 1976 1977 1978 1990 1975 1978 1980 1990

Sector (est) (act) (est) a/ R/
Agriculture, forestry

fishing 32.1 29.8 30.4 28.6 27.7 19.7 5.9 2.6 6.0 4.9

Minirg, quarrying 5.7 4.0 4.7 4.8 4.6 2.6 0.0 6.4 5.7 4.7

Manufacturing 12.2 14.4 15.1 16.3 17.4 26.2 10.9 16.0 12.0 13.0

Trade 13.3 13.6 13,3 13.2 13.1 '14.0 7.9 7.0 8.4 8.4

Total GDP (at factor 7.4 7.5 8.5 8.1

cog;)

a/ Third Malaysia Plan

b/ Qutline Perspective Plan

Sovrce:

Third Malaysia Plan
Bank Negara Malaysia Annual Report 1977
Far Eastern Economic Review, 20 October 1978

4. The growth of the GDP in real terms i~ 1977 was 7.7% or slightly
less than the target. Frelimimary estimates indieate a growth of-about-
7.4% in 1978. Inflation was gabout 5% in both 1577 and 1978.

5. Malaysia has a relatively favourable population density (averaging
about 100 persons per square mile); the total population being 12.5
million. The pcpulation is young - 45% of the people are under 15 years

of age - and growing at an estimated rate of 2.6 - 2,77 a year.




6. Total employment was at a level of about 4.2 million by the end of

1977, having increased during the year by 3.47. The unemployment rate
declined, however, only marginally in 1977, to 6.7", due to the expansion
of the la-~nur force; an incresse in the labour force of 1.3 per annum
1976-"0 and 2.3% per annum 195i-90 (or by approximarely 150,000 persons
As already indicated the agricultural

About

per zunum) being foreseen.
sector provides employment for about half of the labour force.
134 is employed in ma.nufacturingym' 1990 it is projected that the share
of agriculture in total employment will have bheen reduced to about 35%,

while manufacturing will employ about half that many people, or about 177.

Table 2: Malaysia: BEmployment by Sector 1970-1390
Sector 1970 1975 1290
Est. Share Est. Share  Est. Share
employ- »f totd 3mploy- of total employ- of total
ment (%) ment (%) ment o+ (%)
(000) :000) (000)
Agriculture, forestry, fishing 1,787 £1.5 1,937 49.3} 2,231 35.1
Mining and quarrying 87 2.6 87 2.2 93 1.5
Manufacturing 290 8.7 398 10.1 1,066 16.8
Trade . 380 11.4 496 12.6 988 15.5
Total employment 3,340 1Q0.0 3,928  100.0 6,348 100.0
Population 10,770 12,249 18,103
Labour force 3,607 4,225 6,587
Unemployment 267 297 239
Unemployment (%) 7.4 7.0 3.6
Source: Third Malaysia Plan
7. A most distinctive characteristic of Malaysia is its ethnic,

lirguistic, cultural and religious pluralism, broadly based on the

Malay, Chinese and Indian populations; the population by ethnic

groupings (according to the 1970 population census) being as follows:

-

}/ In its reply transmitted on 8.1.79 on the UNIDO questionnaire for the 2nd
monitoring exercise on the implementation of the Lima Declaration and Plan
of Action, the Goverpment has indicated that by 1978 it is estimated that
the manufacturing sector accounts for 13% of the total labour force and the
agricultural sestor for 44%.

—
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Malays 46.87
Chinese 34.1%
Indians, Pakistanis 9.07%
Dayaks, Kadazans and

other indigenous peuple 8.7%
Others 1.4%

8. Malaysia's GNP per capita in 1978 was x$ 2.758 (= US $ 1,344), which

is after Iran and Singapore the highest among developing countries in

Asia. Also in non-monetary terms standard-of-living indications compare

favourably with those of other ESCAP region developing countries as shown

in the following table:

Standarcd-of-living Indications

) _ Ta%ﬁl - -
cted Asian Countries

Sources; FAO Production Year Book 1976, Vol. 30

UN Statistical Yearbook 1975

1‘9 7 4 Food - Newsﬁr:m{ -’i‘elephoneé Passenger Steel Energy
) calories consump- per 1000 cars per consump- consump-
per head tion per population 1000 tion per tion of
per day head per population head per coal
year (kg) year (kg) equivalent
per head
(kg)
" Malaysia 2591 Co2.7 22 3649 69 560
Burma 2214 0.4 1 1.2 1 56
India 1971 0.3 l.2 14 201
Indonesia 2128 0.5 2.4 _c/ 9 158
Iran 2367 0.7 24 12.9 E/ 93 1272
Pakistan 2132 0.3 3 2.7 ¢ 6 188
Philippines 1963 1.5 11 8.8 29 309
Republic of
Korea 2715 4.8 | 35 \ 5.0 124 %01
Singapore 2839 12.6 125 67.0 710 2060
. Sri Lanka 2018 0.7 5 4 6.8 4 140
| Thailand 2360 1.4 7 4.6 i‘/, 22 300
a/ 1971 | |
b/ 1972
</ 1973



9. The country's relatively advanced stage can also be seen in
its high per capita fixed capital formation, that is the product of
the per capita GDP and the investment ratio (ratio of the fixed

capital formation to the GDP), in the following table:

Tabde 4. Fixed Capital Formation m
Selected Asian Countries

1974 7 Per capita fixed
capital formation(US §)
Malaysia . 103
Burma 6
India 14
Indonesia 15
Iran 145
, Pakistan | 21
Philippines , 43
Republic of Korea 81
Singapore 490
Sri Lanka 36
Thailand 42

Source; UNIDO computer pfint-outs

‘UN Monthly Bullstin of Statistics, Oct. 1977

10, There are, however, some very complex issues underneath an apparently
stable climate of commnal cooperation. In the pre-iadependence period, the
economy of the States now forming Malaysia centered around the production
of a few primary commodities, in particular rubber and tin, for export

in return for the import of essential goods and manufactured goods.

This led to a process of growth not limited to one or two commercial

and industrial centres, but involving a relatively wide spread of
economjyc activities also to peripheral areas. However, the opening

up of extensive land areas for mining (tin) and plantation (rubber)
activity by overseas investors was made possible only through Government-
sponsored and encouraged immigration of foreign labour into the country
principally from India and China. The difficult task of bringing

the indigenous population into imdustrial activity and out of their



traditional subsistence activities was thus avoided. Accerdingly,

R from the very beginnings of the development of the country, a dualistic
economic structure prevailed in the specialization of the indigenous
people in subsistence agricultural activity and the predominance of

immigrant labour in all aspects of wage employment.

11. The present urban-rural disposition of the population in

Peninsular Malaysia is shown in the following table:

Table 5. Peninsular Malaysia: Urban-Rural Distribution
of Population 1975

(%) Urban Rural

Malays and other

i(rgli‘ﬁegxu%ursas%eople 18.0 82.0 .
Chinese 50.7 49.3
Indian 37.7 ' 62.3
Others 46.9 53.1
Total ’ 32.0 68.0

Source: Third Malaysia Plan

12. A study of the 1970 census data shows that, in Peninsular Malaysia,
the average Malay income per capita was one half of that of the Chinese,
while the average per capita income of the Indians lay between the two.
About 80% of the Malays are employed in rural areas, primarily in
traditional agriculture, compared to only a little over 50% of the non-
Malays. In urban areas, which account for about cne-third of total
employment, the non-Malay share of jobs exceeds 75%. 1In most of the
major economic sectors Malays tend to be poorly represented in managerial,

professoional, supervisc»ry and clerical occupations.

13. Imbalances in the ownership of assets (see Tables 6 and 7) are a
further source of ethnic group disparities. Malay agricultural land-
holdings outside traditional agriculture have until recently been negligible.
This situation is now being changed by the land development schemes. In



the corporate sector the Malay share of the country's share capital of

limited companies was about 7.87% in 1975 (against the Plan target of 97),

Table 6.

Peninsular Malaysia: Ownership of Share

Capital 1n Limited Companies, 1370-75

Malays and Malay interests

Malays E/ b/
Malay interests —

Other Malaysians
Chinese
Indians ¢
All others -/

Foreign

Total private sector 3/

(acthal )

M$ miil.

125.6

84.4
41.2

1,826.5

1,450.5
2549
320.1

3,377.1
5'329.2

%

34.3

27.2
1.1
6.0

63.3
100.0

1978
(estimated)

M$ mill. %
768.1 7.8
227.1 2.3
541 .0 5.9
3,687.3 37.3
2,755.9 27.9
119.2 1.2
812.2 8.2
5,434.7 54.9
9,890.1 100.0

funds.

a/ Includes institutions channelling private Malay

'-Average
annual
growth

rate (%)
1971-75

43.6

21.9
67.4

15.1

13.7
16.3
20.5

10.0
13«2

B/ Shares considered to be held in trust by public agencies such as MARA,
PERNAS, UDA, SEDCs, Bank Bumiputra and Bank Pembangunan.

3/ Includes nominee companies and third-company minority holdings.

E/ Non-residents.

Shares held by individuals and net assets, in 1970
prices, of branches of companies incorporated abroad.

e/ Includes the trust agencies listed in footmote b.

Source: Third Malaysia Plan




Table 7. Peninsular Malaysia: Ownership and
Participation in Key Sectors, 1972-73

4
(Percentage share 1n Malay _l_/ Chinese Indian Others 4 Foreign

each sector)
Sector

Modern agriculture (planted
acreage, 1973)

Rubber and oil palm 21.0 26.3 2.6 7.9 42.2
Coconut and tea 0 19.9 10.8 0.4 68.9
Industry (value of fixed
assets, 1972)
Mining 0.7 35.2 0.1 9.5 54.5
Manufacturing 6.9 32.5 0.8 14.0 45.8
Construct- on 2.4 85.6 1.4 3.8 6.8

_l/ Government ovmershlp is added to the Malay category as most of 1t ';s
held in trust by public enterprises and agencles. In rubber and o1l
palm, Government ownership, excluding FELDA, 1s 0.%%, 1n manufacturing

_2_/ Includes other Malaysians as well as establishments where no
particular group owns more than 50% of the assets.

Source: Third Malaysia Plan

14. Less known and discussed is the equally iuportant and significant
overall inequality of income. In 1970, in Peninsular Malaysia, the

bottom 40% of the people received only 12% of the income, while the top
54 received 28% of the income. While the income differences between races
are significant and have important political and economic implications,

the inequality within the major races is also substantial.

15. Since May 1969 - when very serious racial disturbances occurred -
there has been an increasing sense of urgency to improve the economic
opportunities for the Malay part of the population, specifically aiming at

a redressing of racial imbalances. - The..Covernment: incorporated within..the .-
framework of the Second Malaysia Plan 1971-75 a New Economic Policy (NEP)
which was spelled out in much more detail two years later in the Mid-Term
Review of the Plan. T™e objectives of the NEP are quantified in an Outline
Perspective Plan for the period 1971-90 (which gives the framework for the

five-year Development Plans).



16. The overriding objective of the NEP is to promote national
unity through the two-pronged strategy of
(i) reducing and eventually eradicating poverty by
raising income levels and increasing employment

opportunities for all Malaysians irrespective
of race and

(ii) accelerating the process of restructuring Malaysian

society 80 as to reduce and eventuaily eliminate

the identification of race with economic function.
17. More specifically, the policy proposes to reduce in a 20 year
period (1971=1990) the sharp income differencas between Malays and Non-
Malays by reducing the disparties in the ownership and ccntrol of wealth
in the modern sector and by reducing the concentration of Non-Malay presence
in the relatively high income urban sector. The strategy adopted by the
planners is to place the restructuring objectives within a context of
economic expansion, coupled with the formation of various financial
institutions to buy share capital and hold it in trust for the Malays and
other indigenous people who are urged to save and so purchase the shares.
There are also intensified efforts in technical and managerial training for
Malays to increase their job competitiveness. The Government fully realizes
that national unity has several facets and, as the Second Malaysian Plan
stresses, ''there must be no delusion that national unity can be achieved
by purely economic means'". Nevertheless, the formulation and implementation
of a programme that will contribute to the achievement of the basic goals

of the NEP is Malaysia's most important economic challenge.

18. In the long run, the responsibility for providing increased
employment and incomes for the Malays and other indigenous people will
weigh less heavily on the agricultural sector as poverty is progressively
eradicated and full employment is approached. The industrial sector will
become an increasingly important employment source. As indicated in Table 1
above, Malaysia's relative dependence on primary products will be reduced,
while theshare of industrial output will increase through the structural
changes that are usually associated with economic growth. If Malaysia is
able to sustain an average gI°wth rate of around 8 percent per year over the
next ten years, the per capita GNP (in 1975 dollars) is likely to exceed
US 8 1.500 by 1985. The size of the Malaysian economy would then be
approaching that of present day Austria. Substantial opportunites for

industrial expansion are thus likely to exist if the momentum of growth can




be maintained.

o 193. The Malaysia economy can be characterized as an '"export economy";

in 1977 merchandise exports (M 8 14.9 billion) made up more than half

of the GDP (M $ 28 billion). Further, these exports are highly concentrated

to a few major items: rubber M § 3.4 billion, sawn logs and timber M $ 2.4 villion,
petroleums M § 2.0 billion, palm oil and palm kernel oil M $ 1.9 billion and

tin M $ 1.7 billion giving a total of about M § 11.5pi11ion [Or these

five main export items. Looking at it from amcother side, it should be

painted out that Malaysia is dependent on imports for close to half of

total goods and services consumed.

Table 8. Malaysia: Balance of Payments, 1975=77

M $ million 1975 1976 19717
Merchandise exports t.n.b. 9,742 13,288 14,900
. Merchandise import f.o.b. 8,113 9,478 11,287
Merchandise surplus + 929 +3,810 +3,613
Services deficit -1,225 -1,989 -2,275
Private transfers (net) - 160 - 170 - 175
Government transfers (net) + 35 + 135 + 35
Balance on current account - 421 +1,686 +1,198
Long-term capital (net) +1,404 + 987 +1,:84
Private financial capital (net) - 83 - 175 -1,280
Errors and omissions (net) - 129 - 444 - 347
Overall surplus + 1M +2,054 + 755

Source: DBank Negara Malaysia Annual Report 1977

20. With an export sector acco\ »ting for about half of GDP (and

with about half the labour force engaged in export or export-oriented
agricultural activities), a main economic concern for Malaysia has been the
uncertain prospects for its major exports, especially rubber and tin,
supply and demand for which are notoriously inelastic (and therefore
variations in industrial demand for these products produce violent price
fluctuations). The expeorience in the case of Malaysia shows, however, that

the impact of export instability appears to have been largely absorbed by

the fluctuations in the external balance and hence in the external reserves




without much internal disturbance. This not withstanding, stable export
earnings would certainly be highly desirable since it would eliminate
uncertainty, enable more accurate development planning and reduce the

need to hold large foreign exchange reserves. YV

21. One way in which Malaysia is seeking to reduce its
vulnerability to fiuctuations in commodity prices is through the active
support and promotion of export price stabilization schemes (based on
buffert stocks financed by consumers as well as proQucers} and of export
earnings or Stabex schemes, as of the type financed by the ECC under the
Lomé Convention, and which both Japan and the US as well as ECC are being
asked to consider for ASEAN.

1/ Illustrative of the vulnerability of Malaysia's export earnings from
commodities is that in 1976 the balance-of-payments was M $§ 1,735 million
in surplus on current account, having been M 8 409 million in deficit the
previous year. The rise in volume of exports in 1976 was 18.3%, not very much
greater than the 13.7% rise in the volume of imports. Yet with the
benefit of a 23% rise in export prices, Malaysia's exports in value
terms in 1976 increased by no less than 45.5%. Import prices rose

only by 2.5%.
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II. Structure of the manufacturing sector

(a) Manufaciuring sector by branches of industry

22. According to latest available industry gtatistics about 40% of

the value added of the manufacturing industry 1u Peninsular Malaysia
consists of consumer products, about 49% cf intermediates and 11%

of capital goods (see Table 9). A detailed breakdown of manufac-

turing in ISIC categories, showing number of establishments,

number of persons engaged, value added, and gross fixed capital formation
ig given in Table 10a in respect of Peninsular Malaysia as of 1973 and in
T™ble 10b in respect of East Malaysia as of 1974.

Table 9: Feninsular Malaysia: Composition of Manufacturing
industry, 1970 and 195 (% share)

1970 1975

Consumer goods 35.6 39.8
Processed food 3.8 3.1
Oils and Fats 6.6 12.6
Other food 16.9 14.6
Beverages and tobacco 5.3 563
Textiles and clothing 2.5 3.8
Leather and footwear 0.5 0.4
Intermediate prod 56.5 49.3
Sawmills and furniture 5.4 5.7
Paper and printing 2.3 2.4
Industrial chemical and fertilizer 1.5 1.6
Chemical produots 2.8 4.0
Petroleum refining and products 2.6 2.0
Rubber processing 20.1 15.2
Rubber products 1.8 1.8
Cement 1.1 1.2
Non-metallic products 1.2 1.2
Ferrous products 4.0 4.}
Non-ferrous products 13.7 9.9
Investment produc:g 7.9 10.9
Industrial machinery 1.5 .1.9
Electrical machinery 1.3 ‘ 2.4
Transport equipment 4.0 4.7
Other manufacturing products 1.1 1.9

Source: Third Malaysia Plan
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Paple 1C a: Peninsular Malaysia: Structure ot the
manufacturing sector 1373 i/

ISIC industry Number Lumber Value Jross fixea
establi~ Dersons y1n factaor frrmation
shments encaged values ) 42 million

M% million

311/2 Food products 3053 43,470 165 RO 42

313 3everages T3 3,170 6l 2.06

3l4 Tobacco 168 3,050 130 3.83

321 Tertiles 241 22,950 105 71.92

3122 4earing apparel 218 10,810 31 11.09

323 Leatner products 5% 870 3 0.139

324 Footwear 169 1,980 6 0.55

331 Wood products 1004 41,820 3104 74.30

332 Pirniture and fixtures 863} 6,590 19 1,4}

341 Paper and paper products 152 4,000 18 4.81

342 Printing, publiching 475 14,780 114 15.66

351 Industrial chemicals 54 2,880 61 13.82

352 Other chemical products 283 7,330 98 11.87

353 Petroleum refineries 4 490 49 17.10

3154 Petroleum, coal products 6 120 2 0.18

355 Rubber  products 561 25,070 290 47.89

356 Plastic products, n.e.c. 299 9,240 44 13,94

361 Pottery, china, etc. 49 1,140 6 1.15

362 flass and products 14 1,540 12 15.23

3169 Non-metal products, n.e.c. 332 11,180 104 42.18

371 Iron and steel 189 6,620 76 13.99

372 Non~ferrous metals 9 700 10 1.27

381 Metal products 1489 20,000 114 19.66

382 Machinery n.e.c. 857 14,660 87 28.81

183 Electrical macninery 109 25,400 188 58.92

384 Transport eguipment 173 8,810 62 9.14

385 Professional goods 26 1,710 10 5.59

390 Other 1industries 121 1,910 7 0.93

3 Manufacturing total 11,064 298, 290 2,308 580.09

Source:

UN, Yearbook of Industrial Statistics 1976

2/ 1973 Census taken by the Malaysian Department of Statiistics
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TablelQp. East Maiaysia: Structure 0f the Manufacturing

Sector 1971
ISIC Industry Number of Number of Value added Value
establish- employees in factor added per
ments values employee
M$ million

311/¢ Food products 125 2,354 12.88 5,472
313 Beverages ) 32 795 7.18 9,031
321 Textiles ) 7 17 0.48 6,234
322 Wearing apparel ) 60 405 2.74 6,765
324 Footwear 60 405 2.74 6,765
331 Wood products 133 10, 462 76 .64 7,326
332 Furniture and fixtures 53 926 3.85 4,158
342 Printing, publishing \ 43 1,792 9.68 5,402
351 Industrial chemicals
352 Other chemical

products g
153 Petroleum refineries ) 43 1,175 30.07 25,591
355 Rubber products )

(1incl. tanneries from)

group 323) )
361 Pottery, china, etn. ; 55 187 3.24 4,117
369 Non-metal products, )

n.e.s.
381 Metal products 46 806 4.89 6,067
382 Machinery n.e.s. 26 N 1.36 4,373
384 Transport equipment 3 1,079 7.83 7,257
390 Other industries 26 355 1.75 4,930
3 Manufacturing total 680 22,136 162.59 7, 345
Source: UN Yearbook of Industrial Statistics 1976
Note: Figures refer to establishments with 50 or more persons.

