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Preface 

The  International  Centre  for  Industrial  Studies,   Regional 

and  Country  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 statue and  future prospects.     It  is hoped that  the 

profiles will provide analyses  of use to  programming technical 

assistance,   industrial redeployment and   investment 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  contained  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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' l '     Abbreviations   Used 

CGC Credit   Tuarantee  Corporation 

COPTI Committee  of  Officials   on   Foreign  Trade  and   Investment 

EPU Economic   Planning Unit   (in   the  Prime   Minister's   Apartment' 

PIDA Federal   Industrial   Development  Authority 

PIMA Pood  Industries of  Malaysia Sendirian BerharL 

PRI Porest   Research   Institute 

PnZ      _ Pree  Trade J5one_     ,_ 

GPU General Planning- and Socio—Economic Research Unit 
(in the Pria« Minister's Department) 

n,A industrial  co-ordination   Act of  1975 

ITM Institut   Teknology  MARA 

LMW Licenced   Manufacturing- Warehouses 

MARA Majlis  Amanah   tekyat   (Council of Trust   for  the  Indigenous   People) 

MARDI Malaysian  Agricultural   Research and   Development  Institute 

MDB Manpower   Development   Board 

MIDP Malaysian   Industrial   Development  Finance  Berhad 

MIDPTC MIDP Industrial  Consultants  Sendirian   Berhad   (subsidiary of mDFj 

MIEL Malaysian   Industrial  Estates,   Sendirian Berhad (subsidiary of MIDP) 

MIM Malaysia  Institute of  Management 

MTRDC Metal   Industries  Research and   Development   Centre   (formerly MIDCOM) 

MHPRA Malaysian   Rubber Producers   Research  Association 

Malaysian   Rubber  Research and  Development   Board MRRDB 

IfDPC National   Development  Planning Committee 

NSC National   Economic  Council   (cabinet   level) 

NEP New  Economic Policy 

MERDA National   Entrepreneurial   Research and   Development  Association 

tfPC National   Productivity  Center 

PERMS Perbadanan  Haaional  (Bumiputra investment  company) 

PETRONAS Petroliam Hasional Berhad 

HRIM Rubber  Research  Institute  of Malaysia 

SEDCs State Economic  Development   Corporations 

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

UDA Urban  Development   Authority 
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Summary and Conclusions 

Characterized by a favourable endowment with agricultural 

and mineral resources, by an open economy and a relatively larjre 

share of foreign capital, the first stage of Malaysian indus- 

trialization was centered around the exploitation of its natural 

resources through processing activities.  Import substitution- 

based industrial development was promoted by means of relative 

moderate tariff proteotion during the 1960s and resulted in the 

building up of new and diversified production lines, particularly 

consumer goods. The beginning of the 1970s 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 incentives, including 

special export incentives under the Investment Incentives Apt 

of 1968,and a rapid development of industrial estates, including 

export processing zones, in the developed areas of the country, 

were the main policy instruments. 

The formulation of the New Economio Policy (NEP) in 1970 led 

to main attention being given to the industrial 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 

(ii)  accelerating the process of restructuring 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-economic policy of regional distribution with a long-term 

maximization of national growth, including in the field of industry 

the decentralization,or regional dispersal,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 manufacturing industries under the NEP. 
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The main instruments developed for the carrying out of this 

strategy, and administrated by 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 %   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 industrie*! voitures,through Bumiputra institutions 

such as PERNAS and MARA as well as the SEDCs,in both urban and 

rural areas with the aim that such enterprises be turned oyer to 

industrial Malay and other indigenous ownership and management as 

soon as possible. 

The broad categories of industries on which special emphasis for 

future development is placed are: 

- export oriented industries; 

- labour intensive industries; 

- agro- and other resource-based industries with special 
emphasis on timber, rubber, palm oil and tin—based 
industries and on food industries; 

- industries that will lead to technological 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 incomes will create strong demands 

for a widening range of manufactured consumer goods. Thirdly, the 

progressive enlargement of the industrial base will permit xne 

manufacture, on a viable basis, of a range of intermediate and capital 

goods. 



Labour-intensive  industries,   such  as   textiles  and  electronics 

have  accounted  significantly   for  the momentum of growth  of  the manu- 

facturing sector  hitherto  during  the   v>70s.   Continued  growth  is  envisaged 

as,   for  instance,   the  electronics  industry  broadens   co  produce  more 

complex  sub-assemblies  and   finished products.   A new  set   of  industries 

is  also  emerging in   the  field  of petro-chemicals.   In  addition,   the 

metal-working industries  are   foreseen  to  grow      rapidly  as  industria- 

lization advances.   The ITNDP/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  in  the structure of the  country's manufacturing sector; 

the manufacture of investment  goods will  become more  important   than 

at present, while  the relativa  importance of many  intermediate products 

will  successively be reduced.   Envisaged vertical  integration will make 

growth  in  the  different  parts  of the   industrial  sector mutually 

reinforcing.   The  planned expansion  and  modernization  of  the  agri- 

cultural   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  ruboer,   palm oil 

and timber.   Malaysia is,   for  instance,   since   long the world's  leading 

producer of natural  rubber,   yet   less   than   2* of its  production   is  used 

in  further processing within  the country's  industry. 



I.     The general economic  background and the role 
of manufacturing in Malaysia'3 economy 

1. Malaysia consi3t3 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 

13   states: 

Johore,   Malacca,   Negri   Sembilan,   Selangor,   Pahang, 
Trengganu,   Kelantan,   Perak,   Penang,   fCedah and Perils 
in Peninsular Malaysia and Sabah and Sarawak in 
East Malaysia. 

2. Malaysia i3 rich in  land resources.     Of a total  land area of 

about 8o million acres.  34 million are suitable  for agriculture.     Half 

of that area is currently under agriculture  (or;in the case of 5.6 million 

acres in Sarawak ander 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.     Thtí country is predominantly agricultural,  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  1980s the manufacturing sector is expected to emerge as the 

dominant productive sector contributing over 26'', of the  GDP 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 St 

while at the same time the manufacturing sactor is expected to ¿TOW 

between  12 and 13^ per annum. 

3. Sowever,  average annual growth in agricultural output during 

1976-78 was only 2.6^ in real terms and it must more than dovble in the 

next  two years if Third Malaysia Plan   (1976-60)   targets are to be met. 

If net,  the  1980 GDP may still be on targut,  but  due  to  increases 

primarily in manufacturing which registered an  average annual  growth 



in   ì'>76-7H   of   V)í.      This   may  look   satisfactory  on paper  but   it  merina more 

accentuated   changes   in   the  economic  structure   than  we-e  neither  planned 

nor dosi red.      Agriculture   is  the  mainstay of   the  economy  and   u where 

the  bul.K  of  povarty   13  concentrated.     Increases   in  manufacturing output 

without   corresponding  improvement   in agriculture  could distort  economic 

development  and accelerate  rural-urban   income  disparities  and migration. 

"Pable 1;     Malaysia:     Sector  composition of   IDP 

(in constant   197 0 prices) 

Share of   IDP (*'! 

Average growth ra 

1971- 1976-  1976- 
1975    1978    1980 
(act)   (est )    a/ 

5.9      2.6      6.0 

te   (<) 

1981- 
1990 

Sector 
1970 

32.1 

1975 

29.8 

1976 

30.4 

1977 

28.6 

1978 
(est ) 

27.7 

1Q90 

Agriculture,   forestry 
fishing 19.7 4.9 

Mining,  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.O 

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 
cost ) 

7.4      7-5 8.5 8.1 

a/ Third Malaysia Plan 

0/ Outline  Perspective Plan 

Source:     Third Malaysia Plan 
Bank Negara Malaysia 
Par Eastern Economic 

Annual 
Review, 

Report   1977 
20 October 1978 

4. The grovrth of the  GDP in real terms i"   1977 was 7.7^ or slightly 

less than the target.     Preliminary estimates indicate a growth of about 

7.4^ in  1978.     Inflation was    about    5Í in both 19?7 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 population is young - 45^ of the people are under  15 years 

of age - and growing at an estimated rate of 2.6 - 2.7^ 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 3.4«.     The unemployment rate 

declined,  however,   only marginally in   1977,   to 6.7"!'.,  iue  to the expansion 

of the ls^'ir force;   an   increase in  the labour force of   3.3'° per annum 

1976-n0 and ?.9<& per annum  190 i-90 (or by approximarely   150,000 persons 

per annum)  being foreseen.     As already indicated the agricultural 

sector provides employment  for about  half of the   labour  force.     About 

1356  is employed in manufacturing^/ Ey  1990 it is projected that the share 

of agriculture in total  employment will have been reduced to about 35^, 

while manufacturing will  employ about  half that many people,  or about   17^. 

Table 2:     Malaysia:     Employment by  Sector   1970-1990 

Sector 1970 1975 I99O 

Agriculture,   forestry,   fishing 

Mining and quarrying 

Manufacturing 

Trade 

Total   employment 

Population 

Labour  force 

Unemployment 

Unemployment  {%) 

Est. 
employ- 

ment 
(000) 

1,787 

87 

290 

380 

3,340 

10,770 

3,607 

267 

7.4 

Share Est. 
of tota,    amploy- 

(*) 

•5 

2.6 

8.7 

II.4 

1Q0.0 

ment 
000) 

1,937 

87 

398 

496 

3,928 

L2,249 

4,225 

297 

7.0 

Share        Est. Share 
of total employ—    of total 

(£)           ment     .;      {%) 
  (000)   

49-3 

2.2 

10.1 

12.6 

100.0 

2,231 

93 

1,066 

988 

6,348 

18,103 

6,587 

239 

3.6 

35.1 

1.5 

16.8 

15.5 

100.0 

Source:    Third Malaysia Plan 

7.        A most distinctive characteristic of Malaysia is  its ethnic, 

linguistic,   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: 

1/ 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 Government has indicated that by 1978 it is estimated that 
the manufacturing sector accounts for 13$ of the total labour force and the 
agricultural sector for 44^ 
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Malays 46.8^ 
Chinese 34.1^ 
Indians,   Pakistanis 9.CK 
Dayaks,  Kadazans  and 

other indigenous people 8.7'. 
Others 1.4*4 

8.        Malaysia's  GNP per capita in  1978 was  *$ 2.758 (- US S 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: 

Standard-of-living  Indications 
In Selected Asian Countries 

1974 Pood 
calories 
per head 
per day 

Newsprint 
consump- 
tion per 
head per 
year (kg) 

Telephones 
per 1000 
population 

Passenger 
cars per 
1000 
population 

Steel 
consump- 
tion per 
head per 
year (kg) 

Energy 
consump- 
tion of 
coal 
equivalent 
per head 

(1st) 

Malaysia 2591 '    2.7 22 36.9 69 560 

Burma 2214 0.4 1 1.2 1 56 

India 1971 0.3 3 1.2 14 201 

Indonesia 2128 0.5 2 2.4 5/ 9 158 

Iran 2367 0.7 24 12.9*/ 

2.7^ 

93 I272 

Pakistan 2132 0.3 3 6 188 

Philippines 1963 1.5 11 8.8 29 309 

Republic of 
Korea 2715 4.8 35 5.0 124 9b 1 

Singapore 2839 12.6 125 67.O 710 2060 

Sri Lanka 2018 0.7 6.8 4 140 

Thailand 

s/. 
2/ 

2360 

1971 
1972 
1973 

1.4 7 4.6 V 22 1 300 

S.ÇN irces;  PAO Production Year Book 1976, V ol.  30 

UN Statistical Yearbook 1975 



9. The country's relatively advanced stage can alao  be seen  in 

its high per capita fixed capital formation,   that  îa  the product of 

the per capita  GDP and  the  investment ratio   (ratio of the fixed 

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

Ta>ie> 4» Fixed Capital Formation in 
Selected Asian  Countries 

1974 Per capita fixed 
  capital   formation (US $) 

Malaysia 103 

Burma 6 

India 14 

Indonesia I5 

Iran I45 

, Pakistan 21 

Philippines 43 

Republic of Korea 8l 

Singapore 49O 

Sri  Lanka 36 

Thailand 42 

Source;  UNIDO computer print-outs 

UN Monthly Bulletin  of Statistics,  Oct.   I977 

10.     There are,   however,   some  very complex  issues underneath an apparently 

stable    climate  of communal  cooperation.     In the pre-independence 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 

economic 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  industrial  activity and  out  of their 
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traditional  subsistence activities was  thus avoided.     Accordingly, 

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 

v 
i(^epnuC?r3ai,)e0ple l8*° 82-° 

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 one-third of total 

employment, the non-Malay share of jobs exceeds 75^.     In most  of the 

major economic sectors Malays tend to ba poorly represented. ±n managerial., 

professional,  supervisory 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 
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the corporate sector the Malay  share  of the country's share capital of 

limited companies was about  7.8^ in   1975  (against   the Plan  target of 91*,] 

Table 6.     Peninsular Malaysia:  Ownership  of Share 
Capital   in Limited  Companies,   1970-75 

( 
1970 

actual 1 1975 
festimat«H Ì Average 

M$ mill. 

2.4 

MS mill. % 

7.8 

—    annual 
growth 
rate (%) 
1971-75 

Malays and Malay interests 

Malays —'                   , 
Malay  interests — 

125.6 768.1 ' 43.6 

84.4 
41.2 

1.6 
0.8 

227.I 
541.0 

2.3 
5-5 

21.9 
67.4 

Other Malaysians 1,826.5 34.3 3,687.3 37.3 15.I 
Chinese 
Indians         c. 
All  others -^ 

Foreign ^ 

Total  private sector & 

1,450.5 
55-9 

320.1 

27.2 
1.1 
6.0 

2,755.9 
II9.2 
812.2 

27.9 
1.2 
8.2 

13.7 
16.3 
20.5 

3,377.1 63.3 5,434.7 54.9 10.0 

5,329.2 100.0 9,890.1 100.0 13*2 

a/ Includes institutions channelling private  Malay funds. 

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

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

d/ Non-residents.     Shares held by individuals and net assetat  in 1970 
prices,  of branches of companies  incorporated abroad. 

e/ Includes the  trust agencies  listed in footnote b. 

Source:     Third Malaysia Plan 
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(Percentage 3hare   in 
each sector) 
Sector 

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

Malay  l/ Chinese Indian 

Modern agriculture   (planted 
acreage,  1973) 

Rubber and  oil   palm 
Coconut  and  tea 

Industry (value of fLred 
assets,  1972) 

Mining 
Manufacturing 
Construct- on 

21.0 
0 

0.7 
6.9 
2.4 

26.3 
19.9 

35-2 
32,5 
85.6 

2.6 
10.8 

0.1 
0.8 
1.4 

Others - y 

7.9 
0.4 

9.5 
14.o 
3.8 

Foreign 

42.2 
68.9 

54.5 
45-8 
0.8 

1/ Government ownership  is  added to the Malay category  as most  of it   is 
y   h«ld   in trust by public  enterprises and agencies.     In rubber and  oil 

palm,  •enï ownership,  deluding FELDA,   is 0.#,   in 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. Lesa  known and discussed  is the equally important  and significant 

overall  inequality of income.     In   1970,   in Peninsular Malaysia,  the 

bottom 40$ of the people received only  12°S of the income, while the top 

% 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. - 1he-eave»nmen4; incojKporatedx«4thin,-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.    The 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). 
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16. The  overriding objective     of the NE?   ia  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 so  as  to  reduce  and eventually 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 differences  between Malays and Non- 

MaiayB by reducing the disparties   in the ownership and ccntrol  of wealth 

in the modern sector and by reducing the  concentration of  Hon-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  femulation 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 the share of industrial  output will   increase through the structural 

changes that  are usually associated with    economic growth.    If Malaysia is 

able to sustain an average  growth rate of around 8 percent  per year over the 

next ten years,  the per capita    GWP (in 1975 dollars)   is likely to exceed 

US  S   I.5OO by  1985.    The  size of the Malaysian economy would then be 

approaching that  of present  day Austria.     Substantial  opportunités  for 

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

19. The  Malaysia economy can  be   characterized  aa  an  "export  economy"; 

in  1977 merchandise  eiportB  (M Ì   14-9  billion)  made  up more   than half 

of the GDP (M S 28 billion)-     Further,   these  exports  are  highly  concentrated 

to a few major  items:   rubber M $   J.4 billion,   sawn  logs and timber M $  2.4 billion, 

petroleum M I 2.0 billion,   palm oil  and palm kernel  oil  MS   1-9 billion and 

tin M $  1.7 billion    giving a total  of about  M S   11-5billion    for  these 

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

pointed 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 S million 1975 1976 1977 

Merchandise exports  t.o.b. 

Merchandise  import   f.o.b. 

