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Executive Summary 

Diagnostic & Strategy 

In the First Interim Report. the major findings of our diagnostic of the Malaysian GIRG industry were as 
follows: 

i.J tile GIRG inc·,stry has developed rapidly over the past five years and has made impressive progre~ 
in domestic and export markets: 

ii.) the industry continues to have featl'res of an immature industry and the size of businesses is small 
by world standards. Nevertheless. there are no structural weaknesses in the industry and as the 
industry grows. it will develop a mature industry structure; 

iii.) the industry has made rapid progress in establishing corporate capability. Though corporate 
capability is less developed ~han the industrialised countries. it is better than competitor countries 
within ASEAN and other low cost countries: 

iv.) over the next decade. the industry is 90ised to grow rapidly through a combination of higher 
domestic demand and increased export opportunities. due to the greater internationalisation of trade 
in rubber products: 

v.J the potential threats to the growth of tne industry are a loss of competitiveness due to risin& factor 
costs and the development of capability in lower cost countries. particularly if world-class companies 
from industrialised cou:itries locate there: 

vi.) the two main barri€:rs to accelerating the development of corporate capability are lack of access to 
reasonably priced technological support to develop new compounds and products and to trouble -
shoot manufacturirg operations and export market development infrastructure. 

Given this diagnostic. we recommended a two pronged strategy to develop the GIRG industry: 

i.J accelerating t11e development of the industry by improving access lo technological support and 
marketing mfrastructure: 

ii.} co auroct mtemationally mobile investors lo Malaysia by offering joint-ventures wilh local 
companies and thus both counter Che threat posed by their relocating in competitor countries 
and to help strengthen the Malaysian industry. 

In the Second Interim Report we set out the programmes we believed would help to implement the strategy 
effectively. Programmes were divided between three m;:)jor and three other programmes as follows: 

Major Programmes 

Technology Centre 

Establish a technology centre (GIRG Tee) dedicated to the needs of the rubber product industry. 
Because or ti1e problems or cost recovery irom a comparatively small rubber product industry. the 
institution should initialiy be based at RRIM and receive Government subvention. But over a three 
year period. 1t should be transrormed lrom a self-accounting entity within RRIM (though with a 
separate board on which the private sector participates) into a rull-rledged. independent. product 
development association. 

In the perio<J before a full-fledged GIRG Tee. is esi..ablishec.l. commission consult.ants to serve the 
industry's technir.a: support requirr.ments. 



Export Market Development 

Launch an export market development programme which would provide marketing assistance at an 
arrordable cost to GIRG exporters. The programme would rocus on export markets in WEurope. USA 
and selected countries in the Asia-Pacific Regivn. 

Alliances, Joint Ventures and Investor Promotion 

Assist Malaysian manuracturers identify rcreign partners ror alliances and joint-ventures and promote 
interest in locating in Malaysia amongst leading intemationai GIRG manuracturers. 

Other Recommendations 

Underdeveloped product areas 

Closed cell sponge and oil related products represent products the manuracture or which is 
underdeveloped in Malaysia and ror which demand is rising both in the domestic market and in the 
Asia-Pac'fic region. The short-term technical support to be provided to the indust;y shOuld address 
issues related to existing GIRG mariuracturers diversirying into these product areas. 

In the case or calendered sheet and sheet products and adhesive tape. though Malaysian capability is 
underdeveloped and demand iS i; 1creasing. investrner.t requirements are high ano there are doubts 
over viability. We therefore recommended commissioning reasi~i!ity studies. 

Import substitution 

Launch a programme to identify possibilities of substituting domestic proouction ror the large 
amounts (MS250 million) of imported G!RG products. 

Policies & Incentives 

Prepare a position paper on reci:.icing tariffs on imported inputs Discuss with the industry 
association. MRPMA. ways of improving information on and take-up of incert1ves by small 
businesses. 
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I Sector Definition, Characteristics & Data Sources 

Sector Definition 

It is conventional in the rubber industry to distinguish between tyre and non-tyre industries. But 
within the non-tyre industry there are a range of possible sub-divisions based either on products or 
end-uses. Terminology used is imprecise with the same term used to describe different product or 
end-use groupings and categories can have overlapping boundaries. 

It is therefore important to clarify the definition of terms used. 

In Malaysia. the Department or Statistics defines three sub-sectors of the rubber products industry -
tyre and tubes. footwear and Other Rubber Products. Whereas the first two are discrete product 
categories. the latter - Other Rubber Products - covers a wide range of products serving industrial, 
medical and consumer uses. 

The Malaysian Industrial Development Authority (MIDA) wished to focus this study on Other Rubber 
Products and within this sub-sector to exclude iatex products such as examination. SUl'iical and 
household gloves. catheters. condoms and thread in which Malaysia had already developed a world 
scale industry or about which plans had already been developed. The terms of reference (TOR) of the 
study listed the following products: 

Industrial Rubber Goods 
beltings (transmission. V-belts. conveyor. position drivers) 
hoses and tubes (moulded. wrapped, woven. hydraulic) 
mountings (engine. machinery. vibration. bridge barriers. building mounts. shock 
absorbers) 
cables 

• General Rubber Goods 
sports goods (golf balls. tennis balls. balls. paddlers. watersport items) 
sheeting and matting 
rollers 
hot water bottles 
floor covering 
rubber bands 
mouldings 

In Malaysia. a distinction is made between industrial and general rubber goods. the latter covering 
mainly consumer goods but also some products serving industrial uses. 

In the international rubber proouct industry. the products covered by the study would be termed 
hoses. belting and general rubber goods, though the term general rubber goods includes also latex 
gloves. catheters. condoms and threads wnich have been excluded from our study. 

We have used the term general and industrial rubber goods (GIRG) to cover all the products included 
in the study. And within CIRG. further divided products in terms of industri;JI rubber goods. consumer 
goods and rubber compound. This terminology reflects the markets in which products are sold. 

!RES&C2·1 
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In addition to tne products listed in the TOR there are a number of latex. foam and other products 
which can or may possibly be manufactured :n Malaysia. We have included these in our study. The 
?roducts covered by the term GIRG as used in this report are as follows: 

Industrial Products 
beltings (transmission, V-belts, conveyor, position drivers) 
hoses and tubes (moulded, wrapped, woven. hydraulic) 

mou!ltings (engine. machinery, vibration. bridge barriers. building mounts. shock 
absorbers) 
cables 

sheeting and matting 
rollers 
floor coverings 

mouldings 
tape 

Consumer Goods 
sports goods (golf balls. tennis balls, balls. paddlers. watersport items) 
toys, balloons 
matting 

hot water bottles 
floor covering 

stationery - rubber bands. erasers 
foam bedding 
inflatable rubber products 

Rubber Compound 
masterbatch 

Products such as matting and floor covering are both industrial and consumer goods. 

The manufacture of rubber compound is included by the Malaysian Rubber Research and 
Development Board (MRRDB) in the category general rubber goods. The main businesses of many 

rubber compounders is the manufacture of compound for tyre retreading but they also manufacture 
masterbatch which is an input in the manufacture of GIRG products. The manufacture of masterbatch 
can thus be considered part of the GIRG sector. 

Characteristics 

The non-tyre industry including the GIRG sector can be divided broadly into two types of operations: 

i.) operations dedicated to the manufacture of specific products such as belts. hoses and some 
consumer products. 

ii.) operations based on various processes of rubber conversion such as compounding, moulding, 

extrusion and calendering (see figure 1) 

August 1994 ' 2 



The Structure of the Rubber Industry 

Materials 
Natural Rubber 

(Source - Agricultural) 

Synthetic Rubber 
(Source - Chemical and 

Petrochemical Industries) 

Industrial 
Rubber Products 

Eng!neering & 
Other Industries OEMS Replacement 

Chemicals, Allers and 
Additives 

(Source - Chemical and 
Mineral Industries) 

Consumer 
Rubber Products 

Consumer 

figure t 

In the GIRG sector worldwide a high prnoortion of industrial rubber goods and a significant proportion 
of consumer goods are made by rubber conversio .. operations. Taken together. the output of such 
operations is a very wide range of products which are often not given specific product categories. 
They are referred to in the industry simply as general mouldings or extrusions. 

These conversion operations have co11siderable flexibility of product. They can easily adapt products 
to meet the needs of different applications and hence of the markets that they serve. 

Analysing such operations in terms of products they currently manufacture is not productive as they 
are able easily to char.ge the product they manufacture. It is more useful to evaluate them in terms of 
capabilities - to serve high or low value markets. to produce products of more or less technical 
sophistication and in terms of their ability to meet customer needs competitively. 

The focus on capabilities rather than products has an impc~tant implication. Unlike other industries 
where increasing value added or serving more attractive markets often requires changing the product 
manufactured. in the GIRG sector it usually requires enhancing capability. Hence strategies for the 
G/RG sector are r;apobility rJriven rather than product driven and we have focused in this report on WO!fS to 
impreove capability. 

IRES&CQ] 
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Data Sources 

Data at the level of the GIRG sector are not readily available in Malaysia. Published information from 
the Department of Statistics covering output. employment and value added do not provide 
breakdown~ further than the level of Other Rubber Products. 

External trade statistics do not contain a discrete category for trade in GIRG products. Whilst almost 
all industrial and some consumer goods are included under category 62 of the Standard Industrial 

Trade Classification - Rubber Products - foam bedding and sports goods are excluded from this 
category. 

As a result. studies of the industry tend to use their own classifications and this makes data 

inconsistent. With no standard categories we too have had to carry out our own analysis using the 

definitions outlined above. 

Our data sources include non-published data from the Department of Statistics prepared specially at 
our request. analysis of external trade statistics. use of various reports on the Malaysian rubber 

products industry. data from MRRDB which they have analysed specially for us. information from the 
Malaysian Rubber Product Manufacturers Association (MRPMA) and information from MIDA's own 
data· ·Janks. 

In addition. with MIDA's help and guidance. we undertook a survey of GIRG firms to collect additional 

data on the industry and its businesses. The survey does not provide statistically robust results but it 

has proved a useful cross-check on official data and provided insights on the capabilities. 
competitiveness and pro~tability of GIRG manufacturers that secondary data do not provide. 

Lastly, information on the international rubbf:r industry has been accessed from RAPRA's extensive 

data banks which include statistics from the International Rubber Study Group (IRSG). trade statistics 
on important export markets and a host of other industry sources. 

IRES&C~ 
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II Perspectives, Performance and Economic Importance 

This section profiles Malaysia's rubber products industry in the context of the international industry. 
examines the position of the GIRG sector within the rubber products industry. analyses its performance 
in the context of Malaysian economic growth and assesses its importance to the country's economic 
development. 

International Comparisons 

In contrast to Malaysia's pre-eminence as a world rubber supplier. its rubber products industry is not 
prominent in the world industry. It is smaller than the industries of the leading industrialised nations. 
many newly industrialised countries such as Korea, Taiwan and Brazil as well as those of the large 
developing countries such as China and India (see Figure 2). 

Worldwide. ruilber consumption is estimated at 14. 7 million tonnes. Malaysia's rubber consumption 
represents less than 2% of world consumption. 

International Comoarison of Malavsia's Rubber lndustrv 

Rubber Rubber Rubber 

Group Country consumption consumption · consumption 
(000 tonne 1992) oer capita {ka) oer $m GDPlkc 

Leading USA 2,891 11.3 0.5 
industrial Japan 1,766 14.1 0.5 
nations Germanv l:?A. R}i 0.4 

Newly Brazil 401 2.6 1.0 
industrialised Korea 553 12.5 2.0 
countries Taiwan 307 15.0 1.7 

ASEAN Philippines (1) 192 3.1 4.4 
countries Thailand 154 2.6 1.9 

Indonesia 168 0.9 1.4 
Singapore 16 5.9 0.4 

Other China 1,110 0.9 2.7 
developing India 516 0.6 1.9 
countries 

Malaysia 238 12.9 5.7 

Note:: (1) Although this is the official figure given by the Philippine authorities, /RSG has considerable figure 2 
doubts over its accuracy. The figure is probably significantly overstated. 

Sources: International Rubber Study Group (IRSG), Malaysian Rubber Research and Development Board (MRRDB), 
Various international publications 

Unlike rubber which is an internationally traded commodity grown in a limited number of countries. 
rubber product manufacture is spread across the world. Traditionally rubber products have been 
manufactured in the ccuntries of consumption rather than supplied by a limited number of 
manufacturing countries. Hence. the level of concentration found in the rubber industry is not possible 
in the rubber products industry. 
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Rubber consumption is closely com~lated with the GDP of a country which in turn is detennined by the 
size of its population and level of development. The greater the GDP. the higher the demand for 
rubber products and the greater the level of rubber consumed to manufacture them. 

Relative to the size of the country. Malaysia's rubber industry is well developed. In per capita terms. 
rubber consumption in Malaysia is comparable with the leading industrialised nations and 

substantially ahead of its ASEAN neighbours. 

In per capita rubber consumption. the Malaysian rubber products industry is catching up with major 
industries such as those of Japan and Korea . In 1981. according to the medium and long tenn 
Industrial Master Plan (IMP) document. Malaysian per capita rubber consumption at 4. 7kg per capita 
was below Korea's (6.6kg per capita) and substantually lower than Japan's (11.0kg per capita). 

Currently. its per capita consumption is not far behind Japan's and is equivalent to Korea's. 

In terms of rubber consumption per unit of GDP. industrialising countries have a higher ratio than 
industrialised countries as rubber is one of the industries established early in the development cycle. 
Malaysia's ratio of rubber consumption to GDP is exceptionally high. It is far higher than other ASEAN 
countries. 

But despite its high level of per capita consumption and the greater than proportionate rubber 
consumption in relation to its GDP. the industry remains comparatively small largely because of the 
small Malaysiar. population of approximately 18.5 million people. 

Profile of the Malaysian Industry 

The rubber industry in Malaysia is made up of three main sub-sectors: tyres and tubes; footwear; and 
other rubber products. Of these three sub-sectors. other rubber products is the largest, both in terms 
of value of output and rubber consumption. as shown in Figure 3 below. It accounts for 60% of the 
value of output and over 80% of rubber consumption. 

Relative Size of the Main Sub-Sectors of the Rubber Products Industry - 1992 

Sub-Sector 
Value Rubber consumotlon 

MS million %oftnt~t •nnn tonnoc: OJ.. of tnt~I 

Tyres and tubes 855 31.4 39.8 16.7 
Footwear 235 8.7 6.6 2.8 
Other rubber products 1,634 60.0 191.6 80.5 

Total 2,724 100.0 238.0 100.0 
Sources: Department of Statistics, MRRDB figurs3 

This pattern of output Clnd rubber consumption is unusual in international terms. In many 
industrialised and industrialising nations the non-tyre sub-sector accounts for roughly half the country's 
rubber consumption (Figure 4 below). Only in countries such as Singapore and Taiwan is non-tyre 

rubber consumption as high as Malaysia. This unusual pattern of output is caused by a combination 

of relatively poony developed tyre sub-sector and a comparatively well developed other rubber 
products sub-sector in Malaysia. 
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Despite the predominance of non-tyre output. the Malaysian non-tyre 
industry remains small in world terms. Its output of MS 1 .869 million 
(USS 74 7 .6 million) represents just over 1 % of the world non-tyre 
output of USS 65 billion. 

Position of the GIRG Sector 

Malaysia is unusual also in the fact that much of the ouput of the 
non-tyre/non-footwear sector is made up of latex goods. In the rubber 
products industry internationally. non latex GIRG would be the most 

important sub sector. This results from a relatively well developed latex 
goods sector and a poorly developed GIRG sector in Malaysia. 