Figures for manufacturing total relate to industries reported.




>y, An analysis has veen made recently by K.A.M. Ariff L: of the structural
rhanges 1n Malaysia's manufacturing sector 1in the 1ist decades wWwith import
substitution Ziving way gradually to domestic market expansion, nd evport
expansion playing an 1ncreasingly unportant role as the indusiries sain
competitive strength when emerging out ot their infancy stage. [t was

found, not suprisingly, that the relative importance nf import substitution,
export expansion and dcmestic demand expansion varies between lndustries.

Fields in which import substitution played 2 key rolz include fooa, textiles,
petroleum products, transport equipment, leather products, electrical machinery
and basic metals. Domestic demand expansion maae substantial impact 1in the
following fields: furniture and fixtures, non-electrical machinery,

printing and publishing, chemicals , wood products, rubber products and -
metal ornducts. There are, however, evidence to show that import supstitution
i5 petering out as major source of growthy for instance in the case f
beverages , textiles, wearing apparel, rubber pronducts, chemicals, petrcléum
products, electrical machinery and transport equlpment, while domestic demand
expansion on the other hand seems likely to continue to exercise an lncrea-

singlv powerful influence ~fver the growth.

(v) Bxpert production

24. Althouth exports of manufactures Qave on the whole played 2 rather limited
role (about 1/9 of the country's industrial producticn 1S exported ),
substantial ratios of exports relative to output were 3t an early stage
achieved 1n the case of certain manufactured 1tems (suzh as wearing apparel
and non-electrical machinery) as 1llustrated in Table 11, showing ratios

from the years 1963, 1970 and 1972.

l/ "Performance and Perspectives of the Malaysian Fconomv", Chapter 3:

"Tndustrialization', by K.A.M. Ariff, Institute of Developing
Economies, Tokyc, March 1976.
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Table ll: Peninsular Malgysia: Export performance of
manufactures 1n selected industrial sectors

(%) Fxport-Jutput Ratio

193 1370 1972
Food 31.0 260.4 25.6
Textiles 28.1 17.0 25.2
Wearing Apparel 13.8 64.0 88.8
Wood Products 1.2 19.4 24.8
Furniture and Fixtures 18.3 1€.8 18.2
Paper and Paper Products 11,3} i9.9 24.5
Leather Products 8.9 3.0 18.2
Rubber Products 17.1 19.8 23.4
Metal Products 4.2 9.7 11.9
Non-Electrical Machinery 3.4 26.2 45.9
Electrical Machinery 23.4 20.1 16.4
Transport Equipment 2.8 14.9 28.9
All manufacturing 14.1 20.6 21.9

Source: "Performance and Perspectives of the Mala,.ian Economy",
March 1976 , Institute of Developing Economies, Tokyo.

25. During the Second Plan period the value of manufactured exports
increased by, on the average, 29% which was substantially higher than
the Plan target of 15%. A detailed breakdown, identifyirg the main
products, for the years 1971 - 1974 is given 1in Table 12 relating to

Feninsular Malaysia only.
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Table 12: Peninsular Malaysia:

Export of majar manufactured

goods 1971 - 1974

MOOD PRODUCTS

Preecerved Fruits and °reparation

Milk and Cream

Sugar and Honey

Cersal and Plour Preparations

Animal Feeding Stuffa

Pieh canned and preparatioas

Preeerved Vegetablee
BEVERAGES AND TOBACCO

Tobaccc Manufacturee

Alcaholio Beverages
PETROLEUM PRODUCTS

CEEMICAL & CHEMICAL PRODUCTS

Perfume, Toilet Preparations
Nedicinal & Phamaceutical Products
Chemical Elements & Compounds
Dyeing, Taoning & Coloring Materials
Pertilizers, Manufactured

RUBBER PRODUCTS
Rubber Manufactures
Rubber Fabricated Materials

WOOD OR CORK NANUFACTURES

VWood Simply-Shaped

PAP:R PRODUCTS
' faper, Paperboard Artioles

PEXTIEE PRODUCTS EXCEPTS CLOTHING
Cotton Pabrics af Standard Type
Made—cp Articles of Textlles
Textile Fabrios of Standard Type
NON-METALLIC MINERAL PRODUCTS
Lime, Cemsnt Fabricated Building Materials
Glasswere
[HOW AND STEEL

Iron and Steel Bare, Rode Inoluding

Sheet Piling

lniversal, Plates, Iron or Stsel Sheets

Tubes, Pipes, Fittings of Iron and Stsel
METAL PRODUCTS

Pinished Structural Parts and Comstruation
Household Equipmsnt

Metal Containers for Storage and Transport

Wire Produtts (oxcluding Electrio, Fsusing Grill)

MACHINERY AND TRANSPORT EQUIPENT
Machinsry, Non-Eleotrical
Electrical Machinsry
Transport ESquipment

FURKITURE

CLOTHING

FOOTWEAR

PROFESSIONAL, SCIENTIFIC AND
CONTROLLING TNSTRUMENT

MISCELLANEOUS

Sourcet Departmsnt of Statistics, Kuala Lumpur

1971 1972 1973
107.7 129.2 199.7
46.7 49.0 46.2
19.4 24.9 33.8
7.6 18.4 35.0
5.6 13.3 18.4
7.4 12.7 7.3
4.7 7.3 11.3
5.9 6.8 9.4
49.9 50.7 61.3
6.5 34.9 42.7
12.6 15.} 17.5
10.6 28.2 7.8
58.4 T7.0 99.6
18.} 20.5 29.7
11.8 16.9 17.8
6.7 11.6 14.8
1.3 7.0 8.1
6.3 7.9 8.9
26.6 32.0 16.2
9.9 20.} 23.0
16.7 11.7 13.2
82.7 123.1 212.2
19.1 119.9 208.6
6.5 10.1 12.4
5.4 8.9 10.0
24.3 41.3 62.1
4.1 24.4 40.3
2.8 5.9 5.9
1.2 5._8 6.7
22.4 20.8 22.7
17.1 11.4 11.8
1.1 2.6 2.4
0.7 16.8 9.8
10.0 1.5 17.7
6.} 1.6 10.6
2.5 5.4 7.6
15.5 21.6 31.5
4.7 5.2 6.9
2.3 1.3 3.8
1.9 2.7 3.8
1.0 4.7 1.7
61.7 66.9 125.6
.4 22.2 51.8
21.8 23.7 8.0
18.1} 21.0 35.8
4.2 6.0 8.0
27.5 46.2 66.1}
14.2 24.5 22.1
0.7 1.2 104.0
20.4 13.0 45.1

1974
222.5

55.6
32.1
37.9
22.3
23.8
13.4

9.7
73.4
47.7
24.2
44.9

121.4

28.1
4.5
19.7

9.1

51.5

32.4
19.1

174.0
150.3

12.7
10.1

82.1

&5
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(c) Bmployment in manufacturing

56. The man. .t :» 3ector generated a total of 108.300 new jobs
during the Uecond Maiaysia Plan period, 1971-1975, through an average
annual growth rate of . .of. This represented a shortfall of 0.4% when

compared to the Plan target of 7.0%. The bulk of the employment created was

in the textiles, wood, chemicals, electronics and transport equipment 1industries.
During 1976, the manufacturing was the most important generator of new
employment opportunities largely because of a strong recovery 1in the
labour—intensive and export—oriented industries, such as electronics,

plywood and particle board mills. An estimated 47.000 new jobs were created

by manufacturing activities during the year resulting in a total employment

1n this sector of 445.200 at the end of 1976.

27. Bearing in mind the fundamental objectives of ‘substantially reducing
the present rate of about 7% of unemployment and takeng into account an
annual growth rate of the labour force of more than %, the industrialization
programme has been designed to be labour—absorbing 1t was recently stated
by the Minister of Labour and Mappower that a basic aim of the Goverrment would
be to reduce the country's rate of unemployment to 1% or 4% by 1990. To -
promote the creation of employment the Government ig encouraging foreign
investment in joint partnership wit h local investors, and encouraging the
development of small-scale labour intensive industries including agro-based
and export oriented industries. A number of fiscal incentives including
tariff protection and tax incentives have also been provided to labour
intensive industries and export oriented industries. Besides the use of
tariffs and quotas, labour utilization relief 1s being introduced to provide

tar incentives for labour intensive industries (gee further Chapter VI below).

28. Despite deliberate attempts to encourage labour-irntensive industries,
technological constraints seem 10 impose gerious limita to the scope for any
major switch from capital intensive to labour intensive production processes.
Only a few industries could possibly absorb more labour inputs given the

level of capital inputs, without having to suffer deterioration in quality

or increases in production costs. Although Malaysia has abundant labour supply,
the ma jor proportion of the labour force lack formal education. While there

is over supply of unskilled labour, there is also an acute shortage of skilled

personnel. [In the public sector, for example, according to the Ariff gtudy



of 1376, the vacancy rate for engineers and architegts 1s more than

23%; and for middle~level technicians 1t 18 25%].

29. The skills bottlaneck could thus frustrate attempts to develop
outward looking 1industries. As consequence of such constraints the
Malaysian export—oriented industries hitherto developed, have been
largely concentrated on unskilled labour-intensive manufacturing
activities, with the main foreign markets being United Kingdom, United
States and Japan {(which jointly take about 50% of Malaysia's manufactured
exports). As a long-term measure the skill composition of the labocur
force will be expected to be changed through education and training;

the Malaysian budget expenditure on education constitutes as much as

20% of the total government expenditure and 4.7% of the GDP.

(d) Capacity utilization

304 A recent study by David Lim l/on capacity utilization in Maiays1an
lndustry shows that the capital stock in Malaysian manufacturing 1s

utilized to a level which is somewhat less than satisfactory, although

1t 13 higher than that 1n corresponding 1industries in, for 1instance,
Pakistan, Republic of Korea and other developing countries for which capacity
utilization studies have been made. The relative differences between

various industries in Malaysia 1s illustiated in the following table:

L/ David Lim, "Actual, Desired and Full levels of Capital Utilization",
The Journal of Develooment Studiesg, October 1977. (Note should also
be made of the recent surveys conducted by the Bank Negara Malaysia
referred to in paragraph 63 below).




Table 13a: Malaysia: Capacity utilization at different
industrial sectors, 1972

Actual leve1l as %  Actual level as %
of full capacity */ of desired level of

ISIC Industrrs sector 1972 . i:;iZiiauZ;léf;Zfég)
311 Food T3 70 -
321 Textiles 86 79

322 Wearing apparsel 100 45

331 Wood Products 85 ) 58

341 Paper & Paper Froducts 83 61

342 Printing - 90 46

351 Industrial Chemicals 87 94

355 Rubber Products 85 81

361 Pottery, china © 100 27

362 Glass & Glass Products 97 100

169 Non-Metallic Mineral Products 96 93

371 Iron & Steel Products ) 91

381 Fabricated Metal Products 74 68

382 Machinery 79 28

38} Electrical Machinery 71 54

384 fTransport Equipment 81 26

k) Total Manufacturing 8 T3

*/ 'Full capacity' = maximum capacity, according to the entrepreneurs'
asgsessment, to produce under 'normal' circumstances.

_::jFor instance, desired number of hours of operation per day may
be 16 hours, while the actual operation schedule (wnormal cir-
cumstances) may be only 8 hours.

Source: David Lim, "Actual Desired and Full Levels of Capital Utilizations"
The Journal of Development Studies, October 1977.

31. Out of 350 establishments sampled by David Lim, some 60% reported a
lower level of capital utilization than desired. The reasons given by the
entrepreneurs for their inability to operate their plants at the desired
level were essentially these:

(1) a lack of demand beaause of foreign competltion and/or
because of a surfeit of producers -within Malaysia;



(11) the unavailability of imported Lnputs which are essential
to the production process for technolegical reasons at
the apprnpriate time bacause »f logistics problems;

(111) a shortage of domestic inputs because of supply
bottlenecks;

(1v) dafficulty of obtalning supervisory staff either because
of shortage of such personnel per se or obecause nf
the unwillingness of supervisocors to work the night or dawn
shifts;

(v) unexpected government intervention such as the more determined
enforcement of the regulation that the labour force should
reflect the racial composition of the population at the
national level.

32. These difficulties were experienced 1n the various sectors as

follows:
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33 Conclusions of a similar nature were arrived at in a recent revort.
by FIDA on Malaysia's furniture industry l{ an 1ndustry which 1s characte—
rized by low aapital and small-scale operations, and which caters mainly

for the domestic market. Out of the estimated 800 furniture makers and
manufacturers which make up the industry the overshelming majority are small
family concerns with a turnover of less than M$ 1 million per year. There
are only 5 export-oriented furniture manufaoturers which have annual outputs
ranging between M $ 2 million to M §$ 12 million per year of which more than
80% is exported. The general growth of the industry has been uneven, a fact
which, according to the FIDA report can be attributed to a number of problems
facing the industry:

- Lack ofcapital. This has prevented the expansion or improvement of
existing plants thus restriciing production capacities.

. - Inadequate technical knowledge. Most of the factories still follow
traditional, inefficient techniques of carpentry operaticns and
are unable to adopt modern technical know-how. The machines used are
either old-fashioned or under-utilized.

v Shortage of varieties of finishing and upholstery material such as
lacquer, finishing fabrics, pelyurethane foam, fittings etc. at
reasonable prices.

+ A dearth of designing talent and innovation. This has resulted in the
production of furniture which is hardly of the best quality.

- Difficulty in getting raw material supplies. Only 10 out of the S0
Commercial species of timber found in Malaysian forests can be used for
making furniture.

« Shortage of skilled manpower at the supervisory and technical level.

(e) Productivity

34. The productivity in the Malaysian manufacturing industry is

relatively high 1n comparison with other Asian countries as illustrated

in Table 14 below. The comparison of relative productivity 1n various
countries of the region is arrived at by dividing maaufacturing production
(measured as manufacturing's contribution %o GDP) expressed in respective
local currency by the number of workers that contributed to that production.
This per capisa production figure is then divided by the average monthly

wage 1n manufacturing also expressed in the local currency. The result 1s
ratio figures which are roughly comparable, i.e. they given an indisation

of how countries rank 1in the crucial area of productivity 1in combilnaticn with

differing wage rates.

1/ Asia Research Bulletiam, 3l May 1977 -
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Table 14: Relative productivity of workers 1in selected
Asian countries, 1976

Country Currency Manufactur:ng'e Total number Monthly Relative

contribution to of workers wages 1n productivyty

GDP (million of in manufac—-  ganufacturing

local currenecy) turing {local curren-

cy
Singapore S 3 31,606 234,000 328 46,38
Sri lanka R 3,900 131,000 488 41,84
Philippines P 31,258 1,680,000 3450 41,35
Malaysia MS$ 3,666 479,000 248 30,86
Australia AS 17,121 1,400,000 462 26,47
Japan ¥Yen 57, 600, 000 13,450,000 183,557 23,33
Hong Kong HK $ 11,000 773,700 654 21,74
Thaidand Baht 60,518 2,019,020 1,400 21,41
Rep. of Korea Won 2,887,120 2,678,000 51,685 20,85
Pakistan R 20,700 2,800,000 450 16,43
India R 106, 290 19, 300,000 470 11,72
Sources: IL0 Labour Statistics
. UN Monthly Bulletin of Statistics

(f) Public sector industrial enterprises

35. At the time of independence 1in 1957 less than a dozen economic

enterprises — mainly in the service sector - were operating under public
ownership in Malaysia. Since then the Government has, with the aim at
accelerating economic and social development, been engaged 1n setting up

and operating a great number of further enterprises in various forms.

By 1975 Malaysia had 82 public enterprises with 65 wholly-—owned subsidiaries
and 185 joint-ventures. l'/ 10 of the public enterprises were solely dealing with
manufacturing. In addition,-there -were 17 general and-regional development—- -
corporations which were undertaking various manufactnring activities through

their many subsidiaries and jJoint-ventures.

_]_./ The Federal Government owned 45 of the public enterprises with 17
wholly-owned subsidiaries and 93 joint veutures with equity participation
ranging from 20% to 80%. 1In addition there were }7 public enterprises
owned by the 13 State Governments with 28 wholly-owned subsidiaries and
92 joint ventures. (Source: Raja Mohd. Affandi bin Raja Halim, Coordi-
nation of Public Enterprises: Country Study for Malaysia. Paper prepared
for the Asian Centre for Development Administration, Kuala Lumpur,
published 1976 in i ises i sia: Studies on Coordination and
control, ed. by Abu Sharat H.K. Sadique).




Table 15:

Malavysia:

Jovernment flnance for oublic

7 N N
enterrrises for (mainly) industrial

development purposes i1n Malaysian Plans

1956 - 1980
ME million Jeneral 2nd Malayan !st Malaysia 2nd Malaysia ird Malaysia
(estimated dev. plan plan vlan plan plan 1376-80
expenditure ) 1956-60 1961-65 1966-1370 1971 =75 {2llocation)
MIDF - 24.1 16 100 -
MARA
(before 1966:
RIDA) 6.8 10.5 123.9 205. 3 315
PERNAS - - 10 150 200
Centributicn to
3umiputra Inves-
tment Fund - - - - 200
PETRCNAS - - - 10 -
SEDCs - - 2.6 2275 423.8
Industrial
Estates - - 23.6 25.4 -
Other 1nvestment
1n economic enter-
prises (1including
Bank Pembangunan) - - 7.3 2395.9 182.6
Feasibility studies - - - 35.9 316.0
Source: Third Malaysia Plan

Second Malaysia Plan

Public Znterprise in Asia: Studies on Coordination. and

Controi. Aslan Centre for Cevelopment Administration,

Kuala Lumpur, 1976.

36.  The policy (established in the Second Malaysia Plan) vis-i-vis

public sector participation in industry means that the Covernment will

initiate industrial ventures and enterprises through institutions such

as PERNAS, MARA, and the SEDCs in both urban and rural areas with the

aim that such enterprises be turned over to 1industrial Malay and other

1ndigenous

investment

. . 1
ownership and management as soon as possible,

Direct

by the Government in industrial activities is inteaded to

;/ The aim is that incomes and savings among the Malays and other indigenous
people increase and as the enterprises set up by these agencies show
sustained profitabili%y, it will be possible for the share capital 30
accumulated to be sold to individuals among the Malays and other

1nd2genous people.



provide training as we.l as to ensure that viable economic projects are

made available to proepective entrepreneurs from this community.

In addition to contributing to a restiructuring of the pattern of owner-
ship 1n industry the publi. sector pariicipation 18 aimed at promoting
ecoromic developmen. in the less developed areas of the country and thus
help to redress regional economic i1mbalances. As mentioned earlier a
Ministry of Public Enterprises has been established with co-crdinating

responsibilities.