Merchandise surplus 

Services deficit 

Private transfers  (net) 

Government transfers  (net) 

Balance on current  account 

Long-term capital  (net) 

Private  financial  capital  (net) 

Errors and omissions (net) 

Overall surplus +171 +2,054 +    755 

Source:    Bank Negara Malaysia Annual Report   1977 

20. With an export sector accosting 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 experience   in the  case of Malaysia shows,  however,   that 

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

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

9,042 13,288 14,900 

8.113 9.478 11.287 

+ 929 +3,810 + 3,613 

-1,225 -1,989 -2,275 

-    160 -    170 -    175 

+      35 +      35 +      35 

-    421 + 1,686 +1,198 

+1,404 +    987 + V.84 

-      83 -    175 -1,280 

-    72? -    444 -    347 
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without  rauch  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.  -J 

21. One way   in which  Malaysia  is  seeking to  reduce   its 

vulnerability to  fluctuations   in commodity prices   is through the active 

support  and promotion of export   price  stabilization schemes  (baaed on 

buffert  stocks  financed by consumers aa well as  producers)    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  aa 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 $ 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 2}% rise  in export  prices,   Malaysia's exports  in value 
terms   in  1?"6   increased by no  less than 45-5$.     Import  prices rose 
only by 2.$%. 
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II.  Structure of the rcanufacturing sector 

(a) Manufacturing; sector by branches of industry 

22. According to latest available industry statistics about 40$ of 

the value added of the manufacturing industry in Peninsular Malaysia 

consists of consumer products, about 49$ of intermediates and Ili 

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

turing in ISIC categories, showing number of establishmants, 

number of persons engaged, value added, and gross fixed capital formation 

is given in Table 10a in respect of Peninsular Malaysia as of 1973 and in 

Table 10b in respect of East Malaysia as of 1974- 

Table 9;  Feninsular Malaysia:  Composition of Manufacturing 
industry. 1970 and 1973 ($ sharej 

Paper and printing 

Industrial machinery 

Electrical machinery 

Transport equipment 

Other manufacturing products 

Source: Third Malaysia Plan 

197.0 mi 

consumer goods 35-6 39- 

Processed food 3*8 ^ 
6.6 12.6 

16.9        14.6 
Oils and Pats 

Other food 

Beverages and tobacco 5'3 5»3 

Textiles and clothing 2-5 ^*8 

Leather and footwear °»5 °«4 

Intermediate products 56.5 49*3 

Sawmills and furniture 5-4 5»7 

2.3 2.4 

Industrial chemical and fertilizer 1*5 1*6 

Chemical products 

Petroleum refining and products 

Rubber processing 

Rubber products 

Cement 

Non-metallic products 

Ferrous products 

2.8 4.0 

2.6 2.0 

20.1 15.2 

1.8 1.8 

1.1 1.2 

1.2 1.2 

4.0 4.3 

Non-ferrous products 13-7 9«9 

Investment products 7.9 l°-9 

1.5 -1.9 

1.3 '    2»4 

4.0 4.7 

1.1 1.9 
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rabie IC a:  Peninsular Malaysia:  Structure of the 
manufacturing sector 197,3,  a/ 

ICIC  Industry Number     Number    Value      ]ross fixed 
of of      added      capital 

estábil-   persons   ( in factor  formation 
shments    engaged   values, 

MÎ fillio: 
'Al  million 

311/2 Food products 3053 43,470 365 80 d2 

313 Beverages 73 3,170 bl 2.06 

314 Tobacco 168 9,050 130 9.83 

321 Textiles 241 22,950 105 71.92 

3?2 Wearing apparel 218 10,810 31 11.09 

323 Leather products 53 870 3 0.39 

324 Footwear 169 1,980 6 O.55 

331 Wood products 1004 41,820 304 74.30 

332 Furniture and fixtures 863 6,590 19 3.43 

341 Paper and paper products 152 4,000 18 4.81 

342 Printing, publiching 475 14,780 114 19.66 

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 

354 Petroleum, coal products 6 120 2 0.18 

355 Rubber,products 561 25,070 222 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 nlass and products 34 1,540 12 15.23 

369 Non-netal 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 

383 Electrical macmnery 109 25,400 188 58.92 

384 Transport equipment 173 8,810 62 9.14 

385 Professional goods 26 1,710 10 5.55 

390 Other  industries 121 1,910 7 0.93 

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

Source:  UN, Yearbook of Industrial Statistics 1976 

a/ 1973 Census taken by the Malaysian Department of Statistics 
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Table lOfr»   East  Malaysia:   Structure  of the  Manufacturing 
Sector  1971 

ISIC       Industry Number of Number of       Value  added Value 
establish-      employees       m  factor added  per 
ments values employee 

M$ million 

31l/r Food products 

313   Beverages ) 

321 Textiles       ) 
322 Wearing apparel ) 

324 Footwear 

331 Wood  products 

332 Furniture and  fixtures 

342 Printing,   publishing 

351 Industrial  chemicals 
352 Other chemical 

products 

353 Petroleum refineries 

355        Rubber products 
(mcl.   tanneries  from 
group 323) 

361 Pottery,  China, etc 

369        Non-metal products, 
n.e.s. 

381 Metal  products 

382 Machinery n.e.s. 

384 Transport  equipment 

390 Other industries 

3 Manufacturing total 

125 2,354 12.88 5,472 

32 795 7.18 9,031 

7 
60 

77 
405 

O.48 
2.74 

6,234 
6,765 

60 405 2.74 6,765 

133 10,462 76.64 7,326 

S3 926 3.85 4,158 

43 1,792 9.68 5,402 

43 

55 

46 

26 

31 

26 

680 

1,175 

787 

30.07 

3-24 

806 4.89 

311 1.36 

1,079 7-83 

355 1.75 

22,136 162.59 

25,591 

4,117 

6,067 

4,373 

7,257 

4,930 

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. 



2i.     An   analysis  has   oeen  made   recently  by   K.A.M.   Anff   -,   of   the   structural 

changes   in  Malaysia's   manufacturing  sector   in  the   Last   decades  with     import 

substitution giving way   gradually   to    domestic   market   expansion,    ma   ^wrt 

expansion  playing an     increasingly   important   role   as   the   indas cries   «in 

competitive  strength     when   emerging out  of   their   infancy   sta¿re.      [t   was 

found,   not   supnsingly,   that   the  relative   importance   of     import   substitution, 

export   expansion and  dornestíc  demand  expansion   varies  between  industries. 

Fields   in which  import   substitution played     a   key  role   include  f )oa,   textiles, 

petroleum  products,   transport     equipment,   leather  products,   electrical  machinery 

and basic  metals.     Domestic   demand  expansion maae   substantial   impact   in the 

following    fields:     furniture  and  fixtures,   non-electrical  machinery, 

printing    and  publishing,   chemicals   ,   wood  products,   rubber  products  and 

metal  products.     There  are,   however,   evidence   to   show  that   import   suDstitution 

is  petering out  as major  source  of  growthj,     for   instance   in  the     case   >f 

beverages   ,   textiles,   wearing apparel,   rubber  products,   chemicals,   petroleum 

products,   electrical  machinery and transport   equipment,   while    domestic  demand 

expansion on the  other  hand   seems  likely to  continue     to  exercise  an  increa- 

singly powerful  influence  ofver the growth. 

(b )  Export  production 

24.    Althouth  exports  of manufactures have  on  the  whole   played  a  rather  limited 

role   (about   l/5  of the  country's   industrial   production  is  exported), 

substantial  ratios of  exports  relative to  output     were  at  an early  stage 

achieved   in the case  of  certain manufactured     items   (such as wearing apparel 

and  non-electrical machinery)  as     illustrated   in Table  11,   showing ratios 

from  the  years   I963,   1970  and   1972. 

l/  "Performance and Perspectives of the Malaysian Economy",   Chapter  3: 
"Industrialization",  by K.A.M.   Ariff,   Institute of Developing 
Economies,  Tokyo,   March   1976. 
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Table  11:     Peninsular Malaysia:     Export   performance   of 
manufactures  in  selected  industrial   sectors 

i%) Rxport-uutput   Ratio 

mi 1970 1272 
Pood 31.0 2b.4 25.6 

Textiles 28.1 17.ü 25.2 

Wearing Apparel 13.8 64.0 88.8 

Wood Products 1.2 19.4 24.8 

Furniture and Fixtures 18.3 16.8 18.2 

Paper and Paper Products 11.3 19.9 24.5 
Leather Products 8.9 3.0 18.2 

jabber 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 I4.I 20.6 21.9 

Source:     "Performance and Perspectives  of the Mala^wian Economy". 
March I976   ,   Institute  of Developing'Economies,  Tokyo. 

25-    During the Second Plan period the value  of manufactured exports 

increased by, on the average,   29$ whioh was  substantially higher than 

the Plan target  of 15^.     A detailed   breakdown,   identifyirg the mam 

products,  for the years   1971 - 1974  is given  in Table 12  relating to 

Peninsular Malaysia only. 
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Table  12:     Peninsular Malaysia:     Export  of major manufactured 
goods  1971 - I974 

POOD  PRODUCTS 

Preserved  Prulta  and  "reparation 
Kille »nd  Crono 
Sugar  and  Honey 
Caroti  and  Plour  Präparat lona 
Animal   Feeding  Stuffs 
Pish oanned and préparâtíoaa 
Preserved Vegetable« 

BEVERAGES  AND TOBACCO 

Tobaooo Manufacturas 
Alooholic Bavera««» 

PETROLEUM  PRODUCTS 

CHEMICAL A CHEMICAL PRODUCTS 

Parfum«,  Toilet  Preparations 
Médicinal & Phanaceutieal Producta 
Chemical Elements A Compounds 
Dyeing, Tannin* A Coloring «ateríala 
Pertilixera,  Nanufactured 

RUBBER  PRODUCTS 

Rubber Manufactura« 
Rubber Fabricated Materiale 

HOOD OR CORK MANUFACTURES 

Hood Simply-Shaped 

PAPüR PRODUCTS 

rapar« Paperboard Artioles 

TEXrlEB PRODUCTS BXCKPTS CLOTHING 

Cotton Pabrloa af Standard Type 
Made-up Art idea of Textiles 
Textile Fabric» of Standard Typ« 

HOS-KETALLIC MINERAL PRODUCTS 

Lio«,  Cement Fabricated Bull ding Materials 
Olaae-wp.re 

IRON AHD STEEL 

Iron and Steel  Bars,  Rods Including 
Sheet Piling 
Universal,  Plates,   Iron or Steel Sheets 
Tubes,   Pipes,   Pitting» of Iron and Steel 

METAL PRODUCTS 

Pinished Structural Parts and Constitution 
Household Equipment 
Metal Containers for Storage and Transport 
Wire Products  (excluding Electric,  Fencing Crill) 

MACHINEBT AND TRANSPORT EQUIPMENT 

Machinery,  Non-Electrical 
Electrical Machinery 
Transport Equipment 

FURNITURE 

CLOTHINO 

FOOTWEAR 

PROFESSIONAL,   SCIENTIFIC AND 
CONTROLLINO  INSTRUMENT 

MISCELLANEOUS 

mi 19J2 1973 19J4 

107.7 U9. 2 I99.7 222.ii 

46.7 49.0 46. 2 55-6 
19.4 24.9 33.8 32.1 
7.6 ie.4 35.O 37-9 
5.6 13.3 18.4 22.3 
7.4 12.7 27.3 23.8 
4.7 7.3 11.3 13.4 
5.9 6.8 9.4 9-7 

49-9 50.7 61.3 73.4 

36.5 34-9 42.7 47.7 
12.6 15.3 I7.5 24.2 

30.6 

58.4 

20.7 

26.2 

77.0 

36.8 

37.8 

99-6 

39.8 

44.9 

121.4 

18.3 
11.8 
6.7 
7.3 
6.3 

20.5 
16.9 
11.6 
7.0 
7.5 

25.7 
17.8 
14.8 
8.3 
8.9 

28.1 
21.6 
I9.7 
9-8 
9.1 

26.6 32.0 36.2 5I.5 

9.9 
16.7 

20.3 
11.7 

23.o 
I3.2 

)2.4 
I9.I 

82.7 123.1 212.2 174.0 

79.1 II9.9 208.6 I5O.3 

6.5 io.;. 12.4 12.7 

5-4 8.9 10.0 10.1 

24.3 41.3 62.1 82.1 

14.1 
2.8 
1.2 

24.4 
5-5 
5.8 

4O.3 
5-9 
6.7 

44.4 
9-6 

 6.5 

22.4 20.8 22.7 29-9 

17.1 
1.1 

11.4 
2.6 

13.8 
2.4 

U.1 
2.9 

53.1 

10.0 
6.3 
2.5 

a.5 
7.6 
5.4 

17.7 
10.6 
7.6 

I9.3 
18.7 
U.9 

15.5 21.6 3I.5 32.4 

4.7 
2.3 
1.9 
1.0 

5.2 
3.3 
2.7 
4.7 

6.9 
3.8 
3.8 
7.7 

9.7 
4.2 
4.5 
8.6 

61-7 66.9 125.6 39I.9 

a.4 
21.6 
18.3 

22.2 
23.7 
21.0 

51.8 
38.0 
35-8 

I36.5 
203.I 
52-3 

4.2 6.0 8.0 9.6 

27.5 46.2 66.3 85-9 

14.2 24.5 22.1 29-7 

0.7 1.2 104.0 223-8 

20.4 33.0 45.1 60.1 

Souroat    Department of Statistics,  Kuala Lumpur 
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(e)  Employment  in manufacturing 

26.    The  man,:^.,r    ^  «ctor  generated a   total  of  108. 300  new   jobs 

during the  Ueo.rvi  Ma^ynia  Plan period,   1971-1975,   through an average 

annual  growth  rat«  ,f  r, o4.     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   industries. 

During  1976,   the manufacturing was  the most   important  generator of new 

employment  opportunities largely because  of a strong recovery  in the 

labour-intensive and export-oriented indußtnes,   such as  electronics, 

plywood and particle board mills.     An estimated 47-000 new  jobs «ere  created 

by manufacturing activities during the year resulting in a total employment 

in 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  1% of unemployment and taking into account  an 

annual  growth rate of the labour force of  more than 3*,   the  industrialization 

programme has been designed to be labour-absorbing      It  was recently  stated 

by the Minister of Labour and Manpower that a basic aim of the Government would 

be to reduce the country's rate of unemployment to 3$ or  /# by 1990.     To 

promote the creation of employment the Government is 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  is being  introduced to   provide 

tax incentives  for labour  intensive industries  (see further Chapter   71 below). 

28.      Despite deliberate attempts to encourage labour-intensive industries, 

technological  constraints  seem    to impose  serious limits    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 major 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 study 
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of   I976,     the  vacancy rate  for   engineers and   architests   is  more  than 

23'^;     and   for middle-Level  technicians   it   is   25'$]. 

29.       The  skills  bottleneck could   thus   frustrate attempts   to  develop 

outward  looking   industries..   &.B   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   5CK of Malaysia's  manufactured 

exports).     As a  long-terra measure the  skill  composition of the  labour 

force  will  be  expected to  be changed  through     education and   training; 

the  Malaysian budget  expenditure  on education    constitutes  as  much  as 

20°fe of the  total   government  expenditure  and     4-.7r-' of  the GDP. 

(d) Capacity utilization 

30i    A recent  study by David Lim -'on capacity  utilization  in Malaysian 

industry shows that the capital   stock  in Malaysian manufacturing is 

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

it   13 higher than that   in corresponding    industries  in,   for  instance, 

Pakistan,   Republic of Korea and  other    developing countries  for which capacity 

utilization studies have been    made.     The relative differences  between 

various  industries   in Malaysia     is  illustrated  in the following table: 

l/ David Lim,   "Actual,  Desired and Full  Levels of Capital  Utilization", 
The Journal of Development  Studies.   October  1977.     (Note  should also 
be made  of the recent  surveys  conducted by the  Bank Negara Malaysia 
referred to  in paragraph 63       below). 
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?able  13a:     Malaysia:     Capacity  utilization at  different 
industrial sectors,   1972 

Industry sector    1972 

Food 

of full caDacity 

74 

j¡y of desired  level   of 

ISIC capital utilization' 
in  terras  of  time *-*/ 

311 70 

321 Textiles 86 79 
322 Wearing apparel 100 45 
331 Wood Products 85 58 
341 Paper &. Paper Products 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 

369 Non-Metallic Mineral Products 96 93 
371 Iron <i Steel Products 91 91 
381 Fabricated Metal Products 74 68 
382 Machinery T) 28 

383 Electrical Machinery 71 54 
384 Transport Equipment 

Total  Manufacturing 

81 26 

3 89 73 

* / 'Pull  capacity*  « maximum capacity,   according to the  entrepreneurs' 
assessment,   to produce under   'normal*   circumstances. 