RtJbber Const.111'1ptlon 
In Non-Tyre Sector 

Country 

Malaysia 
Taiwan 
Japan 
Korea 
Europe 
USA 
Thailand 
Indonesia 
Philliplnes (1) 
Singapore 

%RUbber 
eori5Umeci 

83 
···74'·· 

· .. ·~··· . :52 
·· .. 44. 

38 
54 
55 
88 
99 

As Figure 5 shows. the majority of output and rubber consumption 
in the other rubber products sub-sector is made up of latex goods 
- gloves. condoms. catheters and latex thread - which account for 
over three quarters of output and rubber consumption. 

/.lote: IRSG doubts the figure 4 
accuracy of these figures. 

Product Grou 
Latex Products 
-gloves 
-catheters 
-condoms 
- latex thread 
Sub-total 

GRG 
- industrial and 
consumer rubber goods 

- rubber COfT1JOund 
Sub· total 

TOTAL 

Soun:e: IRSG 

Value Rubber Consum tlon 
M mlllion % of total ·ooo tonnes 0.4 of total 

953.9 
83.5 
10.6 

234.8 
1,282.8 

298.8 
52.4 

351.2 

1,634.0 

58.4 
5.1 
0.6 

...!ti 
78.5 

18.3 
3.2 

21.5 

100.0 

147.1 

29.4 
15.1 
44.5 

191.6 

76.8 

15.3 
7.9 

23.2 

100.0 
figures 

The predominance of latex based products in the output of other rubber products in Malaysia is very 
different from the situation internationally. In industrialised countries such as Japan latex products 
make up less than 5% of non-tyre rubber consumption. rather than the over 70% share they hold in 
Malaysia. 

This is because Malaysia has established a strong position as a supplier of latex goods internationally 
and exports much of its output. Increasingly the main markets for latex products in the industrialised 
countries are being supplied from low cost manufacturing countries. And rubber producers such as 
Malaysia have a natural competitive advantage in supplying latex products for two reasons: 

i.) latex does not travel well. in terms of maintaining consistency of product: 
ii.) shipping latex products provides transport cost advantages over shipping latex - about 60% of 

latex is water. 
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The only country in which latex products start to approach such a dominant position in the non-tyre 
industry is Indonesia where they account for 43% of non-tyre output. Indonesia too has become a 
major supplier of latex gloves to the world market. 

The GIRG sector in Malaysia. in comparison with the industries of the industrialised nations, is less 

developed. It accounts for 19% of non-tyre output and less than 22% of rubber consumption. In 
most industrialised nations the sector's contribution to output and rubber consumption would be in 
excess of 70%. 

Malaysia'~ per capita consumptioa of GIRG at 2.5 kg is lower than Korea's (4.8). Sir.gapore (5.5) and 
Japan's (5.5) and much lower than Taiwan (9. 7). But it is ahead of the other >SF.JN countries 

including Thailand (1.2) which is noted for its GIRG exports. 

The Malaysian GIRG industry though not as advanced as those of industrialised nations is ahead of its 

closest >SEAN rivals. 

Industry and Sector Performance 

• Rubber industry 

Over the past decacc:. the Malaysian economy and manufacturing industry have grown dramatically. 
In the 1980s. despite a fall in GDP in 1985. the economy averaged real GDP growth of nearly 6% per 

annum. There were twc ,>hases of growth coinciding with the Fourth ( 1980 - 1985) and Fifth ( 1985 -
1990) Malaysia Plans. During the fourth Plan growth averaged 5. 1 o/o but during the Fifth. it 
accelerated to 6. 7% per annum. 

In both phases. the growth of the manufacturing sector outpaced the economy as a whole. During the 
Fourth Plan the manufacturing sector grew at 5.4% per annum and during the Fifth. its average annual 

growth was an impressive 13. 7%. Over the decade as a whole. manufacturing growth averaged 9.4% 
per annum. 

But impressive as the growth of the manufacturing sector has been. over the decade the rubber 
products indJstry outperformed the manufacturing sector. During the Fourth Plan growth was 
comparatively slow at 3.6% per annum, but during the Fifth Plan. the rubber products industry 

recorded the highest growth of all sectors of manufacturing. averaging an astonishing 29.3% per 
annum. 

Even the electronics and electrical sector, which has been the cornerstone of manufacturing growth in 
the country. recorded over the 1986-1990 period a marginally lower rate of growth (26.8% per 
annum). And other traditional sources of growth such as the textiles and clothing and wood and cork 

products sectors recorded less than half the level of growth of the rubber products industry (see Figure 
6). But it should be noted that the relative size of the rubber products industry was much smaller 
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than these sectors. 
This remarkable rate of growth of 
the rubber industry continued in the 
early 1990s. though growth slowed 
in 1992. Whilst manufacturing 
output increased by 1 3.9% in 1991 
and 13.5% in 1992. the index of 
rubber products output increased 
by 19.8% in 199 t and 8.3% in 1992. 
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Comparison of the Rate of Growth 
of the Rubber Pro:lucts Industry 

1985-1990 

The pattern of output growth is 
reHected in increases in rubber 

consumption. The decade of the 
1980s was a period of very rapid 
growth in rubber consumption. 

Overthe 1980-1992 period rubber 
consumption increased from 68.000 
tonnes to the 1992 level of 238.000 
tonnes. an average growth rate of 
over 12% per annum. Even though 
this is a dramatic rate of growth. the 

Source: Sixth Mal;;:.1sia Plan figure6 

figure does not reflect the unprecedented rate of growth in recent years. 

The period 1980-1992 was divided into two phases. In the fir;t phase. 1980 to 1986. rubber 
consumption remained broadly static. In t 986. rubber consumption in Malaysia is estimated by 
MRRDB at 71.500 tonnes. as against the 1980 figure of 68.000. In the second phase lasting six 
years ( 1986 to 1992) rubber consumption increased over threefold. representing an average annual 
growth rate of 22.2% per annum. 

Figure 7 traces the growth of GDP. manufacturint\ 

and the rubber products industry over the 1980 -
1990 period. Because of the exceptional rate of 
growth the rubber products industry is well on course 
to achieve the IMP target of 300.000 tonnes of 
rubber consumption by 1995. 

• Sector performance 

The Growth of GDP, Manufacturing and the 
Rubber Products Industry 1980-1992 

Fourth Plan Fifth Plan 
Indicator 1980-1985 1986-1990 

(%p.a.) (%p.a.) 

GDP 5.1 6.7 
Manufacturing 5.4 13.7 
Rubber industry output 3.9 29.3 
Rubber consumption 1.0 21.3 

Within this outstanding overall performance. the performance of the various sub-sectors of the rubber 
products industry varies considerably. Much of the growth has been due to the rapid growth in the 
output of other rubber products. and latex products in particular. 

Figure 8 shows the breakdown of the value of output between the three sub-sectors of the rubber 
products industry over the 1980-1992 period and the rate of annual average growth achieved by 
each sub-sector. 
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1980 1992 Average 
Value of output Value of output annual growth 

Sub-sector (M$m1Ulon) (15$m1Dlon) 1980-1992 In% 

Tyres and b.Jbas 299 855 9.1 
Footwear 166 235 2.9 
Other rubber products 186 1634 19.9 - - -
Total 651 2724 19.9 

Note· Figures are m curre ' orices 
figure 8 

Sources: Depart.men! of S· ,,, Slics. Malaysian Rubber lr.dUSlry - Current Slatus. Fulure PropsecL5. MIDA 

Of the MS2. I billion increase in the value of rubber product outpu~. increased outpu! of other rubber 
products accounted for nearty MS t .Sbimon. Output of tyres has also increased su~antially by over 
MS0.5 billion. ~Jt the rate of growth has not been as impressive as that of other rubber products. 

Footwear output. i1~ :J11lparison with the other sub-sectors. has remained stagnant. 

As a result. the contribution of the three sub-sectors to industry output has changed. In 1980 other 
rubber products accounted for 28% of industry output. but in 1992 the comparab:e figure was 60%. 
The contribution of both tyres and tubes and footwear has declined. the former from 46% to 31 ~ and 
the latter from 26~o to 9%. 

The grov.th of the other rubber products si;b-sector has been due mainly to the growth in the output 
of latex products. 

Output of other rubber products increased from MS 186 million in 1980 to MS 1.634million in 1992. 
an increase of MS t .448 million. Of this increase. MS 1.205 mi!lion (83%) resulted from the increase 
in the output of latex products as shown in Figure 9. 

Growth of Output of Other Rubber Products 1980-1992 

1980 1992 
Average 

Value of %of Value of %of Product Group Annual Growth 
Output total Output total c·,. p.a.> 

fM~ ····1n\ ........... IUC m1m ..... \ 1\11 ... ot 

Latex Products(1) 78 42 1283 79 26.3 

GIRG 
• IRG and consumer 70 38 299 18 12.9 
• rubber compounds 38 20 52 3 2.6 
Sub-Total 108 58 351 21 10.3 - - - -
Total 186 100 1634 100 

Note: Includes products termed general rubber goods figure 9 
Sources: Department of Statistics. Rcle and Prospects of the Malaysian Rubber Products Industry · 

Lim Sow Ching (1988} 

Because of the growth of latex products the position of the GIRG sector i:i other rubber products has 
declined sharply. In t 980. GIRG was the predominant activity in other rubber products. but by 1992 

GIRG manufacture had become a very small part or the sector. 
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In 1980. latex products together with some 

general rubber goods contributed 42% of the 

output of other rubber products. By 1992. 

latex products alone accounted for 79%. 
GIRG's share of ether rubber product output 

fell from 58% in 1980 to 21 % in 1992 as 

illustrated in figure 10. 

The growth rate of latex products at an average 

26.3% per annum for the 1980 -1992 period 

GIRG's Share in Other Rubber Products 
Output • 1980 and 1992 Rubber 

latex 
42% 

L.Jtex 
79"<. 

mpound 
3% 

was over twice the growth rate of GIRG (figure 9) . ......_ ________________ __,, 

TI>e growth of GIRG output was constrained by 

the slow growth of the rubber compound sector. 

figure 10 

In recent years. however. output of industrial and consumer goods has been increasing faster than 

other products. including latex products. Figure 11 presents recent changes in the output of other 

rubber 

goods. 
Growth of Output of Other Rubber Products 1 ~a9 - 1992 

Value of %Of Value of %of 
Average 

Product Annual Growth 
Output total Output total (o.4 p.a.) 

M mllllon OU ml Ilion OU 

Latex Products 
-gloves 600.1 ~5 953.9 58 16.7 
-catheters 57.3 5 83.5 5 13.4 
-condoms 8.4 1 10.6 1 8.1 
- thread 203.6 18 234.8 14 4.4 
GIRG 
- IRG and consumer 176.2 16 298.8 18 19.3 
- rubber compounds 52.2 5 52.4 3 

Total 1097.8 100 1634.0 100 
figure 11 

The year on year growth of each producrs 
Index of Output of Other Rubber Products 1989 -1992 output is shown in index form in figure I 2. 

I I I --· -.... } ....... --i~-------.!. I I 
I I I 

• • • • • • 
--····-·1····-· -~----- -i 

: : m IRG & Consumer 

200 

180 

I I I 

From data providt.>d by the Department of 

Statistics. the output or at: products. except 

gloves fell in 1992. But this is not borne 

out by either rubber consumption data or 
160 

by our own consultations with the industry. 
--· - · • • • {· • • • • • • -~-- ·-----~Latex Gloves 

• • • • 
' --· ..... {·. 

In 1992. according to MRRDB data. rubber 14(, 

120 • 
J 

Latex Threads 

consumption for the manufacture of 

industrial and consumer goods increased by 

18%. We believe that the fall in output 

shown in the Department of Statistics 

figures may be due possibly to inaccurate 
returns. figure 12 

August 1994 11 



' 

' 

' 

' 

• Exports 

Much of t~e growth of the rubber products industry has been due to the growth of exports. Over the 
l 982 to 1992 period exports of rubber products increased over ten-fold from MS214 to MS2.485 as 
shown in Figure 1 3 below. 

The value of rubber exports has 
increased faster than exports of 
manufactures as a whole. The 
growth of manufactured exports 
has been the prime cause of 
Malaysia's remarkable economic 
growth in recent years. Over the 
1982 - l 992 period they increa!>ed 
nearly ten-fold from MS 7 .Sbillion 
in 1982 to over MS 71. 9billion in 
1992. But rubber products exports 
have increased faster and improved 
their share of manufactured exports 
from 2.8% in 1982 to 3. 7% in 1992. 

Exports of Rubber Products 1982 -1992 

1982 1992. 
Value · %of Value %of 

(M$ rmlr10n) total (M$ million) total 
Sub-sector/product 

. > 6 - tyres and tubes 11.6 6 145~1 
·footwear 45.2 21 118.1 .. , 4 

Other rubber products 
- latex products 107.9 50 2200.3 82 
-Gi1G 49.7 23 2222 ·. 8 

:····· - -
Total 214.4 100 2685.7 100 

Note: In 1992 Malaysia also exported MS 51 mifliot; at figure 13 
consumer products such as spotts goods and foam b&dding 
which are not included above. 

Source: Malaysian Rubber Products Industry, ·Current St;;tus. 
Future prospects - MIOA 

A very high proportion of the growth of rubber product exports has been due to the increase in 
exports of latex goods. Over the 1982 - 1992 period. exports of latex products increased twenty-fold 
from MS 108million to MS2.200million. Of the MS2.4 71 million increase in the value of rubber goods 
exports. latex goods produ~ts contributed over MS2.082million or 84%. 

Exports of GIRG also perfonned well. but their growth failed to keep pace with latex products or 
manufacturing exports as a whole. Exports of GIRG increased by an average 16% per annum and 
their value increased nearly five-fold during the 1982-1992 period. But as exports of latex products 
increased so much faster. the share of industrial and consumer gc.."Cfs in rubber product exports has 
fallen from 23% to 8%. 

• Imports and Trade Balance 

Imports of rubber products have 
also increased but not as fast as 
exports. The value of rubber 
products import increased from 
MS 160.4 to MS406.4 million. an 
increase of over threefold as shown 
in figure 14. 

Malaysian Imports of Rubber Goods 1982 - 1992 

1QA? 199~ 

Value %of Value %of 
lMSmillionl tnt~I lMS million\ tnt~I 

Sub-sector/product 
- tyres and tubes 44.3 28 69.5 17 
- footwear 18.4 11 32.5 8 
Other rubber products 
• latex goods 6.0 4 50.7 13 
-GIRG 91.7 57 253.7 82 - - - -· 
Total 160.4 100 406.4 100 

figurt114 
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In money terms. the largest increase in imports has been due to GIRG. Of the MS246 mimon increase 

in the value of imports. MS t 62 million (66%) was due the to the increose in imports of GIRG. 

Whereas Malaysia has a large overall trade surplus of over MS2 billion in rubber products in GIRG the 

country has a trade deficit. The deficit in GIRG products is due to the import of hoses and belting 

which the industry has only recently started to manufacture in significant volumes. 

But the trade deficit in GIRG products has fallen over the decade from over S40 million to MS 31 

million. This is commendable given the fast growth of Malaysia"s manufacturing base which could 

have resulted in a very large increase of imports. And. if exports of rubber products such as sports 

goods are taken into account. the trade balance may be positive. 