7. As noted elsewhere, public sector agencies such as Bank Rembanguman,
MARA, Bank Rgtaanian, MIDF and the Credit Guarantee Corporation (for the
commercial bank lending) are ,iaying an active role in providing credit
for the estab!ishment and expansion of industries. The Covernment is also
during tne Third Plan Period continuing to participate directly in the
management and operation as well a through equity participation in
manufacturing ventures. The SEDCs, either on their own or in joint-
venture with the private sector, have plans fir the establishment of 31 new
manufacturing projects, PERNAS will also be involved in several major

manufaocturing projects during the Third Plan.

18. Tie T™ird Plan also notes that a major feasibility study is being
undert aken for the establishment of a1 second integrated steel mill in
Peniasular Malaysia. The first one, Malayawata, is a joint venture com-
pany listed at the stock market with direct Government participation
(39%) together with,inter alia,Japanese interests. With its fixed assets
of over M$ 100 million and 1.500 employees it is the largest of the
nanufacturing enterprises with direct public sector involvement in

operation.

19. A survey on the performance of the public sector enterprises inm -~~~ ="
Malaysia publiShed 1in 1977 by Business Times (Malaysia) indicated that
many of the public sector enterprises were operating at a loss (Malayawata
being one of the exceptions), and identified severalfactors which could
be considered as causes for the poor performance of the sector. One of

the factors was the delays the enterprisec were facing in implementing
their projects, another factor was cost overruns which often posed severe

cash flow problems, resulting in possible disruptions of the investment
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plans and increased dependence on high-cost short—term funds. In the
main,the performance had resulted from under-utilization, managerial
inefficiency and the lack of technical know-how. Many of the enter-
prises suffering losses had utilized only about 207 or less of their
capacity. This under-utilizatioj, it was concluded, was caused either
by the small size of the domestic market or the inability of the public
enterprise to compete with domestic private enterprises and in export
markets. Sometimes the under-utilization had been caused by inadequate
or irregular supply of critical raw materials. For instance, an agri-
cultural machinery assembling plant (757 public ownership) in operation
since 1970 and basing its production on importd components, had not
been able to obtain these components regularly or at competitive prices,

partly due to default of the foreign partner.
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III. Planning and plan implementation machinery

40. The planning machinery at the federal level comprises the
Economic Planning ‘init (EP'J) and the General Planning and Gocio-—
Economic Research Jnit (GP'J) 1: the Prime Minister's Department
and planning cells 1n key agencies such as the Treasury and 3ank
Negara Malaysia. The Department of Statistics provides the
statistical information. The EPU 1s responsible to the National
Development Planning Committee (NDPC) an lnter-agency committee
comprising civil services heads of all major economic development
Ministries. The NDPC in turn reports to the National Economic
Council (NCE) - a committee of the Federal Cabinet under the

chairmaaship of the Prime Minister.

41. Recently a consultative committee - the Private Sector
Consultative Committee of the NDPC - comprising the NDPC and members
of the private secbor-has been set up with the objective to provide
for continuing inter-action between repra2sentatives of the public
and private sectors on matters pertaining to the formulation and
implementation of policies and programmes for national economic and

social development particularly those concerning the private sector.

42. At the State level, the State Planning Umite are located within

the State Secretariats and work to the State Action Committees under

the chairmanship of the respective Chief Ministers. The activities

of the Planning 'Jnits in the State Governments are in a number of cases
supplemented by specially created Federal and/or State regional

develcopment authorities established for regional development areas. In
addition, during the Third Malaysia Plan pericd, the Government will
establish regional offices of EPU toc assist the State Planning Units in
the i1dentification and preparation of programmes and projects, 1n particular

those requiring external financing.

43. The Third Malaysia Plan was prepared by the central agencies of the

Federal Government, the EPU, the Implementation and Coordination '/nit, the



3PU and the Department ¢ otatistics all in the Prame dinuster's coartaent,

the Treasury and Sank Wegara »alaysia. Al iedeial Ministries usl Jepartments,

State Governments and Statutory Authorit.es narticipated 1n the invitation
o } -

of plan proposals ‘n respect of their areas »f concern swnd 1n the deliberations
on these prop.sals, working through specially cunstituted ‘nter-agency
Planning Grcnups under the direction of the NDPC and the NEO. The private

gector was also involved in the planning process througn 1ts participation

in the Private Sector Committee of the NLPC.

44. Plan coordination and implementation is the direct responsibility of
executive Ministries, Departments and Agencies at the Federal and State levels.
To ensure coordination and implementation at the national and inter-
departmental leveis an Implementatioun and cCoordination Unit has been

established in the Frime Minister's Department.

45. The implementation of the Second Malaysia Plan was accompanied by the
creation of a multitude of agencies. In commerce and industry the number

cf agencies is large with functions extending to the direct cperation and
management of public enterprises. As these agencies have essential roles to
play 1n national development high priority has been given to their funding

in the allocations for development and operating expenditures as well as their
requirements for experienced personnel. Specific attention towards improving
implementation capacity, operational procedures and inter-Ministry coordination
is being paid during the Third Plan. The emergence of a number of public
sector enterprises (see para. 39 above ) - as instruments for implementing
Covernment 's policies for eradicating poverty and restructuring society -

is reccgnized in the Third Plan as calling for spec,ai effurts to meet

their specialized personmnel requirements and to develop their organization,
management and supervision capabilities. The development of corporate
management skills within public enterprises is of paramount importance.

A Ministry of Public Enterprises has been established to ensure efficient

coordination.

46. 1t should finally be noted that with the 1379 budget a new format
was adopted which has significant implications for Malaysian ecenomic
planning. The new foramat is the result of an integrated approach to
all aspects of economic performance and constitutes in effect an annual
economic plan. The budget speech and the accompanying economic repor?
dealt not only with the traditional issues of fiscal management, but

touched on braad policy perspectives and 1ssues.
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I¥. The 1nstituticnal infrastructure for i1naustry

47. While even during the Third Malaysia Plan 1976~1980 the

rrivate sector 3s to continue to be of major importance for the development of the
manufacturing sector, the public sector through 1ts various

agencles will alsc be actively involved. FIDA {Federal industrial
Development Authority) which w.s established 1967 under the Ministry

of Commerce and Industry, provides the machinery for the promotion

and coordinaticn of industrial development in the courntry. It

shares with the Economic Planning !Init (EPU) of the Prime Minister's
Office, the principal responsibility for planning the nation’'s overall
approach to industrial development within the context of NEP.

FIDA's main tasks are those of attracting investment from both foreign
and local sources, particularly ir labour-intensive, resource-based,
export-oriented and high technology industries. At the same time,
FIDA is assisting 1investors 1in speeding up the ioplementation of their
projects. It is also working closely with the State Governments to
sasure proper coordination of industrial development and the development
of ipdustrial estates. FIDA has established regional centres in several

States - Sabah, Sarawak, Pahang, Kedah and Kelantan.

48. During the Third Plan period FIDA will continue to emphasize
greater participation of the Malays and other indigenous people

in new industries and will continue to carry out indusirial surveys
to identify new investment opportunities, and to conduct feasibility
studies as well as pursue the policy of .dispersal of 1industries
(UNTHO/UNDP assistance was provided 1973-1977 to FIDA 1in project
identification and preparation of pre-feasibility and feasibility
studies. UNIDO also assisted in the preparation in 1971/72 of
regional industrial potentiality surveys in the States of Sarawak,
Trengganu and Kelantan).

V49. As part of its ef?érts in gitracting foreign investment, FIDA has

established promotion offices overseas - in New York, San Franeisco, Diissel-
dorf, London and Tokyo. During the last few years several high level
investment promotion missions have visited Europe, North America, Australia,
India, Japan and Hong Kong. Malaysia has also taken active part in varicus
investment conferences (including several such sponsored by UNIDO),l/ One
ipecific example is the EEC/ASEAN Investment Conference held in #russels in
April 1977. A second similar conference is to be held in Jakarta

in February 1979. To spearhead the Government 's efforts in

l/ 40 potential industrial investment projects are registered with the
Investment Co-operative Programme Office of UNIDC (as ¢f list issued
October 1978).
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the coordinated promotion of foreign trade and investment the
Committee of Officials on Foreign Trade and Investment (COFTI)
was established in 1972. The Committee formulated policies on
trade, investment and tourism and also considers and develops
Programmes for the intensification of export éevelopment,

lnvestment and tourism promotion measures.

50« The main sources of medium and long-term irdustrial credit

are the Malaysian Industrial Development Pipance Berhard (MIDF) and 1ts
affiliates, the Bameo Development Corporation (active in Sabah and
Sarawak), the Sabah Credit Corporation, the commercial banks through
term-loan facilities, and borrowing companies. In addition,equity

and loan finance for bumiputra enterprises is provided through several
agencies (see para. l15-6 below). NIDF was established 1in 1960 under

the Companies Act with the support of the Government to provide long-term
finance for manufacturing industries in the country. Its present
shareholders include the Bank Negara Malaysia (Central Bapk of Malaysia),
the IFC of the World Bank, and a number of commercial banks and other
financing institutions. Apart from its own loan operations, MIDF is also
providing financial assistance to large-scale industries by participating
with the commercial banks in extending loans on consortium basis.

Iu the securities market MIDF provides underwriting and share issuing
facilities. A wholly-owned subsidiary, the MIDF Industrial Consultants
Sengirian Berhad (MIDFIC) provides consultancy services to small and
medium scale industries. MIDFIC was established in 1971 with ILO
agsistance. Another subsidiary 1s the Malaysian Industrial Estate
Sendirian Berhad (MIEL) (see para. 107 below).

51. In the promotion of industrial development, priority is being

g€iven in the Third Plan, to raw-material based industries including

food, rubber, wood and palm oil products. In the endeavour to extend

the end-uses of these raw materials, the research activities of

agencies such as MARDI (Malaysian Agricultural Ressarch and Development
Institute), SIRIM (Standards and Industrial Research Institute of Malaysia),
FRI (Forest Research Institute) and RRIM (Rubber Research Inmstitute of
Malaysia) are given special attention. For instance, within RRIM a Fubber
Technology Centre has been established to spearhead a wider range

of end-uses of natural rubber in the manufacture of rubber products.

Such research into end-uses of rubber and rubber wood is carried
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out 1n cooperation with the Malaysian Kubber Producerx Research
Association (MRPRA) and under the general guidance of the

Malaysian Rubber Research and Development Board (MRRDB). The
establishment of a palm oil research institute has recently been
announced. Besides doing research aiming at improved replanting
methods, 1t will investigate new uses of palm oil. It is expected to

be financed (like RRIM) through a research Cess of 1 cent per

pound palm oil produced. The main task of FRI (Forest Research Institute)
is to further develop the use of Malaysian timber as well as Fibre
by-products of plantation crops for pulping.

52 SIRIM was formed in 1975 and comprises a Science and Industrial
Research Division (formerly known as NISIR - National Institute for
Scientific and Industrial Ressarch - to which UNIDO/UNDP large-scale
assistance was extended 1970-1974) and a Standards Division (formerly
known as SIM - Standards Institution of Malaysia). While the Research
Division, a8 indicated in previous paragraph,-during the Third= Plan
period will intensify its research activities aimed at the domestic
application of a wide range of- proven -industirial-technology--for -the- .. ...
manufacture of resource-based products, the main objectives of the
Standards Division are to develop amt promote national standards as
well as to promote the use of such atandards through the Certiffication
Marking Scheme.

53. Responsibility for pollution control is with the Ministry of
Science, Technology and Environment. The Government is-curremtly -- -~ -
preparing anti-pollution regulations within the framework of the 1974
Environmental Quality Act. Three sets of regulations have been pre-
pared for coming in force in 1978: Industrial Effluent Regulations, Rubber

Effluent Regulations and (lean: AiT Regulations.. The-'Sovernment dsralgo 24 o u.

working on a long-term plan - tentatively called the Environmental Impact
Assessment Plan - to coordinate all national pollution control activities.

It hopes to jmplement it under the Fourth Malaysia Plan 1981-1985.

»
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54. In the development of skills required for the i1ndustrializaticn
process the Industrial Training Institutes, MARA's Vocational

Institutes, the National Youth Pioneer Corps, the National Productivity
Centre (NPC) as well as universities, colleges and the vocat 10nal

schools of the Ministry of Educatiocn play an 1mportant role. The private
sector 18 complementing the éfforts of Government in the training

of skilled manpower. Integration of the various t{raining efforts will
be promoted through the establishment 1n late 1978 of the Manpoirer
Development Board (MIDB) with representation from the Government,

employers and workers. The Board will act as a coordinating body

for all national training programmes and policies. It will operate

out of thePrime Minister's (ffice and will have representatives from
various governuent departments and ministries (including the ministries of
education; youth, culture, and sports; labour and manpowerj; and
defense ), the Malaysian Consultative Employer's Organization, and the
Malaysian Consultative Bmployer's Organization, and the Malaysian Trade
Union Congress. At present, five ministries or government organizations
are responsible for planning training programmes. Due to lack of
coordination between the various bodies, training programmes have on many
occasions either been duplicated or overlooked. Since all government
departments involved in manpower training will now be represented on the
MDB, this confusion may be minimized. One of the first projects the MDB
will undertake is a feability study to determine whether or not a

taxr should be levied on companies operating in Malaysia that do not train
personnel. The MD B will not place particular emphasis on training buml-
putras. Its programme will be designed to fill the overall needs of
industry. A major problem the govermment faces in trying to set up training
programmes is a shortage of qualified 1imstructors. This is due mainly
to the better salaries of fered by the private sector than by government

educational institutions.

55 A Metal Industries Fesearch and Development Centre (MIRDC) is
being established with UNIDO/UNI)P large-scale assistance. The main
objective of MIRDC is to ensure that the foundry and metal working
industries are able to supply the local market with quality products
such as castings, dies and moulds, tools, jigs and fixtures, thereby
raising technological and operational efficiency of existing and new

establishments (see further para. 142 below).
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56. In the Third Plan period special attention will also be given
to encouragenent of an assistance to the development of small-scale
industry. The Advisory Council on Consultancy aand Advisory Services
for Small-scale Industries and Businesses will be strengthened to
become the (o-ordinating Council for the Development of Small-scale
Industries. The (ouncil will be respomsible fur co—crdinating and
harmonizing programmes and policies of exisiing institutions over
the whole range of services to small-scale industries. In servicing
the Council, FIDA as the secretariat will act aa contact point between
the privats sector and government and will be responsible for the
formulation of measures for the effective development of small-scale
industries and the identification of appropriate projects, including
the feasibility of sub-contracting arraggements Letween cmall-scale

and larger industries.

57. Malaysia bas since 1952 when the first industrial estate, Pstaling
Jaya outside Kuala Lumpur, was constructuky-butlt: up Progreesively - <. . .
string of industrial estates throughout the country. The industrial
estates programme has been highly. successful aa an.. effeciive tool

to attract imdustries amd promote exploymest-and.,perhaps wWith.a some=

what more limited effect, as a device to equalize - regional- developmentm - =ar-
The success of the programme cannot be attributed to any single factor.

The liberal system of incentives, the provision of prepared plots ready

to receive factories (or with advance constructed factory buildings

by NIEL LS, the implementation of the development policy by a series of
autonomous corporations subject only to over-all-oomtrol -of. a technical
nature of PIDA, and the econmomy in the design of the estates have all
played an important part. ‘-2/

1/ NIEL ( Mlaysisn Ininstriet-Ratates ddd.jybd--wholldy mad suGIGIATmye.a0n" . .
" of MIDF {Malaysian Industrial- Dewelopmants Finance BbdnwSOnSiIReb A m et . ...

both custom-built and standard advance factories on industrial

estates. In the 14 years it has been operating i% has built 400

factories.

_g/ For a more detailed analysis reference is made to A. Neilson,
~Evaluation Report on Industrial Estates - Malaysia”, prepared

for the UNIDO Export Group Meeting on Evaluation of'the Effectiveness
of Industrial Estates in Developing Countries, Vienna, 13 - 16 December
1976 (document no. ID/WG.231/8).
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58. As of the end of 1976 the Government operated 59 industrial
estates, 1ncluding free-trade zones 1. The total area of factory
plots was 9.240 acres of which 6.765 had been leased. It has been
roughly estimated that industries in the industrial estates 1in
Peninsular Malaysia provide employment for about 175,000 workers or
88% of the labour force in manufacturing. Of the 59 Goverrment
industrial estates 41 are situated on the western side of <the
Peninsula, 8 on the eastern side and 10 in East Malaysia. The acreage

in each State is as follows:

Selangor 2,029 Kedah 445
Penang 1,603 Sabah 148
Johor 1,307 Negri Sembilan 290
Perak 1,095 Trengganu 50
Sarawak 843 Kelantan 20
Pahang 576 Perlis _ -
Malacca ‘ 554

59. The acreage distribution reflects the relative levels of
economic development of the varicus stater. The industrial estates
have by and large been established in the areas close to already
relatively well developed economic infrastructure. In the Third
Plan it is foreseen, however, that 25% of the new acreage of 9.500
tc be developed during “his Plan period, will be developed in the
less industrially advanced states of Kelantan, Trengganu, Kedah,
Sabah and Sarawak.

_]J In addition there are at least five industrial estates constructed
on a private enterprise basis, including some constructed by MIEL.
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V. Recent performance of the manufacturing sector and planned

industrial development targets

(a) Recent performance of production and exports

60. The manufacturing sector was the fastest growing sector during the
Pirst as well as the Second Malaysia Plan periods. The share of the
manufacturing sector in GDP rose from 12.2 per cent im 1970 to 14.4 percent
in 1975. In real terms value added by the sector rose at an average
anmal rate of 10.9 percent compared with the Plan target of 1l.7 percent.
The shortfall was largely attributable to stagmation during the 1975
recession, the average annual growth during 1972-1974 being in excess

of 16 percent.

6l. The expansion of the manufacturing sector during the Second Plan
period was the result of efforts by export—oriented industries (accounting
for 6l1.2 percent of the growth in value added of the manufacturing

sector) as well as other growth industries, invluding palm oil processing,
wood processing, textiles, clothing and faotwear, rumhher products and S
plastics and electrical machinery, particularly electronics.

62. The production performance of the manufaoturing sector during 1976 and
1977 continued to be quite satisfying, and its share in-the total GDP

rose to 15.1 percent in 1976 and 15.8 percent in 1977. Measured by the
index of manufacturing produstion for Peminsular Malaysia (1968 e 100),
manufacturing output rose by nearly 19 percent in 1976 compared with
stagnation experienced in the previocus year. The growth continued

in 1977. and 1978 the increase being about 12 percent each year over

the level of previous year. Strongest gains were achieved in 1976 by the
export-oriented iadustries, especially textiles, wood products , paper and
paper products and petroleum products, while in 1977 and 1978 the most
substantial increase ‘were-noted in-mstel -productsy-cement, dransport . ew. =
equipment and electronics and electrical machinery and appliances. The major
growth areas in 1979 are expected to be food processing, metal products,
electronics and petroleum products.