**lFor  instance,   desired number of hours of operation per day may 
be    16 hours, while the actual  operation schedule (-normal  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: 

(i)      a  lack of demand beaause of foreign competition and/or 
because of a surfeit of producers   -within Malaysia; 
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(il)  the unavailability of imported inputs which are essential 
to the production process for technological reasons at 
the appropriate time because of logistics problems; 

(m) a shortage of domestic inputs because of 3upply 
bottlenecks ; 

(IV) difficulty of obtaining supervisory staff either because 
of shortage of such personnel per se or because of 
the unwillingness of supervisors 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 in the various sectors as 

follows: 
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33. Conclusions  of a  similar  nature  were arrived at   in a  recent   reoort. 

by PIDA on    Malaysia's  furniture   industry ¿/ an  industry which  is  characte- 

rized  by low capital  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  overwhelming majority are  small 

family concerns with a turnover of  less  than MS  1 million per year.     There 

are only 5  export-orient ed furniture manufacturers which have annual  outputs 

ranging    between M  $  2 million to M $  12 million per year of which more than 

80*    is exported.     The general gmwth  of the industry has been uneven,  a fact 

which,   according to  the    PIDA report  can be attributed to a number of problems 

facing the  industry: 

.   Lack of capital.    This has   prevented the expansion or improvement of 
existing plants thus restricting 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. 

«  Shortage of varieties of finishing and upholstery material such as 
lacquer,  finishing fabrics,   Polyurethane 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 50 
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 in  comparison with  other  Asian    countries as   illustrated 

in Table 14 below.     The comparison    of relative productivity  in various 

countries  of the    region  is arrived at  by dividing manufacturing production 

(measured as manufacturing's contribution to GDP) expressed  in respective 

local  currency by the number of workers  that contributed to that  production. 

This   per capita production figure  is  then divided  by  the average monthly 

wage   in manufacturing also expressed  in the local currency.     The result   is 

ratio   figures  which  are  roughly comparable,   i.e.   they  given an  indication 

of how  countries  rank  in the crucial area of productivity  in combination with 

differing wage rates. 

1/ Asia Research Cullati»r   31 May I977 
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Table  14:     Relative productivity of workers   in selected 
Asian countries,   197° 

Country Currency 

Singapore S S 

Sri Lanka R 

Philippines P 

Malaysia M S 

Australia A $ 

Japan îcn 

Hong Kong HK 5 

Thailand Baht 

Rep.   of  Korea Won 

Pakistan R 

India R 

Manufactur1. ng *B 
contribution to 
GDP (million of 
local currency) 

3,606 

3,500 

31,258 

3,666 

17,121 

57,600,000 

11,000 

60,518 

2,887,120 

20,700 

106,290 

Total  number 
of workers 
in manufac- 
turing 

Monthly 
wages   in 
manuf ac t ur 1 ng 
( local  curren- 
cy 

Relative 
productivity 

234,000 328 46,98 

191,000 488 41,84 

1,680,000 450 41,35 
479,000 246 30,86 

1,400,000 462 26,47 

13,450,000 183,557 23,33 

773,700 654 21,74 

2,019,000 Moo 21,41 

2,678,000 51,665 20,85 

2,800,000 450 16,43 

19,300,000 470 11,72 

Sources:   ILO  Labour Statistics 
UN Monthly Bulletin of Statist ics. 

(f ) Public  sector industrial  enterprises 

35»    At  the time of  independence  m 1957 less  than a dozen economic 

enterprises - mainly  in the  service  sector - were operating under pulllic 

ownership in Malaysia.     Since  then the Government  has,  with the aim at 

accelerating economic and social  development,   been engaged  in setting up 

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

By I975 Malaysia had 82 public enterprises with 65 wholly-owned subsidiaries 

and 185 joint-ventures. ~*   10 of the public  enterprises were solely dealing with 

manufacturing.     In addition,-there were 1? general and-regional development- 

corporations which were undertaking    various  manufacturing activities through 

their many subsidiaries and  joint-ventures. 

l/ The Federal  Government owned 45  of the public   enterprises with 37 
wholly-owned subsidiaries and 93  joint  veutures with equity  participation 
ranging from  20^ to 80$.     In addition there were 37 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 Public Enterprises in Asia:     Studies  on Coordination and 
Control,   ed.   by Abu Sharat  H.K.   Sadique). 
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Table   LS:     Malaysia:     Government   finance  for  oublie 
enterprises  for   ¡,mainlyj   industrial 
development   purposes   in Malaysian  Plans 
q9s6 - l'jpp)    ' 

MS million 
(estimated 
expenditure) 

General 
dev.   plan 
1956-60 

2nd Malayan 
plan 
I9ÓI-05 

1st   .Malaysia 
plan 
I966-I97O 

2nd  Malaysia 
plan 
1971   -75 

ird Malaysia 
plan 1976-80 
(allocation) 

MIDP 

MARA 
(before  I966: 
RIDA) 6.8 

PERNAS 

Contribution to 
3umiputra   Inves- 
tment  Fund - 

PETRCNAS 

SEDCs 

Industrial 
Estates - 

Other  investment 
in economic enter- 
prises   (including 
9ank Pembangunan)        - 

Feasibility    studies - 

Source: 

24.1 

IO.5 

16 

I23.9 

10 

2.6 

23.6 

7-3 

Third Malaysia  Plan 
Second Malaysia Plan 
Public  Enterprise  in Asia: 

100 

205.3 

I50 

10 

2275 

25.4. 

235-5 

35-9 

315 

200 

200 

423-8 

182.6 

36.O 

studies on Coordination   and 
Control.     Asian Centre   for Development   Administration, 
Kuala Lumpur,   1976. 

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

public  sector participation in industry means that  the Government  will 

initiate industrial  ventures and enterprises  through   institutions   such 

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

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

indigenous    ownership and management as soon as possible,  =*   Direct 

investment       by the Government  in  industrial activities  is  intended  to 

1/ 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 profitability,   it will be possible for the  share capital  30 
accumulated to be sold to  individuals among the Malays and other 
indigenous people. 
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provide  training as we.l  as   to  ensure  that  viable  economic  projects  are 

made  available  to  prospective  entrepreneurs  from  this  community. 

In  addition  to  contruuting  to  a restructuring of  the  pattern  of owner- 

ship  in  industry  the public  sector  par Ucipation  is  aimed at  promoting 

economic development  in the   less developed areas of the  country and  thus 

help  to  redress regional  economic  imbalances.   As mentioned earlier a 

Ministry of Public Enterprises has been established with co-ordinating 

responsibilities. 

37. As noted elsewhere,  public sector agencies  such as  Bank Pembangunan, 

MARA,   Bank ftrtanian,   MTDF and the   Credit   (guarantee Corporation   (for  the 

commercial bank  lending) are rlaying an  active role in providing credit 

for the establishment and expansion of industries.   The   Government  is  also 

during the  Third Plan Period   continuing to  participate directly in  the 

management and operation as well  a through equity participation  in 

manufacturing vent-ores.   The  SEDCs,   either on their own or in joint- 

venture with the private sector,  have plans fbr   the establishment of  31  new 

manufacturing projects .   FSRNAS will also be involpii in several aajor 

aanufaotwring projects during the Third Flan. 

38. Tie   Ihird plan also notes that  a major feasibility study is being 

undertAken for the establishment of % second integrated steel mill in 

Penia-sular Malaysia.   The first one,   Malayawata,  is a joint venture com- 

pany listed at  the stock market with direct  Government  participation 

(3C/C)   together with,inter alia,Japanese  interests.   With  its fixed assets 

of over MS  100 million and   I.50O employees  it is  the  largest of the 

Manufacturing enterprises with direct public sector involvement  in 

operation. 

39. A survey on the performance xrf "the- public sector eirterpri-s-es in   -     •• 

Malaysia publis hed    in  1977 by Business Times    (Malaysia)    indioated that 

many of the public sector enterprises were operating at  a loss   (Malayawata 

being one    of the exceptions),  and  identified several factors which could 

be considered as causes for the poor performance of the  sector.   One of 

the factors was the delays the enterprises 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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plana  and  increased dependence  on  high-cost  short-terra  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   20^ or   less  of  their 

capacity.   This  under-uti lizatio;;,   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.   Fbr  instance,  an agri- 

cultural  machinery assembling plant   (75*, public ownership)  in operation 

since  1970 and basing its production  on  importai   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 'îmt (EFJ) and the General Planning and rjocio- 

Economie Research :Jmt (OFJ) 11 the Prime Minister's Department 

and planning cells in key agencies such as the Treasury and ;3ank 

Negara Malaysia.  The Department of Statistics provides the 

statistical information.  The EFJ is responsible to the National 

Development Planning Committee (NDPC) an inter-agency committee 

comprising civil services heaas of all major economic development 

Ministries.  The NDPC in turn reports to the National Economic 

Council (NOE) - a committee of the Federal Cabinet under the 

chairtnaaship 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 sector-has been set up with the objective to provide 

for continuing inter-action between reprssentatives 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 Unite 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 Units in the State Governments are in a number of cases 

supplemented by specially created Federal and/or State regional 

development authorities established for regional development areas.  In 

addition, during the Third Malaysia Plan period, the Government will 

establish regional offices of EPU to assist the State Planning Units in 

the identification and preparation of programmes and projects, in 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 Unit, the 
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GPU   and  the   Department   oí   statistica   ali   m   the   Prime   Vh-..titer ' :    .••....trônent, 

the  Treasury   and   Bank 'i egara   Vaiava ìa.     Ali Tede: ai   Ministries    u,i   Department s, 

otate   Governments   and Statutory  Autnorit.es   participated   in   the   invitation 

of   plan  proposals   in   respect   of   their   areas   ;f  concern    tna   m   the   deliberations 

on  these   proposals,   working   through   specially  constituted   'nter-Agency 

Planning Gr< up&  under   the   direction  of   the  NrDPC   and   the   ME •' :.     The   private 

sector  was  also   involved   in  the  planning  process   through   its   participation 

in  the  Private  Sector  Committee  of  theNDPC. 

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   levéis   an  Implementation  and  Coordination Unit   has   been 

established  in  the  Prime  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 

of agencies   is   large  with  functions  extending to   the direct   operation  and 

management   of  public  enterprises.     As  these  agencies have  essential   roles to 

play   in 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.   35  above)   - as  instruments   for   implementing 

Government's  policies  for  eradicating  poverty and  restructuring society  - 

is  recognized  in the    Third  Plan as  calling  for   spec.al   efforts  to  meet 

their  specialized personnel   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 

coordinai ion. 

46.     It  should finally  be  noted that   with  the   1979  budget  a new  format 

was  adopted which    has  significant   implications   for  Malaysian   economic 

planning.     The  new  format   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  report 

dealt  not   only with  the  traditional   issues  of  fiscal  management,   but 

touched on broad  policy  perspectives  and   issues. 
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IV.     The   institutional   infrastructure   for   ma ustry 

47. '«'hile  even  during  the  Third  Malaysia  Plan   1976-1980  the 

private   sector   is   to  continue   to   be  of  major   importance for   the  develonment   of   the 

manufacturing  sector,   the  public   sector  through   its   various 

agencies   will   also   be  actively   involved.     FIDA   (Federal   industrial 

Development   Authority)  which  w,is   established   1967  under   the  Ministry 

of   Commerce and   Industry,   provides  the machinery  for   the  promotion 

and  coordination of   industrial  development   in  the country.     It 

shares with the  Economic  Planning Unit   (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'3 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    tune, 

FTDA is assisting    investors  in speeding up the  implementation of their 

projects.     It     is also working closely with the State Governments to 

»usure proper    coordination of industrial development and the development 

of  industrial estates.    FIDA has established regional centres i,n several 

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

48. During the Third Plan period    PIDA will continue to emphasize 

greater participation of the Malays and other indigenous people 

in new industries and will continue to carry out  industrial surveys 

to  identify new investment  opportunities,  and to conduct feasibility 

studies as well as pursue the policy of   •dispersal of  industries 

( UÏTJO/UKDP assistance was  provided 1973-1977 to FIDA  in 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). 

49.    As part of  itB efforts  in attracting foreign investment,     FEDA has 

established promotion offices overseas - in New York,   San Franeisco, Düssel- 

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 various 

investment conferences  (including several  such sponsored by UNIDO ).-/ One 

specific example is the EEC/ASEAN Investment  Conference held  in drussels  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 register«* with the 
Investment  Co-operative Programme Office of UNIDO   (as of list  leaned 
Oc ¿ober 1978). 
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the coordinated promotion of foreign trade and investment the 

Committee of Officials on Foreign Trade and Investment (COPTI) 

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, 

investment and tourism promotion measures. 

50.  The main sources of medium and long-term ludustrial credit 

are the Malaysian Industrial Development Finance Bernard (MH3P) and its 

affiliates, the Borneo 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. LI5-6 below). MIDF was established in I960 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 Bank of Malaysia), 

the IPC of the World Bank, and a number of commercial banks and other 

financing institutions. Apart from its own loan operations, MIDP is also 

providing financial assistance to large-scale industries by participating 

with the commercial banks in extending loans on consortium basis. 

In the securities market MIDP provides underwriting and snare issuing 

facilities. A wholly-owned subsidiary, the MIDP Industrial Consultants 

Senéirian Berhad (MIDPIC) provides consultancy services to small and 

medium scale industries.  MIDPIC was established in 1971 with ILO 

assistance. Another subsidiary is the Malaysian Industrial Estate 

Sendirian Berhad (MIEL) (see para. 107 below). 

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

given 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 Research and Development 

Institute), SIRIM (Standards and Industrial Research Institute of Malaysia), 

FRI (Forest Research Institute) and RRIM (Rubber Research Institute of 

Malaysia) are given special attention. Por instance, within RRIM a Pubber 

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   in cooperation with the Malaysian Rubber Producer« 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,   it will  investigate new uses of palm oil.     It  is expected to 

be financed    (like RE Dt) through a research    cess      of    1 cent  per 

pound palm oil produced.    The nam task of FRI  (Forest Research Institute) 

is to further    develop the use of Malaysian timber as well as fibre 

by-product s of    plantation crops for pulping. 

52.       S IE IM was formed in 1975 and comprises a Science and Industrial 

Research Division (formerly known as NISIR - National Institute for 

Scientific and Industrial Reamare h - 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, as indicated in previous paragraph,"duriog *be Tfcird—- Plan 

period will intensify its research activities aimed at the domestic 

application of a wide range of- proven industrial--"technolo^r--for -the — 

manufacture of resource-based products,  the main objectives -of the 

Standards Division are to develop and   promote national 'Standards as 

well as to promote the use of auch atandarda through the Certification 

Marking Scheme. 

53»       Responsibility for pollution control is with the Ministry of 

Science, Technology and Environment.    The Government is—currently --•••- - 

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 Olean- Air- -fieguiations..-Shs^Government-úss'-siso tr ü.'.-«. 

working on a long-term plan - tentatively called the  Environmental   Impact 

Assessment Plan - to coordinate  all national pollution  control  activities. 

It  hopes to implement  it under the  Fourth Malaysia Plan   198I-1985. 



54.        In the development   of   skills  required for the  industrialization 

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  vocational 

schools  of the Ministry of  Education play an important   role.     The private 

sector      is complementing  the efforts of Government  in the  training 

of skilled    manpower.     Integration of the various    training  efforts will 

be promoted   through the establishment  in late 1978 of  the Manpower 

Development Board (MDB) 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 the Prime Minister's   Office and will have representatives from 

various government departments and ministries  (including the ministries of 

education;    youth,  culture,   and sports;   labour and manpower;   and 

defense),  the Malaysian Consultative    Employer's Organization, and the 

Malaysian Consultative Employer'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 

tax should be levied on companies operating in   Malaysia that do not train 

personnel.    The MD B   will   not  place particular emphasis on training bumi- 

putras.     Its programme will be designed to fill the overall  needs of 

industry.    A major problem the government faces in trying    to set up training 

programmes is a shortage  of qualified    instructors.    This  is due mainly 

to the better salaries offered by the private sector than by government 

educational institutions. 

55.       A Metal Industries   Research and Development Centre  (MIEDC)  is 

being established with UNIDO/üNDP 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 

raiBing technological and. operational  efficiency of existing and new 

establishments   (sea  further para.   142 below). 

-ui 



-  34 - 

56.       In the Third Blan period special attention will alao be given 

to encouragenent of an assistance  to the development    of small-scale 

industry.    The    advisory Council on Consultancy 3.nd Advisory   Services 

for    Small-scale Industries and Businesses will be strengthened to 

become the Co-ordinating Council  for the Development of Small-scale 

Industries.    The   Council   will be responsible for co-ordinating and 

harmonizing programmes awl policies of existing institutions  over 

the whole range of service» to snail-scale industries.     In servicing 

the Council,  FIDA as the secretar\at will act aa contact point between 

the private 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 arrangements between small-scale 

and larger industries. 