Economic importance 

As ?. result of its growth during the 1980s and earty 1990s. the rubber products industry has 

improved substantially its position in the Malaysian economy. The industry is small and its economic 

contribution limited in comparison with Malaysia's other industries. but this is the parem in the 

rubber products industry wortdwide. 

The rubber products industry ranks eighth out of the fourteen major sectors of manufacturing in 

Malaysia. behind not only electrical and electronic products and chemicals. the two largest sectors in 

terms of manufacturing output. but also behind textiles and other resource based industries such as 
food. wood and non-metallic minerals. The growth of the 1980s took place from a very small base 

and altiiough it was rapid. was not sufficient to tum the industry into a major contributor to the 

manufacturing sector as shown in figure 15. 

Comparison of Economic Contribution 
of the Rubber Products Industry 

Indicator 1981 
Latest year 
available 

Weight in value of manufacturing output (1) 3.0 5.0 (1988) 
Contribution to Malaysian value added 3.4 4.3 (1989) 
Contnbution to Malaysian employment 3.5 3.9 (1991) 
Percentage of Malaysian manufactured exports 3.4 3.7 (1992) 

Note: Weight in index and industrial production 

Malaysia's rubber industry though a comparatively small contributor to the country's manufacturing 

base. makes a greater contrihution in Malaysia than the rubber product industry's of most other 

countries make to their manufacturing sector. 

In industrialised countries such as Germany. Japan and the USA. the rubber product industry's 

contribution to manufacturing output. manufa.:.tu:ing value added and manufacturing employment is 

typically below 1.5%. And although the industry is more important in the newly industrialised 

countries such as Korea. its contribution in terms of manufacturing c..utput and employment does not 

typically exceed 3%. 
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Compared with its ASEAN counterparts, Malaysia's industry matches Indonesia's industry in tenns of 

the proportionate contribution it makes to manufacturing outpi.t. value added and employment, but 

its contribution is proportioncitely higher than the industries of Singapore and the Philippines. No data 

are available for Thailand. 

The GIRG sector of the industry by virtue of its small share c.t output and exports may be considered 

to make a very small contri!:>ution to Malaysia's economic development. Its share of manufacturing 
output and exports is we!I below 1 %. The sector provides employment to roughly 10% of the 42.6 
thousand people employed b the rubber produr.ts industry. Natural rubber consumption in the GIRG 

industry represents approximately 3% of rubber production in l\'a!aysia. 

It shoulL be noted. though, that official statistics underestimate the size cf the GIRG sector in terms of 

output and employment. This is explored further in the following se:ction. Industry Structure. 

But the importance of the rubber industry and the GIRG sector to Ma!aysia's economic development 

does not lie exclusively in the extent to which it contributes to output. employment. exports or rubber 

consumption. In cur view i.ile sector's importance lies in the role it ca.1 play in economic development. 

An important featurc of the Malaysian economy is that manufacturing growth has led economic 
development. The Second Outline Perspective Plan for the 1990-2000 period (OPPll) seeks to 

continue this process and aims tc increase r.wnufacturing's share of GDP from the 1990 level of 27% 

to 37% in 2GOO. In the decade of i:he 1990s nianufacturing is expected to average growth of 10.5% 

per annum in real terms 

But to achieve this ambiticus target will require a diff~rent strategy to that which succeeded during the 

1980s. 

Success in the 1980s was bui!t on attracting internationally mobile investors using Malaysia's 

competitive advantages of low labour cost. excellent infrastructure and favourable economic 
environment. But for the future. Malaysia cannot hope to rely as heavily on attracting foreign 

investment as it has in the past. It has lost its labour cost advar.tage. competitors in ASEAN offer 
equally attractive incentives and competition for international mc•bile capital has increased from China 

and East Europe. 

Further. during the 1990s. Government ho!)eS to address the. rroblem of a narrow manufacturing 

base. Currently, three sectors electrical and electronics. chemicals and l')ff estate processing account 

for over 50% of manufacturing output. During the 1980s. manufacturin~ perf:>rmance was heavily 

dependent on the growth of the electronic and electrical industry. By dive1isfying the manufacturing 

base Government hopes to reduce dependence on one sector. 

The strategy adopted by Government to counter the threat of loss. of competitive advantage in 

attracting foreign investment and to address the structural weakness or a narrow manufacturing base 
is to broaden and deepen the manufacturing base. Emphasis is to be given to improving inter-sectoral 
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linkages. both forward and horizontal. Resource based industries are expected to play a major rote in 
the deepening of the manufacturing base. Malaysia continues to export a high proportion of raw 

materials in unprocessed and semi-processed form. Government hopes to increase value added by 

increasing the level of processing. 

Resource based inaustries such as the GIRG industry which not only have high back\vard linkage but 

potentially also have high forward linkages with other sectors of the economy have a particularly vital 

role to play in the strategy. 

Growth and development of the GIRG sector would not only help broaden and deepen the 

manufacturing base but also because the sector supplies other key industries such as automotive. 
construction and. to a lesser extent. electrical and electronic. would also help develop inter-sectoral 

linkages and help to integrate the economy. 

Industry and Sector Overview 

The picture that emerges from the above is that the Malaysian rubber ii1dustry though small in world 

terms. is relatively to the size of the country highly developed. Per capita rubber consumption is 

equal to the leading industrialised countries. 

Over the past decade. the industry has outperformed Malaysia's manufacturing sector in terms of both 

output and exports. a striking achie-.:ement given that the manufacturing sector's growth has been 

outstanding against most industrialising and industrialised nations. 

In comparison with the rate of growth of the rubber products industry worldwide. the Malaysian 

industry has also performed remarkably well. Over the 1982-1989 period, UN statistics show a 

growth of 3.1 % in current price terms across the rubber products industry worldwide Even fast 
growth industries such as that of Korea rr.anaged a growth of just over I 0% per annum during this 

period. compared with Malaysia's 13. 7% 

But much of the growth in output and exports has come from latex products. As a result. the profile of 

the Malaysian industry differs from the industries of most developed countries. The non-tyre sector is 

much larger in Malaysia than internationally and within the non-tyre sector latex goods account for a 

disproportionately high percentage of output and rubber consumption. 

Ti1e value of GIRG output and exports has also increased substantially but their growth has been 
overshadowed by latex products. The G:RG sector in Malaysia is comparatively less developed than in 

industrialised countries. Per capita consumption is below Japan, Korea. Singapore and Taiwan but 
ahtad of ASEAN countries. Encouragingly in recent years. the output of industrial and con~umer 

goods has started to increase at a rate faster than that of latex products. 

Malaysia is a large net exporter of rub~r products but in the GIRG sector in industrial goods the 

c.-1untry ruris a trade deficit. The trade deficit is due mainly to hos~ and belting. 
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The rubber products industry and hence the GIRG sector do not make a large contribution to 
Malaysia's manufacturing base. And the GIRG sector is a small contributor to natural rubber 
consumption in Malaysia. But the importance of the GIRG sector lies in its role in economic 

development rather than its size. 

Growth and expansion of the sector would help achieve government objectives in terms of broadening 

and deepening the manufacturing base. It would help also to integrate an economy which currently 
has few inter-sector linkages. 
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Ill Industry Structure 

This section examines industrJ partlcipants. the structure of output. degree of concentration. 
integration and intensity of competition in the GIRG sector. It highlights potential structural 
weaknesses and strengths of the sector. 

Historic Development 

The GIRG sector in Ma!aysia dates back to the 1920s when Linatex was formed to manufacture rubber 
lining to serve Malaysia's mining industry. But for many years afterwards. little development took 

place and the sector was limited to the activities of a few companies. The modem development of the 
GIRG sector can be divided into three phases. 

Phase I - the period up to the early 1970s in which the industry remained in its infancy with a few 
pioneering companies starting to manufacture industrial and consumer goods. 

Phase II - from the early 1970s up to the mid 1980s when the industry expanded rapidly with 
the stimulus of import substi\:ution. Most new entrants were Malaysian 

entrepreneurs. 

Phase Ill - a period from the mid 1980s to date which is characterised by growing maturity of the 
industry. export orientation and very rapid growth. A large proportion of new entrants 

have foreign participation. 

In Phase I. companies which had been established to manufacture footwear or bicycle tubes started to 
manufacture low technology moulded rubber goods. In Phase II. the range of products manufactured 
expanded rapidly. The rapid growth of the economy together with protection from imports 
encouraged the manufacture of other moulded and extruded products but the technical sophistication 
of the products remained low_ Belts and hoses. for instance. were at this stage mainly imported. 

During Phase II. though a limited number of for~ign companies established operations in Malaysia. 

most ne\1 .mtrants were Malaysians who had earlier worked for one of the pioneering companies or in 

other parts of the rubber industry. 

In the latest phase of development. emphasis amontst new P.ntrants has shifted towards the 
manufacture of higher value added products. foreign companies have entered r;ie sector either as a 
response to their customers locating in Malaysia or to take advantage of the availability of cheaper 

labour and in some periods. raw materials. 

Industry Participants 

There are no firm estimates available on the number of firms active in Malaysia's GIRG sector. The 
Department of Statistics' records ,;how that in 1992. 108 firms were active in the Other Rubber 

Products sub-sectt>r but do not provide further details of their activities. Besides. the Department's 
coverage is limited to firms employing over 30 staff and hence is 11ot comprehensive. 
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MIDA's records show that as of 31st December 1991, 71 frnns were active in the GIRG sector. MIDA's 
records include all licensed companies - companies with paid up capital of over MS2.5 million or 75 
employees - and those which have applied for incentives. GIRG manufacturers are eligible for special 

incentives in the form of tax reductions or exemptions. 

But. despite the attractiveness of incentives, not all firms apply. Therefore. in order to develop a 

comprehensive data base of firms active in the sector we have canvassed widely industry sources such 
as the Rubber Research Institute of Mala:ysia (RRIM). the Malaysian Rubber Research and 
Development Board (MRRDB). the Malaysian Rubber Products Manufacturers Association (MRPMA) 

as well as consulting MIDA's own data bank. 

We identified 120 firms whose main business is the manufacture of industrial and consumer goods and 

ru!lber compounds. In addition. approximately 20 companies whose main business is the production 

of rubber. tyres. footwear or latex products also manufacture GIRG. 

Our investigations also revealed the existence of a large number of informal sector businesses engaged 

mainly in the manufacture of industrial goods. These companies were often owner managed, operated 

from un-licensed premises and employed one or two persons. 

Such informal sector businesses were not registered with any trade association. were often not 
registered for tax purposes and did not use the facilities of institutions such as RRIM. It is therefore 

impossible to estimate their number accurately. 

From our investigations. it is clear thal official data on output. value added and employment collated 

by the Department of Statistics substantially underestimates GIRG sector activity. Data on output and 
employment provided by the Department of Statistics covers only firms which employ over 30 
persons. But in the GIRG sector there are a large number of companies which employ less than thirty 

persons and they are not included in official estimates. Export data of course have universal coverage 

and when they are presented in juxtaposition to output figures reveal the extent of underrecording of 

output data as illustrated in figure 16. 

According to the figures above. almost all 

domestic output of industrial and consumer 

good;; is exported and domestic consumption 
met almost entirely by imports. This is r.ot 

borne out by consultation with industry 

experts in Malaysia and our own survey. 

Outout and International Trade In Industrial Goods 

1992 

Output of industrial and consumer goods 
less exports of GIRG 
plus imports of GIRG 

Apparent consumption 

(M$ million) 
296.8 
(222.2) 
.253..1 
330.3 

figure 16 

The more plausible view is that a substantial amount of output originates in small companies and is 

not recorded by the Department of Statistics. 

MRRDB's rubber consumption survey is more complete but does not comprehensively cover the formal 

sector and of course takes no account of the informal sector. 
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Based on our own investigations we believe that a better estimate of output and rubber consumption 
in the GiRG sector may be as shown in figure 17: 

Product Grou 

lRG 
Consumer Goods 
Rubber Compound 

Total 

Estimates of the Size of the GIRG Sector 
2 

NR. of flnns In OUtput Rubber consumptloll 
····· Forlllal sector million OOOtonnes 

60 250 ·300 25 
34 150-175 10·. 
26 100·125 15 

-1.m 500-600 __a 
figure 17 

The information above accords with data we obtained from our survey of GIRG firms. data published 
by MRPMA on company turnover and examination of MRRDB returns. But it should be noted that 

these are estimates rather than hard data. 

Ownership 

A large majority (over 75%) of GIRG firms are Mala)sian owned. Foreign participation in the industry 

varies considerably between the 3 product areas. It is lowest in rubber compounds and highest in 
consumer products as shown in figure 18: 

IRG 
Consumer Goods 
Rubber Compound 

Total 

Foreign Participation In the GIRG Sector 

Wholly foreign 
fl 

3 
3 

9 
11 
2 

200k 
41% 
8% 

figure 18 

The presence of foreign firms is particularly high in sports goods and toys. In some products such as 
balloons and water sport equipment the proportion of foreign ownership is very high. Of the 5 

companies licensed to manufacture swimming caps for instance. all have foreign participation. 

Foreign firms have been attracted to Malaysia. in addition to the country's low labour costs. 
infrastructure and sound economy, by the advantage of locally available latex. saving transport costs 

in moving latex. and during the late 1980s lower natural rubber prices in Malaysia. Up to 1990, 
rubber consumed in Malaysia was exempt from export cess of 20 sens/kg on natural rubber. This 
made natural rubber in Malaysia 6-12% cheaper than on the international market. 

Joint ventures with Malaysian firms is the preferred investment route for foreign investment. 
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Most companies within the GIRG sector are independent companies rather than subsidiaries. The 
majority are family owned or closely held companies. Very few are floated on either the Kuala Lumpur 
or international stock markets. 

Size Distribution of Firms 

By international standards. most Malaysian GIRG firms are small in tenns of turnover. The largest of 
these finns has a turnover below MS 40 million (USS 15 million) which by the standards of Western 
Europe and North America would be considered the small side of medium sized. 

For the analysis of size distribution within the Malaysian GIRG sector. we have followed categories 
used by the Ministry of Trade & Industry (MTI) and other institutions. as follows: 

• Large companies - companie:. which meet the criteria of eligibility for a manufacturing licence - paid 

up capital ofM$2.5 million or 75 employees 

• Medium size - companie:. which employ over 30 persons and so ore covered by the Department of 

Statistics with paid up caplial of between MS 0.5 million and MS 2.5 million are considered medium 

sized. 

• Small companies - companie:. employing te:.s than 30 persons and with paid up capital below M$ 

0.5 million ore considered small 

Using this criteria. the size profi!e of finns within the GIRG sector is shown in figure 19. The highest 
proportion of large firms are in consumer goods (35%) followed by rubber compounds (30%) and iRG 
(28%). it should be noted that these figures cover the formal sector only. If informal finns are 
included the proportion of large firms in IRG would fall substantially. 

Size Profile of Finns In the GRG Sector 

Size of Firm Proportion of 
Product Area Large Medium Small Large firms 

IRG 17 15 28 28% 
Consumer goods 12 10 12 35% 
Rubber compound 8 7 11 30% 

figurs 19 

The pattern of size distributiori between the sectors reflects their capital intensity. IRG products often 
have low economic scale particularly if masterbatch can be bought in from specialist manufacturers. 
Hence it is easy to establish and operate small firms in these products. Scale is discussed further 
under Corporate Capability below. 