63« Information gathered from opinion surveys conducted by the Central
Bank in July and in December 1977 L indicated that the overall performance

of the manufacturing sector in 1977 wac not, however, as buoyant as

]_./ Ref. Bank Negara Malaysia Annual Report 1977.
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Table 16: Malaysia: Exports of manufadtures
1976 and 1977
1977 prel. 1216 1977 prel.
M §$ aillion % Change in percent
Food 256.2 10.3 18.7 - 0.2
Canned pineapple 64.0 2.6 22.3 4.0
Animal feeding stuff 47.4 1.9 =19.6 58.0
Other 144.8 5.8 28.4 - 12.3
Beverages and tobacco 13.2 0.5 16.0 . 13.7
Textiles and footwear 323.7 13.0 44.9 6.7
Cotton fabrics 64.7 2.6 57.5 - 11.9
Footwear 38.4 1.5 5.8 4.6
Other 69.1 2.8 73.3 31.3
Woad products 311.0 12.5 59.3 - 4.3
Veneer 30.1 1.2 35.1 30.3
Plywood 162.1 . 5.5 94.7 - 14.1
Chipwood 24.7 1.0 -23.0 - 9.9
Wooden mouldings 57.0 2.3 74.5 9.6
Cther 37.1 1.5 37.0 10.0
Rubber 50.3 2.0 8.6 10.0
Chemical 65.5 2.7 =10.2 13.1
Petroleum 107.6 4.3 42.4 - 27.9
Non=Metalic mineral 27.5 1.1 30.2 - 1.8
Iron and steel 16.0 0.7 - 32.2
Manufactures of metal 39.5 1.6 19.3 20.4
Machinery 823.6 33.1 28.5 46.7
Transport equipment 4.6 0.2 -T76.3 2.2
Other 447.6 18.0 15.0 - 8.0
Total net exports 2,486.3 100,0 27.0 9.3
Re—exports 323.7 28.3 13.9
Total gross exports 2,810.0 27.2 9.8

Source: Department of Statistics, Kuala Lumpur
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expected. Although output and sales generally increased, there appeared
to have been no significant change in the level of capacity utilization.
At the end of 1977, 52 per cent of the firms surveyed were operating at
51 - 80 per cent capacity and 43 per cent operating at 81 - 100 per cent
capacity. There was, however, a modest increase in the number of firms
operating at and above the break-even point. A signif icant percentage of
the firms revportexx an increase in the cost of production in 1977, mainly
as a result of rising costs of materials, although higher labour costs were
also a contributorv factor. Since a smaller number of those firms which
experienced rising costs of production reported an increase in their
selling prices, there was a reported decline in the overall rate of
profitability. A significant majority of the firms surveyed expected,

Lowever, a positive improvement in the business situation in 1978.

64. Performance of the different industries within the manufacturing

gector in 1977 was mixed. Activities of the metal products, transport
equipment, electrical machinery, appliances and supplies industries rose
strongly and accounted for the bulk of manufacturing growth, which was moderated

by a decline in textile production.

65. The performance of the textile industry in 1977 was adversely

affected by keen overseas competition, which led to dumping practices by
certain exporters, and increasing protectionism in some of the major consuming
countries. As a result, output of textiles fell by 3,2 per cent in 1977,
compared with an increase of 41.4 per cent in 1976. To ensure its long-
term viability, the textile industry approached the Government for

assistance during the year through the Malaysian Textiles Manufacturers

Asgsociation.

66. Apart from textiles, output in other industries generally rose
dueing 1977 although in most cases there had been a slowdown in the rate
of growth. Largely as a result of a slackening in overseas building and
construction activity, the wood and wood products industry recorded an
output growth of only 6.7 per cent, compared with an increase of 39.4 per
cent in 1976, with the principal wood items such as plywood, veneer,
chipwood and wooden mouldings experiencing a fall in their production.
Qutput of plywood, a major item in the industry, fell by 1.5 per cent in
1977, compared with an increase of 42.5 per cent in 1976.
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a67. Vutput growth in the food manufacturing industry, comprising mainly
food and dairy products, canned pineapple, pineapple juice and prepared ‘

ai.mal feeds, slowed down markedly to 2 per cent in 1977, compared with

an increase of 14.3 per cent in 1376. The slowdown reflected the interaction
of increases in the output of pineapple juice and prepared animal feeds,
which were largely offset by a decline in the production of most o>ther

items, particularly dairy products.

68. Output in the chemical and chemical products industry rose by

5.1 per cent in 1377, compared with 14 per cent in 1976. The continuing

expansion of production was due mainly to the increase in the output of =
paints, varnishes and laquers. Output of chemical fertilizers rose by less

than one per cent during the year, compared with an increase of 12.6 per

cent in 1976.

69. The output performance of industries producing construction materials
showed a mixed picture. F[or the metal products industry as a whole, output
rose by 31.8 per cent in 1977, compared with an increase of 11.8 per cent
in 1976. Within this industry, production of bars and rods for reinforced
concrete fell by 8.5 per cent while production of structural shapes and
complete steel structures increased by 6 per cent in 1977, Output of the
basic metals industry also increased but by much higher rate than in 1976,
rising by 14.4 per cent in 1977, compared with 6.5 per cent in the previous
year. The increase was due mainly to an increase in the output of iron
and steel basic shapes. Output in the non-metallic minerals industry,
comprising mainly cement and dement products, increased by 4 per cent in 1977,

compared with an increase of 17.5 per cent in 1976.

70. Output growth in the transport equipment industry, comprising mainly
the assembly of passenger cars and commercial vehicles, rose by 19.1 per
cent in 1577 after virtually stagnating in 1976. Despite increases in the
price of passenger cars, their demand continued to be buoyant. Reflecting
the increase in the output of motor vehicles, production of rubver products,
comprising mainly tyres and tubes, increased by 10.9 per cent in 1977
compared with 13 per cent in 1976.

T1. During 1977 output of electrical machinery appliances and supplies

rose by 41.3 per cent, while that of processed agricultural products in



factaries outside of estates expanded by 17.3 per cent. Production of
other major manufactured goode, such as beverages, tobacco products,
and the output of pioneer companies as a whole, which covered a wide
range of products, were also higher than in 1376 although the rate of
growth slowed down during the year.

(b) Planned development and structural changes .

72. During the Third Malaysia Plan period, 1976-1980 and
beyond, the manufacturing sector is expected to continue to

be the fastest growing sector in the economy. With value added
growing by about 12.7 percent per annum during 1976-1990
(compared with 10.9%. during 1971-1975), the manufacturing sector
will contribute 31.5% to the total increase of GDP during the
period and become, by 1990 the largest sector in the economy.

73. A number of factors support thepotential for such substantial-
growth in manufacturing. PFirstly, the relatively sizeable natural

and human resources of the country provide wide scope for industrial
development based on the labour and m material resources of

the economy. Secondly, the growth of private disposable income will
create strong demands for a widening range of manufactured consumer goods.
Thirdly, the progressive eniargement of the industrial base will permit
the manufacture, on a viable basis, of a range of intermediate and

capital goods.

74. The labour-intensive textiles and electronic industries

accounted significantly for the momentum of growth of the manufacturing
sector during the Second Malaysia Plan period 1971-1975. Continued growth
is envisaged as, for instance, the dlecironics industry broadenx

to produce more complex sub-assemblies and finished products. A new

set of industries is also emerging in the field of petro-chemicals.
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75. In addition, the metal working industries will grow rapidly 1in
wnportance as 1industrialization advances. The strong growth of

capital goods 1ndustries 1n the recent past combined with the increasing
growth 1n domestic demand has led the planners to suggest an annual
growth of 15% for that sector up to 1990. The principal comstraint will
be the availability of the requisite skilled manpower at all levels.
Present capabilities in casting, forging, and machining are faitly
limited (see para. 137 below). The fuller exploitation of the potential
for economic manufaciture of capital goods will thus clearly require special
efforts in education and vocational training in the field of industrial
engineering.

T6. The targetted expansion of industrial output, as illustrated

in Table 17, will bring about striking changes in the structure

of Malaysia's manufacturing sector. As shown in Table 18, the
manufacture of investment goods will Secome more important than

it 1is now, while the relative importance of many 1intermediate

products will successively be reduced. in the process the

industrial base will be gradually broadened. Even more important,

the vertical integration that will be effected will make growth in

thes different parts of the industrial sector muthally reinforcing.

Table 17: Peninsular Malaysia: Growth of manufacturing

industry 1/ 1970 = 1990

(Value added growth per annum in percentages)

1971-75 1976=80 1981490 1976-90 1971-90

Consumer products 11.8 12.9 9.9 10.9 11.1
Pood 11.5 12.5 8.8 10.0 10.4
Textiles and clothing 14.5 12.3 15.0 15.4 15.2

Intermediate products 9.0 10.8 10.6 10.7 10.3
Wood and paper products 9.2 10.2 8.5 9.1 9.1
Chemical and rubber products 9.1 10.9 10.6 10.7 10.3
Basic metals and non-metallic products 8.9 11.2 11.9 11.7 11.0

Investment products 15.2 14.7 14.7 14.7 14.8
Machinery and equipment 14.2 15.0 15.0 15.0 14.8
Other manufacturing products 19.3 13.9 13.3 131.5 14.9

Total 11.0 12.3 10,9 11.4 11.3

_]J Excludes the potential growth of the petro-chemcial and petro-chemiaal
products industries now under study as part of the preparation of the
0oil and natural gas masterplan study.

Source: Third Malaysia Plan
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Table 18: Peninsular Malaysia: Composition of
manufacturing industry, 1975-1990

(% share)
1970 175 1980 1990
Consumer products 39.6 39.8 42.6 18.6
Processed food 3.8 3.1 2.8 2.7
0ils and fats 6.6 12.6 15.4 9.7
Qther food 16.9 14.6 13.6 12.8
Beverages and tobacco 5.3 9.3 5.1 4.6
Textiles and clothing 2.9 3.8 9.3 8.4
Leather and footwear 0.5 0.4 0.4 0.4
Intermediate products 96.5 49.3 43.9 40.9
Sawmills and furniture 5.4 5.7 5.4 4.3
Paper and printing 2.3 2.4 2.6 3.0
Industrial chemical and fertilser 1.5 1.6 1.9 2.8
Chemical products _/ 2.8 4.0 4.3 5.0
Petroleum refininf and products 2.6 2.0 2.0 2.1
Rubber processing 20.1 15.2 11.7 6.7
Rubber products 1.8 1.8 1.8 1.7
Cement 1.1 1.2 1.1 1.0
Non-metallic products 1.2 1.2 1.2 1.3
Ferrous products 4.0 4.3 4.7 6.7
Non=ferrous products 13.7 9.9 1.2 6.3
Investment products 7.9 10.9 13.9 20.95
Industrial machinery t 1.5 , 1.9 2.2 4.0
Electrical machinery 1.3 2.4 3.7 5.3
Transport equipment 4.0 4.7 5.4 8.2
Other manufacturing products 1.1 1.9 2.2 3.0
Total  100.0 100.0 100.0 100.0

1./ Excludes the potential contribution of the petro-ohegni@gl and petroechemical
products industries.

Source: Third Malaysia Plan

{(c) Sources of growth

7. The impact which projected changes up to 1990 in the composition
of aggregate demand and import substitution will have on the growth

of the various production sectors in the economy is illustrated
in Tables 19 and 20,



——r
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Table 19: Peninsular Malaysia: Sources of growth
by sector 1/ 1970 - 1990 (%)

lmport Private Private Public Exvorts
substitu~ consunption 1inven— expen-
tion tment diture
Agriculture 14.5 41.6 7.8 3.5 41.8
Mining 50.6 29.8 19.9 33.0 9.9
Mamufacturing 2243 20.2 5.0 6.9 7.4
Food . 11.6 25.3 C.4 - 0.8 49.2
Textiles and clothing 34.7 24.1 0.9 1.2 30.0
Wood and paper vroducts 14.1 22.7 8.2 17.0 34.7
Chemical and rubber precducts 17.9 20.4 2.3 4.1 53.7
Basic metals and non-metallic -
products 25.0 10.9 -l.4 22.3 11.0
Machinery and equipment 42.0 11.3 14.1 3.3 2l.6
Other manufacturing products 31.4 31.6 3.1 5.6 25.9

1/ Excludes technological change and stocks.
Source: Third Malaysia Plan

78. As can be seen from Table 20 the role of exports in the
attainment ¢f the overall -growth of the Dutline Perspective Plan
for the period 1970-1990 is critical in regard to the manufacturing
sector, as exports are to account for 37.4% of the growth of value
added in that sector. The targetted sources of growth in the

various branches of manufacturing are also shown in Table 20.
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Table 20: Peninsular Malaysia: Sources of growth in the
manufacturing sector, 1970-1990

(%)
Import Private Private Public
substitution consumption inveatmenﬂexpenditure Exports

Processed food 14.3 29.8 0.4 1.2 2.7
Oils and fats 5.1 7.5 0.2 0.3 85.6
Other food 15.8 38.4 0.7 1.6 14.9
Beverages and tobaoco 21.1 49.6 0.6 0.5 21.0
Textile and clothing 36.3 20.9 0.5 1.2 31.0
Leather and footwear 11.1 70.7 0 0.4 16.8
Sawmills and furniture 3.5 12.0 11.7 23.0 45.5
Paper and printing 28.0 36.8 1.6 9.0 20.5
Industrial Ghemicals and fertilizers 42.0 14.5 4.0 3.1 32.0
Chemical products 22.0 36.0 2.8 7.5 28.0
Petroleum refining 27.3 48.7 4.0 9.7 8.0
Rubber processing 3.0 2.8 0.3 0.4 913.8
Rubber products 13.5 44.6 4.4 7.0 30.7
Cement 4.3 8.6 22.5 54.7 0.8
Non-metallic products 22.3 20.4 13.4 32.3 12.3
FPerrous products 36.9 11.2 11.1 18.2 15.
Non-ferrous products T.6 4.1 243 2.6 Sett
Industrial machinery 48.7 3.0 16.4 10.4 20.0
Electrical mashinery 29.5 13.0 9.2 6.6 40.9
Transport squipment 40.8 23.3 14.2 9.5 9.}
Other manufacturing products 3l1.4 3l.6 5e1 5.6 25.9

Total 22.3 20,2 5.0 609 37 4

l/ Excludes technologiocal change and stocks

Source:

Third Malaysia Plan

79. The impact of agricultural modernization and industrial development
in building a more integrated economic structure within  the country
will be significant during the 1976=-1990 period. Table 21 indicates the
changes which can be expected in Peninsular Malaysia in the demand for
intermediate and final use of total supplies (domestic production and
imports ).

80. In the case of all 13 sectors into which the economy has been
divided, the share of domestically produced goods and services for
intermediate use by other industries will increase the growing inter-

dependence of industries in the economy. The role being played by
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agriculture , forestry, fishing and mining in the supply of raw
materials will steadily increase and, in additiom, the textiles,

wood and paper products, chemical and rubber products and non-
metallic and basic metal industries are expected to contribute substan-
tially towards meeting the needs of other industries for intermediate

goods in the production process.

8l. Accordingly, the share of imports in total supplies is

envisaged to fall in almost all industries, On the basis of recent
trends, import substitution should enable imports as a ratio cof

total supplies to decline markedly in a number of important industries:
food products, textiles and machinery and equipment. Overall, the
share of imports in total supplies 1is estimated to fall from 16.6% in
1970 and 13.8% in 1975 to 12.1% by 1990. Thus, opportunities for
import substitution can continue to be actively pursued, not the

least in respect of a number of intermediate materials and capital

goods which are currently imported.
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VI, Main features of Malaysia's industrial develorment sirategy

- policy measures and programming of implementation

(i) Investment incentives and promoticnal measures

82. The country's early industrialization strategies based on import
substiiution were reflected in the Pioneer Industries Ordinance of 1958.

In the initial stage the Yocus was primarily upon consumer goods, largely
because the domestic market was then oriented towards such goods and the

cost disadvantage between domestically produced and imported goods was
Presumably less for consumer goods than for intermediate and investment grods.
It was the First Malaysia Plan, 1965=1970, which laid itress on the need to
exrtend industrialization in the backward direction espucially towards infer—

mediate goods.

81. A radical departure from the inward-looking industrializatiorn

strategy of import substitution to the outward-looking strategy of export
promotion took place in the last years of 19608 as it became fairly ;:lea.r that
izport sﬁbstitution could no longer provide viable basis for sustained industrial
exrpansion largely dus to the smallness of the domestic market. Greater emphasis
wag placed on labour-intensive production processes, use of domest.c raw materials
and geographical dispersal of industries. Thus, under the Investment Iucentives
Act of 1968, which superseeded the Pioneer Industries Ordinmance, specific
incentives were offered for industries producing products embodying 50% local

raw materials and which operated in less developed areas. The Jnvestment
Incentives (Amendment Act) introduced in 1971 offers taxr exremption on the

number of workers employed (labour utilization relief).l/ The perhaps most
important incentive has, however, been provided by tariff protection which

grew rather haphazardly and steeply. Recently the Government carried out a
comprehensive review of the structure of effective protection —2/. the criteria
for tariff-setting up to then having amounted to giving what protection was judged
necessary for financial viability on a case-by-case basis and, as one observer
put it, only the general philosophy of the Government and the good sense of

tariff administrators kept protection from being more extreme.

_l/ An interesting analysis of the various incentives and their effect in particular
in stimulating employment is given by the World Bank aconomist in an article
"Some thoughts on protection and fiscal incentiwves to encourage industry and
industrial employment in Peninsular Malaysia" in the UMBC Economic Review No. 1,
1978, published by the United Malaysian Banking Corp. Bhd.

_2/ The study on effective protection, carried out by the Economic Planning
nit (EPU) underlined the distortions created by differing levels of
effective protection within the eccnomy and between manufacturing
industries; 1t suggested that in the future the §overnment should grant
effective protecticn for new industries within a band of 20—-50% and also
attempt to bring existing highly protected industries within the same
range. According to the study, 17 of 93 manufacturing branches enjoyed
effective rates of protection in excess of S07.



84, The corporate tax structure 18 development—oriented, 1%s

main features being as follows:

- corporate tax rate: 45% {including 5% development tax);

- Bxcess profit tax: 5% on 1n come exceeding 25% of share
holders' capital;

- dividend tax on payment to foreigh stockholder: noneg

- tax oa 1nterest: lS%, but zero in respect of approved
development loang

- tax on royalties: 15%;

- normal depreciation allowance: industrial buildings,
104 first year and 2% per year on a straight-lire basis
ti.ereafter; machinery, 20% first year, 5—25% off declining
balance thereafter; manufacturing plant, 7.5%-10% ,

- loss carry forward: 7 yearsj§

- an accelerated depreciation allowance introduced in the 1978 budget
bas been replaced in the 1979 budget by a re-investment allowance
of up to 25% of maohinery and plant expansion programmes. This
provision, in effect re—investment tax credit, is directed at
existing manufacturing and processing industries - primarily
small- and medium sized firms - which do not qualify br other forms
of incentives;

- special incentives, including a l2-year tax holiday, to the shipping
and shipbuilding industry (announced in the 1979 budget ).

85. The private sector 1s envisaged to play a major role 1n generating
growth add employment 1n manufacturing..under. the Third Malaysia .Plan,

1976 - 1980, which projects a total investment of M$ 44,200 million

whereof M$ 26,800 million (or 60%) from the private sector. The total
investment potential of the 425 projects approved 1n 1976 and 4CO

in 1977 was, however, only about M$ 1,220 million and M$ 880 millior
respectively which was below expectations, the amount of investments capital
involved in the projects approved in 1974 and 1975 having been M$ 1.590 million
and N$ 1,400 million respectively. A distingt inprovement was registered
during the first half of 1978 as can be seen from Table 20. The total
employment potential of the 400 projects approved in 1977 was about 30,000.
The new private investment in 1976-1977 was restricted mostly to expansion

or to projects started by existing companiee.