57.      Malaysia, has since 1952 when the first  industrial estate,  Pataling 

Jaya outside Kuala Lumpur,  was constructuAp-bu*]^ ap> farogriBeaivaljfea*- ** 

string of industrial estates throughout the country.    The    industrial 

estates programme has been highly succsssful.as. an.. «fiécrive, tpol 

to attract  industries and-premo*« «mpiey«e«*~«*ïdr-perhapa «ith-A   sorae-a. 

what more limited effect, as a device to eqvali-ae - regional- <i«v>elopjMn*» -••--»• 

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 MIEL ^,  the    implementation of the development policy by a series of 

autonomous    corporations subject xmly-to over-all- ooatroi -of- a technical 

nature  of PIDA, and the economy in the design of the estates have    all 
2/ 

played an important part. -* 

1/ MIEL  ( IBlayslâ^JîndflS^îfl^^ <M^d*<subsÁd¿AB»«« 
of MTDF -( Malaysian; Industrial- Dc*etopaa»t.£iœw& £M¡^>QS&XPGÍA~-~ *  
both custom-built and standard advance factories on industrial 
estates.    In the 1.4 years it has been operating i* has built 400 
factories. 

2/ Por 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). 

M*M*K¿¿< 
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58.       As of the end of 1976 the Government  operated 59  industrial 

estates,   including free—trade zones —.     The total area of     factory 

plots was 9.240 acres of which 6.765 had been leased.     It  hzis been 

roughly estimated that   industries  in the  industrial  estates   in 

Peninsular Malaysia provide employment   for about 175f000 workers  or 

88$ of the labour force  in manufacturing.    Of the 59 Government 

industrial estates 41 are  situated on the western side of "she 

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 Sa bah 348 

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 various  statefl.     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 25/5 of the new acreage of 9*500 

to  be developed during "his Plan period,   will be developed  in   the 

less   industrially advanced states of Kelantan,  Trengganu,   Kedah, 

Sabah and Sarawak. 

l/ 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 aeotor and planned 

industrial développent  targets 

(a)    Recent performance of production and exporta 

60. The manufacturing sector was the fastest growing sector during the 

First as well as the Second Malaysia Plan periods.    The share of the 

manufacturing sector in ŒDP roie from 12.2 per cent in 1970 to  14.4 percent 

in 1973.     In real terms value added by the sector rose at an average 

annual rate of 10.9 percent compared with the Plan target of 11.7 percent. 

The shortfall was largely attributable to stagnation during the 1975 

reoession, the average annual growth during 1972-1974 being in excess 

of 16 percent. 

61. The expansion of the manufacturing sector during the Second Plan 

period was the result of efforts by export-oriented industries  (accounting 

for 61.2 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 footwear,, runner products and 

plastics and electrical machinery, particularly electronics. 

62. The production performance of the manufacturing sector during 1976 and 

I977 continued to be quite satisfying, and its share in^the total'GDP 

rose to I5.I peroent in 1976 and I5.8 percent in 1977.      Measured by the 

index of manufacturing production for Peninsular Malaysia (I968 * 100 ), 

manufacturing output rose by nearly 19 percent in 1976 compared with 

stagnation experienced in the previous 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 industries, especially textiles, wood products , paper and 

paper products and petroleum products, while in 1977 »ad 1978 the most 

substantial increase "were-«not sàV-an-aetesl product s f -cement, transport-.^'«-.    '- 

equipment and electronics and electrical machinery and appliances.    The major 

growth areas in 1979 are expeoted to be food processing, metal products, 

electronics and petroleum products. 

63. Information gathered £rom opinion    surveys conducted by the Central 

Bank in July and in December 1977 -* indicated that the overall performance 

of the manufacturing sector in 1977 «ae no'tt however, as buoyant as 

l/ Ref.  Bank Negara Malaysia Annual Report 1977« 
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Table 16: Malaysia: Exports 0 f manufa dturea 
1976 a tnd 1977 

1977 prel. mk 1977 Prel. 

M $  million % Change in percent 

Pood 256.2 10.3 1Ö.7 - 0.2 

Canned pineapple 
Animal feeding stuff 
Other 

64.0 
47.4 

144.8 

2.6 
I.9 
5-8 

22.3 
-19.6 
28.4 

4.0 
58.0 

- 12.3 

Beverages and tobaoco 13.2 0.5 16.0 .  13.7 

Textiles and footwear 323.7 I3.O 44.9 6.7 

Cotton fabrics 
Clothing 
Footwear 
Other 

64.7 
151.5 
38.4 
69.I 

2.6 
6.1 
1.5 
2.8 

57-5 
43.5 
5-8 

75-3 

- 11.9 
".7 
4.6 
31.3 

Wood products 311.0 12.5 59-3 - 4.3 

Veneer 
Plywood 
Caipwood 
Wooden mouldings 
Other 

30.I 
162.1 
24.7 
57.0 
37.1 

1.2 
5.5 
1.0 
2.3 
1.5 

35.I 
94.7 

-23.O 
74.5 
37.0 

30.3 
- 14.1 
- 9.9 

9.6 
10.0 

Rubber 5O.3 2.0 8.6 10.0 

Chemical 65.5 2.7 -10.2 13.1 

Petroleum IO7.6 4.3 42.4 - 27.9 

Non-Metalic mineral 27.5 1.1 3O.2 - 1.8 

Iron and ateel 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 -76.3 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 13.5 

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 significant percentage of 

the  firms reporter 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 contributory  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, 

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

64. Performance  of the different   industries within the manufacturing 

sector  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,   waich 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  ofthe 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 

Association. 

66. Apart  from textiles,   output   in other  industries generally rose 

duping 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. 

Output of plywood,   a major item in the   industry,   fell  by  I.5  per cent   in 

1977,   compared with an increase of 42-5  per cent   in 1976. 
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67. Output  growth   in  the   food manufacturing   industry,   comprising mainly 

food  and dairy   products,   canned  pineapple,   pineapple   juice  and  prepared 

a-i .mal  feeds,   slowed down  markedly to  2  per  cent   in   1977,   compared  with 

an   increase  of   14-9  per  cent   in   1976.     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  other 

items,   particularly  dairy   products. 

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

5.1   per cent   in  1977,   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  laquera.     Output  of chemical   fertilisers  rose   by  less 

than one per cent  during the year,   compared with   an   increase of 12.b   per 

cent   in  1976. 

69. The output  performance of industries producing construction materials 

showed a mixed picture,     for 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   197"'.    Output  of the 

basic metals  industry also   increased but  by much  higher rate  than  in   1976f 

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  1977r 

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 I9.I   per 

cent   in 1977 after virtually stagnating in  Î976.     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 rubber products, 

comprising mainly  tyres and tubes,   increased by   10.9  per cent   in 1977 

compared with  13 per cent   in  1976. 

71. During 1977  output  of electrical machinery  appliances and supplies 

rose  by 41-3 per cent,   while that  of processed agricultural products   in 
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factories outaide  of  estates  expanded by   17-3   per  cent.     Production  of 

other major manufactured  goods,   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  1976  although the rate  of 

growth s lowed down during the year. 

(b ) Planned development and structural changea 

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)? toe manufacturing sector 

«ill 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 the—potential••for-such substantial 

growth in manufacturing.    Firstly, the relatively sizeable natural 

and   human resources of the country provide wide scope for industrial 

development based on the labour and raw material resources of 

the economy.    Secondly, the growth of private disposable income «ill 

create strong demands for a widening range of manufactured  consumer goods. 

Thirdly,  the progressive  enlargement 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 

acoounted   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 electronics industry broadens 

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  ID 

importance as   industrialization advances.    The strong growth of 

capital goods   industries   in the recent paat combined    with the  increasing 

growth  in domestic demand has   led the planners to   suggest  an annual 

growth    of  15$ for that  sector  up to 1990.    The principal constraint will 

be the availability of the requisite  skilled manpower at  all levels. 

Present     capabilities in casting,   forging, and machining are faiily 

limited  (see para.   137       below).    The fuller exploitation of the potential 

for economic manufacture of capital goods will thus  clearly require special 

efforts  in education and vocational training in the  field of industrial 

engineering. 

76.      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 become more important than 

it  is       now,  while the relative importance of many  intermediate 

productB 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 

the different parts of the  industrial sector mutually reinforcing. 

Table 17;    Peninsular Malaysia;    Growth of manufacturing 
i-ndttstry    1/  1970 - Î99Ô 

( Value added growth per annum in percentages) 

Consumer products 

Pood 
Textiles and clothing 

Intermediate products 

Wood and paper products 
Chemical and rubber products 
Basic metals and non- metallic products 

Investment products 

Machinery and  equipment 
Other manufacturing products 

Total 

1971-75 1976-80 1981*90 1976-90 1971-90 

11.8 12.9 9.9 10.9 11.1 

11.5 
14.5 

12.5 
12.3 

8.8 
15.0 

10.0 
15.4 

10.4 
I5.2 

9.0 10.8 10.6 10.7 10.3 

9.2 
9.1 
8.9 

10.2 
10.9 
11.2 

8.5 
10.6 
11.9 

9.1 
10.7 
11.7 

9.1 
10.3 
11.0 

15.2 14.7 14.7 14.7 14.8 

14.2 
19.3 

15.0 
13.9 

15.0 
13.3 

15.0 
13.5 

14.8 
14.9 

11.0 12.3 10.9 11.4 

l/ Excludes  the potential growth of  the petro-chemcial  and petro-ohemiaal 
products   industries now under study as part of the preparation of the 
oil and natural gaa masterplan study. 

Source:     Third  Malaysia Plan 

11.3 
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Table 18:  Peninsular Malaysia:  Composition of 
manufacturing industry, 1973-199° 

{%  share) 

Consumer products 

Processed food 
Oils and fats 
Other food 
Beverages and tobacco 
Textiles and clothing 
Leather and footwear 

Intermediate products 

Sawmills and furniture 
Paper and printing 
Industrial chemical and fertil«er 
Chemical products w 
Petroleum refininf and products -' 
Rubber processing 
Rubber products 
Cement 
Non-metallic products 
Ferrous products 
Non-ferrous products 

Investment products 

Industrial machinery L 
Electrical machinery 
Transport equipment 
Other manufacturing products 

35-6 

3.8 
6.6 

16.9 
5-3 
2.5 
0.5 

56.5 

5.4 
2.3 
1.5 
2.8 
2.6 

20.1 
1.8 
1.1 
1.2 
4.0 

13.7 

7.9 

1.5 
1.3 
4.0 
1.1 

Total      100.0 

1975 

39-8 

3.1 
12.6 
14. ó 
5.3 
3.8 
0.4 

49-3 

5.7 
2.4 
1.6 
4.0 
2.0 

15.2 
1.8 
1.2 
1.2 
4.3 
9-9 

10.9 

1.9 
2.4 
4.7 
1.9 

100.0 

1980 1990 

42.6 38.6 

2.8 2.7 
15.4 9-7 
13.6 12.8 

5.1 4.6 
5.3 8.4 
0.4 0.4 

43-9 4O.9 

5-4 4.3 
2.6 3.0 
1.9 2.8 
4.3 5.0 
2.0 2.1 

11.7 6.7 
1.8 1.7 
1.1 1.0 
1.2 1.3 
4.7 6.7 
7.2 6.3 

13.5 20.5 

2.2 4.0 
1.1 5.3 
5.4 8.2 
2.2 3.0 

100.0 100.0 

1/ Excludes the potential contribution of the petro-cheaical and petrochemical 
products industries. 

Source:    Third Malaysia Plan 

(cj Sources of growth 

77.      The impact which projected changes up to I99O 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 I9 and 20. 
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Table 19 !  Peninsular Malaysia:  Sources of growth 
by sector 1/ 1970 - 1990 (W~ 

Import 
substitu- 
tion 

Private Private Public 
consumption inven—  expen- 

tment   diture 

Emorts 

Agriculture 

Mining 

U-5 

50.6 

41.6 

29.8 

Manufacturing 
Pood . 
Textiles and clothing 
Wood and paper products 
Chemical and rubber products 
Basic metals and non—metallic 
products 
Machinery and equipment 
Other manufacturing products 

1/ Excludes technological change and stocks. 

Source: Third Malaysia Plan 

7.8 

19.9 

3.5 

33.0 

41.8 

9.9 

22.3 20.2 5.0 6.9 37.4 
11.6 25.3 0.4 •  0.8 49.2 
34.7 24.1 0.5 1.2 30.0 
14.1 22.7 8.2 17.0 34-7 
17.9 20.4 2.3 4.1 53.7 

25.0 10.9 :i.4 22.3 11.0 
42.0 11.3 14.1 9-3 21.6 
31.4 31.6 3.1 5.6 25-9 

78.  As can be seen from Table 20 the role of exports in the 

attainment of the overall growth of the Outline Perspective Plan 

for the period 1970-1990 is critical in regard to the manufacturing 

sector, as exports acre to account for 37-4/6 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 

(i) 

Import Private Private Public 
substitution consumption investmentjexpenditure Exports 

14.3 29.8 0.4 '    1.2 ^2.7 
5.1 7-5 0.2 0.3 85-6 

15.8 38.4 0.7 1.6 14.9 
21.1 49-6 0.6 0.5 21.0 

36.3 20.9 0.5 1.2 31.0 
11.1 70.7 0 0.4 16.8 

3-5 12.0 11.7 23.0 45.5 
28.0 36.8 3.6 9.0 20.5 

fertilisers    42.0 14.5 4.0 3*1 32.0 
22.0 36.O 2.8 .    7-5 28.0 

27.3 48.7 4.0 9.7 8.0 
3.0 2.8 0.3 0.4 93.8 

I3.5 44.6 4.4 7.0 3O.7 
4.3 8.6 22.5 54.7 0.8 

22.3 20.4 13.4 32.3 12.3 
36.9 11.2 11.1 18.2 15.2 
7-6 4.1 2.3 2.6 5.4 

48.7 3.0 16.4 10.4 20.0 

29.5 13.0 9.2 6.6 40.9 
40.8 23.3 14.2 9.5 9-3 

LCtS                                3I.4 31.6 5.1 5.6 25.9 

Processed food 
Oils and fats 
Other food 
Beverages and tobacco 
Textile and clothing 
Leather and footwear 
Sawmills and furniture 
Paper and printing 
Industrial ähemicals and 
Chemical products 
Petroleum refining 
Rubber processing 
Rubber products 
Cement 
Non-metallio products 
Ferrous products 
Non-ferrous products 
Industrial machinery 
Electrical machinery 
Transport «quipment 
Other manufacturing products 

Total 22.3 20.2 5.0 6.9 37-4 

l/ Excludes technological 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 I976-I99O 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 addition,  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. 

81.      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 of 

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    is 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* Mam  features  of Malaysia's  industrial development  strategy 

-  policy measures and  programmlag  of  implementation 

( i )  Investment  incentives and promotional measures 

82. The country's early  industrialization strategies based  on import 

substitution were reflected in the Pioneer   Industries Ordinance  of 1958. 

In the initial  stage the focus 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 goods. 

It was the First Malaysia Plan,  1965-1970,   which laid vtress on the need to 

extend industrialization in the backward direction especially towards  inter- 

mediate goods. 

83. A radical departure from the inward-looking industrialization 

strategy    of import substitution to the outward-looking strategy of export 

promotion    took place in the  last years of   1960s as it became  fairly clear that 

import  substitution could no  longer provide  viable basis  for sustained    industrial 

expansion largely due to the  smallness of  the domestic market.      Greater emphasis 

was placed on labour-intensive production processes, use    of domestic raw materials 

and geographical dispersal of  industries.     Thus,   under the Investment   Incentives 

Act of I968,  which 8uperseeded the    Pioneer   Industries Ordinance,   specific 

incentives were offered for industries    producing products embodying 50$ local 

raw materials and which operated    in less  developed areas.    The   Investment 

Incentives     (Amendment Act)     introduced in  1971 offers tax exemption on the 

number of workers    employed  (labour utilization relief).-'   The   perhaps most 

important  incentive    has,  however,  been provided    by tariff protection which 

grew rather haphazardly and steeply.     Recently the Government  carried out a 
2/ 

comprehensive    review of the structure of  effective protection —,    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 &nd,   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 economist    in an article 
•»Some thoughts on protection and fiscal   incentives to encourage industry and 
industrial employment  in Peninsular Malaysia"  in the UMBC Economic Review No.  1, 
I978,   published by the United Malaysian  Banking Corp.   Bhd. 