The proportionally higher number of large firms in the consumer goods sector is due also to the greater 
presence of foreign firms in this product area. Almost all firms with foreign participation are large 
enough to require manufacturing licenses and so employ over 75 people or have paid up capital over 
MS 2.5 million. 
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Structure of Output & Level of Concentration 

As is the case with the non-tyre industry worldwide. the GIRG sector in Malaysia is fragmented. The 

five largest companies account for less than 25% of sector output and the top t O less than 40%. 

But in Malaysia the situation varies considerably between the three product areas. Figure 19 shows 
that whereas the IRG sector is highly fragmented the rubber compound sector is concentrated. The 5 
largest rut?ber compound companies account for over 70% of output. 

Level of Concentrauon In the GRG Sector 

Share of Top 5 
Product Area Arms In Output 

(%) 
IRG 35 
ConsUmer Goods 49 
Rubber Compounds 71 

figure20 

The proportion of output accounted for by large firms as defined above. is high. In IRG. they account 

for 55% of output. in consumer goods 75% and in rubber compounds. over 91 %. But it should be 
noted that large firms in Malaysia would be considered small to medium sized worldwide. 

Integration/Specialisation 

The level of vertical and horizontal integration in the sector is limited. With few exceptions. rubber 

producers have not on the whole ventured downstream into the GIRG sector. And, companies in other 

parts of the rubber industry have also limited their involvement in the GIRG sector. though tyre and 

footwear companies manufacture some GIRG products. 

Within the GIRG sector. there is generally a lack of product focus or specialisation. Many companies 

and particularly those established in the first and second phase of development manufacture a very 

wide range of products. It is not unusual for manufacturers of industrial goods to attempt the 

manufacture of consumer goods and rubber compounders. often have small moulding or extrusion 

operations producing industrial products. 

In contrast to GIRG industries worldwide. products made by the Malaysian GIRG industry are 

predominantly of natural rubber (NR). MRRDB figures show that over 85% of the rubber 

consumption by the GIRG sector is of NR. For the rubber product industry as a Whole the figure is 

over 90%. This contrasts with the less than 20% share NR holds of non-tyre rubber consumption in 

countries such as Japan. Germany. USA. France and Italy. 

The manufacture of high performance products increasingly calls for the use of synthetic rubber 

alongside and often in greater proportion than NR. The focus on NR based products may 

disadvantage the Malaysian industry. 
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Intensity of Competition 

Because of the rapid growth in output. the level of competition within the sector is low. Net profit 
margins of 15-20% are common against margins of 5% to 10% in highly competitive industries. 

Competition is increasing in low technology moulded products such as door stoppers, car mats and 
auto components. and in some instances could be termed intense. In products such as stoppers, 

competition from the informal sector is fo?"Cing formal sector businesses to exit the market In car 
mats. a shake out of the industry has occurred. Many firms were attracted to the manufacture of 
mats for the domestic and export markets. But most have now exited the market leaving it to a few 

specialists who are able to manufacture good products at tow prices. 

But for the sector as a whole. for the foreseeable future competitive intensity is not likely to be high. 

Evidence suggests that the rate of new entrants may have peaked. With the market continuing to 
grow and the rate of new entrants slowing, competitive intensity will not increase rapidly. 

Evidence of the stow down of new entrants comes from a number of sources. MIDA's rate of approvals 
of projects in the GIRG sector. for instance. peaked in 1989 and 1990 when 1 2 and 14 projects were 
approved respectively. The 1992 figure is 5 projects. 

In addition. development finance institutions such as the Malaysian Industrial Development Finance 
(MtDF). report that with higher returns available in other sectors. the number of GtRG sectors 
applicants for loans for new projects is low. 

Str.;~ural Strengths and Weaknesses 

The sector is still far from mature. The small size of firms. fragmentation. lack of specialisation and 
intensity of competition suggest that will be some years before the sector achieves maturity. 

Weakn~sses 

The main weaknesses of the sector stem from the small size of firms. their tack of product 
specialisation and focus on NR based products and the absence of competitive intensity. 

Small size inhibits the ability of a company to invest and to take on the challenge of developing 
distant export markets. The GtRG sector internationally is becoming more capital intensive and 
Malaysian firms may find it difficu!t to keep pace with new technolcgy. The high export propensity of 
the sector means that continued export growth will be important in the future. Small size may inhibit 
firms from taking on the challenge of export growth. 

The lack of product specialisation. although not infreq1,;ent in dev1:?loping countries. is a disadvantage 
in international markets. Rubber products are becoming more sophisticated and a lack of product 

focus could prevent Malaysian firms from paying sufficient attention to product innovation. Focussing 
on NR based products limits the ability to manufacture high performance products. 

In the absence of competitive intensity, firms have little incentive to become more efficient, increase 

value added and to develop new markets. This not only serves to undermine the interest of their 
customers but can also be the cause of failing to keep pace with competition from other countries. 
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Strengths 

The sector'S main strengths are the large number of firms. particularty small and informal firms. and 
the presence of foreign companies. 

The large number of finns offers the sector the strength to withstand downturns without major loss of 
capacity and the advantage that future growth could result from the activities of any number of 

companies. Potentially. the large number of small and informal sector firms could do much to address 
the lack of competitive intensity and forte larger firms to either diversify or increase efficiency and 
value added. 

Small size. although a disadvantage in tenns of investment and marketing has the advantage of 
keeping overheads low. In some markets. small firms can compete against competitors with greater 

resourteS or lower factor costs. 

The presence of foreign companies in the sector provides it with access to international markets and 

know-how. Foreign firms. particularty finns from leading industrialised nations. serve to introduce new 
technology. manufacturing practices and product standan:ls which help the industry adapt to changes 
in international markets. Tne products they manufacture are. on the whole. up to world standan:ls but 
because of Malaysia's low cC\st base. can be sold at highly competitive prices. They also provide the 
sector with ready access to export markets. 

Overall. the GIRG sector's structure should not serve to limit its growth and development. The 
structural weaknesses reflect the immaturity of the sector. As it develops, it should be able to address 
its main weaknesses. 

But it is possible that cushioned by its currently high profit margins and as a result of new entrants not 
coming forwan:I as rapidly as they have in the past that the sector fails to keep pace with international 
competition. This could curtail the growth of the sector and cause it to fail to fulfil its potential. 
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IV Markets 

This section examines markets for Malaysia'S GIRG products and ana!yses market characteristics which 

will influence ~he sector's future growth and development. 

A high proportion of G•~ products are exported. This section e:.<amines both domestic and export 
markets for each of the three major product groups. 

In ge!"leral. the domestic market for GIRG products has been buoyant over the past five years. But. 

export markets ttave r~entty been dep:-essed. Despite recession in export markets. IRG export> have 

continued to grow and consumer goods e.xpc;rtS have kept up wen. 

IRG 

Industrial rubber goods find a wide range of applications in almost all sectors of industry. They are 

used for one of two purposes: 

i.) as intermediate inputs in the manufacture of original equipment (OE); or 

ii.) for replacement of rubber parts used in original equipment. 

It i~ a feature or IRG products that their demand derives from trends in the end-use sectors in which 

they are sold. The level of sa!es of the original equipment in which they are used determines the 

demand for IRG products. 

• IRG Market - Domestic 

In the past. demand for IRG ln Malaysia has been limited by the structure of manufacturing output. 

Many of the largest manufacturing sectors in Maiaysia are not intensive users of rubber products -

chemicals. off-estate processing. textile and clothing and wood are not intensive users of rubber 

products as to a lesser extent are electrical and elecronics. food and non-metallic mineral products. 

Sectors which are intensive end-users for rubber products have in the past been comparatively poorly 

developed in Malaysia - automotive and machinery. The country's comparatively narrow 

manufacturing base results also in IRG sales being focussed on fewer end-uses. 

In Malaysia the two most important sectors in which IRG products are used are automotive and 

construction. Other important sectors are electrical and electronic. mining and printing and copying. 

No firm data are available as to the proportion of IRG sales to each sector. But our survey of GIRG 

manufacturers and information provided by industry sources would suggest the following patter'1 of 

IRG sales: 

• automotive is the largest end-use sector. followed by construction. These sectors together 

account for roughly half the domestic sales of IRG products: 

• three other sectors - electrical and electronic. mining and printing and copying - together 

account for a further 20-30% of sales; 
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• the remainder of sales are divided between a large number of other sectors with replacement 
parts for off-road machinery possibly largest of these other end-uses. 

This pattern of output differs from the position in highly industrialised countires as follows: 

• the automotive sector is less important in Malaysia than it is in countries such as Japan, the US 
and Western Europe: 

• the construction and mining sectors are more important end-uses in Malaysia than !n developed 
countries: 

• sales for use in off-road equipment are more important in developed countries and for oil and 

gas field machinery are more significant in other oil and gas producers such as the UK and US 
than they are in Malaysia: 

• sales to the electrical and electronic sector account for a higher proportion of GIRG output in 
Malaysia than they do in most developed countries. 

The differences in the pattern of sales results from variances in levels of development of end-use 

sectors in each country. We examine below levels of development of each important rubber using 
sector in Malaysia along with the characteristics of the sector as a market for rubber products. 

Overall. C"lmost all sectors in Malaysia have been experiencing very rapid growth but particularly the 
automotive sector which is a major user of rubber products. This has caused the domestic market to 
grow rapidly. 

• Automotive 

Compared with countries such as Japan and the US. the Malaysian automotive industry is in its 
infancy. Consequently sales to this end use have yet to reach their full potential. 

Prior to the mid 1980s sales of IRG automotive rubber components in Malaysia were limited to the 

replacement market. OE manufacture of cars and commercial vehicles was limited to assembly from 

complete knocked down (CKD) or semi-knocked down (SKD) kits \\ith almost all the rubber 
components imported. 

Since then a number of important developments have taken place which have resulted in a substantial 
increase in OE sales and. in tum. in the demand fer rubber automotive components much of Which has 
been met by products manufactured in Malaysia. 

i.) in the mid 1980s. the national car project (Proton) commenced car production in Malaysia. 

Proton's output has increased to near1y 120.000 vehicles. Proton has pursued a policy of local 
sourcing 
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iL) gradually. car assei11Uit:rs ha\'e started to soun:e a greater proportion of their rubber 

components from within Malaysia because the Malaysiar. industry is now able to meet their 

technical specifications cost-effectively: 

ffi.) the output of motorcycles has increased from 182.000 units in 1985 to over 223.000 units in 

1991 with tht. majority or rubber components now supplied domestically: 

iv.) output of commercial vehicles has nearly doubled from 35.000 units in 1985 to over 64.000 in 

1991. 

It is a characteristic of supplying OE manufacturers (OEMs) in the car industry that not only must their 

suppliers be able to meet their product specifications. but they must also be able to assure OEMs of a 

high level of integrity of supply - product quality is maintained at a unifonnly high standard and that 

derivery is reliable and timely. 

New suppliers find it difficult to penetrate this market even if they are able to demonstrate that their 

products are able to compete on technical specification and price. Hence. the process of the GIRG 

sector being able to supply Proton. the car and vehicle assemblers and motorcycle industry has been 
slow. 

But gradually. Malaysian auto-component manufacturers have been successful in convincing Proton 

and the other vehicle manufacturers and assemblers of the integrity of their products and currently 

most auto-components are sourced locally. The main exceptions are timing belts. some hoses and 

tubing and engine mountings which continue to be imported. 

A few of the car assemblers continue to import other rubber auto-components a1so. but the value of 

these products is limited. In 1992. the total value of imported auto-components. other than hoses. 

tubing and belting was MS4million. 

Despite the growth of the OE market. the replacement market remains the larger of the two market 

segments. Malaysia still has a large population of comparatively old cars which continue to generate a 

substantial demand for replacement parts. Most replacement parts are supplied locally. though some 

assemblers continue to import branded replacement parts. 

The greater size of the replacement market in relation to the OE market is unusual in developed 

countrie<i. Typically. in these countries. the proportion of sales to each market would be in favour of 

OE. The predominance of the replacement market in Malaysia is caused by a combination of 

comparatively low vehicle output and longer life span of vehicles. 

The replacement market is served through distributors who supply retailers. garages and fleet 

operations. Traditionally, success in this market has been innuenced strongly by price 

competitiveness. But the market is becoming more quality conscious. 

The relatively less demanding nature of this market has meant that many more IRG manufacturers 

supply the replacement market as compared with the OE market. 

!RES&C2·l 
' August 1994 28 ' 



• Construction 

The importance or the construction sector to IRG sales is due to the sector'S rapid expansion during the 
19 70s and ear1y 1980s and the relatively low technical sophistication or the rubber products it 

consumes. The expansion of the sector created the demand for rubber goods and the relatively low 
level or sophistication of the products allowed the Malaysian rubber products industry to supply them. 

By the mid-1980s the construction sector was considerably larger than most manufacturing sectors 

and hence had a higher demand for rubber products. In 1985. the construction sector held a 4.8% 
share or GDP. In comparison the share of the largest of the manufacturing sectors - chemicals and 

electrical and electronic - in GDP was !ess than 3.5% whilst sectors such as transportation equipment 
which includes cars. accounted for around 1 %. 

After a period of decline in the mid 1980s, the construction sector boomed in the late 1980s and has 

been growing at double digit rates during the 1990s. faster even than manufacturing. Demand for 
rubber products is therefore strong and growing. 

In the construction sector. rubber products are used in both structural applications such as bridge and 
expansion bearings and wat~rstop and in indoor uses such as flooring. door stops and window seals. 

These are relatively simple. low value added products in which domestic producers :1ave substantial 
natural protection from imports. The domestic industry has therefore been able to meet the 

construction sector's needs competitively. 

• Electrical and Electronics 

Malaysia is a major exporter of electrical and electronic appliances and this has led to the electrical 

and electronic sector being a substantial end-use for IRG products. f!ectrical and electronic 

appliances are not intensive users of rubber products but the sheer volume of these products made in 
Malaysia makes this an important end-use. 

The electrical and electronic industry has grown at a very fast rate during the 1980s and this has led 

to a substantial increase in demand for rubber products. 

Malaysian manufacturers have been able to supply much of the needs of the foreign multinationals 

manufacturing electrical and electronic appliances within the country. Most grommets. rings, seals 

and profiles used by the appliance industry are made locally. In addition for some technically 

demanding products such as capacitor seals. Japanese companies have established manufacturing 

presence in Malaysia to supply their customers. 

But in some products used in critical applications the electrical/electronic manufacturers continue to 

import their requirements. They have tried to source locally in the interest of reducing costs and the 
working capital tied up in imports. but are not convinced of the ability of the Malaysian industry to 
provide the high integrity of supply that they are seeking. 

As is the case with supplying OEMs in the automotive industry, supplying critical parts to electrical/ 

electronic suppliers requires not only meeting their technical specification but assuring them of the 
integrity of supply. Malaysian manufacturers have yet to achieve t:1is. 
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• Other End Uses 

This includes a large range of industrial uses ranging from mining. non-metallic mineral products to 

manufacturing sectors such as engineering and metal products. 

Malaysia's comparatively low GDP. caused by its small population and level of development and the 

country's narrow manufacturing base have meant that some sectors of industry have either failed to 

develop or are very poorly developed in Malaysia. 

Of particular importance to the consumption of IRG products is the very limited amount of machinery 

made in the country. There is no OE demand for rubber products in the manufacture of off-road 
vehicles, recreational vehicles. printing and copying machinery which are major users of rubber products 

in other countries. 

Other types of manufacturing machinery including machine tools. machinery for mining, non-metamc 

mineral industry arc also important users of rubber products but are also poorly developed in Malaysia. 