Table 20: Malaysia: Inaustrial oproject aprrovals 1473-77

|

lstdpalf

1973 1974 1975 1376 177 1977 1978

Number of apprnvals 473 525 461 425 400 162 195

Total capital 1nvestment 1,216 1,590 1,430 1,220 88C 261 470
(proposal called-up capital
plus loans) 4% million

Thereof proposed called-up 545 729 565 450 158
capital ¥$ million
Jols foreseen to be created 81,510 71,1378 16,171 32,265 29,632

Companies given:
Pioneer status 179 166 25 109 28
Investment tax credit il 4z 76 56

Labor utilization 58 15 13 7 11
relief

Locational 1ncentives - 10 7 14

. Other 1incentives 8 13 7 3
. No 1ncentives 216 105 288 223 218
FPoreign 1nvestment 1n @oneer 73.8 162.€ 191.6 106.7 133.¢ 39 87

companies (M8 million)

Sources: FIDA Annual Report 1974.
3ank Negara Malaysia Annual Revort 1977

Asia Research Bulletin, November 1978

86. The investment slowdcwn stems from several factors, including a
world wicde slack in investment. Another factor seems to have been the
effects on investor confidence of decisions taken in 1975 and 1976 =
such as the introduction of the Industrial ccordination Act (ICA) l[

4s a result of 1nvestor hesitation the Government has been faced with a
choice between trying tc improve the investment climate or 1itself

supplying the investment earmarked in the Third Malaysia Plan for private

sector. 1Its solution has been to do both. Investors confidence has
improved, due partly, no doubt, to modifications made in the Industrial
Coordination Act. The ICA, in its original form required reference to
Government before almost any change of productive capacity, prcduct or
employment patterns. The several changes which were 1introduced 1in April

1977 include, for instance, the exemption from the provisions of the Act

1/ The Act came into force on L May 1976.
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of projects with share nolders funds of less than M$ 250,000 and thcse
employing fewer than 25 full-time employees. Certain activities

involving initial stages of processing, for example natural rubber and

palm oil, have also been exempted. Another factor is the requirement
that, where Malaysian participation 1s involved, 30% of equity 1s to be
reserved for bumiputras (Malays and other 1ndigenous people ). Thus whereas
lnitially all companies were required to have bumiputra participation,

the ICA now exempts small companies with less than M $ 500,000 1in

fixed assets from the need to comply.

g7. An Ad Hoc Cabinet Investment Committee 1s working since 1977 to

look over all the agencies 1involved with investments with a veew to
coordinating them and reducing bureaucratic procedures tc the base

sssentials. The Committee 1S to pay special attention to the 1mplementation
of existing laws and policies and the need for spelling out their
interpretation, as that many doubts and uncertainties may be banished.

The Committee is headed by the Deputy Prime Minlster (and Trade and Industry
Minister) Dr. Mahathir Mohamed. Among its member are the Ministers ot
Finance, Home Affairs, Labour Work and Jtilities and Public Enterprises. - —.
As result of this review the Industrial Co-ordination (Amendmeqt) Act, 1977
came into force on 1 February 1978. The main features of the amendment. include -
the appointment by the Prime Minister of a licensing officer to 1mplement

the Act and provision for appeals to be made to the Minister of Trade and
Industry by manufacturers who are aggrieved by any decision of the

licensing officer.

g8, At the same time (in late 1977) certain organizational changes were put
into effect aiming a%t improving and streamlining the machinery for approving
investments. The Action Committee on Incentives, under the chairmanship of
the FPFIDA head, now considers and recommends to the Minister of Trade and
Industry not only the approval of projects and appropriate incentives best
also the number of expatriate hirings allowed and the durationd time they
may be employed. This has reduced the time companies must wait for

necessary approvals since 1t obviates the need to apply to a number of

different government agencies. In September 1978 a Central Unit, comprising

representatives from various government departments, was set up at FIDA.
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Investors now need to apply only to this Unit for the Various licences and
permits to operate and for other facilities where previously they had to submit
separate applications to the different ministries and departments for approval
when investing in an indusirial project. The government has assigned a nwaber
of senior officials from the Treasury, the Customs and Excise Department, Labour

and Manpower Ministries, Immigration Department and the Trade and Industry
Ministry to the Unit.

89. In September 1978 Dr. Mahathir Mohamed announced that the Industrial
Co-ordination Act will obe further reviewed stating that "we are studying
ceptain aspects of the Act, especially 1ts implementaticn’. Amendments

| 1/
are expected to be introduced in parliament 1n early 1979.

l/ It has be suggested that these amendments may probably include:

. The setting up of an i1ndependent appeals board t- hear
complaints of "unfair" ministerial decisions. 4t present,
manufacturers can appeal to the Minister of Trade and
Industry; his decision 1s "final and cannot be juesticned
ln any court".

. Femoval of the requirement that a new license be
obtained when a product is added or substituted.

« A reduction in the volume of information required
when applying for a license, particularly detailed projections
of production, exports, local sales, and profits.

- An 1ncrease 1in the ceiling of M2 250,000 for paid-up
capital under whicn manufacturers are exempted from
registering.

« An lncrease in the figed investment ceiling under which
companles are exempt from bumiputra equity conditions -
at present M3 250, 000.
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(11) Foreign 1nvestment

90. Fore1gn 1nvestment 18 playing an 1mportant role 1n the
development of Malaysia's manufacturing sector L and the promotional
effcrts of the Government to attract foreign 1nvestment have been
considerably stepped up during the last few years. Among other
measures, the FIDA has, a8 already mentioned, established overseas
centres with offices 1in New York, San Francisco, London, Diisseldorf
and Tokyo. Major investment conferences have been held abroad and
in Kuala Lunpur with high level participation by representatives of the
Government and business corporations. In 1974 the Foreigm Investment
Committee was established to ensure the progressive achievement of the

ownership target under the NEP.

- e

e T DT T T T TG

1/ According to a recent PIDA promotional document more than
500 intermational c~mpanies have invested over M 3 1.000 million
in Malaysia, among them multinationals such as:

from UK: Beechan, Cadburys, Dunlop, Euromediicals, GEC,
Guinness, ICI, Multitone, Newey, Shell, Sissoas,
Unilever

from Canada: Alcan Aluminiua, Chemetics, Colgate-Palmolive,
Microsysten Interpational

from Australia: Amalganated Chemicals, Bradys, BHP, Rheems,
Yumes, Nylex

from Japan: Aji-no-@oto, gitachi, Kawasaki Steel, Matsushita,
Minolta Camera, ¥itsui, Sankyo Seiki, Sanyo,
Sumitomo, Toshiba, moyota, Yawata Steel

from US: Ansul, Dow Cheaicals, Esso Standard, Goodyear Tyre,
Hewlett-Packard, Yonsanto, Motorola, National Semi-
Conductor Corporation, RCA, Rockwell Int'l, Texas
Instruments, Union Carbide

from India: Birlas, Chempaka Lakshimi, Godrej, Kirloskar
Electric, Tata

from Switzerland: Yestle, F.Z. Zuellig

from FRG: Lurssen Shipyard, Bosch, Nordwende, Siemen’
from Denmark: Carlsberg Breweries, Dumex

from France: Peugeot

from Holland: Phillips

from Sweden: Volvo

from Norway: viking-Askim
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1. The 1nflow of foreign 1nvestment has throughout the years been
encouraged through rather generous 1nvestment mcentlves.i It has
been questioned whether such strong incentives which are costly 1n terms
of revenues foregone, were necessary.g A clearer differentiation might
have been useful between export-oriented industries which may need stronger
incentives, and import-substitution i1ndustries, enjoying a readily available

domestic market and for which a certain tariff protection might be suffi-

cient.

92. Furthermore, it would appear that capital shortage has not been as
much of an obstacle to rapid industrialization as the lack of technical
know-how. In view of this there is a need to piace the emphasis not

S0 much upon the transfer of foreign capital as upon the transfer of

technology which foreign investment entails.

313. A third consideration is the apparent contradiction between the
NEP's aim at 30" ownership of assets by the Malays and other indigenous
people on the one hand and the " open-door" policy towards foreign

3/

investment on the other.=' Under NEP, foreign ownership in the modern

l/ Also guarantees against expropriation and currency incanvertability
have been important factors. Investment guarantee agreements have
been signed by Malaysia with Canada, Netherlands, FR3, US, France,
and 3witzerland and negotiations are peing held with /K, Austria,
Australia, Sweden, Norway, and “omania. Jouble taxation agreements
are in operation with Japan, Denmark, Norway, 3weden, Singapore,
Sr1 lanka, Belgium, FR3, India, Canada, Cwitzerland, France, New
Zealand.

2/ A recent EPU study, on fiscal incentives, has provided a thoughtful
analysis of some weaknesses of the present system, for instance, that
tax holidays to certain extent merely benefit those who need them
least and that alternative investment incentives, such as Labour
Utilization Relief, remain less attractive to investors. The EPU
study proposed a new form of incent.ve, offering tax relief based on
the value of investment, and in part on the labour-intensity of investment.

3/ The Covernment has shown preparediess to apply local equity requirements
flexibly. For example, of the 193¢ foreign investment projects approved

in 1977, eight were wholly foreign equity. Approval for Albright + ‘ilson's
100”7 owned project was given on condition that the equity share be scaled
down to 517 by the early 1990s. Advanced Micrc Devices was allowed %o .
hold 100% of the equity in its expansion (Business Asia, 8 September 1978).
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coronrate sectoHr 1s expected t»

W07 by 1990;  the Malay

nther Malaysians.

w111 decrease, as . according tn

1p to 1390) restructuring 1s to take

growth, so that 1n absolute terms the

expected to be four times bigger than

the NI

decline frm 1ts present 957 t.

4 N
share beings 07 and the remaining 10 for *he
3ut this dnes not mean that foreilgn i1nvestments

2 and the “utline Perspective Plan

place 1n the context of rapid
frrelsm 1nvestment by 14130 1=

At present.

(111) Support for exports of manufactures

94.

Plan w1ll be increasingly deperdent on exports, the Plan document

As growth of the manufacturing sector under the [hird Malaysia

stresses the 'aportance that such i1ndustries are efficient and
competitive 1n the world market. 7o this end the package ot 1ncentives
for .ndustrial development would be kept under review to ensure that
the

they do not shelter high-cost 1industries out contrioute towards

growth of 1ndustrial efficiency. Furthermore, sperial 1ncent1ves1for
industries exporting manufactured products have been i1ntrodiced.-

95.

industries sited within the country's sewveral Free Trade Zcnes FT7s  enjoy

In addition to the usuial facilities found in i1ndustriai estates,

minimum custom for malities and duty free inputs ¢f raw materiils,

component parts and machinery rejuired directly in the manufacturing

process and 1n export of finished or semi-finished grods. FT? type

of facilities 1n the form of Licensed Manufacturing Ware Houses [LMu) or

Bonded

Factories are also available to all export 1ndustries regardless

of their locati n. The LMWs are accorded the same customs facilities as

factories operatinn i1n the FT7s.

96. Electronic assembly firms 2{
FTZ exports.

Table 21).

the first 1n the FTZs, have dominated
They accounted for about 90% of such exports in 1974 (see
Most of the remainder was clothing. More recently, other 1ndus-

tires such as texti1les and fibres have also come into prnducti-n.

i/ Three types of export incentives for industrial goods can be granted:

(1)

Export allowance 5% of export sales increase iny gilven year
g
(875 1f vroduct contains 50% or more of domestic materials);

(11) Accelerated deperiation allowance;
(01 ) Ceductions for expenses for promotion overseas.

g/ These exports were mostly sub-assemblies such as ~ffice machine parts,
circuit fittings, and parts for IV 1nd rad o. There were also assemblies of
alr conditioners and electronic calculators. {wlth large 1mpsrts of
component 1inputs, the net expcrt earnings of the electronic assenbly industry

ire low compared t gross export earnings, ind this should oe tiken into
resent oxn o rt performance

rracliering Malavera' s
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Taple 21: Peninsular Malaysia: Yxports of non-
traditional nanufactures 1270-1974

(M3 million) 1970 1974
FTZs Qther Total
SITC 5 Chemicals - 16 ) 2 76 N Tv
SITC 6 Semi-manufactures L/ 146 _ 166 366
(except tin concentrate)
SITC 7 Machinery and transport
equlpment 72 247 139 186
SITC 8 Manufactures n.e.c. 2/ Al 219 171 150
295 108 762 1,220

L/ Mainly wood products, textile yarn and fabrics
g/ Mainly i1nstruments and wearing apparels

Source: Dept. of Statistics, Kuala Lumpur

97. The newly established Malaysian Zxport Credit Insurance 3erhad
(MECIB), a Joint government and private sector company, L/ will provide
dalaysian exporters of locally manufactured products with insurance
protection; a form of 1nsurance not at present provided by banks and
insurance companies 1n Malaysia. The scheme provides <coverage for
ccmmercia)l, economic and political risks (but does not cover marine

hazards ).

98, The Teniral 3ank 1s 2lso undertaking to rediscount bills of exchange

frem manufacturers at concessionary rates.

(1v) Regional dispersal of industries within {alaysia

99. There are considerable regional inequalities within Malaysia, in

terms of income, living standard, infrastructure, etc. Such disparate

Structwe vaich ste s bas:ically from the early patterns of the

development process, has obvious political implications in a federal state

and a multi-racial society with less developed areas having heavy concentrationc

of indigenous, or bumiputra, population. The lopsided employment situation

l/ The share capital was subscribed by the Government (50<4), the commercial
banks (40%) and the i1nsurance companies (10%).
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in nanufacturing industry 1in Peninsular Malaysia 1s 1llustrated in
Figure 1. An 1mportant part of the development strategy, retlected

In the development plans, has been tc try to stimulate industrial
activities 1n these areas 1in order to help breaking the vicious circle,
1t being recognized that lack of adequate infrastructure and related
facilities lead to 1ncreased costs 1in the manuvfacturing production.
Thus, manufacturing 1n go—called less developed areas l/ls sulzject

Y o

additional 1nvestment tax credits and general priority for such

to special privileges 1n the form of longer tax holidays

industries in the awarding of various incent1ives ae provided for

the Investment Incentives Act of 1968. Meanwhile, a sizeable proportion
of the development expenditure 18 being devoted to the development of
infrastructure such as port facilities, road and rail transportation

and telecommunications.

100. As a result, these less developed areas have become relatively
more attractive, and available evidenne suggest that an increasiggly
large number of manufacturing units are being established 1n these
areas. K total number of 1,234 industrial projects located outside

industrially developed areas were approved by the Government during

L/ Designated so called less developed areas, where locational 1incentives
may be granted, are: (1) Kedah (excluding Kuala Muda distr.), (2)
Pahang (excluding Kuantan distr.), (3) Kelantan, (4) Trengganu, (5)
Perlis, (6) Sabah, (7) Sariwak, (8) Johore Trenggara Area.

g/ Malaysia: Tax relief under the locational incentive scheme:

Qualifying fixed capital Years of
~ expenditure/employment ) tax holidays
(i) For capital expenditure below M$ 250,000 5

or up to 100 jobs

(ii) -Por capital expenditure of not less than
M$ 250,000 or not less than 101 jobs 6

(iii) For capital expenditure of not less than
M$ 500,000 or not less than 201 jobs 7

(1v) Por capital expenditure of not less than
M$ 1,000,000 or not less than 351 jobs 8

Note: An additional year of tax relief will be granted for the manufacture
of a "priority product", the same applies to use of local content.

}/ An extensive analysis concerning the Malaysian decentralization policy 1is
given in a study prepared 1n 1978 by the German Development Institute
entitled: Industrial Location Behaviour of Malaysian and Foreign
Investors. The Effectiveness of the Malaysian Decentralization Policy.
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the Second Plan periocd 1971 - 1479. The percentage »f approved projects
located 1n less developed areas increased from 43.1% 1n 1971 to 67.71%
1n 1975, 72.4% in 1976 and 71.5 in 1%77. of the total employment

generated by the projects approved in 1977 68.7% {or about 20,000 persons

would be 1n less developed Aareas.

10l. Thus, dome definite progress has been made 1n the dispersal of
1ndustries i1n the last few years. The further efforts envisaged under

the Third Plan include, i1nter alia, the establishment of additional
industrial estates in the less developed areas. In mi1d-1975 only 11% of
all i1ndustrial estates developed by the various State Econom.c Development
Corporations (SEDCs) and the Malaysian Industrial Estates Sdn. 3hd.

( MIEL) 1in Peninsular Malaysia were located in the lest developed states
of Xedahy Kelantan and Trengganu (while more than 50% where in the three
most developed States of Pahang, Selangor and Johor ].

102. In order to encourage the dispersal of i1ndustries specific work

is also being undertaken 1in support of the establishment of various new
growth centres in regional development areas such as 1n Pahang Tenggara
and Johor Tenggara. Based on the mineral and agricultural resources
available within these regions a number of potantial 1ndustrial projects
have been i1dentified, such as integrated timber complexes, o1l palm

processing, chipboard and rubber products manufacturing.

(v) Development of small-scale 1industries

103. The development of small-scale industries plays an important role
in Malaysia's economic development strategy, in so far as these
industries are labour-intensive, utilize substantial domestic raw
materials as inputs and can provide complementary and feeder services
by acting as sub-contractors or ancillary establishments producing
component parts for the use of larger industrles.l/ Often they are also

suitably located, for instance in growth cent ¢s in less developed areas.

l/ Ancillary small-scale industries have not yet developed 1in Malaysia,
perhaps because ot the rapidity of the country's 1industrial development
and perhaps also because of the importance of foreign firus in that
development. For example, in Malaysia the electronics industry 1s itself

largely an ancillary of firms located abroad. In Japan, India and in
other more industrially adwanced cnuntries, the more efficient of the
domestic small 1industries are those that supply components for larger
domestic firms and are assisted by technical guidance and, frequently,
finance from such large firms.
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104. About 767 of enumerated manufacturing entercrises in Malaysia

are 1n the small-scale industry sector; a small-scale industry

veing defined as an enterprise with up to 50 employees. Cmall-scale

Industries produce about 18% of value added 1n the country's total

manufactiring sector and employs over 26, of 1ts labour force. The

productivty of labour increases roughly in prooortion to the 1ncrease

1n the size of the establishment. (A significant part of this 1ncrease 13
due to the larger use of capital per umit of output in the

larger 1ndustries).

109. To specifically promote the development of small-scale

1ndustries various measures have been taken by the (overnment such

as the provision of finance, training and advisory and consultancy
services. Specific steps, such as the following, have Dbeen consiaered
1n this context, namely the strengthening of existing loan programmes
through improvements 1n staffing and follow-up; substantial 1ncreases
in the volume of small-scale 1industry lending; the coordlnatlén and
extension of technical assistance and training for small.entrepreneurs;
and the concentration, within target groups, on those small firms most
cap.ble of growth, particularly firms located 1n rural or less developed

areas

106. Institutions providing finance to small-scale imawmstries are MARA
(Majlis Amanah Rakyat), Bank Pembangunan, MIT', Bank Pertanian and
commercial banks through the “red.t Juarantee Corporation (COC!. By

1975 MARA had provided loans amourting to ¢ 191 million for the devel-
opment of small-scale industries and businesses. Bank Pembangunan,
established 1371, hed by the end of 1277 granted loans of the total

of M% 20 milli™m to Bumiputra enterprises. ~f the total 1,194 loans

- amounting to M®700 million - vrovided by MTDR, up to the end of 1977
more than two-thirds had been for the financing >f small-scale and medium
scale industries, although representing only about 11”7 of the total value of
loans approved. loans under CGC guarantee amounted to M® 244 million at the
end of 1977, accounting for 177 of the total credit granted by the commer-

cial banks to small-scale enterprises.