2/  The  study  on  effective protection,   carried out  by the  Economic  Planning 
rJnit   (EPU)  underlined  the  distortions   created  by differing   levels   of 
effective  protection within  the  economy   and between manufactaring 
industries;     it  suggested   that   in the   future  the government   should  grant 
effective  protection for   new  industries   within a band  of 20—^CK and also 
attempt   to  bring existing  highly  protected  industries  within  the  same 
range.     According to  the  study,   17  of   5> 3  manufacturing branches  enjoyed 
effective     rates  of  protection   in excess   of  SO''. 
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84,    The  corporate  tax  structure  is development-oriented,   its 

main features being as  follows: 

- corporate  tax rate:     45<£ (including  ^ development   tax). 

- Bxceao  profit  tax:   ^ on  in come  exceeding 7% of  share 
holders'   capital; 

- dividend  tax on payment  to foreigh  stockholder:   none. 

- tax  on interest:     V&,   but  zero   in respect  of approved 
development   loan| 

- tax  on royalties:   15$; 
- norroal depreciation allowance:     industrial    buildings, 

y at. first year and  A per year on a  straight-lire basis 10* iirst  year ana   c,   v      j declining 
thereafter;    machinery,   20% first year,   3-0?. «» ** 
balance thereafter;     manufacturing    plant,   ,.^1^5 

- loss  carry forward:     7 years; 

- an accelerated depreciation allowance  introduced in the 1978 budget 
bas been replaced in the 1979 budget by a re-investment allowance 
of up to 2% 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 fcr other forms 
of incentives; 

- special incentives,  including a 12-year tax holiday,  to the shipping 
and shipbuilding industry (announced in the 1979 budget). 

8C>.  The private  sector  is  envisaged to  play a major role  in generating 

growth add  employment  in manufacturing-sunder- the Third. Maialala.Plan, 

I976 -  1980,   which    projects a total  investment of MS 44,200 million 

whereof MS   26,800 million  (or 6(A) from the  private sector.     The  to Sal 

investment   potential    of  the 425 projects approved  in 1976 and 400 

in 1977  was,   however,   only about MS  1,220 million and MS  880 million 

respectively which was below expectations,   the amount  of  investments capital 

involved in the projects approved in 1974 and 1975 having been   MS 1.590 million 

and NI 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 «as about 30,000. 

The new private investment in 1976-1977 «as restricted mostly to expansion 

or to projects started by existing oompanies. 
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Table   20:     Malaysia:      Industrial     project apcrovals   1973-77 

Number  of  approvals 

Total  capital   investment 
(proposal  called-up  capital 
plus  loans)  MS  million 

Thereof  proposed  called-up 
capital  MS  million 

Jota foreseen  to  be created 

Companies  ¿riven: 

.   Pioneer  status 

.   Investment  tax credit 

.   Labor   utilization 
relief 

.   Locational   incentives 

.   Other   incentives 

.   No   incentives 

Foreign  investment   in pioneer 
companies   (MS  million) 

197 j 

4" J 

1,216 

545 

1 974 

525 

1,590 

729 

461 

1,400 

565 

425 

1,220 

450 

1st half 

irn   1221 ±218 

400    162    195 

880    261    470 

358 

81,510      71,378      36,171      32,265       29,632 

179 166 95 105 ì8 

31 M 76 56 

58 15 13 7 11 

— 10 7 14 

8 13 7 3 

236 305 288 223 218 

73-8 162.6 191. 6 106.7 133.5  39 87 

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

Asia Research Bulletin,  November 1978 

86.      The   investment   slowdown stems  from  several  factors,   including a 

world wide  slack  in  investment.     Another  factor seeras   to  have been  the 

effects  on  investor  confidence  of decisions  taken in   1975 ^.rai  1976  - 

such as  the  introduction of  the   Industrial  Coordination Act   (ICA)  -^ 

As a result  of  investor hesitation the  Government  has  been  faced with a 

choice between trying to   improve the  investment climate or   ltBelf 

supplying the investment  earmarked in the Third Malaysia Plan for private 

sector.     Its solution has been to do both.     Investors  confidence bias 

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,   product  or 

employment  patterns.     The  several changes  which were   introduced  in April 

I977   include,   for   instance,   the  exemption from the  provisions  of    the    Act 

l/ The  Act  came   into  force on L May 1976. 
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of projects  with share holders  funds of   Leas   than MS  250,000 and     these 

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 is   involved,   },0i of  equity   is  to  be 

reserved  for bumiputras   (Malays  and  other   indigenous  people).     Thus  whereas 

initially all    companies  were required to  have bumiputra  participation, 

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

fixed assets from the need  to comply. 

67. An Ad  Hoc Cabinet   Investment  Committee  is  working since   1977  to 

look over all  the agencies   involved with  investments with    a view to 

coordinating them and reducing bureaucratic  procedures  tc  the toase 

essentials.     The Committee   is   to  pay special attention  to  the   implementation 

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 Minister  (and Trade and     Industry 

Minister) Dr.  Mahathir Mohamed.     Among its member are  the Ministers of 

Finance,  Home Affairs,   Labour Work and Utilities and Public Enterprises. — 

As result  of  this  review  the  Industrial  Co-ordination  (Amendment) Act,   1977 

came   into force on 1 February  1978.    The mam features  of the amendment, inciud» 

the appointment by the Prime Minister of a  licensing officer to   implement 

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. 

gg#     At the same time  (in  late  1977) certain organizational  changes were put 

into  effect aiming at  improving and streamlining the machinery for approving 

investments.    The Action Committee on Incentives,  under the chairmanship of 

the    PIDA 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 duration of time they 

may be employed.    This has reduced    the time    companies must  wait   for 

necessary approvals since     it obviates the need  to apply to a  number of 

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

représentatives from various government departments, was set up at PIDA. 
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Investors  now need to  apply only to  this  Unit  for the Various  licences and 

permita 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 industrial project.    The government  has assigned a nu/nber 

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  be  further  reviewed     stating that   Twe are  studying 

ceBtain    aspects  of the  Act,   especially  its   implementation".     Amendments 

are  expected to  be  introduced   in    parliament   in early  1979- 

\ 

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

. The setting up of an independent appeals board to hear 
complaints of "unfair" ministerial decisions. \t   present, 
manufacturers can appeal to the Minister of Trade and 
Industry;  his decision is "final and cannot be questioned 
in any court". 

. Removal 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 projectio 
of production, exports, local sales, and profits. 

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

. An increase in the fixed investment ceiling under which 
companies are exempt from bumiputra equity conditions - 
at present M3 250,000. 

ns 
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(il)  Foreign  investment 

90. Foreign  investment   is  playing an  important  role   in the 

development   of tolaysia's manufacturing sector  ^and  the  promotional 

efforts  of  the  Government  to attract   foreign    investment  have  been 

considerably  stepped up during  the  last   few years.     Among other 

measures,   the FIDA has,   as already mentioned,   established overseas 

centres with  offices  in New York,   San Francisco,   London,   Dusseldorf 

and Tokyo.     Major  investment conferences have been held abroad and 

in Kuala Lumpur with high level  participation by representatives of the 

Government and business corporations.     In 1974 the Foreign Investment 

Committee was established to ensure the progressive achievement  of the 

ownership     target  under the NEP. 

¡^Malaysia, among them multinationals sue* as: 

from UK:    Beecham, Cadburys, Dunlop    ^^f^^s, 
Guinness, ICI, Mult it one, Newey, Shell,  Sissons, 

Unilever 
trom Canada: Alean Uomini*»,  Ch«.ti«. Colsat^Paln.oUv., 

Microsystem International 

rro» Australia:  walgaoatl Ch»i=aU.  Brady., BHP,  tt«~. 
Humes,  Nylex 

-+»«.    aitar-hi    Kawasaki Steel,  Matsushita, 
from Japan:  Aji-no-ooto,   Eitachx, ^*•t *        L-YOt Minolta Camera,  Kit eux,  Saakyo Sexto,  Sanyo, 

Sumitomo, Toshiba,  Toyota, Yawata Steel 

*      .      i    TV« rh«aicals. Esso Standard, Goodyear Tyre, 
*" *    ^^5LK ~t.f Motorola   NationalL Semi- 

conductor Corporation, RCA,  Rockwell Int 1, Texas 
Instruments, Union Carbide 

ft» india: Birla., ebraica Lagnimi, Godei. Kiriosto 
Electric, Tata 

from Switzerland:  Nestle, P.S. Zueilig 

from FHG:  Lurssen Shipyard,  Bosch,  Nordwende,  Siemen 

from Denmark:  Carlsberg Breweries, Dun« 

from Prance:  Peugeot 

from Holland: Phillips 

from Sweden:  Volvo 

from Norway: Viking-Askim 
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91.        Ihe   inflow  of   foreign   investment   haa   throughout   the   /ears  been 

encouraged  through  rather  generous  investment   incentives.—     [t  haa 

been  questioned whether  auch   strong  incentives  which  are   costly   m  terms 
? 

of revenues   foregone,  were  necessary.-     A clearer differentiation might 

have  been useful  between  export-on en ted  industries which  may need stronger 

incentives,   and  import-aubstitution   industries,  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  place  the emphasis not 

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

technology which  foreign  investment  entails. 

93. 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 

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

J_/ Also  guarantees  against  expropriation  and  currency   incnnvertability 
have been important   factors.   Investment  guarantee  agreements have 
been signed by  Malaysia with Canada,   Netherlands,   FPI,   US,   France, 
and Switzerland and negotiations  are oemg held with   UK,   Austria, 
Australia,   Sweden,   Norway,   and   'tomania.   Double  taxation  agreements 
are  in  operation with  Japan,   Denmark,   Norway,   Sweden,   Singapore, 
Sri   Lanka,   Belgium,   FR'l,   India,   Canada,   Switzerland,   France,   New 
Zealand. 

2/        A recent   EPU study,   on   fiscal   incentivéis,  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 incentive,  offering tax relief based on 
the value of investment,   and  in part  on  the  labour-intensity of investment. 

_3/ The  (government  has  shown preparedness  to  apply  local   equity requirements 
flexibly.   For example,   of the  I9r   foreign investment   projects approved 
in   1977,   eight  were wholly  foreign  equity.   Approval   for  Albright   -t-  Wilson's 
100''' owned project was  given on  condition  that  the  equity share  be  scaled 
down  to   51', by  the  early   1990s.   Advanced  Micro  Devices was  allowed   to 
hold   100* of the  equity  in  its  expansion   (Business   Asia,  8  September   1978). 
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cornorate   nect >r     is   expected   t.-,   decline   fr 'il   ite   prenent   Soi  t: 

50'..   by   l'HO;      the   Malay     share   being   }0^  ir.ri   the   remaining   IG''   for   »he 

other   Maliysians.      :}ut   this   does   not   mean   that   foreign   investments 

Mil   decrease,   as   • according   to   the   Ni:p   and   the  < utlme   Perspective   ;llan 

up  to   1 )')0)   restructuring     is   to   take   place   in  the   context  of  rapid 

¿growth,   so   that   in absolute   terms   the   freien   investment   toy   1 HO   IF, 

expected   to  be   four   times   bigger   than     at   present. 

(m)  Support   for  exports  of  manufactures 

94. As  growth  of  the manufacturing sector  under   the   Third  Malaysia 

Plan  will  be   increasingly   dependent   on  exports,   the   Plan document 

stresses   the   \nportance   that   such   industries  are  efficient  and 

competitive   in   the  world  market.     To   this   end   the  package of   incentives 

for   industrial   development   would   be   kept   under  review   to   ensure   that 

they  do   not   shelter  high-cost     industries   out  contnoute  towards   the 

growth  of   industrial  efficiency.    FYir thermore,   special   incentives   for 
industries  exporting manufactured   products  have   bee^   introduced.--' 

95. In addition  to  the   usual   facilities   found   in   industriai  estates, 

industries  sited  within  the  country's   several  Free Trade  Zrnes (FTZs   enjoy 

minimum  custom  for  malities  and  duty     free   inputs  of  raw materials, 

component     parts  and  machinery  required   directly   in   the  manufacturing 

process  and   in  export   of  finished  or   semi-fìnished  goods.   FTZ   type 

of  facilities   in  the   form  of   Licensed  Manufacturing Ware  Houses   (LM'.n)   or 

Bonded      Factories  are  also  available     to  all  export   industries   regardless 

of  their   location.     The   MR  are accorded   the  same  customs   facilities     as 

factories operation  in the  FTZs. 

2/ 
96. Electronic  assembly  firms ->,   the  first   in the  FTZs,   have dominated 

FTZ  exports.     They accounted  for about  90"£ of such  exports  in  1974   (see 

Table   21).     Most  of  the  remainder was  clothing.     More  recently,   other   ìnrìus- 

tires  such as  textil an¿   fibres  have also  come   into   producti   n. 

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

(1)     Export  allowance   *)% of  export   sales   increase  any  given year 
(P'o  if  yroduct   contains   5OÍ or  more  of  domestic   materials); 

(ii/   Accelerated  depenation allowance; 

(ill)  Deductions   for  expenses   for  promotion overseas. 

2/   These  exports  were  mostly   sub-assemblies  such as   office machine   parts, 
circuit   fittings,   and  parts   for   TV     and   radro.     There  wer,.- also  assemblies   of 
air   conditioners  and   electronic   calculators.     ['With   large   imports   of 
component   inputs,   the   net   expert   earnings  of  the  electronic  assembly   industry 
are   low   compared   t-    gross   export   earnings,   and   this   should   oe   taken   into 
icoc   ¿nt   in   :- nri ienmr  '-la lavs; a ' c   recent   "xn' rt   performance   . 
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Table   21:     Peninsular  Malaysia:     SxpTts   of non— 
traditional  manufactures   l^Q-l^l 

(MS million) 

i ITC  5  Chemicals 

y 5ITC  6  Semi-manufactures 
(except  tin concentrate) 

SITG 7  Machinery and  transport 
erniipraent 

2/ 
5ITC  8 Manufactures  n.e.c.   -J 

1210 

36 

146 

72 

41 

295 

FTZs 

247 

219 

4o8 

1974 

Other Total 

76 7u 

366 366 

139 386 

171 390 

762 1,220 

1/  Mainly wood products,   textile  yarn and fabrics 

2/  Mainly  instruments and  wearing apparels 

Source:   Dept.   of  Statistics,   Kuala  Lumpur 

97»     The newly established Malaysian Export   Credit   Insurance 3erhad 

(MECI3),  a  joint  government  and   private  sector company,   -*   will  provide 

Malaysian exporters  of  locally manufactured  products   with  insurance 

protection;     a  form  of  insurance  not at   present provided by banks   and 

insurance companies   in Malaysia.     The  scheme  provides   coverage  for 

commercia].,   economic  and  political  risks   (but  does  not  cover marine 

hazards ). 

98. The Central   Bank  is  also  undertaking to   rediscount  bills of   exchange 

from manufacturers    at   concessionary rates. 

( iv) Regional  dispersal  of   industries within Malaysia 

99. ^here are considerable regional  inequalities within Malaysia,   in 

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

structure vnich ste  s basically  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  concentrations 

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

l/ The  share capital  was  subscribed by  the Government   (50e-")!   the  commercial 
banks  (4CK) and  the  insurance  companies   (10^). 
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in     r.uinufacturing   industry   in  Peninsular Malaysia   is   illustrateci   in 

Figure  1.      An   important   part   of   the development   strategy,   reflected 

in  the development   plans,      has   been  tc   try   to   stimulate   industrial 

activities   in  these  areas   in  order   to   help  breaking   the   vicious  circle, 

it   being recognized  that   lack  of  adequate   infrastructure  and   related 

facilities   lead  to   increased  costs  in  the manufacturing  production. 

Thus,   manufacturing  in so-called  less  developed areas  Vissubject 

to  special  privileges  in  the  form of  longer  tax holidays    "     or 

additional   investment  tax credits and general  priority  for  such 

industries   in  the awarding of  various   incentives ae   provided for 

the  Investment   Incentives  Act  of  1968.     Meanwhile,   a  sizeable proportion 

of  the development  expenditure     is    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 increasingly 

large number  of manufacturing units are being established  in these 

areas.    I total number of 1,234  industrial  projects  located    outside 

industrially developed areas were approved by    the  Government during 

1/ Designated  so called less developed areas,   where  locational  incentives 
may be granted,  are:     (1)  Kedah  (excluding Kuala  Muda distr. ),   (2) 
Pahang  (excluding Kuantan distr.),   (} ) Kelantan,   (4) Trengganu,   v5) 
Perils,   (6)  Sabah,   (7)  Sanwak,   (8) Johore Trenggara Area. 

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

Qualifying fixed capital Years of 
expenditure/employmeat tax holidays 

(i)      For capital expenditure below MS  250,000 5 
or up to  100 jobs 

(ii) jFor capital expenditure of not  less  than 
MS  250,000 or not  less  than 101  jobs 6 

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

(IV)    For capital expenditure of not   less than 
MS  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. 