In addition. rubber products such as conveyors used in other sectors such as food. non-metallic minerals 

and mining are supplied with machinery. As the machinery is not manufactured in Malaysia. it is 
imported with rubber products manufactured outside the country. 

Hence in these important end-uses. demand for rubber products is limited to the replacement market. 

In these sectors. demand for IRG depends in the short term. on the import of plant and equipment into 
the country. Provided imports remain high, they will result in an increase in the population of plant and 

equipment in the country and hence increase replacement demand for rubber products. In the longer 
term it is possible that Malaysia would develop industries to manufacture these products. This would 

constitute a major new opportunity for the supply of rubber goods. 

• IRG Exports 

The major proportion of Malaysia's IRG exports do not form specific product categories. In export 

statistics they are classified as articles of rubber not elsewhere specified as shown in Figure 21 . 

Over the past five years. the main growth in exports 

has been in hoses and in other articles of rubber. 

Exports of hoses have increased over five-fold from 

MS5.6million in 1985 to MS 28.2 million in 1992. 

Exports of other articles of rubber have more than 
doubled from MS48.9 in 1988 to MS 121.2million 

in 1992. In contrast, over the same period belting 

exports have increased only 54% from MS 3.5 million 
to MS 5.4 million. 
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Exports of IRG • 1992 

Tubes, pipes and hoses 28.2 
Conveyor or transmission belting 5.4 
Other articles of rubber (1) 121.2 

Note: (1} Includes rubber bands and figure 21 
erasers which may be considered consumer 
products. Excluding these prorluct expotts of 
articles of rubber amount to MS 104.5 million 

Source: Department of Statistics 
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The majority of hose exports (55%) are oi products reinforced with textiies and other material 
followed by unreinforced hose. Higher value metal reinforced hose and hose with fittings account for a 

very low proportion of hose exports. 

USA. Singapore. Italy. UAE. Netherlands and Hong Kong account for over 80% of total hose exports. 
These major export destinations represent a good mix of markets between countries in the Far East. 

North America. EOJrope and the Middle East. but it is noticeable that large markets such as Germany 
and UK do not have prominence as export destinations. 

The majority of belting exports are V-belts. Belting exports are mainly to Singapore and other 

neighbouring countries including Indonesia. 

Exports of other rubber artic:es include flooring. articles of cellular rubber. seals and rings and erasers 

and rubber band. But the :argP.St category is by far articles of rubber not elsewhere specified (nes). 

Rubber bands and erasers are in our definition. classified as consumer goods and are dealt with in 
subsequent paragraphs. 

Exports of other articles or rubber n.e.s. are mainly to Japan. Singapore. Tt13iland. the UK. USA. 
Germany. Australia and Korea. It is interesting that although the majority of exports are to countries 
with higher labour costs than Malaysia's. exports to lower cost countries such as Thailand and 
Indonesia are also substantial. It indicates that in these products the Malaysian industry is more 

developed that its ASEAN neighbours and able to offset their labour cost advantage. 

With few exceptions. Malaysia's IRG exports do not command a high market share of any country's 

market. This is due principally to the nature of IRG markets worldwide and the pattern of international 

trade in IRG products. The proportion of a country's IRG requirements that are supplied by imports is 

low. In the three main world markets for IRG products. Western Europe. USA and Japan the 

proportion of non-tyre rubber consumption accounted for by imports does not exr:eed 25%. as shown 
in figure 22. 

The main reason for this is the high proportion of IRG which 

are sold to OEMs. In Europe it is estimated that two-thirds 

of IRG sales are to OEMs. 

OEW.s prefer to purchase directly from known suppliers with 

a track record of product integrity. Increasingly they audit 

the manufacturing optrations of their suppliers. The result is 
close. symbiotic relationships between purchasers and vendors. 

The Share of Imports In Non-Tyre 
Rubber Products Consumotlon 

Value of 
Country/Region Imports as 0.4 

of consumption 
Japan 7°/o 
us 16% 
Western Eurooe (Ii_ __ 2_~_Yc_o __ _. 

Note: Excludes intra EC trade figure 22 
Source: V3rious Industry Estimate 

In the face of these relationships imports find it difficult to enter the market. When OEMs decide to 

import, they prefer suppliers known to them in nearby countries, hence the predominance en intra-EC 

trade. 

In recent years. the proportion of imports in domestic consumption has increased in all industrialised 

countries. 
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In most world markets. Malaysian IRG exports also do not hold a significant share of imports. The 
exceptions are Japan in which Malaysia is a major supplier of Japanese imports of automotive and 

other rubber products. Hoo:ing. masterbatch and gaskets, washers and seals. But even in Japan. 
Malaysia importance is greater in volume than value terms sugesting that the country is a low value 

sou rte of supply. 

The main souce of imports into the industrialised countries are other industrialised countries Japan 

and USA in Western Europe, Western Europe and USA for Japan and Western Europre and Jpan for 

the USA. Industrialising countries such as Korea and Taiwan are only now beginning to make major in 

roads ir.to these countries. 

The success in exporting to other industrialised market depends on developing a reputable product 
integrity. And. so far. this has been confined to manufacturers in other industrialised countries. 

Malaysian exports have on the whole yet to deve!op the reputation for product quality required to 
penetrate much of the markets of industrialised countries. particularly OEMs. To date. their main 

customers are distributors serving the low value segments. 

Part of the problem is market presence. The small size of Malaysian IRG manufacturers limits ~he 

amount of pro-active mar'r<.eting they can carry out in export markets ani:t to some extent. the m.:irket 

intelligence they can afford. 

It is not suprising that the main export destination for IRG exports are the Far East countries of Japan. 

Singapore. Taiwan and Korea which are also the main source of imports. A two-way trade appears to 
have developed in IRG products between these countries and Malaysia. 

This is because of the familiarity of firms from these countries with the Malaysian industry. The 

familiarity of these firms with the Malaysian industry has allowed them to take the lead in importing 
from Malaysia and this has facilitated the development of IRG exports. 

Consumer Goods 

Consumer goods markets are as difficult to penetrate as IRG markets. Branding and access to 

distribution networks are the main obstacles. Because of Malaysia' s comp.:iratively small population 

most consumer goods are exported. 

• Consumer Goods - Domestic 

The domestic market for consumer goods is limited by the size of the population and to a lesser extent 
the income levels and lifestyles of the people. 

The main types of consumer goods maniJfactured in Malaysia are: 

• household goods such as l.Jath mats. plungers etc 
• stationery including rubber bands. erasers etc 

• sports goods including snorkels. flippers. swim fins. swim caps. masks. rubber balls. 
• foam bedding 
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Whilst domestic demand for all products is limited by population. the markets for household goods. 
stationery and bedding are comparatively better developed. Indeed, small volumes of these items are 
imported. 

But the large majority of sports goods manufactured have to be exported. The domestic demand for 
swimming aids. for lnstar.ce. and most balis is limited. This is a combination of the small population, 
the comparatively lower leisure time available to Malaysians and tht> lower per capita income of the 
country in comparison with industrialised countries which limits participation in sports. particularly 
amongst lower income households. 

In sports goods. consumers in high value segments of the market also have strong brand loyalty. 
Hence even if a domestic manufacturer was able to make good product competitively. it may find it 
difficult to sell their product in this segment unless they develop an internationally known brand. New 
manufacturers may be forced to sell to lower value price sensitive segments of the market. 

The combination of a small mark.et and brand loyalty has prevented the manufacture of some rubber 
sports goods. Tennis balls are an example of this. In golf balls. where demand in Malaysia is higher. 
domestic manufacture has been limited to one company. 

• Expon Markets - Consumer Goods 

The main types of consumer goods exoorted from Malaysia are rubber bands. swim caps. balloons. 
rubber toys. swim aids and foam bedding as shown in Figure23. 

Major Consumer Goods Exparts - 1992 
With the exception of balloons. exports of consumer 
goods. having increased in the 1980s. have levelled 
off or fallen in the 1990s. Balloon exports. however, 
have increased nearly four-fold ove. the past five 
years. 

Value of Exports 

Export destinations for these products are in the high 
income countries of North America. Europe. Australasia 
and the Far East. particularly Japan. Korea and Taiwan. 
In addition to consumer purchasing power. this pattern 
of trade reflects also the nationality of the foreign 
investors who have established manufacturing 
operations in Malaysia. 

f!aKl~IS (MS mllll2Dl 
Rubber bands 14.4 
Swimming caps 12.4 
Balloons 11.8 
Swim Aids (snorkels, fins, 

other water sport equipment) 7.5 
Foam bedding 6.1 
Hot water bottles 4.5 
Erasers 3.9 
GoHballs 3.8 
Rubber toys 3.5 
Other balls 0.6 

figure23 

Malaysia has a major presence in important world markets for balloons. swimming aids, erasers and 
hot watrer bottles. though in balloons it trails Thailand and in swimming aids and water sport 
equipment. Taiwan. In other products. however it ls well behind competitiors in Taiwan. Korea, and 
other industrialised countries. 
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Export markets for consumer goods are difficult to penetrate. The main barriers to entry are: 

i.) brand awareness and loyalty are high. This makes it difficult for new entrants to penetrate the 
market; 

ii.) product certification such as the 'kite' mark in the UK or approval by industry associations are 
common. It takes time and expense to obtain the necessary certification. 

iii.) access to distribution channels is difficult. Large chains and department stores buy only one or 
two branded goods in addition to their own label offerings. 

iv.) incre;isingly. markets such as those for sports goods have become fashion orientated and require 
the ability to anticipate changes in consumer preferences. 

The branded segments of the market for consumer rubber products are dominated by manufacturers 
from the industrialised countries. either located in the country of consumption or with satelite 
manufacturing in low cost countires and new entrants are usually restricted to selling to distributors 
serving low value unbranded markets. This market segment is smaller than branded and own-label 
segments and prices in this segment are lower. 

Foreign firms. therefore. have a particularly important role to play in the expansion of exports. They 
can provide the market access necessary to develop sizeable volumes of exports and to penetrate 
attractive markets. Malaysia's export performance in consumer goods has relied on firms with foreign 
participation. Domestic firms have tended to stay in low value proc.hJcts such as hot water bottles and 
bath mats. 

Masterbatch 

The market for n.ibber compound in Malaysia is limited mainly to compound for retreading. The sale of 
masterbatch to downstream rubber product manufacturers is yet to become as prevalent as it is in 
western industries. The sale of retread compound falls outside the scope of the study. 

Masterbatch is mainly exported from Malaysia. In the domestic market. most formal sector companies 
carry out their own compounding facilities. Even firms whose scale does not justify in-house 
compounding have their own compounding facilities. 

Exports of carbon masterbatch are mainly to Japan, Singapore. USA and countries of western Europe. 
Exports of rubber compound. having grown up to 1991 • declined in 1992 largely as a result of the 
recession in these countries. 

Developing exports of a product that serves as the basic raw material for rubber product manufacturers 
requires establishing a close relationship between buyer and seller. Exports of masterbatch therefore 
are mainly to countries who are familiar with the capabilities of the Malaysian industry. 

There is a growing trend to sourcing-in masterbatch. Small companies find it uneconomic to compound 
and concerns over pollution control are making some look to overseas suppliers. 
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Market Overview 

In general the domestic market for GIRG products has remained buoyant whilst export markets have 
recently been depressed. The continued growth of exports of IRG in the face of difficult market 

conditions overseas reflects the growing competitiveness of Malaysia's rubber products industry. 

The markets for GIRG products are in general difficult to penetrate. In the case of IRG and rubber 

compound, there is a need to estabrish a high level of confidence in the supplier. In consumer goods. 

there are difficulties in penetrating markets in which branding and access to distribution networks 

plays an important role. 

But whilst the obstacles to developing IRG markets can be overcome slowly by newcomers. the 

problems for Malaysian manufacturers of consumer prod1JCts are perhaps more intractable. The 
absence of a sizeable domestic market makes it particularly difficult to establish a secure base from 
which to attempt to penetrate export markets. In consumer goods. foreign participation is a distinct 

advantage. 
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V Corporate Capabilities 

In this section we examine the capabilities of Malaysian GIRG businesses and their ability to compete 
internationally. Our findings are the result of detailed examination of the rubber product industry in 

Malaysia. They are based on v!sits to some 24 companies. a detailed examination of published and 

unpublished information on the industry and contacts with industry experts. 

Approach 

The study was undertaken in two consecutive stages: 

Stage 2 

A detailed questionnaire was prepared by us and despatched by MIDA to some 50 rubber 

product companies. The purpose of this was to: 

• ensure a uniformity of enquiry throughout the investigation 

• alert the companies to the project and the issues which were being addressed 

• provide a permanent record of the main features of a many as possible of the 

companies concerned. 

25 companies responded. 

24 of the companies were visited by one or more members of the team accompanied by a 

representative of MIDA. In each company discussions took place with senior management 

and in all but a few cases the manufacturing facilities were visited. 

Concurrently with this investigation detailed information was collected from MIDA. RRIM. 
MRPMA. MRRDB and other sources on other companies. 

It should be noted at this point that the selection of the companies for visit was undertaken by MIDA. 

Inevitably this selection was slanted towards firms which MIDA had close contact with. This biased the 

survey towards large. more progressive companies as it is companies of this type which require 

manufacturing licenses or avail themselves of incentives. We sought to mitigate any possible 

distortions through discussions with industry sources such as MRPMA. MRRDB. materials suppliers 
and others. 

In reviewing the findings from this study we are mindful of the need to preset'Ve the confidentiality of 
the companies. The following remarks therefore concentrate on generic issues and not on the 

performance of the individual companies. 

General Findings 

The 24 companies visited by us represented a very wide range of activities. (see figure 25). They 

ranged from small businesses serving local markets. with little if any expectation or intention of 

developing an export business. through to more extensive businesses with significant export activity 

and an ability to serve the more demanding domestic markets such as the automotive sector. The 

sample therefore reflected a great diversity of equipment and expertise. 
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Although 14 of these companies employed more than 100 people not one would qualify as a large 
company by UK and Western European standards - usually taken as 500 employees. In turnover 
terms the disparity in size between Malaysian and international GIRG manufacturers is even greater 
with only a small handful of companies which would rank amongst the medium sized businesses in 
Europe. 

Summary List of Comoanles Visited 

N9of Turnover 
Ref - tut:-···· . Activities I Products ,. .... 
1 350 9.6 General lnWstrial & Extrusions 
2 250 17.0 Rubber Bands 
3 80 7.9 lnduslrial Hose 
4 414 26.0 Abrasive Lining/Sheet 
5 12 1.1 Bridge Bearings. Rubber Gtops 
6 250 17.6 Transmission. V-Belts 
7 49 8.0 High Pressure Hose 
8 30 2.4 Cables. Textile insulated 
9 100 3.6 Specialist Moulding, ~rusions 
10 50 2.0 Mouldings for Electronics 
11 100 5.6 RubbEr Aprons & Audio Parts 
12 80 7.0 Heavy Mouldings 
13 NIA NIA Swim caps, Mats 
14 102 6.0 Bath Mats- light Colours 
15 150 9.0 Swim Fins, Masks 
16 7 0.3 Seals 
17 80 5.0 Shaped Hoses. Mouldings 
18 170 10.0 Moulded Parts 
19 NIA NIA Sports Bans 
20 NIA NIA Condenser Seals, Air Conditioning Equipment 
21 150 4.6 Compound, Auto Parts. Bearings 
22 140 7.5 Tyre Compound, Mouldings, Rollers 
23 NIA NIA Rollers, Mouldings 
24 35-40 2.5 Rubber Caps, Mats, Mouldings 
25 151 35.0 Camel Back Retread Comoounds 

Products figure24 

In general, the Malaysian industry manufactures the full range of GIRG product and this is borne out 
by the companies in our survey. 