107. MIEL, a subsidiary of MIDF, is, in conjunction with the industrial
estates development, providing ready-made factory buildings mainly for
small-scale and medium-scale industries. By 1975 it had designed and
built nearly 400 factories of different kinds in 14 locations at a

total cost of M® 50 million.
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108. To ensure effective cocrdination of the varicus agencies, 2an Advisory
Council of Consultancy and Advisory Services for Small-3cale Industries
and Businesses was established 1in 1972. During the Third Plan period

1t will 5. <irengthened to become the Coordimating Counoil for the

Develcpment of Small-Scale Industries.

(vi) Participation of the Malays and other 1ndigenous people

109. The New Economic Policy (NEP) enbodies specific proposals
designed to restructure the pattern of employment and ownership

of wealth 1n the country. It has set as 1ts target the wwnership
and management by Malays and other indigerous people of at least

30% of commercial and industrial activities in the economy and an
employment structure at all levels of operaticn and management

that reflects the racial composition of the nation by 1990. Since
restructuring is planned to result from growth, Government policy has
been directed towards assisting the Malsxys and other indigenous

People to participate fully in the growth of commerce aud 1industry.

110. One example 1s the various efforts being made to ensure that

the skills of existing as well as i1ntending entrepreneurs among the
Malays and other indigenous people are up-graded through intensive
training. For instance, the National Productivity Centre (NPC)

offers some 800 short-term courses on a variety of management topics
ranging from industrial engineering to accounting sales, and marketing
and to management development and industrial relations. Speeifically,
NPC also conducts a two-weeks entrepreneurial development programme for
Malays and other indigenous people. The Institiut Teknology MARA (ITM;
also offers a wide range of courses, inter alia a programme for executive
development (a l2-week intensive introduction to management skills and
concepts) for new university graduates among the Malays and other

indigenous peopls.

111. Another impcrtant programme is the provision by MARA and NPC

of advisory services and industrial consultancies. Also MIDF, through
its subsidiary, the MIDF Industrial Consultants Sdn. Bhd. (MIDFIC)
established 1972, offers consultancy services ranging from market
research. to financial management. As of late 1975 MIDFIC had completed
81 assignments, two-thirds of which were undertaken on behalf of

Malay and other indigenous clients.
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112. Intensified efforts to increase credit for small enterprises with
Speclal enphasis on the needs of the Malays and other indigenous people
were made 1n the Second Plan period. ~]'-/ Governmen“ agencies 1avolved
lnclude MARA, MIDF, MIEL, 3ank Bumiputra, the SEDCs and  lank Pembangunan
(Development Bank of Malaysia). As a result, the share »f the Malays

and other 1indigenous people of the total i1nstitutional credit 1ncreasea

from about 14% 1n 1971 to almost 0% 1n 1975.

113. As a result of the restructwring policies of the Govermment, there

was a substantial improvement 1n the racial structure of employment during the
Second Malaysia Plan. In general, Malays and other indigenous pecple had
managed to obtain an increasingly larger share of employment i1n the more
pProductive sectors. The percaentage of Malay employment in manufacturing,

fer instance, 1ncreased from 28.9% i1n 1970 to 33.1% 1n 1975.

114. In the case of approved companies the bumiputra {Malay) employment
stood at 51% of the total workfree at the end of 1976. 63% of the
bumiputra employees fall ia the unskilled worker category; 28.5% are in the

technical category while only 17% are in the managerial category.

115. Progress 1n restructuring the ownership of the share capital and
assets 1n the corporate sector as a whole was more limited during the
Second Plan period. Wnile the proportion of foreign holdings of share
capital declined from 63% in 1970 to 55% in 1975 o/ (and Malaysian
ownership correspond.ngly increased from 37% to 45%], the ownership by Malays
and Malay 1interests 1increased only from 2.4% to 7.8%. Similar changes

took place 1n respect of ownership of industrial fixed assets. The
activities of public bodies, operating on behalf of the Malays and other
indigenous people, such as PERNAMPerbadanan Naslonal),the Bumiputra

Investment Foundation, MARA, UDA (Urban Development Authority) and the

l/ For further information see, among others , 'Review of Existing Savings
Institutiors and Methods Used in Mobilizing Small Savings in Malaysia'
by Tin Lin Pin, Econ. Research and Statistics Dept., Bank Negara,
Kuala Lumpur, published in Economic 3ulletin for Asia and the Pacific,
Vol. XXVI, No. 1, June 1975, (Sales No.: E.75.I11.F.5).

g/ In absolute terms, however, the amount of share capital owned by
foreigners in the private sector increased by an estimated 10% per year
during the Second Plan; this being fully in line with the pclicy of
Government to encourage foreign investriant.

}/ Among PERNAS' investments can be noted joint ventures with foreign
participation such as Malayawata Steel, Pernas Plessey Electronics,
Behn Meyer Engineering and a tyre factory operated by Goodyear.
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SEDCs have maintained for the Malay and other i1ndigenous community

1ts option to 1nvest in the growing volume of corporate assets,

The 13} GEDCs alone established , auring the Jecond Plan eight
subsidiaries and tock part in 76 joint ventures, while FERNAZ,

which began operations in 1970, narticipated through 1ts engineering
subsidiary 1n several manufacturing activities including the
manufacture of telecommunications equipment and edible oil. MARA had
established 10 companies in manufacturing which were providing
employment to over 3.000 Malays and other 1ndigenous people by 1975.
Furthermore, the Food Industries of Malaysia Bdm. Bhd. (FIMA),
incorporated in 1972 to promote the development of food processing 1udustries
in the country particularly in the i»ss developed areas, had by 1975
investments in seven subsidiaries involved among others in pineapple

canning, manufacture of feed meal, fruit juice, cans and boxes.

116. The Bumiputra I[nvestment Foundation (Yagsan Pelaburan 3umiputra ),
established in 1978, is an open-ended unit trust which will take up

shares reserved for Malays (bumiputras) in corporate enterprises

and redistribute that equity into smaller unite-whicn, it 1s hoped, will
bring equity investment within the scope of bumiputra indiviguals. .The..
Foundation is envisaged %o be the 'premier orgénisatlon" among Government
bumiputra trust agencies and i1s built up on a three—-tiered corporate
structure with i1nitial Government-subscribed funds of M$ 200 million.

As a limited corporation with no share capital of 1ts own, the Foundation
is giving M$ 100 million as a grant and M$ 100 million as loan to 1ts
subsidiary, Permodalan Nasional Berhad which in turn will 1nitially buy
shares in larger and more profitable manufacturing enterprises, though as
more capital becomes available 1t will adso buy into smaller manuracturing
companies. Amanah Saham Nasional (National Unit Trust Company) will manage
Permodalan Nasional's equity portfolio and will sell units to and redeem

them from the bumiputra community.

117. The acquisition of new share capital by Malays and Malay

interests during the years 1971 - 1977 is estimated to 32.3% of all

new share capital; the share of non-Malay and foreign parties being

36.1% and 31.6% respectively. This follows approximately the equity ratio
of 30~40~30 envisaged in the New Economic Policy. In 1977 the bumiputra

(Malay) equity share in projects approved was 42.1%
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118.In the Third Malaysia Plan period 1t 1s envisaged that the
CSovernment through 1ts public sector agencies will continue to
participate directly in the management and operation as well as
equity participation in a number of manufacturing ventures. The
SEDCs either on their own or 1n joint-venture with the private
Sector are planning new manufacturing projects in fields such as
cement production, ceramics, glass, bricks, wood-based and food
processing industries involving a total capital 1investment of over
M$ 110 million and an employment potential of cver 10.000 jobs.
PERNAS will, according to the Third Plan, be involved in several
industrial projects including the manufacture of fertilizer, cement,
telecommunication equipment and pharmaceuticals. [t will undertake
mutually agreed-upon acquisition of share capital 1n existing companies

on behalf of the Malayg and other indigenous people.
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VII. Review of prospects and potential for 1industrial development

(a) Raw material endowment

119. Malaysia is a land rich 1in natural resources, including important
mineral deposits. Although the expnrt earnings are concentrated

on a few crops, the country's agricultural base 1s fairly well

diversified. The production of major agricultural commodities in 1975-1977

is shown 1in the following table:

Table 22: Malaysia: Production of ma jor agricultural commodities
in 1975 - X977

AP 1976 1977 (prel. )

Rubber tonnes 1,476,200 1,643,800 1,610,000
Rice tonnes 1,309,800 1,299, 600 1,142, 300
Saw logs cubic metres 15,418,800 26,151,9C0 26,674,500
Saron timber cubic metres 3,708,400 5,339, 700 5,582, 300
Palm cil tonnes 1,253,500 1,389,700 1,585, 300
Palm kernels tonnes 257,600 280,700 329, 200
Copra tonnes 126,000 123,000 117,000
Coconut oil tonnes 80,000 77,700 72,700
Marine fish tonnes 455,600 514,700 538,000
Presh pineapples tonnes 215,200 230,000 203,500
Sugar tonnes 392,000

Source: Bank Negara Malaysia:

Annual Report 1377.

120, The projected growth up to 1980 of the output of major agricultural

products is given in the following table:
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Table 23: Malaysia: Growth of agricultural output

up to 1980

Production index _ Annual growth rate (%)
1970 « 100 1975 1980 (projected)

-_ 1971-75 1976-80
Rubber 1163 155. 6 3.1 6.0
Palm o1l and kernels 296.8 634.2 24.3 16.4
Saw logs 108.2 149.6 1.6 6.7
Rice padi 120.2 143.5 3.7 3.6
Coconut and copra 106.5 114.7 1.3 1.5
Pineapple 81.7 92.4 -4.0 2.9
Pepper 124.0 174.7 4.4 7.1
Tea 72.5 99.1 -6.2 -4.0
Fish 199.5 192.2 9.8 3.8
Livestock - 125.1 164.3 4.6 5.6

Aggregate production
index 131.2 188.5 5.6 7.3

1

-

Source: Third Malaysia Plan.

121. Malaysia is since long the world's leading producer of matural rubber;
1ts output 1n 1978 reached approximately 1.64 million tonnes, comprising

47% of the total world production. Intensive programmes of replanting with
high yielding trees are continuously being carried out and new oprocesses and
techniques developed and introduced for the producticn of the high juality
Standard Malaysian Rubber (SMR) through the joint efforts of RRIM (Rubber
Research Institute of Malaysia) and MRPRA (Malaysian Rubber Producers
Research. Association). Active Research is also carried out in respect of the
end-uses of rubber and rubber wood. The domestic demand for rubber at present
by the tyre industry and other wanufacturers of rubber products is small,
comprising about 2% of output. It is envisaged that domestic consumption be
lncreased to 300,000 tonnes annually by the end of the 1980's. As stressed
recently by FIDA, the Government 1s specifically encouraging Jjoint ventures -
in industries marufacturing such products as rubber hoses, rubber piping,

rubber belting, automatic rubber components and other latex-based products.
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Other 1ndustrial prospective areas for i1nvestment wculd be export-
oriented projects like footwear, tyres, rubber sport goods

rubber toys, rubber mats, rubber floor tiles and medical and surgical
rubber products.

122. Since 1966 Malaysia has emerged as the world's largest producer

of palm o1l. As shown 1in Table 2} above, during the Second Malaysia

Pian period the palm o1l and palm kernel producticn grew approximately
five fold and 18 expected to contlnue to grow very rapidly with the
annual growth rate projected up to 1980 being 16.4%. The output

of palm o1l would then be expected to constitute almost 60% of world
output. Malayeia produced 1.6 million tonnes of crude palm oil in 1977,
15% more than in 1976. Production of palm kernels increased by 18% to
331,000 tons. Domestic consumption of crude palm oil has increased
strongly during the last few years. In 1977 the number of refining

and fractionating plants 1n production rose by 8 to 24 while consumption
of crude palm oil increased hy 48% to 353,000 tonnes, representing 54% of
total crude palm oil production. In 15’7 the Government approved S
refining and fractionating plants, bringlng the total number approved to
55. l'/ The experts of crude and processed nalm oil from Malaysia came to
about 1.43 million tonnes in 1977.

123. Output i1n the coconut industry in recent years has been declinuing
because of ageing trees of poor quality and uneconomic holdings. The
area under coconut has also lately declined marginally, mainly as a result
of further conversion of land to other crops, notably oil palm. A modest

ircrease for the coconut products is however foreseen during 1976-1980.

124. Production of fresh pineapples declined during the Second Plan

period, being in 1975 about 20% less than in 1970. After a modest increase
in 1976 it further declined in 1977. The decline in 1977 was attributed

to small holder production (90,200 tonnes in 1977) while the estate
production (113,300 tonnes in 1975 ) showed slight increase. Domestically
the industry has been faced with problems of escalating costs of production

;/ The bulk of the palm o1l currently undergoing processing in these
refineries is in the form of neutralised palm oil, neutralised
and bleached palm oil, palm olein and palm stearin with a limited
quattity of end products such as cooking oil and vanaspati (a kind
of vegetable ghee). It is expected that more of these end-products will
be produced in future.
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(in pazgticular transport c'aarges) and continued low recovery rate

of the fruit Hr canning purposes, while the exvmort markets for

canned pineapples, in particular Japan, have been getting '
increasingly tight. It 1s foreseen that a partial recovery

tomards the 1970-level of pineapple production w1ill be reached

by 1980, resulting from replanting with high-yielding species and

from a raise 1n the ex-factory pu.chase prices for pineapple

under a new system of grading. The Food Industries of Malaysia

Snd Bhd (FIMA) wasn incorporated in 1972 to promote on behalf of

the Malays an and other indigenous people the development of food
processing industries in the country, particularly 1n the less developed
areas. By 1976 the company had 1investments in seven subsidiaries which
were involved, among others, in the canning of pineapple, manufacture

of feed meal, fruitjuice, cans and bores. Under the Third Milaysia
Plan FIMA is expected to expand its activities by undertakingz projects
such as the manufacture of edible oil, processing of cashew nuts and

to cultivation of fruits and vegetahles. L

125. After having increased sharply in 1975 and 1976 the production

of 3ugar cane on a raw basis was estimated to have declined by 8%

in 1977 to 51,700 tonnes largely because of the drought which occured
during the year. In addition, the continuing proklem of labour

shortages for planting and harvesting of skilled lacgour to operate the
mills remained an obstacle to higher production. However, the area under
Sugar cane, grown malnly by various integrated sugar schemes in Perlis,
Negri Sembilan, Perak, Kedah and Johor and schemes of the Federal

Land Development Authority (FELDA) continued to expand, rising markedly by
33.5% to 27,100 hectaras at the end of 1977. The domestic output of

_]/ For further details regarding potential agro-industries development
reference is made to "Agro-tiased Industries - Potential for Development”,
Chapter VII in Xnvestment ®Opportunities in Malaysia, report an seminar
held in Kuala Luupur 27-29 October 1975 organized by FIDA.

.
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sugar cane 18, however, well below the refining capacity of the seven
sugar refineries, estimated at 614,600 tonnes per year. Consequently,
these refineries imported in 1977 about 427,400 tonnes of raw sugar mainly
from Thailand and Australia for further processing into refined sugar to
meet domestic sonsumption. In 1977, output of refined sugar by t he

refineries amounted to 483,500 tonnes, an increase of 15.8%.

126. Malaysia is extensively forested with a variety of tropical hardwoods

and the production of logs have become another very fast-growing industry.
Within the framework of a newly established natural forestry policy

to protect the country's forest resources (1n the light of the fact

that the current rate of exploitation of timber would treaten to deplete

the timber resources by 1990), steps are taken to further the best utilizat:on
of these resources. Such steps would include the establishment of 1ntegrated

timber-processing complexes and various secondary wood processing industries,

for production for example of timber mouldings and knockdown furmiture,
and of secondary products such as blackboard and chip board, as well
as pulp and papter manufacture.

127. The mining sector contributes about 26% of the total export
receipts. Thin, iror ore, bauxite and petroleum are the major minerals

- minedin Malaysra—es—indicated—tn-Pable-R24+—Atable-grving more-

detailed information on the country's minerals production 1970 - 1974
is appended as Annex I.

l/ For example, a M$ 630 million pulp and paper mill is being planned in
Sabah. The project participants include the Sabah Government and the
Indian company Birla Brothers who together would held 40% equity, while
the Sabah Forestry Development Authority and the Malaysian firm Fibres and

Chemicals Malaysia would hold 30% each. The project would involve the

production of paper of all grades. The processing of rayon 1s also being
considered.
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Table 24: Malaysia: Minerals production 1375-1977

iy wre
Tin tonnes 63, 300 63,400 57,700
(tin-in-concentrates)
Iron ore tonnes 348,000 308, 200 330,000
Bauxite tonnes 692,000 660, 200 616, 200
Copper tonnes 20,900 77,600 100,000
Crude o1l barrels 136,450,100 60,547,000 66,383,600

Scurce: Bank Negara Malaysia Annual Report 1977

128. Malaysia is the largest tin producer in the world with about

32}{, of world production. -1/ The 1977 production was 57,700 tonnes

which was the lowest in.15 years; the production having been declining
since 1972, when 72, when 72,600 tonnes were produced, largely because

of the mining of poorer grade tin-bearing land. As for the longer-term
‘prospects for the tin mining industry, it should be noted that Malaysia's
potential tin reserves are very substantial. 2/ Further with the
establishment of the Southeast Asia Tin Researoch and Development Centre
in Malaysia (UNDP-aided) research for extending the uses of tin will be
stepped up.

_}/ The Kuala Langat district in the Séate of Selangor is believed to hold
the world's currently biggest tin reserve, spread over 40,000 acres.
Negotiations for its development are going on between the Selangor
State Government, PERNAS and Charter Consolidated of London.

g/ See further David Lim, The Eccnomics of Tin-using Activities in the
Tin-producing Countries of foutheast Asia. Study prepared for ICIS,
UNIDO, April 1978.




129. Production of 1iron ore 1increased in 1977 by 7.l percent reversing the

declining trend experienced since 1970 (when 4.4 million tons
were produced). The domestic consumption of iron ore was about

296,000 tonnes or 78% of the total iron ore production.

130. Output of bauxite has steadily declined during the last few years

to about 616,000 tonnes in 1977. l.l million tonnes were produced in 1970.
A study is being undertaken on the feasibility of using local bauxite for
conversion into alumina to feed as far as possible the aluminium smelters planned
to be set up in Bintulu, Sarawak and Labuan, Sabah.

131. Copoer production on a commercial scale commenced i1n 1975 from the
Mamut copper mine in Sabahs Production of copper concentrates in 1977
reached 100.000 tonnes. Another copper prospect, also in Sabah, 1s

being investigated, whilst 1n Peninsular Malaysia prospecting 18 carried
out in the Pahang Tenggara area in respect of copper, lead and zinc. It
is expected that copper will become a major export earner by 1980.

132. Limestone and other rocks, gravel, sand and clay are expkorted- - ra- -
in various parts of-the. countrny.: ‘TwowThirds of thes himestone auntput: - .=y
18 channelled directly for constructiom purposes—whilst the - remainder--~- --
goes - into the production of cement and non-metallic minerals. Clay 1s
mainly used in the production of structural clay products. Production began
in 1978 in a 400 Tons/da.y cement plant in Saraw--. The plant which is a
joint venture between the Sarawak Economic Development Corporation and the
Sabah Eoonomio Development Corporation, will initially use olinker supplred
from Japan and the Republio of Korea. As there is good resocurces in Sarawak
of lime stone and clay needed for clinker production the Sarawak Government

is actively promoting a joint venture investment with the private sector

for a clinker production plant estimated to cost M § 150 million. A joint
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venture between Sarawak and Japanese 1nterests, lass lana Company 3hd,
exporty since 1977 about 2,000 ton.nes/month si1lica sand to Japan.