V An extensive analysis  concerning the Malaysian decentralization policy  is 
given in a  study prepared  in  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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Location  Behaviour  of  Malaysian and  Foreign   Investors  - The  Effectiveness 
of  the  Malaysian  Decentralization Policy. 
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the   Second   Plan  period   1971   -   197e).      The  percentage   of approved   projects 

located   in  less  developed  ar^as   increased  from  A]-ilfo in  1971  to  67-7% 

in  1975,   72.4j/a  in   1976 and   71.5   m   L'9 77 -     Of   the  tota'   employment 

generated  by  the  projects  approved   in   1977  6R.7'4  (or about   ?0.000 peruons 

would  be  in  less  developed areaa. 

101. Thus,   áome definite  progress  has  been made  in  the dispersal  of 

industries  in  the   last  few years.     The   further  efforts  envisaged  under 

the Third Plan  include,   inter alia,   the  establishment  of     additional 

industrial  estates   in the   lees  developed areas.     In mid-1975 only  11^ of 

all   industrial  estates developed  by  the various     State Econom.c  Development 

Corporations   (SEDCs) and  the Malaysian   Industrial   Estates     Sdn.   3hd. 

(  MIEL)  in Peninsular Malaysia were  located   in  the   less  developed  states 

of Kedahv Kelantan and Trengganu     fwhile more  than  5C/Í where   in  the  three 

most  developed  States  of  Pahang,   Selangor and Johor]. 

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

is also being undertaken  in support  of  the establishment   of various new 

growth centres  in regional  development  areas  such as   in Pahang Tenggara 

and  Johor Tenggara.     Based  on the mineral  and agricultural     resources 

available within these  regions  a   number of potential     industrial  projects 

have  been  identified,   such as   integrated  timber complexes,   oil  palm 

processing,   chipboard and  rubber  products manufacturing. 

(v) Development  of  small-scale   industries 

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  industries.-'   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  in Malaysia, 
perhaps because  oí   the  rapidity of  the country's  industrial  development 
and perhaps also because of  the  importance of foreign  firms   in that 
development.     For example,   in Malaysia the electronics   industry is   itself 

largely    an ancillary  of firms  located abroad.     In Japan,   India and   in 
other more  industrially adranced  countries,   the more  efficient  of  the 
domestic  small   industries are  those  that   supply  components  for    larger 
domestic  firms  aad are  assisted by  technical  guidance and,     frequently, 
finance  from such large  firms. 
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104. About   7b1' of  enumerated  manufacturing enterprises   in   Malaysia 

are   in  the   small-scale   industry   sector;     a  small-scale   industry 

being defined as an   enterprise  with  up   to  50   employees.      Small-scale 

industries  produce   about   18"?, of   value  added   in  the   country's  total 

manufacturing sector  and   employs  over   2<y^ of   its   labour   force.     The 

productivity   of  labour   increases   roughly  in   Drooortion  to   the   increase 

in the  size  of  the  establishment.     (A  significant   part of   this   increase   is 

due   to  the   larger   use  of  capital  per   unit   of  output   in  the 

larger  industries). 

IO5.   To  specifically promote the development   of small-scale 

industries  various  measures have  been  taken  by  the   Government     such 

as   the   provision     of  finance,   training and   advisory   and     consultancy 

services.     Specific   steps,   such as the  following,     have     been considered 

in this context,   namely  the  strengthening of   existing loan  programmes 

through  improvements  in  staffing and     follow-up;     substantial   increases 

in the  volume of  small-scale     industry  lending;     the  coordination and 

extension of  technical assistance and  training for  small   entrepreneurs; 

and the concentration,   within target  groups,   on those  small  firms most 

capable of growth,   particularly  firms   located   in rural or   less  developed 

areas 

106. Institutions  providing finance  to  small-scale   íiámstnes  are MARA 

(Majlis  Amanan  Rakyat),   Bank Pembangunan,  MIT',   Bank  Pertanian  and 

commercial  banks  through   the  Ored.t   Guarantee   Corporation   (C1C).   By 

1975   MARA had provided  loans  amounting- to  "*   I*:}  million   for the  devel- 

opment  of small-scale  industries  and  businesses.   Bank D?mbangunan, 

established   1Q71,   had  by  the end  of   1^7 granted  loans of   the  total 

of  MS  20 milli-n  to   Bumiputra enterprises,   '"f the  total   1,194  loans 

-    amounting to  M*7OO million  - crovid*"i by  MTTii?f   UP  to  the end  of 1Q77 

more  than two-thirds had  been  for the  financing of  small-scale and medium 

scale  industries,   although representing only  about   11* of  the total value of 

loans approved.   Loans under CGC guarantee amounted  to  M^   244 million at   the 

end of  1977,   accounting  for  17* 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 coordination of  the  various agencies,   an Advisory 

Council  of  Consultancy  and  Advisory  Services  for  Small-3cale   Industries 

and   Businesses  was established   in  1972.     During  the Third  Plan     period 

it  will   *-,-.   ^.rengthened to become  the  Coordinating Council   for   the 

Development  of  Small-Scale  Industries. 

(vi)  Participation of the  Malays and  other  indigenous  people 

109. The New Economic  Policy   (NEP) enbodies  specific proposals 

designed to restructure the  pattern of employment and ownership 

of wealth  in the country.     It   has set as  its target  the ownership 

and management  by Malays and  other  indigenous people of at   least 

3CK of commercial and  industrial    activities   in the  economy and an 

employment   structure at all   levels  of operation 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 Malays and other indigenous 

people    to  participate  fully   in the growth of commerce and  industry. 

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

the  skills  of existing as well as  intending    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    Instittut Teknology MARA (ITM) 

also offers a wide range of courses,   inter alia a programme    for executive 

development  (a  12-week intensive    introduction to management  skills and 

concepts) for new university graduates    among the Malays and  other 

indigenous people. 

111. Another important  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 

special   emphasis   on the   needs   of the  Malays   and  other   indigenous   people 

were    made   in the   Second   Plan   period.   -^   Government   agencies   involved 

include     MARA,     MIDF,   MIEL,   3ank Bumiputra,    the  SELCs anci      (ank   Perabangunan 

(Development Bank of Malaysia).     A3  a  result,   the  share  of  the  Malays 

and  other   indigenous people    of  the     total   institutional  credit   increased 

from about   U% in  1971   to  almost  ]OÍ  in 1975- 

113. As a  result  of the   restructuring  policies of  the Government,   there 

was  a substantial   Improvement   in the  racial   structure    of   employment during the 

Second Malaysia  Plan.      In general,  Malays    and other  indigenous  people  had 

managed  to  obtain an increasingly larger share of  employment  in  the more 

productive  sectors.    The     percentage  of Malay  employment   in manufacturing, 

for   instance,     increased   from   28.9^ in 1970  to   33. V'o in  1975. 

114. In the case  of approved  companies  the  bumiputra  (Malay) employment 

stood at   51% of  the total  workfree at     the  end of   1976.     63Í of  the 

bumiputra  employees fall   1.1 the    unskilled worker  category;     28.5^ are   in the 

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

115« Progress in restructuring  the ownership   of the   share  capital  and 

assets     in the corporate   sector as a  whole  was more   limited during the 

Second Plan period.    While the   proportion of   foreign holdings of  share 

capital declined     from  63$ in   1970 to   55$ m  1975     ^  [and  Malaysian 

ownership  correspondingly  increased  from  37°£ to 45^] 1   the  ownership by Malays 

and Malay   interests    increased  only  from 2.\ú1„  to  7.8'i.     Similar  changes 

took place  in respect     of  ownership of  industrial     fixed assets.     The 

activities  of public    bodies,   operating on bfihalf  of  the  Malays and other 

indigenous  people,   such  as PERNAsi(Perbadanari Nasional )f the  Bumiputra 

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

l/ Por further information see, among others ,   'Review of Existing Savings 
Institutions 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  Bulletin for Asia and the  Pacific, 
Vol.   XXVI,  No.   1,  June  1975,   (Sales  No.:   E.75- II.F.5). 

2/  In absolute terms,   however,   the amount  of  share  capital   owned  by 
foreigners in the private  sector  incieased  by an  estimated  ICK per year 
during   the Second Plan;     this being fully   in line with  the policy of 
Governnent to  encourage foreign lnvestrunt. 

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

its  option  to  mveot   in  the growing volume  of     corporate  assets. 

The  13   SEDCs  alone established   ,   during  the  Second   Plan eight 

subsidiaries and  took  part   in 76  joint   ventures,   while     PERNAS, 

which began  operations   in  1970, narticipated   through  its  engineering 

subsidiary   in 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  indigenous  people by  1975- 

Furthermore,   the    Food  Industries of Malaysia 8dn.   Bhd.   (PIMA), 

incorporated  in 1972 to promote the development of food processing  industries 

in the country    particularly  in the   l-'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  Investment Foundation  (Yaysan Pelaburan Bumiputra), 

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 units-whicn,   it  is    hoped,   will 

bring equity investment within    the scope of bumiputra individuals.   .The.. 

Foundation  is envisaged to be the  "premier organisation" among Government 

bumiputra     trust agencies and  is built  up on a three-tiered corporate 

structure with initial Government-subscribed funds of MS  200 million. 

As a  limited corporation with    no share capital  of  its own,   the Foundation 

is giving M$ 100 million as a grant and MS  100 million as  loan to   its 

subsidiary,   Permodalan Nasional  Berhad which  in turn will  initially buy 

shares  in  larger and more profitable manufacturing enterprises,   though as 

more capital becomes available it will also buy into  smaller manufacturing 

companies.     Amanan Sanaa Nasional  (national    Unit Trost Company)    will manage 

Permodalan Naaional's equity portfolio and will sell units to and redeem 

them from the bumiputra oommunity. 

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  3O-4O-3O envisaged  in the New Economic  Policy.     In 1977 the bumiputra 

(Malay)  equity share  in projects approved was 42.1$ 
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ll8.In the  Third  Malaysia  Plan period   it   is   envisaged  that  the 

Government   through  ita  public   sector agencies will   continue  to 

participate directly  in the management  and  operation as  well as 

equity participation  in a number of  manufacturing  vent-ores.     The 

SEDCs  either    on  their  own or   in  joint-venture with the private 

sector are  planning new manufacturing projects  in  fields   L>uch as 

cement production,   ceramics,   glass,   bricks,   wood-based and  food 

processing  industries  involving a total capital  investment  of over 

MS  110 million and an employment potential  of over  10.000  jobs. 

PERNAS will,  according to the Third Plan,   be  involved in several 

industrial  projects including the manufacture of fertilizer,  cem«nt, 

telecommunication  equipment and pharmaceuticals.     It will  undertake 

mutually agreed-upon acquisition of  share capital   in existing companies 

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

(a)  Raw material   endowment 

119- Malaysia is  a land  rich  in natural resources,   including important 

mineral  deposits.     Although  the erport  earnings  are concentrated 

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

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

is  shown  in the  following table: 

Table 22:     Malaysia;    Production of major agricultural commodities 
m 1975 - Ì977 

Rubb er 

Rice 

Saw logs 

Saron timber 

Palm oil 

Palm  kernels 

Copra. 

Coconut oil 

Marine fish 

Presh  pineapples 

Sugar 

tonnes 

tonnes 

cubic metres 

cubic metres 

tonnes 

tonnes 

tonnes 

tonnes 

tonnes 

tonnes 

tonnes 

1975 

1,476,200 

1,309,800 

15,418,800 

3,708,400 

1,253,500 

257,600 

126,000 

80,000 

455,600 

215,200 

392,000 

1976 

1,643,800 

1,299,600 

26,151,900 

5,335,700 

1,389,700 

280,700 

123,000 

77,700 

514,700 

230,000 

1977   (prel. ) 

1,610,000 

1,142,300 

26,674,500 

5,582,300 

1,585,300 

329,200 

117,000 

72,700 

538,000 

203,500 

Source:   Bank Negara Malaysia:    Annual Report  1977.. 

120. The  projected growth up to I98O 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 1985"" 

Production   index 
1970 * 100 1975 

Rubber 116.3 

Palm oil and kernels 296.8 

Saw  logs 108.2 

Rice padi 120.2 

Coconut  and copra 106.5 

Pineapple 81.7 

Pepper 124.0 

Tea 72.5 

Fish 159-5 

Livestock   - I25.I 

I98O  (projected) 

I55.6 

634.2 

I49.6 

I43.5 

114.7 

92.4 

I74.7 

59.I 

I92.2 

164. 3 

Annual  growth  rate  ( '£) 

I97I-75 

3 .1 

24 • 3 

1 6 

3 7 

1. 3 

-4. 0 

4. 4 

-6. 2 

9- 8 

4. 6 

1976-80 

6 .0 

16 4 

6 7 

3 6 

1 5 
2. 5 
7 1 

-4. 0 

3. 8 

5- 6 

Aggregate  production 
index 131.2 186.5 5.6 7.3 

Source:  Third Malaysia Plan. 

121.   Malaysia  is  since long the  world's   leading producer  of  natural  rubber; 

its output  in 1978 reached approximately    Í.64" million tonnes,  comprising 

47°6 of  the  total world production.     Intensive  programmes    of  replanting with 

high yielding trees  are continuously being    carried out  and   new orocesses  and 

techniques developed and  introduced    for  the  production of  the high  quality 

Standard Malaysian Rubber  (SMR) through  the  joint efforts of RR IM  (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 manufacturers  of rubber products  is    small, 

comprising about  Zfo of output.     It  is envisaged that domestic    consumption be 

increased to   300,000 tonnes annually by  the end    of the 1980's.     As  stressed 

recently by PIDA,   the Government   is    specifically encouraging  joint   ventures  - 

in industries manufacturing such products as rubber hoses,   rubber piping, 

rubber belting,  automatic  rubber  components and  other  latex-based  products. 
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Other  industrial  prospective  areas   for  investment  wruld   be  export- 

onented  projects  like  footwear,     tyres,   rubber  sport  goods 

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

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

of palm  oil.     As shown  in Table 21  above,   during  the Second Malaysia 

Pian period the  palm  oil and   palai  kernel   production grew    approximately 

five fold and   is  expected  to continue to  grow       very rapidly with the 

annual growth rate projected up to   1980    being 16.4%.     The output 

of palm oil would then be expected to constitute almost   60$ of world 

output.       Malaysia 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  in production rose by 8 to 24    while consumption 

of crude palm oil increased by    48$ to 353,000 tonnes,   representing 54$ of 

total    ende palm oil  production.     In 19 H the Government approved    5 

refining and fractionating plants,   brinai-ig the total  number approved  to 

55. •=*   The experts of crude and processed  nalm oil from Malaysia came to 

about  1.43 million tonnes  in 1977• 

123. Output  in the coconut   industry in    recent years has    been declining 

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 

increase 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 

l/ The bulk of the palm oil 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 
quaittity 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 particular  transport chargea) and  continued   low  recovery rate 

of  the fruit fcr  canning    purposes,   while the   exDort  markets for 

canned pineapples,   in particular Japan,  have  been  getting 

increasingly  tight.     It   is foreseen     that a   partial  recovery 

to«ards     the  1970-level  of pineapple  production     will be reached 

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

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

under a  new system of grading.    T,\e Pood Industries of Malaysia 

Snd Bhd  (FEMA) wan 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  in the less developed 

areas.     By  1976  the company had  investments   in seven subsidiaries which 

were involved,  among others,   in the canning of pineapple,  manufacture 

of feed meal,   fruitjuice, cans and    bores.     Under  the Third Malaysia 

Plan PIMA  is expected to expand  its activities by  undertaking projects 

such as the manufacture of edible oil,  processing of cashew nuts and 

to cultivation of fruits and vegetables. -' 

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

of sugar 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 problem of labour 

shortages  for planting and harvesting of skilled   laoour to operate the 

mills remained an  obstacle to   higher  production.     However,   the area  under 

sugar cane,   grown mainly by various   integrated  sugar schemes in Perils, 

Negri  oembilan,   Perak,   Kedah and Johor and schemes   of the Federal 

Land  Development   Authority (TOLDA) continued   to     expand,   rising markedly by 

33.5$ to  27,100 hectares at the  end of 1977.     The domestic output  of 

l/ Por further details regarding potential agro—industries development 
reference is made to  "Agro—based Industries - Potential for Development", 
Chapter VII  in Investment    Opportunities  in Malaysia, report on seminar 
held in Kuala Lumpur 27-29 October 1975 organized by PIDA. 
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sugar cane  is,   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  r'cfined  sugar     to 

meet  domestic eonsumption.     In 1977»   output     of refined sugar by t  he 

refineries amounted to  483,50^ 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     (in 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   utilization 

of these resources.     Such steps would  include  the establishment  of   integrated 

timber-processing complexes and various  secondary wood processing industries, 

for production for  example of timber mouldings and knockdown furniture, 

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,  iron or«, bauxite and petroleum are the major minerals 

niñeen in Malaysia    aa  indicated in Ta-bl-e • 2A* •   A table giving more- ——— 

detailed information on the oountry'a minerals production 1970 - 1974 

is appended as Annex I. 