The companies represented a comprehensive range of activities which tended to reflect the historical 
development of the industry but with a bias towards new inward investments. 

In the IRG products however there were gaps in products manufactured including some notable high 
value rubber products such as: 

• 
• 
• 
• 
• 
• 

products for the oil industry 
proofed fabrics 
closed cellular sponges 
solid rubber medical products 
adhesive/medical tapes 
high/medium performance conveyor belts 
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In consumer products. almost all products were manufactured with the notable absence of inflatable 
products ane tennis balls. But. in some product areas such as rubber toys and sportS balls. the 

manufacturing base consisted of few companies. 

The gaps in products manufactured may be explained by: 

i.) there has hitherto been only a small demand for SUCh products in Malaysia: 

ii.) entry into such markets requires resourt:es for product development in technologies in which 

there ~ little experience in Malaysia and/or capital investment beyond the scale of most of the 

operations represented during the course of this visit: 

iii.) in products such as tennis balls and conveyors world oversupply has Plade it difficult for new 
entrants. 

In general. products are well made and con ,rm to international standards. But. in almost all IRG 

products. it was possible to up-grade specification and to improve aspects of product quality to 

increase value added. 

Resources 

• Buildings and Factory Layout 

Companies which had recently been set up were generally housed in premises which were well 

designed and such operations were well laid out and used good housekeeping practices. This is 
reflected in better control of work in progress. quality and working conditions - an important factor 
given the difficulty of recruiting into the rubber industry described in sections VI and VIL 

On the other hand many older companies which had not recently moved are working in cramped and 

ur.suitable buildings. Space is misused. factory layout and housekeeping is poor. However this is 

probably a transient problem. With strengthening management skills the problems are increasingly 

being addressed and three of the companies are moving or planning to relocate to new premises. 

• Equipment 

Moulding companies which had recently been set up or which had moved into new premises were in 

general using new compression presses. We would have expected a greater use of injection moulding 

equipment - given that they were targeting to manufacture components for the demanding information 

technology and automotive markets. The situation was less satisfactory in the extrusion area where 

with one notable exception the equipment was not up to modern standards and often lacked basic 

down stream equipment such as haul off units etc. 

Older established companies were however using equipment of varying degree of age. This is not 

uncommon in the rubber industry - especially in the case of large capital equipment such as mixers the 

life of which can be significantly extended by refurbishment and replacement of major part:;. 
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On balance new investment has been concentrated in the moulding sector. The full benefits of this are 

however likely to be eroded by the lack of good tools. This inhibits the industry's ability to 

manufacture products competitively (see section VI - lnfrastru<.ture and Suppo~) and may restrict its 

ability to compete for more advanced - and therefore higher added value - products. 

Plant and equipment generally utmse technology that may be rons;..1ered adequate but does not 

encorporate recent technological innovations for high p~sion such as lasers or automation including 

robotics. This is not surprising given the scale of Malaysian operations. 

• laboratories. R&D Facilities 

Only a few hld well established laboratory resources. However there has been a significant move in 

many companies towards the acquisition of quality control testing equipment and in most cases such 

equipment is being set up under laboratory conditions. None of the companies visited had laboratory 
facilities suitable for innovative R&D - a small amount of innovative work is being undertaken but 

usually it involved the use of shop floor equipment. 

General Management 

Inevitably there is great variability in the quality of management - as is the case throughout the world. 

Some of the firms. notably but not exclusively the more recently set up operations. are generally 

working to modern standards in terms of conditions of employment. working environment. the control 

of waste etc. 

However we found much less evidence of sound business management practices outside companies 
with overseas ties. Most of the factories were overmanned. there was little evidence of investment in 

people in the form of training and career development. This will inevitably change as managers find 

themselves confronted with a more competitive market. higher labour costs and work forte shortages. 

The need for this is perteived amongst the more talented individuals in some companies - especially 

those family companies whose second generation management has been exposed through their 

education to practices in developed countries. Progressive improvement can therefore be expected. 

Improvements could be accelerated were the industry to work more cohesively in the development of 

skills. Unfortunately we found little evidence of any enthusiasm for such collaboration. Or. the 

contrary we encountered mistrust between companies. anxieties about staff being poached with loss of 

in-house secrelS. This level of mistrust extends to suppliers such as tool makers and technology 

support resourtes such as the RRIM. There is therefore a need for a campaign to undo these 
attitudes. 

Marketing 

We found little evidence of any formal marketing activity as it is normaily understood. There is a 

general lack of knowledge or understanding of markets outside Malaysia or indeed the character of the 

competitive environment. Export. Safes are undertaken by senior management/proprietors but few 

make consistent effort to identify new opportunities. 
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The weakness is recognised by most of the managers interviewed for the project and there is a general 

desire for better marketing information. However in many cases this seems to be perceived as an 

identification of specific opportunities rather than as mechanism for the deveiopment of a structured 

marketing strategy. There is clearly a need for the development of more formal information gathering 

activities as well as training in its use. 

Technological Skills 

We encountered few skilled and innovative technologists who were working towards a continuous 

improvement of their processes. In the majority of cases there was an absence of technological 

innovation and little pressure from senior management for continuous improvement in products and 

efficiency. Technological expertise is in general concentrated on primary processes. We encountered 

little evidence of a sound understanding of modem issues such as the cost of quality. economic 

implications of long work in progress times etc. 

In mitigation we would note that capacity for innovation is. to some extent a matter of scale and it 

must be said that we would probably find a similar situation in developed countries amongst 

companies of a similar size and in similar areas of business. 

We found only very limited ability for product design. This is an important constraint since there is an 

increasing trend for end users to rely on the technological competence of their rubber product makers 

not only to ensure that the right compound is used but also to participate in product design and 

development. 

Manning Levels and Waste Management 

Overall we found that manning levels were significantly higher than we would expect to find in. for 

examples. the UK. As can be s...oen from the following chart some 75% of the companies had a 

turnover of less than E20.000 sterling per employee - a level below which few if any companies in the 

UK operate - and it should be noted that our survey covered the better companies in the GIRG sector. 

Turnover per employee - Cumulative % of Companies 

100 - - - - - - - - - - - - - - - - - - - ·7•-·--· .---·-· 
: ~: :7~~: :~: :~- -: : __ --- --- --- -- ----
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The detailed reasons for this level of overmanning could not be established within the time available 
for each visit. HoWt'?ver they appear to be at least in part due to poor wor'.Ong conditions and factory 

layout - see above. In the case of moulding operations considerable labour appears to be being used 
in post finishing operations - trimming etc - the need for which might be obviated with better tooling 

(\o\tiich would reduce the amount of flash). 

H;g'l :evels of rejects is almost certain!y a further contributory factor. We encountered unacceptably 

high levels of this throughout the industry. Technical management appear to be unable to get to grips 
with this problem and there is insufficient pressure from senior management to reduce waste. 

This is a critical area for competitive manufacturing and will require a great deal of attention 

throughout the industry. 

Overall Comparison with World Rubber Product Makers 

Probably the most efiective way to consider the relative position of the Malaysian rubber product 

industry is to classify their activities in four classes as follows: 

• Wortd Class 
Has the resources and competence to compete against similar companies in its chosen market. Tr;e 
company may howe1.,er be restricted by sizP. from being a world scale operolion. 

• Threshold Wortd Class 
On the threshold of becoming a ~-.·ortd class company: may already be exporting to a limitea ex!e!"-~ 
and could become an effective supplier oulside Malaysia once some readily removable obstades r:;re 
addressed 

• Good Domestic Supplier 
is copob'e of supplying the more exacting le<1els or domestic demand bu! lam lhe resource., - sea e. 
technology. equipment. market expertise. to make a significant er.try into the export field 

• Domestic 
sousfies lhe local market for simple robtJer producLs: few resources for improvement 

In most developed countries the rubber industry is made up of a great number of companies which fall 

into the Good Domestic or Domestic category. Indeed many of the smaller ones(£ 1 to £2 million 

turnover) tend to work within relatively narrow geographical confines. Such companies would not 
normally consider themselves as entrants into other countries - development in the European 

Community notwithstanding. 

Companies providing components to the automotive and other sectors are increasingly having to 

become world class even though they may only be seeking to supply their domestic markets. This is 
because many of their customers are world class and often world scale. 
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• Labour Supply Costs 

Malaysia has substantial unit labour costs advantages against the developed countries but is 
disadvantged when compared with manufacturers in most developing countries. Its labour costs are 
equivalent to Poland and other countries in Central Europe. 

Shop floor labour costs in Malaysia are quoted as being in the region of MS 550 to MS 700 per 
month - ie between MS 8.000 and MS 10.000 per annum after taking account of social wage costs. 
This is comparable to current levels in Poland. 

In the UK average shop floor labour costs are of the order of MS 55.000 per an!lum inclusive of social 
wages. This means that Malaysian rubber product manufacturers enjoy a significant - some 6 fold -
unit labour cost advantage over their counterparts in developed countries. 

But in comparison with Thailand where average labour costs for unskilled labour are MS 260 per 
month. Malaysian labour costs are high. And of course labour costs in Indonesia. China and India are 
considerable lower. 

Our analysis shows that the Malaysian industry fails to exploit fully its competitive advantage against 

manufacturers in developed countries. Overmanning and low labour productivity are dissipating 
Malaysia's advantage. 

Figure 28 sets out the cost of manufacture of two types of GIRG products with varying labour content. 

If the Malaysian industry were exploiting fully its labour cost advantage, its cost structure would 
appear as shown in figure 29. 

Potential Make Up of Direct Costs 
for GIRG Part and an Engine Mount In 

Typlcal Make Up of Direct Costs for Malaysia using European Productivity 
Compound for GIRG Part and an B Dll' 

Engine Mount in a Developed Country GIRG Engine 0 Dir Factor Part Mount 
GIRG Engine 

Material 55.0 74.0 Factor pan Mount 
Direct Labour 5.5 3.3 

Material 35 74 Utilities 6.0 3.0 
Direct Labour 32 19 Maawagurtag §.Q ~-Q 
Utilities 6 3 Iatal Z25 IY.D 
Maawa~uriag § ~ Cost Competitive 27.5% 16% Total Direct Costs 100 100 Advanta e over UK 

figure28 figure29 

Based on the six-fold advantage Malaysia holds on labOur cost. the proportion of cost made up by 
direct labour would fall from 32% in a developed country to 5.5% in Malaysia for the GIRG part and 
from 19% to 3.3% in the engine mount. This assumes that labour productivity in Malaysia is 

equivalent to the West. 

But our survey showed that labour productivity was 2.5 to 3 times lower in Malaysia. Malaysia's cost 
advantage was therefore substantially eroded. The total cost advantage was reduced from 27.5% to 
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some 16% fer a comparatively simple GIRG part and from 16% to 10% for a complex engine mount. 
These estimates are confirmed by comparing the proportion direct costs make up of turnover of two 
UK companies. with their Malaysian counterparts are shown in figure 30. 

Ratio of costs of Direct labour to Turnover - % 

Direct LabourCos1srr umover - % 15 
Source: The above data for the UK are adual figures obtaiied 

from two of Rapra·s clients during recent work (199213). 

Products B 
UK 

10 27 

figure30 

Note: Produds A are a combination of general rubber mouldings and extrusions - we 
expect productivity to improve by a further 10% -reducing the ratio to 31%. 
Produds 8 are higher added value rubber products involving non elastomeric 
components - we expect this ratio to improve to 14% before the end of 1993. 

labour productivity in Malaysia is equivalent to lower cost countries with less developed industries 
such as Sri Lanka or Thailand. Hence against these countries the country has a labour cost 

disadvantage. 

The competitiveness of Malaysia in labour cost terms can be improved. It should be possible to 

improve productivity to approach developed country levels. There are wide variations in Malaysian 
labour productivity with companies with foreign ownership or participation significantly ahead of home 

grown companies. 

• Labour Supply 

Poor supply of labour is a major constraint on expanding operations and undermines investor 

willingness. Shortage of labour adds to disruption of output and high labour turnover adds to costs. 

This is discussed further under Infrastructure and Support below. 

• Establishment Costs & Overheads 

The competitive position as regards land and building costs is similar to labour costs. They are 
substantially lower than developing countries but higher than many developing countries particularly in 

urban centres such as Kuala Lumpur. 

Machinery costs and hence depreciation charges are lower than developed countries because 

machinery is older and less advanced. In this repsect Malaysia suffers no cost disadvantage; against 
lower cost countries. 

Other overheads arc generally much lower than developed countries particularly in family owned 
businesses. 
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Product Quality 

Overall the quality of products leaving the factory reflect a strong sensitivity to quality. This is a 
powerful competitive edge over neighbouring rubber product countries. As indicated in Corporate 
Capabilities above. Malaysia has an above average proportion of companies capable of working to or 
on the threshold of workl class companies. 

Against developed countries. Malaysian products on the whole meet international standards but in 
many instances. product specification and pP.rfonnance could be improved to penetrate higher value 

~ments of the markets and to compete against market leaders. 

Delivery and Service 

Lead times of manufacturers are reasonable but with few ext.eptions. the industry does not work to 
short order lead times which are the nonn in Japan. Europe and USA 

Customer service parti~ular1y to OEMs and in export markets are not up to developed country 
standards. Malaysian industry with the exception of foreign companies has not as yet developed the 
ability to plan and manage distribution networks that can ensure a high level of customer service. 

capacity for Innovation 

Taken overall the general rubber product industry is uncompetitive vis a vis manufacturers of similar 

products in developed countries. However it has a competitive edge over rubber product makers in 
other ASEAN and intermediate developing countries. as set out under Corporr;te Capapbilities. 

Infrastructure and Support 

This is discussed in length in the following section. Infrastructure and Support. Technological support 

is weak thereby !ailing to exploit the potential competitive advantage of expertise in rubber 
technology and infrastructure developed by a large rubber industry. Export marketine infrastructure is 
poor. 

Competitiveness is undennined also by lack of good tool making - both in terms of local manufacturers 

seeking to upgrade product and in devliery schedules. 

Nevertheless. against many other developing countries Malaysia has better infrastructure and support 

for rubber goods. 

Supply of Technologists and Managers 

Malaysia is probably better placed than most of its neighbouring competitors in the supply of 

technologists. But investors are likely to be increasingly confronted with problems in recruiting good 
local managers and technologists. 
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The country is overall reasonably well endowed with rubber technologists and has some experienced 

managers. However. as indicated below. many or these are locked into family owned companies and 
do not represent a sufficiently mobile pool of skills. Technological skills are more focussed around 
basic rubber technology than product development and production problem solving. 

Inward Investment 

As a location for irward investment. Malaysia can offer excellent transport and communication 

infrastructure. strong economy. stable Government and an attractive package for investment. 

However. in these attributes its competitors are catching up with Malaysia. especially ASEAN 

countries. 

And. in the shortage of labour. rising labour and establishment costs it is significantly disadvantaged. 

Moreover. mai1y competitor countries offer potentially larger markets than Malaysia. offering both 
lower labour cost and entry into a large new market. 

Overall Assessment 

The Malaysian industry can compete on cost against industries of developed countries and has the 

quality of product to pen<!trate these markets. However. product and quality up-grading will be 
required to compete against market leaders in developed countries. 