The sand 18 belng refined in a processing plant befcre export.

133.lmportant petroleum and Zas neposits off the coasts of nast
Malaysia and Eastern Peninsular Malaysia ensure present and ¢ iture

supply »f fuel as well as of feedstock tor the petrochemical industry.
Thus, with the discovery of o1l and natural gas 1n the continental

shelf of Maiaysia, there 1s great potential for the development of
petro~chamical products industries. A national petroleum policy nas
been formulated with the objective of bringing about the efficient
utilization of this resocurce for industrial development as well
as ensuring that the nation exercises majority control in the management
and operation of the industry. The national o1l company PETRONAS,
established 1n 1974, provides the organization and machinery for the
effective 1mplementation of this national policy. Although PETRCNAS
has been vested with the responsibility for the exploration, development,
refimng, vrocesuing, manufacturing and distribution of petroleum and
petro-chemical products, the Government welcomes the private sector,
including foreign enterprises, to participate with PETRONAS 1n these
industries consistent with the national petroleum policy. l/ Thus
PETRONAS cooperates with international oil companies in the exploitation

of petroleum resources on a production sharing basus.

(b) Exports of manufactures

134. Exports of manufactured goods which accounted for 19% of total exports
in 1977. As noted earlier, 1t grew by about 29% per annum during the Second
Plan period 1971-1975. It continued to grow 1n 1976, by 27% and 1in 1377,

by 9% (see Table 16 above). Its projected growth during the Third Plan

1s close to 20% per annum. It 1s envisaged that, during the Third

l/ A Master Plan on the future development of the oil and gas 1industry
has been prepared for PETRONAS (by the Japanese consultancy firm C. Itoh)
and within envisaged total investment8 of order of magnitude of M$ 6,000
million (whereof perhaps M$ 2,000 million during the ramaining years of
the Third Malaysia Plan period up to 1980) the following projects have
been reported on:

- Liquified Natural Gas: Total investment of about M$ 2,600million,
lnvolving the setting up of a lijuefaction plant to liquify natural
gas from Sarawak. Potential share holders: PETRONAS, SHELL,
Mitsubishi. Production might commence by 1982. The capaclty will be
6 million tonnes/year.

- Ammonia/Urea Fertilizer: Total investment of about M% 500 million.
This will be an ASEAN project with envisaged export mainly to Thailand
and the Philippines. Possible start up date: 1982.

- Petrochemicals complex: Total i1nvestment of about M$ 2,500 and a target
production date of 1982.
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constitute £

ma jor source cf growth

industries.

135. In the case of two of the fastest growlng 1industries during the

Second Plan, textiles and electronics

, 1t 13 felt that existing over-

capacity aad overseas protectionlsm are lLimiting the prospects, at

least for new 1nvestments.

Also, the domestic market 13 as yet too

small for amuch backward integration into i1ntermediates. 3I%t1ill,

the category increasing fastest was machinery and appliances,

in 1977
which

comprised largely electronic goods and electronic components and parts.

Exports of this category

manufactures 1n 1977.

accounted for 33% of total net exports of

136. The textile exports rose in 1977 by only 6.7%, compared with a

45% increase the previous

has been signed with EEC under which

fextiles are subjected to restraint.

year. It might be noted that an agreement

only nine catego~ies of Malaysian

The Malaysian textile companies

are however, finding that, with restrictions in tne traditional European,

Nor.n American and Australia markets

hindering growth, the local Malaysian

market 1s being eroded by their more efficient rivals from Hong Kong

and the Republic of Korea.

(c) Development of ine engineering 1indusiry

137. The engineering 1industry in Malaysia although comparatively small,

18 growing rapidly. There are no metal working machine

in the country, but there are two companies making

tool companies

a fairly wide ranges

of word working machines in small quantities as well as water

pumps.

A recent prefeasibility study, carried out by a French company at the

Government's request, recommended the setting up

of 2 fairly small

plant, employing 150 persons and making a wide range of both metal-

cutting and wood working machines.

Table 26: Forecast of machine tool demand in Malaysia 1970-85

U TR SN

.y
tm Aedn and tha Pam Pl

(M$ million) 1970 1975 1980 1985
Metal working machine 10.0 16.8 30.4 52.2
tools
Woodworking machine 14.8 17.9 311.5 55.2
tools
Accesaolres and parts i AgD 16,8 20,2 33.8
mrocales Mol TLT79.TI.300
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138. There are over 150 foundries 1in Malaysia employing about

3,000 workers. Most of the foundries and mechanical workshops are
Small-scale and use traditional skills and outdated aquipment.

Malaysia nceds assistance in the manufacture and maintenance of

tools, dies, moulds, jigs and fixtures for the mechanical, electrical

and plastics industries. The light engineering and plastics industries

set up to large extent during recent years , cover a wide range of

products, such as bicycles, serving machines, electric fans, builders'
hardware, automoblle components, wire and wire products, bolts and .
The _lastics conversion industry alone n:mbers over 150 units and employs an
estamated 2,800 workers. As few of the light engineering 1ndustries have
toolmaking facilities of their own, most moulds anc tools are imported. -
Most of few moulds and toels that are produced have a limited life and
their quality often below i1nternational standards. One factor which
lnhibits the setting up of tool-making facilities 1s the lack of trained
and skilled tool-makers. Many potential entrepreneurs hesitate to

invest 1n any industrial undertaking requiring the use of tools, dies, Jigs,
moulds and fixtures, unless tooling services are readily available in the

country. For this reason, 1t 1s desirable that Malaysia establish modern

toolrooms and train the necessary skilled tabour as socon as possible.
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VIII. External gssistance to the manufacturing sector

(a) UNDP/UNIDO technical copperation

139. The second UNDP Country Programme for Malaysia covering the

per.nd 1977-81 was approved by the UNDP Governing Council in June 1377.
The IPP for the programme period was US$ 15 million and, supplemented

by Government cost sharing input of US$ 5 million, total amount available
for the programme was US$ 20 million. The programuing exercise was
carried out by the Economic Planning Unit (EPU) of the Prime Minister's
Department and UNDP, Kuala Lumpur during 1976.

140. The programme is integrated with the national socio—economic
development priorities contained in the Third Malaysia Plan, the Plan
being :he second phase in the implementation of the Covernment's

New Economic Policy (NEP). The UNDP Country Programme is fulfilling

a modest part of the external technical assistarnce needs of the Plan,
recognizing that the thrust of the Plan is to reus-ss puverty in both
rural and urban areas, including the promotiom of iruustrial development
to provide employment opportunities for tibe grrding labour force in urban
areas. With the limited resources available the Programme is oriented to:
(i) redressing poverty, (ii) tackling priority issues in the less
developed States, particularly kedah, Kelantan, Perlis, Sabah and Sarawak,
and (iii) continuous support of selected development activities, including
industrial' project idemtification, technical truining and managemenrt
consultancy.

141. In the industrial development sector two major UNIDO projects have
been programmed under the Second Country Programme namely:

(i) Industrial Project Idemtification (MAL/76/007 )

The project is to assist FIDA in carrying out "industry analysis"™

in a number of sectors witb the objective of identifying new industrial
investment opportunities. The project is designed to utilize assistance

from b1lateral/multi—latera1 sourc28 other than UNDP such as the Commonwealth
Fund for Technical Cooperation. Under the First Country Programme, UNDP/UNIDO
assistance was ertended to FIDA to develop the methodology and approach to
this type of activity. An earmarking of US$ 300,000 was made for expert
services and training under the Second Country Programme. Presently two



UNIDO experts are assigned to the project, namely Mr. Peter Shaw, Project
Coordinator and Mr. Joe Profita, Marketing Analyst.

{(1i) Metal Industry Research and Development Centre
(MIRDC, formerly MIDCOM ) (MAL/71/536)

142. The project is to assi. the Government in the establishment
of the Metal Industry Research and Development Centre (MIRDC) to 1introduce

new technologies and modern management practices to existing englneering

and metal-working industries and enterprises, and to improve and strengthen
the country's design and research, product development and consultancy
capabilities in that field. The earmarking of US § 700,000 has been made
under the Second Country Programme. The pro ject started during the First -
Country Programme with a team of comsultants, Romconsult, who 1in 19795

together with FIDA made preliminary recommendations based on a survey of
1ndustry needs. In 1376 and 1977 further investigations where carried

out by SIRIM officers and, in May 1977, by representatives of Hindus tani
Machine Tool Ltd. (HMT ) of Bangalore, India. A preparatory mission was
carried out in January/February 1978 by a UNIIO staff memmer (Mr. Kneppel).
The MIRDC 18 to be established on the SIREM premises, under the responsibility
of the Ministry of Science, Technology and Environment and with SIRIM

ag Government counterpmrt agency. It might be noted that Japanese bilateral

assistance 18 being comsidered for the establishing of an Electroplating Centre

within SIRIM.

133. In addition, ander the Second Country Prcgramme continued assistanne
was provided to MIDFIC, the industrial consultant subsidiary agency of

MIDP in an effort to meet the need to develop qualified local consultants
in the fields of marketing, financial management, i1ndustrial engineering and
production management. This project 1s implemented by ILO. The earmarking
in the Becond Country Programme was US $§ 420,000 and the assistance 1is to
be provided during 1977-1980 (MAL/70/015). Assistance is also being
provided under the Second Country Programme in conmnerzon-with the.establishment
of the Export Credit Insurance Bhd (MECI3). The project which includes

the provision under OPAS of the Chief Executive for MECIB for two years,

is implemented by UNCTAD (MAL/76/020).

144. A number of UNIDO projects (mostly SIS) involving the provision of
8hort-term expertize have been carried out during the last few years

including :
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Industrial Strateg’ Mission (Expert: Professor E.L. Wheelwright,
December 1971 — January 1972 - IS/MAL/71/011)

Shipyards Consultancy (Experts: Mr. ©.J. Niskanen, January
1973, Mr. J.W. Prins September 1974 - April 1975

- IS /MAL/T1/811)

Plastios Industry Development (Expert: Mr. A.D. Clarke, June 1972 -
May 1973 - IS/MAL/71/809)

Pulp and Paper Industry Development (Expert: Mr. R.B. Glisbey,
June - July 1973 - IS/MAL/73/001)

Waste Paper Collection and Use of Secondary Fibres in Paper
Making (Expert: Mr. H.H. Schmict, July - October 1978 -
SI/MAL/77/801)

Tramsfer of Technology and Intecrnational Licensing (Expert:

Mr. Arni, Pebruary - May 1977 - 13/MAL/77/009).

145. Among completed large—ecale technical cooperation projecté of UNDP/UNIDO may
be mentioned the assistance provided tc the Natiomal Institute for

Scientific and Industrial Research (NISIR), 1970-1975, in connexion with its
establishment and initial operations. .NISIR.was.subsequently meerged ..

with the Standards Institution of Malaysia (SIM) o become SIRIM. Large-
scale assistance was also provided during the period 1964-1973 to the

MARA leather and shoe factory Kulitkraf.

146. Under the UNIDF a project (UF/MAL/78/105) kas recently been

approved with the amount of US $ 60,000 for the provision of assistance 1in
the institutionalizing of programmes of entrepreneur development. The
national counterpart agency is MIDF which,with MIDFIC and in cooPe€ration
with the Malaysia Institute of Management (MIM) and the National Entrepre-
neurial Research and Development Association (NERDA) will be responsible
for the establishment of an effective industrial entrepreneur development
programme, having national scope by cooedinating existing natiocaal elements,

and including entrepreneur development consultancy.skills.

147. In the meantime a SIS advisory mission (SI/MAL/78/801) was
carried out by a short-term UNIDO expert (Mr. Banford Preston) in
late 1978 to (i) assist specifically the National Productivity
Centre (NPC) in identifying and selecting industrial opportunities in

conjunction with its programme of entrepreneurship development, which was
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started about two years ago, and (ii), possibly, to prepare the 1initiation
of similar activities at MARA.l/

148. A pending (not yet formally submitted ) request for assistance 18
a SIS request from MARA for assistance by textile production and
marketing experts in the carrying out of pre—investment studies and
project preparation for batik manufaoturing including proposals for
modernizing of existing small-scale industries, Another area where the
SIDFA, Mr. Iqbal, has indicated that there might be need for UNIDO
assistance is in connexion with the possible establishment of a housing
research organization which would,_i_g_'ggg_ alia, carry out research and

development on low-cost building materials manufacture.

149. The Bank Pembangunan Malaysia Bhd, furthermore,bhas contracted UNIDO

(ref. letter of 8 November 1977] indicateng the need for assistance in connexion
with the carrying out of regional economic surveys by the Bank's

Economic Research and Business Development Division. The approach to be

used for the surveys was outlined in a detailed memorandum.

(b) Areas for potential further assistance within the
indugtrigl sector
150, The SIDFA Mr. Igbal has recently 2/ prepared a note, entitled
'Conceptual Brief for Possible UNDP/UNIDO Technical Cooperation in the
Reddization of New Economic Policy Goals through Direct Support of Publio

Enterprises/Corporationa' indicating possible avenues of strengthening
the Covernment 's efforts towards rectifying the problems of the existing
public enterprises as well as laying a strong foundation for the effective
and efficient development of the publio enterprise sector as required
under NEP, Mr. Igbal identified the following specific areas for
strengthening such efforts through UNDP/UNIDO cooperatdon:

(i) The preparation of a comprehensive industrial plan
to develop a perspective with a view to exploit the
gomparative advantages of the country in the face of the

limited home market and charting out development patterns

l./f'\u"ther expertise in th 8 field is provided to MARA through the Commonwealth
fund for Technical Cooperation. Full cooperation with the expert under this
programme, Mr. Hari Kishan Singh, is being 'maintained 1in the develonment of
the possible "NIDO inputs.

_2/ See Appendix II of Mission report to Malaysia, 12 June-l July 1978,
by Faqir M. Iqgbal.
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of the potential growth sectors of industry in order to
derive suitable advantages i1n relation to the NEP
goals. Mr. Igbal indicates the assistance
required by FIDA ( who would be the agency drawing
up the plan) would inwolve the services of two expertis
(an industrial planner and an industrial economist) for
14 year each plus fellowships. According to Mr. Igbal's
proposal speoific purposes such an industrial plan would bde
tos
~ identify growth sectors of industry and commerce with:
a view to the comparative advantages enjoyed by Malaysia;
-~ chact out the growth patterns of such sectors giving
due considerations to the limitations of the home market;
- suggest requirements and modifications in policies 1in
respect of invesiment promotion, fiscal and tariff incentives, etc.;
~ draw up guidelines for policies to ensure an effective
growth of the Bumiputra participation in the inuustry and
commerce including that through the public seotor;
- suggest/institute a coordinated machanism to monitor the
effects of such policies; and

~ train a number of Government professional staff.

It sould seem that the preparation of such aa industry sector
plan, or rather long-term strategy by FIDA, in cooperation with EPU,

would be a very timely exercise immediately after the Third Plan
mid-term review results are available in the context of 1initial basic

preparat.ry work for the Fourth Plan.

(ii) The provisioa of operational consultancies to selected public
enterprises not performing well in selected regions or fields.
Mr. Igbal's preliminary project draft foresees that up to

10 enterprises would be selected and the consultancy assistance

to be provided would involve about 10 experts for 6=9 months
each in areas such as product planning and control; product
design and developmentj production layouts and balancing

of plant capacities; market research and development;
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management; and financial controls. The project would also
include fellowships. As this work would be within the

sphere of activity of MIDFIC, (who is having

both puktlic and private sector industries as ita clients),
1t might be practicable if the prowvision of the required

assistance were made in conjunction with that body.

(iii) The development of the capacity of selected SEDCs and public
corporations in industrial project appraisal, implementation
and control. The aim of this assistance would be to ensure
that the CSEDCs and other public corporations, charged with
enhancing the Bumiputra partisipation in industry and commercs
by holding squity in such enterprises as a trust for future
Bumiputra entrepreneurs, make right choice of projects, products,
equipment, processes, partners and implementation strategies.

The envisaged duration of this project 1s two years.

(iv) The instituting and strengthening of the Bumiputra Investment
Foundation and its subsidiary Permodalan Nasional Bhd in its
investment evaluation and forecasting, including the preparation

of a blue print for its future gpowth.

(c) External assistance sources other than UNDP/UNIDO

151. Malaysia has been receiving external technical assistance from

three main sources: (i) bilateral, (ii) multi-lateral, (iii, governmental
and semi-governmental agencies, private foundatioms and volunteer bodies.
Bilateral aid comes from Colombo Plan members and from others outside

of this group, including Belgium, Bulgaria, France, FRG, the Netherlands,
Poland, Rumania and the USSR. Multi-lateral assistance comes, besides from
the UN—-system,from the Commonwealth Fund for Technical Cooperation. Aid
under the category (iii) above comes,inter alia, from the Asia Foundation,
the Pord Foundation, the International Development Research Centre, the
International Executive Services Cormand various Volunteer Services.
Capital assistance resources are in the form of (i) project loans, from
multi~lateral sources such as the World Bank, the Aiian Development Bank,
and the Islamic Development Bank, (ii) bilateral loans under government

to government srreements and (iii) market loans and credits.
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IX. Regional cooperation - ASEAN

152. Recognizing the vital importance of regional economic
cooperation to enable countries to meet common problems while
accelerating their progress and development, Malaysia 18 inten~
s8ifying its efforts to foster greater collaboration at the
international, regional and sub-regional levels. This is borne

out by its active participation in several regional organizations
including in particular the Association of Southeast Asian Nations
(ASEAN), but also the Ialamic Conference, the Ministerial Conferencr
for the Economic Development of Southeast Asia, the Colombo Plan
for Technical Cooperation and the United Nations and its Specialized

Agencies.

1513. With the formation in 1967 of ASEAN which comprises

Malaysia, Indonesia, Philippines, Singapore and Thailand, Malaysia
has committed itself to the basic aim ef ASEAN which is to accelerate
the economic_ftowth, sooial progress and cultural development of the

sub-region. L

1/ For further background information see document UNIDO/ICIS.62
of 3 April 1978, ASEAN Industrial Cooperation - A Background Note.
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154. In the field of industry the practical achievements
in the context of ASEAN cooperation, during the early period,
were very limited. Several studies were made in respect of
various schemes for cooperation in industry. Two major UN

study efforts should, in particular, be mentioned:

- "Economic Co-operation among Member Countries of
ASEAN® report of a UN Study Team with Mr. G. Kansu
as Team Leader and Profaessor E.A.C. Robinson as
Senior Adviser. The peport is published in the
Journal of Development Planning, Vol. 7, United
Nations, New York, 1974.

-  "Asian Industrial Survey for Regional Co-operation"™,
report prepared under the auspices of ECAFE (now ESCAP)
in ococoperation with the Asian Developmen.t Bank and UNIDO.
Professor H.C. Bos waa coordinator for the study project,
Mr. A. Peraldis was leader of the permanent team. The
report is published as document AIDC (9)/1, United Nations
New York, 1973.

155. Three principal and general techniques of cooperation
concerning industry were developed in these reports, namely the
technique of selective trade liberalization, the technique of
industrial complementarity agreemenis and the so-called 'package deal'
technique.