1/ For example,  a M$  63O 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 is also being 
considered. 
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Tálale  24:     Malaysia:    Minerals  production  1973-1977 

1975 1976 1977 

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 oil barrels 36,450,100 60,547,000 66,983,600 

Source:    Bank Negara Malaysia Annual Report  1977 

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

32$ of world production. -'   The 1977 production was 57,700 tonnes 

which was the lowest   in 15 years;     the production having been declining 

since I972,  when 72,  when 72,600 tonnes were produced,   largely because 

of the mining of poorer grade tin-bearing land.    A-a for the longer-term 

prospects  for the tin mining industry,   it should be noted that  Malaysia's 
2/ 

potential tin reservas are very substantial. -J   Further with the 

establishment of the Southeast Asia Tin Research and Development  Centre 

in Malaysia  (UNDP-aided) research for extending the uses of tin will be 

stepped up. 

l/ The Kuala Langat district in the Seat e 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,  PERN A S and Charter Consolidated of London. 

2/ See further David Lim, The Economics of Tin-using Activities  in the 
Tin-producing Countries of Southeast Asia.    Study prepared for ICIS, 
UNIDO,  April  1978. 
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129- Production of   iron  ore   increased   in  1977  by  7-1  percent  reversing the 

declining trend experienced   since  1970   (when  4.4 million  tons 

were  produced).     The  domestic  consumption  of   iron  ore    was about 

256,000 tonnes or 18% 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.    1.1 million tonnes Mere produced in 1970. 

A study is being under-taken on the feasibility of using looal bauxite for 

conversion into alumina to feed as far as possible the aluminium smelters planned 

to be set up in Bintulu,   Sarawak and LabuanT   Sabah. 

131. Copper production  on a commercial  scale commenced in 1975  from  the 

Mamut copper mine  in Sabah>     Production of  copper concentrates   in 1977 

reached 100.000 tonnes.     Another copper prospect,   also  in Sabah,   is 

being investigated,   whilst   in Peninsular Malaysia  prospecting     is carried 

out   in the Pahang Tenggara area in respect   of copper,   lead and  zinc.     It 

is  expected that copper will became a major    export earner hjc I98O. 

I32.    Limestone and other rocíes,  gravel,   3and-and-clay are «xplci-ted-    ~ - t.~t • 

in various parts Kjf~*he- country..   TwoVThirds.'-of the* ti^esirone^nrtputr -.-• ,:.T.V - 

is channelled directly -for 'construction purposes—whilst- the • T-ema-rnrier*-- —  — 

goes-   into the production of cement and non—metallic minerals.     Clay  is 

mainly used in the production of structural clay products.    Production began 

in 1978 in a 400 Tone/day cement plant in Sara*-'-..    The plant which  is a 

joint venture between the Sarawak Sconomio  Development Corporation and the 

Sabah Economic Development  Corporation,  will  initially use clinker supplied 

from Japan and the Republic of Korea.    As there is good resources  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 oetween  Liarawak and Japanese   interests,   Glass  Sana Company    ihd, 

exporta since  1977  about   2,000  tonnee/month  silica sand   to    Japan. 

The sand is  being refined  in a  processing  plant  before  export. 

133-Important   petroleum and  ft-aa aeposits   off   che  coasts  of  Kast 

Malaysia  and   Eastern Peninsular  Malaysia   ens\ixe   present   and   future 

supply of   fuel  as   well   as of   feedstock  for   the  petrochemical   industry. 

Thus,  with   the  discovery of  oil  and   natural  cas   in the  continental 

shelf of Malaysia,   there  is 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  thi3 resource  for  industrial    development  as well 

as ensuring that   the nation exercises  ¡najonty    control   in the  management 

and  operation of   the  industry.     The     national oil  company PETRONAS, 

established   m  1974,     provides  the  organization and machinery   for  the 

effective   implementation of  this  national   policy.     Although  PETRCNAS 

has been vested  with the    responsibility  for  the  exploration,   development, 

refining,   oncesuing,   manufacturing and distribution of  petroleum and 

petro-chemical  products,   the  Government  welcomes   the private  sector, 

including foreign  enterpriser,   to  participate with PETRONAS  in  these 

industries  consistent  with the  national  petroleum policy.   =*   Thus 

PETRONAS cooperates with  international  oil   companies  in the     exploitation 

of petroleum resources  on a production sharing basis. 

(b) Exports   of manufactures 

134.    Exports  of  manufactured goods  which accounted for  19"£ of  total   exports 

in 1977.     As  noted  earlier,   it  grew  by about   29J¿ per annum during the   Second 

Plan period   1971-L975-     It continued  to grow  in  1976,   by  27^ and   in  1977, 

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

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

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

- Licniified  Natural Gas:   Total   investment  of about MS 2,600million, 
involving  the  setting up  of a   liquefaction    plant  to liquify  natural 
gas  from  Sarawak.     Potential   share holders:     PETRONAS,   SHELL, 
Mitsubishi.     Production might  commence by  1982.     The capacity will be 
6 million tonnes/year. 

~ Ammonia/Urea Fertilizer:     Total   investment   of about MS   500 million. 
This   will   be an ASEAN project  with  envisaged export mainly to  Thailand 
and  the  Philippines.     Possible  start   up date:     I982. 

~ Petrochemicals complex:   Total   investment  of about  M2  2,500 and  a target 
production  date of 1982. 
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Plan  period,   export     demand   will   constitute ,-   major  source   cf  growth 

for   the   food,   chemicals,   ruDber  and  machine  products   industries. 

135«   In  the cA3e  of  two  of   the  fastest   growing  industries  during  the 

Second   Plan,   textiles and   electronics   ,    it   is   felt   that   existing over- 

capacity    ¡>ad  overseas  protectionism are  limiting the  prospects,   at 

least   for new   investments.     Also,   the  domestic  market   13  as  yet     too 

small   for much backward   integration  into   intermediate«,.     Still,   in  1977 

the  category  increasing fastest  was machinery and appliances,     which 

comprised largely electronic goods and  electronic components  and part3. 

Exports of this category    accounted for   33$ of  total  net  exports of 

manufactures  in 1977« 

I36. The textile  exports  rose  in  1977  by  only  6.7$t   compared with a 

45$  increase  the previous  year.     It  might be noted  that  an  agreement 

has been signed with EEC under which    only nine categ-o-ies  of Malaysian 

textiles are  subjected to  restraint.     The Malaysian  textile  companies 

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

Nor.u  American and  Australia markets     hindering growth,   the   local  Malaysian 

market   is being    eroded by their more efficient    rivals from Hong Kong 

and the Republic of Korea. 

(c ) Development  of   :ne  engineering     industry 

I37.     The engineering    industry  in Malaysia although comparatively small, 

is  growing rapidly.     There  are  no  metal  working machine     tool  companies 

in the   country,   but   there  are  two  companies making    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 a  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 

(MS million) I97O 1975 1980 1985 

Metal working machine 10.0 16.8 30.4 52.2 
tools 

Woodworking machine U.8 17.9 31.5 55.2 
tools 

Accessoires and parts 4.2 10.8 20.2 33-8        : 

» 0< _!   -, „A   .fv.,,   "iri*"i';, îles  :.v.   ".75.IT.3.Î 
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138. ?here axe   over  1^0  foundries   in Malaysia  employing about 

3,000 workers.      Most  of  the   foundries  and  mechanical   workshops  are 

srnall-acale  and  use  traditional   skills  and   outdated  equipment. 

Malaysia needs  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 biseles,   serving machines,   electric  fans,   builders' 

hardware,  automobile components,   wire and wire  products,     bolts and 

The plastics  conversion  industry alone ni mbers  over  I50  units and employs an 

estimated  2,800 workers.     As   fev of the  light   engineering  industries  have 

toolmaking facilities of  their  own,   most  moulds anc   tools  are  imported. 

Most  of  few moulds and  toils   that are produced  haw, a  limited  life and 

their quality   often below  international   standards.     One     factor which 

inhibits the  setting up of  tool-raaking facilities  is the   lack of trained 

and skilled  tool-makers.     Many  potential  entrepreneurs  hesitate   Co 

invest  in any   industrial  undertaking requiring  the use  of  tools,   dies,   jigs, 

moulds and fixtures,   unless   tooling services  are readily available  in the 

country.    Por  this reason,   it   is desirable that Malaysia  establish modern 

toolrooms and  train the necessary skilled iabour as soon as possible. 
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VIII.   External assistance to the manufacturing sector 

(a)    UNDP/UNIDO technioal    oopperation 

139. The  second UNDP Country Programe for Malaysia covering the 

period 1977-81 was approved    by the UNDP Governing Council  in June 1977- 

The IFF for the programme period was USS  15 million and,   supplemented 

by Government cost sharing input of USS 5 million, total amount available 

for the programme was USS 20 million.    The programming 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 IB integrated with the national sooio-economic 

development priorities contained in the Third Malaysia Plan,  the Plan 

being  ihe second phase in the implementation of the Government's 

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

a modest part of the external technical assistance    needs of the Plan, 

recognizing that the thrust of the Plan is to rwir*ss poverty in   both 

rural and urban areas,  including the promotion of ir Austria!    development 

to    provide employment opportunities for the grading 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 Kedaa,  Kelantan+ PeriiJ,  Sabah and Sarawak, 

and  (iii)      continuous support of selected development activities,   including 

industrial1    project identification,  technical training and management 

consultancy. 

141. In the industrial development sector two major UNIDO projects have 

b<»en programmed under the    Second Country Programme namely: 

(i) Industrial Project Identification (MAL/76/OO7) 

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

in a number of sectors with the objective of identifying new industrial 

investment opportunities.    The project  is designed to utilize assistance 

from bilateral/multi-lateral sources other than UNDP such as the Commonwealth 

Fund for Technical Cooperation.    Under the First Country Programme,  UNDP/UNIDO 

assistance was extended 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 
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UNIDO experts are assigned to  the  project,   namely Mr.   Peter  Shaw,  Project 

Coordinator  and Mr.  Joe  Profita,  Marketing  Analyst. 

( li ) Metal  Industry Research  and Development  Centre 
(MIRDC,  formerly MIDCOM )   (MAL/71/336) 

142.    The  project  is to assi'*  the Government  in the establishment 

of the Metal Industry Research and  Development Centre  (MIRDC)  to    introduce 

new technologies and modern management practices  to existing engineering 

and metal—working industries and enterprises, and  to improve and    strengthen 

the oountry's design and research,   product  development  and    consultancy 

capabilities in that  field.     The earmarking of US S 700,000 has been made 

under the  Second Country Programme.   The project  started during the First 

Country  Programme with a team of consultants,  Romconsult,   who   in 1975 

together  with FIDA made preliminary  recommendations based on a  survey  of 

industry needs.     In 1976 and 1977 further     investigations where carried 

out by    SIRIM officers and,   in May  1977,  by representatives of Hindustani 

Machine Tool Ltd.   (HMT) of Bangalore,   India.    A preparatory mission was 

carried out   in January/February 1978 by a UNIDO  staff member  (Mr. Kneppel). 

The MIRDC  is to be established on the SIRIM premises,  under the responsibility 

of the Ministry of Science,  Technology and Environment     and with    SIBIM 

as Government counterpart agency.   It might   be noted that  Japanese bilateral 

assistance  is being considered for the establishing of an Electroplating Centre 

within    SIRIM. 

143*    In addition, ander the  Second  Country Programme continued    assistance 

was provided to MIDFIC,   the  industria]  consultant subsidiary   agency of 

MIDF in an effort to   meet   the need  to develop qualified  local oonsultants 

in the fields of marketing,   financial management,   industrial engineering and 

production management.     This  project   is implemented by  ILO.    The earmarking 

in the Second Country Programme was  US $ 4£0,000 and the assistance  l» to 

be provided during 1977-1980  (MAL/70/015).     Assistance  is also being 

provided    under the Second Country Programme in connexion -wit hr the - establishment 

of the Export  Credit  Insurance Bhd   (MECFJ).    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 

short-term expertize have been carried out  during the last few years 

including : 
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Industrial  Strategy Mission  (Expert:   Professor E.L. Wheelwright, 

December 1971 - January 1972 - ^/MAL/TIMI ) 

Shipyards Consultancy (Experts:    Mr.   E.J.   Niskanen,  January 

1973, Mr.  J.W.   Prins, September 1974 - April   1975 

-  IS /MAL/71/811) 

Plast ios  Industry Development   ( Expert i     Mr.   A.D.  Clarke,  June 1972 - 

May 1973 - IS/MAL/71/809 ) 

Pulp and Paper  Industry Development  (Expert:  Mr.  R.8. Glisbey, 

June - July 1973 - IS/MAL/73/OOI) 

Waste Paper Collection and Use oí  Secondary Fibres in Paper 

Making (Expert:    Mr. H.H.  Schmidt, July - October 1978 - 

SI/MAL/77/801 ) 

Transfer of Technology and  International Licensing (Expert: 

Mr.  Ami,  February - May 1977 -    I¿/MAL/77/009). 

145. Among completed large-scale technical cooperation projects of UNDP/UTIIDO may 

be mentioned    the assistance provided tc the National Institute for 

Scientific and Industrial Research (NISIR),  1970-1975,  in connexion with its 

establishment and. initial operations..   .JUISIR. was.subsequently.oeerged        .   .. 

with the Standards  Institution of Malaysia  (SIM) to become SIRIM.    Large- 

scale    assistance was also provided during the period 1964-1973 to the 

MARA leather and shoe factory Kulitkraf. 

146. Under the ÜNIDF a project  (UF/MAL/78/105) has recently been 

approved with the amount    of US $ 60,000 for the provision of assistance in 

the institutionalising of programmes of entrepreneur    development.    The 

national counterpart agency is MIDF which^with MIDFIC and in cooperation 

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 coordinating existing national 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 I978 toTiT   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   initiation 

of similar activities at MARA. hJ 

148. A  pending   (not  yet  formally submitted)  request    for assistance   is 

a SIS    request  from MARA for assistance by textile production and 

marketing expei-ts  in the carrying out of pre—investment  studies and 

project  preparation for    batik manufacturing 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, inter alia , carry out research and 

development on low-cost building materials manufacture. " 

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

[réf.  letter of 8 November 19770    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 
industrial sector 

2/ 150. The SIDFA Mr.   Iqbal has recently -'   prepared a note,  entitled 

•Conceptual Brief for Possible UNDP/UNIDO Technical Cooperation  in the 

Realization of New Economic  Policy Goals through Direct  Support  of Public 

Enterprises/Corporations'     indicating possible avenues of strengthening 

the Government '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.   Iqbal identified the following specific areas for 

strengthening such efforts through UNDP/UNIDO cooperation: 

(i)     The preparation of a comprehensive industrial plan 

to develop a perspective with a view to exploit the 

comparative advantages of the country in the face of the 

limited home market and charting out development  patterns 

l/Further expertise  in th s field is provided to MARA through the Commonwealth 
Fund for Technical  Cooperation.     Pull cooperation with the expert  under this 
programme,  Mr.  Han Kishan  Singh,   is being'maintained  in the development   of 
the possible  UNIDO   inputs. 

2/ See Appendix  II  of Mission report to Malaysia,   12 June-1 July  1978, 
by Paqír M.   Iqbal. 
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of the potential growth sectors of industry in order  to 

derive suitable advantages in relation    to the NEP 

goals.    Mr.   Iqbal  indicates the assistance 

required by    FIDA  (      who would be the agency drawing 

up the plan) would    inwolve the services of two experts 

(an industrial planner and an industrial economist )  for 

1^ year eaoh plus fellowships.    According to Mr.   Iqbal's 

proposal  specific purposes such an industrial plan would be 

to; 

- identify growth sectors of industry and commerce with- 

a view to the comparative advantages  enjoyed by Malaysia; 

- obaurt out the growth patterns of such seotors giving 

due considerations to the limitations  of    the home market; 

- suggest  requirements and modifications in polioies  in 

respect  of investment promotion, fiscal and tariff  incentives,  etc.; 

- draw up guidelines for policies to  ensure an effective 

growth of the Bumiputra participation in the  industry and 

commerce  including that  through the public sector; 

- suggest/institute a coordinated mechanism to monitor the 

effects of such policies;    and 

- train a number of Government professional staff. 

It sould  seem that the preparation of such an industry sector 

plan, or rather long-term strategy by PIDA,   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 initial basic 

preparatory work for the Fourth Plan. 

(ii)   The provision of operational consultancies to selected public 

enterprises not performing well in seleoted regions or fields. 