The Malaysian industry has significant cost disadvantages against other developing r:ountries but is 

able to compete against them because of superiority in product quality. Rising costs within Malaysia 

may. however. exacerbate its cost diadvantage and competitors may catch up in quality. 

There is substantial scope for improving cost competitiveness of Malaysian industry. Labour 

productivity is low and wastage levels high. 

As a location for inward investment. Malaysia is losing its advantages. Competitors can also offer 

lower labour costs. plentiful labour and large markets. 
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VII Infrastructure & Support 

In principle it is entirely possible for a rubber product company which is adequately supplied with 

materials and appropriately trained people to function independently of any other external support or 
infrastructure - oroyided they are working within an unchanging market environment. In developed 

countries there are many companies of this type - they are characterised by long term stability of 

management. in-house technology. product range and markets and competitive situation. Malaysia 
too has its share of such companies as outlined in corporate capability above. 

However. almost by definition. such companies are rarely able to manage change. They lack the 

management skills. marketing knowledge and the technical resources needed to respond to changes in 
the markets. technology and the competitive environment. Their further development and. in some 

cases. survival depend on ready access to one mort of the following resources: 

• secure supply of all the necessary materials. tools and utilities; 

technological support - product and process development. testing facilities: 

• stable supply of manpower and resources for its training: 

support for the development of marketing strategies and their implementation. 

Such comments may be considered to apply to all industry. However they are even more relevant to 

the rubber industry because - unlike most other materials conversion industries such the plastics or 

metals sector - most rubber product makers have to make thejr own materials from a variety of 
ingredients. Successful production of any rubber product entails the achievement of a technological 
compromise involving: 

the selection of the correct ingre<:iients for a compound which will both respond appropriately to 
conversion processes and result in a product capable of meeting requirements which are often 

very technologically demanding: 

the use of conversion processes which themselves are capable of ~mparting variability to the 

product. 

Therefore any rubber product company seeking to improve the quality of its output or to meet the 

technical requirements of a r.ew product needs resources for testing and in many cases compound and 
product development. Such resources and skills are expensive and in most developed countries. only 
larger or highly innovate companies have such technological and R&D resources in-house. The 

remainder rely on external technology support from their suppliers of materials and equipment and 

dedicated laboratories and institutions. 

The need for such technological infrastructure is. as is apparent irom earlier sections. more important 

for Malaysia than in more developed countries for the following reasons: 

• most companies in Malaysia are too small to support such resources in-house; 
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• the indu,.try is going through a major period of technological chan&e which raises the demand 

for such resources: 

• the future of Malaysian rubber industry lies in an ability to respond to technological change in 

the market place. 

Sirnilarly. as we have demonstrated uncier corporate capabilities. the industry requires an 
in~rastructure capable of delivering training in technology. marketing as well as resources for export 

de.1elop11ent. 

The availability of the appropriate resources is therefore essential issue for consideration. In this 

chapter we comment on our findings in Malaysia. 

Raw Materials, Tools and Supply of Utilities 

• Raw Materials 

There are essentially three compont:nts of materials supply: 

Natural Rubber 

Synthetic Elastomers 

Chemical Additives and Fillers 

• Natural Rubber 

The GIRG industry continues t- have first class access to Natural Rubber which still accounts for some 
85% of its rubber consumption. Malaysian GIRG manufacturers have the advantag~ of sourcing NR 

from a country which has led the world rubber industry in terms of quality. Recent steps by MRRDB 
are aimed to ensure Malaysia retains this advantage, but given the fac~ that NR is subject to influ~nce 

from a wide variety of agronomic and other factors. problems with variable constituents will remain. 

Potentially, Malaysian GIRG manufacturers have the advantage cf er:suring consistent supply of raw 

material by working closely with their suppliers. By signing long tern. contacts with suppliers. GIRG 

manufacturers would be assured consistent supply or where problems occur to work back quickly to 

their origin. 

In practice. however. only large GIRG companies with sufficient purchasing power are able to benefit 
from long term supply contracts. Smaller compani~ would benefit by working together. perhaps 

through MRPMA. 

We have identified some problems in product variability which may be attributable to the wide spread 

use of SMR IO and 20 field grade which is potentially quite variable since the contents of one 

component - lateX/sheet material is unc;pecified. The situation is discussed in greater detail in Annex 

A. 
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• Synthetic Elastomers 

Unlike its major competitors the Malaysian rubber industry does not have the benefits of local supply 

of synthetic rubber materials. This has little effect on the economics of GIRG operations - however 

there is some loss of competitive advantage vis a vis rubber product makers operating in countries 

which have SR producing resources. 

The majority of world class suppliers of synthetic materials are represented in Malaysia either directly 

or through agents and we have had no reports of ~gnificant problems in obtaining the required 

materials. So far as we have been able to establish prices of such materials are comparable to those 

paid by rubber product makers in other countries. 

However overall consumption of individual types of synthetic elastomer is low. As a result suppliers of 

such materials have little incentive to provide local technical sernces support for their customer. Such 

services are generally provided from supplier centres as far afield as Japan. This has the effect of 

reducing the level of technology support available to GIRG manufacturers. 

To some degree this would be offset by the setting up of indigenous synthetic rubber production. 

However. so far as we have been able to establish there is little prospect of this occurring in the 

foreseeable future. 

There is some suggestion that Japanese synthetic elastomer suppliers are slipstreaming behind 

Japanese GIRG manufacturers who are setting up operations in Malaysia and that specifications are 

being manipulated to secure these companies as outlets for Japanese suppliers. This may result in 

unfair advantage for Japanese suppliers and prevent other suppliers from operating in Malaysia. 

• Chemicals. Additives and Fillers 

Here again the situation is analogous to that of synthetic elastomers. GIRG manufacturers are heavily 

dependent on imported materials but we did not identify this as a constraint on the development of 

the rul'ber proauct industry. With the exceptions of carbon black and zinc oxide which are available 

locally but priced above international levels and imported industrial textiles. prices are comparable to 

those paid in competing countries. 

• Tools & Machinery 

Access to good tool makers. capable of producing high quality moulds and dies within acceptable time 

frames. is a sine-qua-non for rubber product manufacturers. It is clear from our ciiscussions with 

rubber product makers in Malaysia that they are obliged to rely extensively on tool making overseas 

for higher quality tools. 

Though in cost tenns. Malaysian manufacturers. by shopping around in what is becoming a highly 

competitive market for moulds and dies, may not be disadvantaged. in three ways the absence of 

domestic supply would disadvantage the ability of GIRG manufacturers to supply high quality markets: 

distante makes it impossible to go through the process of iteration required to develop moulds 

ideally suited to new products. Malaysian manufacturers have to accept moulds as delivered; 
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Distance may also result in slow response which could make it difficult to quote for new business 

in time: 

long lead times in supply of moulds. :n tum. make Malaysian manufacturers uncompetitive in 

terms of delivery schedules. 

We understand that mould and die making is improving in Malaysia. Government has targeted this 
sector for promotion both in the small tlusiness sector and as part of the machinery sector. 

Malaysia manufactures some machinery for the GIRG industry. though most of the machinery 

manufactured is for the rubber. not the rubber product industry. Nevertheless. there is a plentiful 
supply of internationally manufactured new and second-hand machinery available in Malaysia. 

Machinery from China is particularly competitively priced against other international suppliers and 

readily available in Malaysia. 

• Utilities 

In common with other Malaysian industry the rubber sector is subject to the under-supply of electricity 
in certain parts of the country. Whilst this causes difficulty to some degree for all industry. rubber 

product makers can be especially affected - thus. 

unscheduled power failure can cause loss of material which is undergoing curing at the time of 

the cut: 

the need to clean out presses where this has occured can significantly reduce productive output 

for several hours after each episode. 

The average cost of electricity is comparable to that being encountered in Europe and in the USA. 

Such differences as do exist have only a marginal effect on competitiveness given that energy rarely 

accounts for more than 5% of total manufacturing costs. 

Water supply and telecommunications and the transport network are excellent in Malaysia and 
contribute to competitiveness. A cause for concern is shipping costs which are higher from Malaysia 

than from competitor countries such as Korea and Taiwan. This problem is being addressed by the 

Government and should ease. we understand in the next few years. 

Environmental concerns 

There are three issues which come into play: 

i.) Although the rubber industry is not a major polluter it does generate some hazardous wastes 

and these must be disposed of under controlled conditions. There is a lack of resource for this -

indeed we suspect that there is insufficient understanding of the way to cope with it. The focus 
on incentivising companies to undertake development of disposal facilities rather than through 

public provision. fails to address the problem that for many types of waste public orovision is 

the only economic solution. 
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ii.) In-process environmental control is becoming increasingly important. In the United Kingdom an 
increasing number of rubber product making companies are seeking to upgrade their systems to 
achieve a new environmental standard 857570. Malaysia lags behind in this. 

iii.) In the short term there will be a tendency for some manufacturers in industrialised countries to 
seek to export their environmental problems to countries operating lower standards. This may 
favour Malaysia where although stanaards are high. lmplementation and scrutiny are weak. 
However such advantage will be short Ii~ arod inward investors are likely in the long run to 
wish to work to standards similar to those of their own countries. 

A more systematic and structured approach to environmental concerns is required which aims to 
deliver a safe environ:nent at least cost. But clearty this issue affects many industries and should be 
addressed at a higher level than the GIRG industry. 

Technology Suppon 

Ideally rubber product makers require access to six forms of technical support 

• facilities for testing and analysis of materials and products; 

• capabilities for compound development involving semi-scale equipment operated by 
technologists with a sound knowlec!ge of the way in which technological and performance 
requirements may be addressed by sui~able compound design: 

the means to provide speedy trouble shooting and failure diagnosis consultancy; 

resources for longer term collaborative R&D projects aimed at raising the technological 
capabilities of specific sectors of the industry: 

• information on technological trends - covering not only changes in existing technologies but also 
the competitive effect of changes in other technologies: 

• consultancy on quality and advance manufacturing practices. 

In Malaysia technology support is provided mainly by MRRDB. Although its prime function is the 

development of the rubber industry. the organisation has also responded to Government's objective of 
higher value added within Malaysia by providing services to the rubber product industry. 

MRRDB's services to the Malaysia rubber product industry are provided mainly through the RRIM. 

though the Malaysia Rubber Products Research Association (MRPRA) in the UK. an organisation 
established to service rutiber users worldwide. can also occasionally serve as a technology resource to 
the Malaysian industry. 
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RRIM was originally established to serve the needs of the rubber industry. But gradually it has taken 
on the role of providing technological support also to the rubber product industry and established a 
technology centre. We examine the effectiveness of services provided by RRIM's technology centre 

and other sources of technological support which rubber product manufacturers require in the 
paragraphs below. 

• Testing and Analysis 

The industry has an exceptionally valuable asset in this field in the RRIM. The facilities are excellent 
and the laboratories are very well equipped. The industry speaks very highly of the service and 
reports frequent use of it. 

• Compound Development 

It is clear from our discussions with the industry. RRIM and representatives of the synthetic rubber 
manufacturers that the RRIM has adequate skills and equipment to assist the industry with its 
compound development. However we have formed the impression that they are not used as 
frequently as they could be for the following reasons: 

• There is serious concern within the industry about confidentiality cf the work undertaken by 
RRIM personnel. We suspect that at least some of these concerns are the result of gearing of 
limited anecdotal evidence. Nevertheless rubber product makers world-wide tend to have 
strong. and in many cases exaggerated. proprietorial feelings about their compounds; any 

suspicion that others might benefit from work done on their behalf is therefore a disincentive. 

Project lead times can be very long. RRIM quoted an elapsed time of up to two months and 
more between receiving instruction for development of a novel compound and the delivery of a 
fully evaluated formulation. This should be contrasted with the two to three ~which would 
be the norm in other internationally recognised bodies. 

• Trouble Shooting etc 

Work of this nature requires extensive experience - especially in process and product engineering. 
Such skills appear to be in short supply throughout Malaysia - if on!y because of the rapid 
development of the rubber product industry in a short period of time. Some RRIM technologists 

probably have an understanding of the issues - however we doubt whether they have the depth of 
experience necessary to provide effective consultancy in this area. 

The problem is clearly more serious for the home grown rubber product company than one which has 
the support of technology transfer from a world class company. Home grown companies are willing to 
use such consultancy assistance and we have encountered instances were MRPRA has been used but 

they question the levels of technical expertise available and have concerns over confidentiality. 
thereby further compounding the difficulty of building up local consultancy experience, within RRIM for 
instance. 
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• Resources for Long Term R&D 

RRIM has been and is involved in long term R&D. However much of this is focused on the exploitation 
of NR rather than on broader issues confronting Malaysian rubber product manufacturers. The 

principle of pre-competitive research projects supported by a number of companies is extremely 
common withir. Western Europe. The projects are intended to take participants to a common basis of 

technological competence from which they construct their own competitive positions. It is encouraged 

by National and EC operated schemes as assisting European industry to enhance its competitiveness 

in world markets. 

We are led to believe that Malaysian rubber product industry would be willing to participate in such 

programmes. But at present such programmes do not exist. 

• Technological Information 

RRIM is clearly an important channel for the formal communication of such information to individual 
companies. However we have noted little evidence of any proactive dissemination of such information. 

The only mechanism for this appears to be Plastics and Rubber Institute of Malaysia throu~h its 

conferences and meetings. Here again this issue is more relevant to companies seeking to ensure their 
technological competitiveness in export markets. 

• Quality 

It is to its great credit that. as can be seen from figure 31. Malaysia ranks alongside the most highly 

developed countries in terms of the number of companies registered for ISO 9000. 

This interest is reflected in the activities of the rubber product 

industry and it was noteworthy that the majority of the rubber 
product makers visited had acquired or were in the process of 

purchasing quality control equipment - reflecting a strong 

commitment to the upgrading of quality. This level of interest 

was confirmed by suppliers of such equipment. The key agency 

in this area is SIRIM. Its activities in this area are clearly an 

important component in enhancing the capability of the 

Malaysian rubber product industry and could be used to 

market the industry internationally. 

Number of Companies with 
ISO 9000 by Country 

N9 of Companies 
Country with ISO 9000 

UK 25,000 
Australia 1,400 
USA 1,100 
Canada 1,000 
France 670 
Ireland 559 
Germany 488 
Switzerland 390 

However it is not generally recognised that ISO 9000 is only ~f~apore ~~ 
a stepping stone along the quality route and the rubber Malaysia 200 

industry's customers are progressively moving toward Total figure 31 

Quality Management. This calls for a complete revision of Source: 1509000 Quality Forum, 

corporate attitudes to management in response to an increasingly Kuala Lumpur, May 1993 

competitive and fluid world market situation. It involves all 
personnel from the Managing Director to the telephone operator. 
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Effective implementation of ti1is more often than not involves a substantial change in management 
style. training and shop floor attitudes. Although the underlying idea is straightforward and the 
implementation process is less formalised it nevertheless involves a sequence of steps which are very 

demanding. A total l!nderstanding and commitment is an essential prerequisite to success in the long 
run. It calls for a high degree of competence in quality management and the resources to ensure that 

all steps can be introduced. 

Initially TOM was primarily the province of larger companies. However smaller companies are now 
moving down this path. For example Rapra Technology is currently assisting in the introduction of 

TOM to a UK rubber product maker whose turnover is of the order of only E 1 m;11ion. 