(i) Cooperation through selective trade liberalization
156. Cooperation through selective trade liberalization is being

carried out through a gradual step-by-step and item—-by-item approach.
The ASEAN countries signed in February 1977 a Preferential Trading
Arraagement (PTA) to encourage the expansion of intra~ASEAN trade
(see Table 27). The instruments for the implementation of the
liberalization of non-tariff measures on a preferential basis,
long=term quantity contracts, purchase fipance support at preferential
interest rates, preference in procurement by government entities and

other measures that may be agreed upon in the future. Under the PT4,
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- 4y - raple 27: ACEAN Trade analysed oy country and product Zroup, isio .. o thous:nd,
Destinatilon
Indorwsian Lxports Indoneeia Tuwalliad Singapoere Philippines Malayeia Tetal
Food and live animals 186 . 5 PEpry] 41,70
Beverages aind tobacco - 107 - 64 18
Crude materials, insdible, aroept fuels 910 303,275 - 14,682 117,07
Mineral fuels, lubricaats, and related 122 252,017 89, 382 159 142, 110
aatsrials
Animal and vegstabls oi1ls and fate - 1,05) 193 280 1,17n
Chomicals and producte of chemical 180 1,200 51 158 1,995
industries
Manufsctured goods claesified ohiefly 83 8,741 2 24 8,R%0
by zatsrial
Machinsry and transport equipmsnt 129 33,317 37 4,717 38,520
Miscs ilaneous manufaotured articlss 87 2,677 1 61 2,82¢
Cozmmcdities and transactione not 57 1,611 62 45 1,775
olassified acocrding tc kipd
Tetal 1,754 643,817 89,993 22,518 758,142
Thai Exports
Food and livs animals 131,895 114,546 24,0%8 85,218 155,717
Beverages and tobasac 3 br4 Jo 3 563
Cruds materials, inedibls, except fuels 11,654 41,998 1,092 29,361 80,067
Mineral fusle, lubricants, and related 3 149 52 71 309
msteriale
Animal and vegetabls oils and fats - 4456 - a7 723
Chemicals and producte of chemical 983 1,854 121 649 1,607
industriee -
Manufaotured goods claesified chiefly 5,820 18,722 954 5,698 I,194
by material
Machinery aad transport equipmsnot 2,394 16,473 1,844 5,939 26,250
Miscellaneous manufactursd artizles 441 2,641 136 713 3yl
Commcd1ities and transactions act - - - .- -
olassified acoording to iand
Total 193,227 197!356 2802‘7 123,931 5020761
Singepore Exports }/
Pood and live animals ), 621 8,263 1,576 116,996 130,402
Beverzgee and tobacce 2,208 1,510 8 6,180 10,106
Cruds eaterials, inedible, except fuels 10,023 4,744 1,215 47,678 61,725
Nineral fuele, lubricants, and rslated 382,099 88,474 9,551 169, 326 649,450
oaterials
Animal and vegetaols oils and fats 666 as1 20 },544 5 071
Chemicale and products of chemioal 22,541 14,977 7,078 102,776 147,372
industries
Manufactured goods clascified chiefly 56,397 8,716 3,813 165,155 234,081
by matsrial
Machinery and transport equipment 62,942 58,042 23,018 320,848 464,8%0
Miscellanecus magufactured articles 9,298 4,761 1,546 58,298 73,303
Commoditias and transactions not 3) 7,217 3,892 17,501 28,018
classified according to «ind
Total S49,824 197,555 S1,777 1,008,502 1,807,658
Pailippins Exports
Pood and !ive animals 153 992 14,078 1,399 16,622
Beveragee and tcbacce S 16 13 29 79
Crude materiale, inedible, axcaspt fuels 211 21} 405 y,242 3,071
Mineral fueie, lubricants, and rslated 24 12 4,603} 3 4,722
matsrials
Animal and vegetabls cils and fats - bE) 3,446 225 1,710
Chemicals and producte of chemical 3,504 3,478 1,747 1,441 10,170
industries
Manufactured goods classified chiefly 12,025 1,648 5,522 4,01% 23,220
by matsrial
¥aohinery and transpert equipmsat 61) 573 3,501 2,21} 6,940
Misoellanecus manufactured articles 210 %02 3,405 793 4,970
Commodities and transactions not 2 ') 439 22 528
olassified aoccording to kind
Total 16,821 7,558 17,239 13,418 75,042
Malaysian Zxports
Food and livs animals 1,397 2,804 108,301 3,019 116,117
Baverages and tobacoo 216 - 4,006 4,311 9,131
Crude materials, inedible, sxcept fusle 708 1,929 421,524 465 424,625
Mineral fuels, lubricants, and relatsd 2,242 48,683 162,795 57,322 271,042
matarials
Animal and vegetable oils and fats 71 35418 nA, 12 436 72,502
Chemicals and products of chemical 3,260 1,614 13,387 1,217 12,478
industries
. manufacturea ggods claesified chisfly 2,751 1,929 48,508 5,492 . 68,686
by satsrial
Machinsry and tramsport equioment 10,270 5,079 66, 1%0 2,426 84,1.5
Miscellaneoue manufazturea articles 1, 364 2,126 59, 290 4,654 61,10
Commodities and tragsactions not 511 S04 6,804 119 2,024
claseified acoording to kind
Total 22,856 68,271 360, 317 79,515 1,136,%4)
l; Including re—~erxvorta
iraemt eoartaant of  Catictiae, inearcrsp eparinent Of “udtome, o Ceateal ) reas 9f Steviet o,
ety intlonil "rarie amt S ntic e e 60 1L Canartanat of Ctatas ticn, Kol Louer

KL vy e, faninge,
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71 1tems have been 1dentified for preferential trading according

to two lists, one belng 4 li1st of 21 products which have been agreed
to by all countries for preferential trading and the other being a
list of 50 products offered voluntarily oy each of the countries for

preferential treatment.

(ii) Cooperation through 1ndustrial complementarity agreements

157. The purpose of 1ndustrial complementarity agreements 18 to

expand trade and i1ndustrial cooperation, at the level of the 1individual
industry or small group of related industries, through negotiations.

These are conducted by representatives of manufucturers in d1ffe}ent
countries, with the aim of preparing an agreement covering that industry
for government approval. Proposals may include measures for the
encouragement of specialization and exchange of products or components
through uni-directional preferqnces, reduction or abolition of intra-
regional tariffs, removal of quantitative restritions establishment of joint
ventures, and the sharing of markets. In the case of the ASEAN countries a
number of industries were suggested 1n the two studies referred to

in para. 154 for which complementarity agreements might be beneficial

and suggestions were made for the conduct of negotiations and thear. .
supervision by government. It being envisaged that the greater portion

of the ASEAN industrial cooperation programme will be 1mplemented and
materialized by the direct efforts of the private sector in the member

countries thoough industrial oomplementation.

158. In response to the conceived role of the ASEAN private sector

in achieving ASEAN 1ndustrial cooperation, the private sector organized
itself into an ASEAN-Chambers of Commerce and Industry (ASEAN-CCI)

in Jakarta in 1971. The ASEAN-CCI 1s the officially recognized forum

for the private sectors of tpe ASEAN countries to discuss and formulate
suggestions for consideration in ASEAN government councils. At the
ASEAN-CCI Council Meeting in 1976, 1t was agreed that the principal
vehicle for the ASEAN private sector efforts and cooperation in the
ASEAN industrial complementation scheme 18 through the regional 1ndustiry
clubs (RIC). Industry clubs are defined as the aggrupations of private
sector entities, associations, federations or groups within the same
industry representing each of the i1dentified 1ndustries for possible
regional industrial complementation. Regional 1ndustry clubs are composed
of the representatives of the national 1ndustry clubs given official

recognition by the individual ASEAN Chamber of Commerce and Industry.
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Regional industry olubs have to be given acoreditation by

the ASEAN=CCI through reocommendations of its Working Group

on Industria.l Complementation. The RICx given recognition are
ASEAN Automotive Federation, ASEAN Federation of Cement Manufac-—
tures, ASEAN Chemical Industry Club, ASEAN Federation of Eleotrioal,
Electronios and Allied Induntriee, ASEAN Pederation of Food Prooessing.
Industries, Rubber Industries Asscoiation of Southeas Aeian Nations,
ASEAN Federation of Glass Mamufaoturers, and ASEAN Irom and

Steel Industries FPederation. Other RCIs in formative stages include
ASEAN Agrioultural Maochinery Industry Club, ASEAN Dieeel Engine
Industry Club, ASEAN Pulp and Paper Industry Club, ASEAN Engineering
Club.

159. The ASEAN Automotive Pederation through its Technical Committee
is expected to submit a detailed ocomplementation soheme by the end
of 1978 through the ASEAN-CCI to the ASEAN Committee on Industry, Minerals
and Energy (COIME). Before being formally submitted to COIME the
private sector proposals will be reviewed by an intergovernmental experts
- ' group (set up by COIME): The scheme will—ss-a first—step-involve-the  —— -
production of ocarburators which are not mnufa.oturod. at ths moment
R in any ASEAN oountry. A local _oontent sachedule is being dravn up in . .. _.

| view of ths fact that a carburetor oomprises more than 60 oomponents and,
initially, most will have to be imported. It is expeoted that the project
be majority ASEAN-owned with the host country lacking a 51% share and
the remeinder divided among the other four ASEAN oountries and a foreign
partner. The latter would be expected to take 20-25% of the equity.
The ASEAN Automotive Pederation experts within the next few months
to preseant shoemes for an additional five to tem of some 30 products
originally identified as possibilities. Acocording to recent press
reports l'/ the ASEAN Pederation of Food Prooessing Industries is working
on a proposad .involving baby. foods, while. tha . ASEAN. Chemical . Industries .
Club is looking at polyvinyl ohloride (PVC) and vinyl ohloride monomer
(VCM) as possible products for oomplementation.

)/ Busicess Asia, 6 Ovtober 1978.
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160. Under RAS/77/003 'Industrial Cooperation in ASEAN'
a UNDP projeot dooument for a small-ssale projeot (with a total
UNDP input of $ 25.400), entiiled 'Seleotion of Technological

families for Complementary Industrial Cooperation in ASEAN Countries' is umder
implementation. The immediate objective of the projeot is to

eatablish the basis of an integrated system of teohnological families

for meperate manufaoturing operations in the ASEAN oountries.

Altogether the product families are to oover most of the likely future
demands of all the ASEAN oountries; however, their manufaoture may be
benefioially distributed among the partioipating countries within a

system of oomplementary specialization, to enable each country to ooncentrate
on one or a few families of common teohnology and to establish production
units of reasonable economies of scale. The results expected from

the project are:

(a) a study within ASEAN of the ooncept of womplementary
specializaticn, .

(b) a demonstration of the potential ecomomic and practioal
advantagee arising from this kind of industrial
oooperation,

(o) an initiation of more oollaboration among ASEAN
gountries in industrial development.

A eenior couuit;nt—lr. E. Sabatha, was undertaking during the sscond half of

1978 field work analysing and assessing relevant industrial aotivities in
the ASEAN oountries. This work was undertaken in olose cooperation with

staff of the UNIDO/ESCAP Joint Division. A workshop was held
in January 1979, with ASEAN experts, to review the consujtant’'s findings.

(i1i1) Establishment of ASEAN industrial projects
161, The first approach to ASEAN industrial cocperation is
however through the establishment of ASEAN industrial projects (AIP)
through the joint efforts of the governnents of the member oountries.
The ASEAN Governments have agreed to study initially five ASEAN
industrial projects. These proposed projects being examined are:

an ASEAN anonia-urea project eaoch in Inddmesia and Malaysia, an
ASEAN phosphatio fertilizer plant in the Philippines, an ASEAN
diesel engine project, ,]/ in Singapore and an ASEAN rook salt-soda

ash project in Thailand.

1/ Only engines over 200 hp (in the oase of Indonesia over 500 hp )
are expected to get ASEAN preferential treatment.
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162. The ASEAN Eoonomic Ministers have also agreed on the
general principle to govern the equity participation of the
ASEAN oountries in the first five AIPs, namely that for these
first five AIPs the host oountry should have 60% of the total
equity of the AIP with the balance to be shared equally by the
other ASEAN oountries. The products of the AIPs were assured
preferential access to the member oountriss through the various
instruments of preferential trading arrangements.

163. The Meeting of the ASEAN Eoonomio Ministers held in

Pattaya, Thailand in September 1977, accepted the ASEAN ammonia-

urea project in Indonesia as the first of the ASEAN industrial
projects while the Eoonomic Ministers Meeting in June 1978

in Jakarta approved the Malaysia project. The Indonesian project is
to be oompleted by 1981/82 and the Malaysian Project one year

later. Feasibility studies in respeot of the other identified

ASEAN projects are expected to be soon completed. At the same time
the ASEAN Economic Ministers have already at a meeting in January 1977,
agreed that prefeasibility studies would-also be undertaken on other
Poeeible ASEAN industrial projects, namely heavy duty rubber tyree,
metal working machine tools,.newsprint, elsctrolytic tin plating,-—- - —-
TV pioture tubes, fisheries and potash. .

h

164. Among potential ASEAN industrial projects to which major attention

has been paid are those of integrated steel mills since the region's industries
now generally have established a broad and solid base in the manufacture of
secondary steel products. l'/ Technical cooperation (including bilateral aid

by Japan for feasibility studies) is currently extended to two ASEAN
oountries, the Philippines and Thailand. In the case of Malaysia indi-
cations have been given of its partioular interest in examining the
possibility of producing sponge iron or high concentrated tromthrough '~ -~
the direct reduotion process to overoome growing shortages. The Malaysian
Government has granted approval for the expansion and setting up of several

y The ASEAN COIME has recently requested UNIDO to assist in the oarrying
out of a study on minimum size plants for steel processes for the
ASEAN ocountries.
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rolling mills. The country's total capacity for the production of
Steel bars and wire rods is nowabout 880,000 tonnes a year. A modern
wire rod mill has recently begun trial production in Malaysia and will
be able to meet the country's total requirements by the end of 1979.

The trial plant will however face grave difficulties if there is a
shortage of basic materials like iron ore, steel scrap or sponge iron.
Malaysia now has an installed rolling capacity of 440,000 tonnes

a year for the production of steel bars and wire rods but the installed
melting capacity is only 260,000 tonnes a year. Importing expensive
ingots has resulted in imported inflation which will worsen when the
disparity between the two capacities becomes greater in the future.
Malaysia also faces problems in the irregular supply of local raw material,
especially steel scrap. It has installed more electric arc fumaces, and
any shortage of ore will mean that such furnaces will be underutilized.
This has prompted the government to study the feasibility of producing

sponge iron. The abundance of natural gas and the high projected demand

for sponge iron make its production a worthwhile venture the Deputy
Minister of Trade and Industry, Datuk Lew Sip Hon has recently stated.
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Malaysia:

ANNEX I

Production of minerals and valus, 1970 and 1974

Mineral
Tin~in-concentrates 73,792 811,456,321
Iron-ore 4,490,865 98,259,779
Baurite 1,139,259 19,028,766
Wolfram 134 1,762,504
China Clay 3,326 230,064
Tin slags 912 (E) 2,137,792
Manganese - -
Ferro=Manganese - -
Columbite (B) 61 420,335
Ilmenite (B) 222,601 (E) 6,524,113 . ..
Xenotime (B) 393 () 1,971,610
Monazite (B) 1,657 (®) 612,568
Zircon (B) 839 (E) 56,417
Copper-concentrates (B) 1,221 (E) 395,840
0il 858,947 37,800,915
Gold 5,177 oss 554,006

Natural gas (B)

Scheelite
Antimony

Barite

(B) @ By-products
(E) = Exports

1970
Production “Value M$

less other-
wise stated

1974
Production Vadue M$
tonpes up-
less other-
wise stated
68,122 1,275,894,657
480,579 10,861,085
947,498 15,387,368
241 2,957,723
146,371 16,897,068
9,329 (E) 568,175
85,262 3,769,433
99 " 1,035,689
-153,524 (E) .- 5,951,871
102 (E) 168,670
1,724 (E) 641,216
20,035 (E) 7,353,600
3,874,455 823,212,466
4,313 ozs 603,496
90,253,773 n° 956,194
(1973) (1973)
11 -
(1975)
587 -
(1975)
14 -
(1975)

Source: A Brief Review of the Mineral Resources Development in Malaysia,
paper prepared by Dato Mohd. Salleh Majid and D. Santokh Singh
on bebalf of Ministry of Primary Industries , Kuala Lumpur, for thwe
ESCAP, Committee on Natural Resources, September 1976 (NR.}/CRP. 13).

-
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ANNEX II

Malaysia: Ministers and Deputy Ministers
Zas of Oct. 19755

Ministry

Prime Minister's Department

Ministry of Federal
Territory

Miniatry of Trade and
Industry

Ministers

Prime Minister:
Datuk Hussein Onn

Deputy Prime Minister:
Datuk Seri Dr. Mahathir
bin Nasir

Datuk Hussein Onn

Datuk Seri Dr. Mahatir
Mohamed

Ministry of Works and
Public Utilities

Ministry of Transport

Ministry of Law

Ministry of Science,

Teohnology and Environment

Ministry of Home Affairs

Ministry of Welfare Services

Ministry of Land and
Regional Development

Ministry of Defence

Ministry of Foreign Affairs

Ministry of Housing and
Loocal Government

Ministry of Education

Ministry of Finance

Datuk Tee San Choon

Tan Sri V. Manickavasagam

Datuk Seri Hj. Hamzah ——

bin Abu Samah
Tan Sri Ong Kee Hui

Tan Sri Hj. Muhamad
Chazali Safie

Datin Paduka Hajjah
Arshan Hj. Abdul Chani

Tan Sri Datuk Hj. Abdul
Kadir Yusof

Datuk Amar Hj. Taib
Mahmud

Tengku Datuk Ahmad
Rithauddeen Al-Haj bin
Tengku Ismail

Datuk Michael Chen
Wing Sum

Datuk Musa Hitam

Tengku Tan Sri
Razaleigh

Deputy Ministers

Datuk Seri Hj. Kamaruddin
bin Mohd. Isa

Mr. Lew Sip Hon

Dr. Nik Hussein bin Abdul
Abdul Rahman

(a) Mr. Mohd. Ali bin
Mohd Sharif

(b) Dr. Goh Cheng Teik

Datuk Abdullgh bin
Abdul Rahman

Mr. Clarence Mansul

Datuk Seri Syed Ahmad
Shahabuddin

Enoik Sanusi Junid

Datux Mokhatar Hashim

(a) Datuk Hj. Ramli bin
Omar

(b) Mr. Samy Vellu
(a) Mr. Chan Siang Sun

(b) Mr. Hj. Salleh
Jafaruddin

(a) Dr. Neo Yee Pan
(b) Puan Rafidah Asiz

..
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Ministry of Culturae, Youth
and Sports.

Ministry of Health

Ministry of Agriculture

Ministry of Information

Ministry of Labour and
Manpower

Ministry of Primary
Industries

Ministry of Puhlio
Enterprises

Ninistry of Energy,
Telecommunications and ?ontl

Datuk Samad Idris

Tan Sri Chong Hon
Nyan

Datuk Shariff Ahmad

Datuk Mohamad Rahmat
Mr. Richard Ho

Nr. Paul Leong Khee Seong
Mr. Abdul Manan bin

Othman
Mr. Leo Mogrie

Mr. Mak Hop Kum

Dr. Sulaiman bin Haji Daud

(a) Mr. Edmund Langgu
anak Saga

(v) Hj. Zakaria Abdul
Rahman

Dr. Ling Leong Sik
¥r. K. Pathmanaban

J

Datuk Najib bin Tun
Haji Abdul Razak
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