Mr.  Iqbal'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 

eaoh in areas such as product planning and control;     product 

design and development!     production    layouts and balancing 

of plant  capacities}    market research and development; 
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management;    and financial  controls.    The  project would alao 

include  fellowships.    As this  work would be within the 

sphere  of activity of MEDFIC,   (who is having 

both    putelic and private sector industries as  ita clients), 

it night  be practicable if  the provision  of the required 

assistance were made   in conjunction with  that  body. 

(iii) The development of the oapaoity of selected SEDCs and public 

corporations  in industrial  project appraisal,   implementation 

and control.    The aia of this assistance would be to ensure 

that the    SEDCs and other può lie corporations,  charged with 

enhancing the  Bumiputra participation in  industry and commerce 

by holding aquity    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 is   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 growth. 

(c ) External assistance sources other than UNDP/UNIDO 

131*    Malaysia has been receiving external technical assistance from 

three main sources:     (i)    bilateral,  (ii) multi-lateral,   (iii) governmental 

and semi—governmental agencies,   private  foundations  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 f^jm 

the UN-system,from the Commonwealth Fund for Technical  Cooperation.    Aid 

under    the category   (iii) above comes,inter alia, from the Asia Foundation, 

the  Ford   Foundation, the International  Development Research Centre,  the 

International Executive Services Cora and various Volunteer Services. 

Capital assistance resources are  in the  form of (i) project  loans,  from 

multi-lateral sources such as the World Bank,  the Aîian Development Bank, 

and the  Islamic Development Bank,    (ii) bilateral ijans under government 

to government ¿jreements .and (iii) market  loans and credits. 
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DC.    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 is inten- 

sifying its efforts to foster greater collaboration at the 

international,   regional and  srub-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 Islamic Conference,   the Ministerial Conference 

for the Economic Development  of Southeast  Asia,  the Colombo Plan 

for Technical  Cooperation and the United Nations and  its Specialized 

Agencies. 

153. With the formation in I967 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 growth,  social  progress and cultural development of the 

sub-region. -' 

l/ Por further background information see document UNIDO/lCIS.62 
of    3 April  1978, ASEAN Industrial Cooperation - A Background Note, 



-  81 ^ 

0 RG AN IZAT IO NAL STRUCTURE OF ASEA:! 

;.::A:; NATIONAL 
I" ?-T. ASIAT OF 

:-J:'.I3IA  

kzZ.kli NATIONAL 
•i:?zr ASIAT 
:." V.ALAY5IA 

•1 

::ZA:; :;ATIOIïAL 

il'JP-ITAP.lAT  OP 
::-z ?:-:TLIP?I:ES 

;.£IA:."  NAT I-NAL 
3":?iTA.iiÄr ùF 

SINGAPORE  

•« 

ASEAN NATIONAL 
SECRETARIAT OP, 
THAILAND 

I MINISTERIAL  MEETING 

I \    STANDING  CO;.aiTTEZT 

MEETING  OF ASEAN 
SEC RET ABIES- 
GENERAL 

TRADE AND TOURISM 

a    ' 
T      1 

.-Ì-.J 
3 
fl> 
3 

INDUSTRY,  MINERAL 
AND ENERGY 

TRANSPORTATION & 
COMMONICATIONS 

FOOD,  AGRICULTURE 
AND FORESTRY 

FINANCE  AND 
BANKING 

SOCIO-CULTURAL 
ACTIVITIES 

3 
3 

MASS MEDIA a 

SCIENCE AND 
TECHNOLOGY 

• 

FINANCE AND 
BUDGETING  (i.e. 
management  of 
ASEAN's  budget) 

> 
o» 

X 
o 

o o 
3 
B 

SCCAM 
(Special Coordinating 

Committee  of     ASEAN) 

ABC 
(ASEAN Brüssel 

Committee J 

SPECIAL COMMITTEE OF 
CENTRAL BANKS  AND 
MONETARY AUTHORITIES 

SENIOR OFFICIALS ON 
SYNTHETIC  RUBBER 

SENIOR OFFICIALS ON 
SUC 'AR 

< 

SPECIAL  COMMITTEE ON 
ASEAN SECRETARIAT 

ACCHIS 
(ASEAN  Coord mat mg 

Committee for 
Recona t rue t i on <fe 
Rehabilitation of 
Indo-China Stat >es) 

SENIOR TRADE OFFICIALA 

AGC 
(ASEAN Geneva 

Committee) 

^J The  Permanent Committees  report directly  to   their respective Ministers, 
with copy   of report;) to   the Standing Committee. 
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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 ¡nade   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.   (3.   Kansu 

as Team Leader and Prof«ssor E.A.C.  Robinson as 

Senior Adviser.    The report  is published in the 

Journal of Development   Planning, Vol.  7,  United 

Nations,   New Tork, 1974. 

— "Asian Industrial Survey for Regional  Co-operation", 

report prepared under the auspices of ECAPE  (now ESCAP) 

in oooperation with the  Asian Development  Bank and UNIDO. 

Professor H.C.  Bos was coordinator for the study project, 

Mr. A. Peraldis was leader of the permanent team.     The 

report is  published as  document A IDC  (9)A»  United Nations 

New York,   1973» 

135* 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 agreements and the so-called  'package deal' 

technique. 

(i) Cooperation through selective trade  liberalization 

136. Cooperation through seleotive 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 

Arrangement  (PTA) to encourage the expansion of    intra-A SEAN 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 finance support at  preferential 

interest rates, preference in procurement by government entities and 

other measures that may be agreed upon in the  future.    Under the PTA, 
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71 items have been identified for preferential trading according 

to two lista, one being a list 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 industrial complementarity agreements 

157, The purpose of industrial complementarity agreements is to 

expand trade and industrial cooperation, at the level of the individual 

industry or small group of related industries, through negotiations. 

These are conducted by representatives of manufacturers in different 

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 preferences, reduction or abolition of ìntra- 

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 in 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 tiioa-r - 

supervision by government.  It being envisaged that the greater portion 

of the ASEAN industrial cooperation programme will be implemented and 

materialized by the direct efforts of the private sector in the member 

countries through industrial complementation. 

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

in achieving ASEAN industrial cooperation, the private sector organized 

itself into an ASEAN-Chambers of Commerce and Industry (ASEAN-CCl) 

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

for the private sectors of the ASEAN countries to discuss and formulate 

suggestions for consideration in ASEAN government councils.  At the 

ASEAN-CCI Council Meeting in 1976, it was agreed that the principal 

vehicle for the ASEAN private sector efforts and cooperation in the 

ASEAN industrial complementation scheme is through the regional industry 

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 identified industries for possible 

regional industrial complementation.  Regional industry clubs are composed 

of the representatives of the national  industry clubs given official 

recognition by the individual ASEAN Chamber of Commerce and Industry. 
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Regional industry oluba bave to be given accréditation by 

the ASEAN-CCI through recommendations of its Working Group 

on Industrial Complementation. The RICm given recognition are 

ASEAN Automotive Federation, ASEAN Federation of Cement Manufac- 

tures, ASEEN Chemical Industry Club, ASEAN Federation of Eleotrioal, 

Electronics and Allied Industries, ASEAN Federation of Pood Processing. 

Industries, Rubber Industries Association of Southeas Asian Nations, 

ASEAN Federation of Glass Manufacturers, and ASEAN Iron and 

Stesi Industries Federation. Other RCIs in formative stages include 

ASEAN Agricultural Machinery Industry Club, ASEAN Diesel Engine 

Industry Club, ASEAN Pulp and Paper Industry Club, ASEAN Enginaering 

Club. 

159.   The ASEAN Automotive Federation through its Technical Committee 

is expeoted to submit a detailed complementation sonarne by the end 

of 1978 through the ASEAN-CCI to the ASEAN Committee on Industry, Minerals 

and Energy (C0DŒ). Before being formally submitted to COIME the 

private sector proposals will be reviewed by an intergovernmental experts 

group (set up byCQIME-)» The sohem* -wrli—a»-* first step-involve-the-  

production of carburatore which are not manufactured at the moment 

in any ASEAN country. A. local content schedule_la,being. drawn-up. in  

view of the faot that a carburetor oomprises more than 60 components and, 

initially, most will have to be imported. It is expeoted that the project 

be majority ASEAN-owned with the host oountry lacking a 5l£ share and 

the remainder divided among the other four ASEAN oountries and a foreign 

partner. The latter would be expeoted to take 20-25% oí the equity. 

The ASEAN Automotive Federation experts within the next few months 

to present shoemes for an additional five to ten of some 30 products 

originally identified as possibilities. Aooordinf to reoent press 

reports » the ASEAN Federation of Pood Processing Industries is working 

on a proposai involving baby-foods, while the ASEAN.Chemioal...Industries 

Club ia looking at polyvinyl ohloride (PVC) and vinyl chloride monomer 

(VCM) as possible products for complementation. 

1/ Businsss Asia. 6 October 1978. 
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160. Under RAS/77/003  'Industrial Cooperation in ASEAN' 

a UNDP project document for a small-Male    project  (with a total 

UNDP input of t 25.400),  entitled   »Selection of Technological 

families for    Complementary Industrial Cooperation in ASEAN Countries' is uader 
implementation.  The    i•>«iiate objective of the project  íB to 

establish the basis of an    integrated systen of technological families 

for seperate manufacturing    operations in the ASEAN oountries. 

Altogether the product families are to   cover most of the likely future 

demands of all the ASEAN countries;      however, their manufacture may be 

beneficially distributed among the    participating oountries within a 

system of complementary specialization, to   enable eaoh oountry to concentrate 

on one or a few families of common    technology and to establish production 

units of reasonable eoonomies of    scale.    The results expected from 
the project are: 

(a) a study within ASEAN of the oonoept of   uompleraentary 

specialization, 

(b) a demonstration of the potential economic and praotioal 

advantages arising from this   kind of industrial 

cooperation, 

(c) an initiation of more collaboration among ASEAN 

oountries in industrial development. 

A senior consultant-Mr. E. Sabathm, -was undertaking duri ng the. seonnd half of 
I978    field   work analysing and assessing relevant industrial activities in 
the ASEAN oountries.    This work was undertaken in close cooperation with 

staff of the UNIDO/ESCAP Joint Division.    A workshop      was held 

in January 1979»    with   ASEAN experts, to review the consultant's findings. 

(iii)   Establishment of   ASEAN industrial pro.ieots 

161. The first approaoh to ASEAN industrial coopération is 

however through the establishment of ASEAN industrial projeots (AIP) 

through the joint efforts of the governments of the member oountries. 

The ASEAN Governments hare agreed to study initially five ASEAN 

industrial   projects.    These proposed projeots being examined aret 

an ASEAN amonia-urea project each in Indonesia and Malaysia, an 

ASEAN phosphatic fertilizer    plant in the Philippines, an ASEAN 

diesel engine project, -I 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 expeoted to get ASEAN preferential    treatment. 

L_^ 
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162. The ASEAN Eoonomio Ministers have also agreed on the 

general    principle to govern the equity participation of the 

ASEAN countries in   the first five AIPs, namely that for these 

first five AIPs the host    country should have 6o£ of the total 

equity of the AIP with the   balance to he shared equally by the 

other   ASEAN countries.    The products    of the AIPs were assured 

preferential aooess to the member countries   through the various 

instruments of preferential trading arrangements. 

163. The Meeting of the ASEAN Eoonomio Ministers held in 

Pattaya,    Thailand in September 1977» aooepted the ASEAN ammonia- 

urea project in   Indonesia as the first of the ASEAN industrial ^ 

projects while the Eoonomio Ministers Meeting in June 1978 

in Jakarta approved the Malaysia projeot.    The Indonesian project is 

to be   oompleted by 1981/82 and the Malaysian project  one year 

later.    Feasibility studies in   respect of the other identified 

ASEAN projeots are expected to be soon oompleted.    At the sane time 

the ASEAN Eoonomio Ministers have already at a meeting in January 1977, 

agreed that pref easibility studies would- also be undertaken on other 

possible    ASEAN industrial projeots, namely heavy duty rubber tyres, 

metal working machine tools,.newsprint,- elactrolytio tin plating,  

TV pioture tubes, fisheries and potash. 

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. -/ Teohnioal cooperation (including bilateral aid 

by Japan for feasibility studies) is currently extended to two ASEAN 

countries,  the Philippines and Thailand.    In the case of Malaysia indi- 

cations have been given of its particular interest in examining the 

possibility of produoing sponge    iron or high concentrated trun through •-  

the direct reduotion process to overcome growing shortages.    The Malaysian 

Government has granted approval for the expansion and setting up of several 

1/ The ASEAN COIME has reoently requested UNIDO to assist in the carrying 
out of a study on minimum sise plants for steel processes for the 
ASEAN oountries. 



rolling mills.    The country's total capacity for the production of 

steel bars and wire rods  is nowsbout     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 irragular supply of local raw material, 

especially steel scrap.     It has installed more electric arc furnaces,  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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ANNEX I 

Malaysiat Production of minerals and valúa. 1970 and 1974 

19 7 0 

Production 
¿ojnejLJiB- 
!••• 9-Mnr- 
wisaatatad 

19 7 4 

ValSSJtt Production 
*9Mf« Wr 
¿Sif_oi¿ex- 
nia« stated 

Vaiue Mt 

Mineral 

T in-in-oonoentrat •• 73,792 811,456,321 68,122 1,275,894,657 
Iron-ore 4,490,865 98,259,779 480,579 10,861,085 
Bauxite 1,139,259 19,028,766 947,498 15,387,368 
Wolfram 134 1,762,504 241 2,957,723 
China .Clay 3,326 230,064 146,371 16,897,068 

Tin slag* 912 (E) 2,137,792 9,329 (E) 568,175 
Manganese - - - - 

Ferro-Manganee« - - 85,262 3,769,433 
Columbi*« (B) 61 420,335 93 1,035,689 
Ilmenite (B) 222,601 (E) 6,524,113 •  1*3,524-(E)- -   5,951,871 
Xenotime (B) 393 (E) 1,971,610 102 (E) 368,670 
Monaxite (B) 1,657  (E) 612;568 1,724 (E) 641,216 

Zircon (B) 839 (E) 56,417 20,035 (E) 7,353,600 

Copper-conoentrat ee (B)        1,221 (E) 395,840 - - 

Oil 858,947 37,800,915 3,874,455 823,212,466 

Gold 5,177 oss 554,006 4,313 oss 603,496 
Natural gas (B) - - 90,253,773 m3 

(1973) 
956,194 
(1973) 

Soheelite - - 11 
(1975) 

- 

Ant loony - - 587 
(1975) 

- 

Barite 814 
(1975) 

(B) * By-products 

(E) - Exports 

Bouree: A Brief Review of the Mineral Resouroes Development in Malaysia, 
paper prepared by Dato Mohd. Sallen Majid and D. Santokh Singh 
on behalf of Ministry of Primary Industries , Kuala Lumpur, for tu* 
ESCAP. Committee on Natural Resources, September 1976 (NRO/CRP. 13). 
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ANNEX II 

Malaysia;    Ministers and Deputy Ministers 
(as of Oct. 1978) 

Ministry 

Prim« Minister's Department 

Ministry of Federal 
Territory 

Ministry 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, 
Technology and Environment 

Ministry of Home Affairs 

Ministry of Welfare Services 

Ministry of Land and 
Regional Development 

Ministry of Def enoe 

Datuk Lee San Choon 

Deputy Ministers 

Datuk Seri Hj.  Kamaruddin 
bin Mend.  Isa 

Tan Sri V.  Maniokavasagam 

Datuk Seri Hj.  Hamzah 
bin   Abu Samah 

Tan Sri Ong Kee Hui 

Ministry of Foreign Affairs 

Ministry of Housing and 
Looal Government 

Ministry of Education 

Ministry   of Finance 

Tan Sri Hj.  Muhamad 
Ohazali Safie 

Datin Paduka Hajjah 
Arshan Hj.  Abdul Ghani 

Tan Sri Datuk Hj. Abdul 
Kadir Yusof 

Datuk Amar Hj. Taib 
Mahmud 

Tengku Datuk Ahmad 
Rithauddeen Al-Haj bin 
Tengku Ismail 

Datuk Michael Chen 
Hing Sum 

Datuk Musa Hitam 

Tengku Tan Sri 
Razaleigh 

Mr. Lew Sip Hon 

Dr. Nik Hussein bin Abdul 
Abdul Rahman 

(a) Mr. Mohd. Ali bin 
Mohd Sharif 

(b) Dr. Goh Cheng Teik 

Dato*'Abdullah bin 
Abdul Rahman 

Mr. Clárenos Mansul 

Datuk Seri Syed Ahmad 
Shahabuddin 

Enoik Sanuai Junid 

Datuk 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 Culturo, Youth  Datuk Samad Idria 
and Sporta. 

Ministry of Health 

Ministry of Agriculture 

Ministry of Information 

Ministry of Labour and 
Manpower 

Ministry of Primary 
Industries 

Ministry of Publio 
Enterprises 
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