• Advance Manufacturing Practices 

SIRIM is also the main vehicle for this fonn of assistance. Whilst very few of the rubber companies can 
benefit significantly from the application of advance manufacturing practices it ;s evident from the 
majority of our visits that the productivity of rubber product making companies would be significantly 

enhanced by advice on manufacturing practices and industrial engineering. This would contribute to 
major reductions in labour utilisation. reduce the costs associa~ed with work in progress etc. 

• Overall Assessment 

Though in the field of compound testing and quality improvement the industry receives an efficient and 
effective service against the ideal of technological support. the Malaysian rubber product industry 

would be considered poorly served. 

Problems of technology support are of three main kinds: 

i.) the technical skills and experience available to provide support: 

ii.) resource availability. which restricts RRIM's ability to provide services in a timely manner: 

iii.) a lack of trust in institutions such as RRIM. The fear is that these institutions cannot provide 

confidentiality because their staff are likely to be poached by other companies or set up in 

business themselves. 

Clearly. finding answers to these problems is in the interests of the industry itself. If it could contribute 
additional :""eSOurces. it may be possible to find suitable expertise if not within Malaysia. then from 
overseas. to carry out work in a timely manner and to ensure that highly trained staff stay within the 

technology centre rather than leave. Our finding was that industry is willing to commit greater 
resources but finds the institutional set up not conducive to doing so. 

It is also important to note that the uptake of funds such as the Industrial Technical Assistance Fund 
(ITAf) which are designed to help industry improve technology. and quality remains low. SIRIM may 
have been successful in developing interest in ISO 9000. but it has not been able to make available to 

the industry the assistance Government has provided in the field of technical assistance as a whole. 
The take·up of such incentives is discussed under Policy Framework in section VIII. 
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It is commonly believed that the reasons for poor uptake of lfAf are the same as for incentives 
generally. A distrust of authority and a perception of unnecessary form filling and bureaucracy. It will 
be important in the future to make such assistance more access;ble. 

Human Resource Availability and Training 

We have identified three major issues of concern with respect to human resources. 

the supply of managers and supervisors for new businesses: 

the continuous availability of appropriately trained technologists and engineers: 

a consistent supply of shop floor personnel and the ability to retain them after training. 

• Management and Supervision 

Historically there has been little if any emphasis on developing a cadre of professional managers within 

the home grown rubber product industry. Management has in general vested in the owners and 

supervision was supplied by technologists and/or on-the-job trained supervisors. Furt11ermore most 
home grown companies are family operations - thereby reducing the number of experienced managers 
willing to transfer their experience to other firms. 

The recent influx of inward investment and joint ventures has stimulated a greater emphasis on 

management capabilities and this appears to be slowly working its way through to the better 

companies in the country. The growing emphasis on the management of quality as indicated above is 
also playing an important role. There is also anecdotal evidence of a growing appetite for training in 

management as a discipline. Furthermore the long term supply may be further stimulated by transfer 

of some high quality people from the public to the private sector. 

But overall. management skills are limited and when available are focused on day to day operations. 

A critical deficiency is marketing skills. Marketing. as in most family owned businesses has been 

carried out by the owners. Resources and expertise available to expand markets especially overseas. 

is a major constraint for the industry. 

The absence of a pool of trained managers and supervisors which could be used to expand output or 

establish new ventures is a major limitation to the industry's expansion either organically or through 

inward investment. 

• Technologists 

Malaysia has always been fortunate to have at its disposal excellent rubber scientists many of whom 
will have honed their experience at the RRIM. However it has been less well endowed with sound. 
practical rubber technologists. Such people only gain relevant experience through extensive first hand 

exposure to day to day problems on the shop floor and in a mar1ufacturing environment. 
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A significant proportion of the existing stock of such people are already engaged in the industry - often 
011 their own account or as members of teams in some of the larger companies. Whilst there is a 

steady supply of good quality new graduates in technology there is some suggestions that these are 

drawn toward cleaner industries rather than the Mblack· rubber industry. 

We therefore perceive that the increase in highly competent local rubber product manufacturers may 

be somewhat inhibited by the lack of suitable rubber techno!ogists. 

• Factory Floor Labour 

There is clear and ample evidence of a shortage of supply of local labour in many parts of Malaysia. 
There are also indications that this is more serious for the rubber product industry for the following 

reasons: 

in areas where light "clean" companies such as those in the electrical and electronic sectors exist 

there is strong reluctance to join the rubber product industry: 

the resulting mobility of people into and out of companies causes problems in those companies 
where the operation of rubber processes requires more than a few hours trainir.g: 

the advantage of low labour costs is undermined by the need to continuously retrain the 

workforce. 

This places an overall constraint on expansion of existing business and is clearly contra-indicative for 

inward investing companies faced with the availability of low labour costs in other ASEAN countries 

and the PRC. 

The human resource problem facing the industry is shared with other industries in Malaysia. but 

because of the preceivcd "dirtiness" is particularly acute in the GIRG industry. Whilst Government's 

recent liberalisation of the recruitment of migrant labour may offer a short-term alleviation of the 

situation. it is clear that the need to continually train the workforce will in the end make this practice 

uneconomic and untenable. particul;irty if in view of the need to continually upgrade quality. 

The longer term answer for the rubber product industry lies in a highly trained and hence productive 

labour force making products of sufficiently high value to justify comparatively high wages. The 
industry is fortunate in having a good supply of trained scientists and technologists but needs to 

ensure that it holds on to this resource and utilises it effectively. 

Much will depend on training to upgrade skills and productivity and human resource management 

practices to retain staff. 
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Export Marketing 

Historically exports of the rubber product industry were promoted by the Malaysian Export Centre 

(MEXPO). A variety of inward and outward trade missions were organised. but it was clear from our 
discussions with the industry that only a small number of companies were able to benefit from such 

activities. 

More recently the responsibility for this has passed to the Malaysian External Trade Development 

Corporation (MATRADE). Given its recent formation it is not possible to gauge its effectiveness. In 

essence its role and method of operation will however primarily be reactive to enquiries be they from 

aspiring Malaysian exporters or potential customers overseas though it aims also to train small and 

medium enterprises in export marketing . It aims to use the network of commercial counsellors in 
Malaysia's foreign missions to respond to enquiries and provide information as and when appropriate. 

In addition to MATRADE. in recent years MRRDB. through its Malaysian Rubber Board (MRB) offices. 
has also targeted the promotion of Malaysian rubber product exports. But MRB's activities in support 

of rubber product exports are limited by resources. Recently. a decision has been taken to close a 

number of its offices and to focus activities in Kuala Lumpur and London only. 

Further MRB's role is promoting the use of Malaysian rubber. The promotion of Malaysian rubber 

products may give rise to conflicts with its primary role. The Board's rubber customers may construe 
the promotion of rubber products as promoting the activities of competitors. 

In our view. neither MATRADE nor MRB offer the type of support required by the Malaysian GIRG 
industry. particularly home grown manufacturers. And. the small size of these buslnesses means that 

they are not able to afford to carry out export development activities. in-house. 

Our surv~y of manufacturers revealed that almost all companies surveyed. whether home grown or 
with foreit;:! participation. viewed improved export development assistance as important to their 

future growth. A1d, many were willing to pay a higher cost for such assistance. 

From our experience of export-market development in the rubber product industry. we believe that a 

programme aimed to provide company specific assistance to the GIRG sector would yield major 
benefits in export development. Industry would be prepared to bear a significant part of the costs of 

such assistance. 
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VIII Policy Framework 

This section examines the policy environment for the rubber products industry and the way it has 

influenced the GIRG sector. 

Government AttHudes & Objectives 

The development of the rubber products industry in Malaysia has taken place with the active support 

and encouragement of Government. For much of the past two decades. it has been a priority industry 
and has benefited from tariff protection. investment incentives and direct support and subsidies. 

Government motives in supporting the industry have changed with policy objectives. At. various times. 

growth of indigenous industry, import substitution. diversification of the manufacturing base and 
increasing exports have been the prime focus vf concern alongside the creation of wealth and jobs. 

But for many years. underlying ~hese various policy objectives has been always the aim of exploiting 
fully one of Malaysia's most abundant natural resources and thereby achieve the dual goals of 

increasing value added within Malaysia and to break the dependence on volatile international 

markets. The main objective of policy until recently has been to increase natural rubber consumption 
within Malaysia. 

Historical Development of Policy 

In broad terms. Government policy has evolved through three stages as follows: 

i.) Stage I - Import Substitution 

Up to the 1980s. the main aim of policy was import substitution and the key policy measure used 
was tariff pr()£ection Synlhelic rubber was considered a competitor lo natural rubber and subject to 
import lari!Ts 

ii.) Stage II - Expansion 

In the Fifl.h Plan { 1986-1990) the focus of policy was expansion As one of 12 priority industries. 
inves'.ments in Lhe rubber industry allracted substantial tax incentives. Jn addition. na!urat rubber 
consumed within Malaysia was exempt the export cess of 20 sens.' kg. making the cost of natural 
rubber lower Lhon on international markels Duty on synthetic rubber was removed 

iii.) Stage Ill - Targeted Growth 

From 1990. under the Sixth Plan promotion of the rubber producLs industry hos been mode more 
selective. A number of products including latex gloves hove been removed from the list of promoted 
products The cess has been removed and tariff protection has been reduced. 

The main land mark for industrial policy in Malaysia was the Fifth Plan. The Plan conceived as a the 

instrument to kick-start the economy after the recession of 1984/85 focused on growth through 
mobilising investment. 

A key policy measure was the Promotion of Investments Act ( 1986) which offered substantial 

investment incentives in the form of tax concessions granted under the Income Tax Act, 1967. 
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This measure coincided with a decision by Government to exempt domestic sales of natural rubber 
from the cess of 20 sens/kg levied on rubber exports. The result was to give domestic manufacturers a 

6-12% raw material cost advantage over industries sourcing rubber on international markets. In 

addition. in recognition of the correlation of natural and synthetic rubber use. Government removet:! 
the duty on synthetic rubber. Energy costs which in Malaysia were higher than international levt::ls 

were subsidized. 

These policy measures when allied to Malaysia's excellent infrastructure and stable economic and 

political climate were the cause of substantial inflow of foreign investment. In latex products. 
investment had become internationally mobile and manufacturers in high cost countries were looking 
for a low cost manufacturing base. The presence of low priced. locally available latex in a country with 

an attractive investment climate represented a major spur to locating in Malaysia. 

Under the stimulus of these policies the GIRG sector also expanded. Investment by both foreign and 

domestic investors helped the industry grow and exports benefited from the lower cost of natural 
rubber. But. the sector did not experience the major influx of foreign investors witnessed in latex 

products. This reflects the lack of internationalisation of manufacturing in the GIRG sector ratherthan 

any weaknesses in policy. 

In the early 1990s. with the Sixth Plan. policies towards the rubber products industry have changed. 

As a resource based industry it continues to receive priority industry status. But policy has become 
more selective. 

Products such as latex gloves. car mats and garden hose have been removed from the list of 
promoted products. Manufacturers of these products are no longer eligible for tax and other 
incentives. The export cess is no longer levied on rubber exports and the price of natural rubber in 

Malaysia is now cheaper only to the export of transportation and transaction costs. Energy costs are 
no longer subsidised. 

Duties on many rubber products have been reduced substantially and the government has placed 

rubber products on the fast track of the Common Effective Preferential Tariff (CEPT) scheme for the 
ASEAN Free Trade Area (AFTA). 

The changes are a response to two key factors: 

i.) it is recognised by Government that in some products Malaysia has already developed into a 

substantial supplier to world markets and there would be little benefit from continued promotion 
and support of these products. 

ii.) the focus and objectives of government policy have changed and with it the type of promotional 

and support measures government considers appropriate. 
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As a result of the past decade of outstanding growth the agenda for Malaysian·s manufacturing 
industry has changed. The emphasis has shifted from rapid growth of output and exports to 

consolidation and strengthening of the manufacturing base through deepening and broadening and 
improving inter-sector linkages. 

With this agenda in mind. Government has become more selective v.ith regard to the industries and 

products it promotes. And. the emphasis of industrial support is changing from fiscal incentives to 

support in upgrading skills and the productivity of labour. improving technology and strengthening the 
industrial base through promoting small companies. 

The changes in policies introduced recently do not reflect a change in attitude or commitment towards 

the rubber product industry. They are a reflection of the industry's success in the past and the 
changing economic environment in the country. 

Current Incentives 

The main incentives and support measures available currently are set out below: 

• Investment Incentives 

Under the Promotion of Investments Act. 1986 companies given Pioneer Status are granted a 70% 

exemption from income tax (currently 34%) which is deductible against statutory income for a period 
of 5 years. Government can consider giving 100% exemption on a case-by-case bases provided the 
project established by the company is high tech. entails heavy capital investment and generates strong 
intersectoral linkages. 

An alternative to Pioneer status is Investment Tax Allowance which provides for an allowance of 60% of 

qualifying expenditure on plant. machinery and buildings made wl~hin 5 years of approval against 

70% of its statutory income. Any allowance not utilised can be carried forward until it is utilised. This 

may be a preferable incentive for companies undertaking large qualifying expenditures on long 
gestation investments. 

Eligibility for Pioneer Status and Investment Tax Allowan:e is confiried to companies manufacturing or 

proposing to manufacture a promoted product or undertake a promoted activity. With the exception 
of mats. garden hose and latex examination gloves. all GIRG products are promoted. 

Reinvestment allowance is applicable to all manufacturing companies and consists of an allowance 

against statutory income of 40% of capital expenditure incurred prior to 31 December 1995 on plant. 

machinery and factory buildings for the purposes of expansion and/C'r modernisation of production 

facilities. This is an attractive allowance for companies who do not qualify for Pioneer Status or 
Investment Tax Allowance. 
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• Export Incentives 

Malaysian exporters are eligible for exemption of duty on imported raw materials and components 
which are not manufactured locally or where they are manufactured locally. are not competitive in 

price or quality. Imported machinery and equipment used directly in the manufacturing process can 

be considered for duty exemption. 

There are. in addition. a series of other incentives to encourage exports: 

• the export Credit Refinancing (ECR) scheme provides short term credit at preferential interest 

rates 

• double deduction of export credit insurance premiums 

• double deduction of expenses incurred in the promotion of exports. This covers expenses such 
as advertising and public relations overseas. export market research. free samples. participation 

in exhibitions. overseas travel and the maintenance of overseas offices 

• double deductions on freight charges paid by exporters based in Sabah and Sarawak 

• industrial building allowance in respect of building used as warehouses for storing goods for 
export consisting of an initial I 0% of cost and 2% per annum thereafter. 

• Incentives for Research Development 

To encourage research and development the Government has provided a range of tax incentives as 
follows: 

• 

• 

• 

tax exemption for 5 years for new technology based firms: 

expenditure incurred for research approved by the Ministry of Finance is eligible for double 

deduction. Other research expenditure can be deducted against income; 

buildings used for approved research receive the industrial building allowance; 

• plant and machinery used for research are eligible for capital allowances and exempt from duty 
and sales tax; 

• 

• 

double deduction is allowed for cash contributions to research institutions; 

companies establ'ished for the purpose of carrying out R&D can receive tax exemption for 5 
years and can carry forward losses beyond the tax exempt period. 
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• Incentives for Training 

To encourage the upgrading of skills and to improve productivity. Government has provided the 

following assistance to Malaysian companies: 

• companies employing less than 50 workers are eligible for double deduction of expenses 

incurred on approved training. The entitlement is automatic if training is conducted at approved 

institutions 

• companies employing more than 50 workers can avail themselves of assistance from the Human 

Resource Development Fund (HRDF) which provides contributions to the cost of training. 
Companies have to contribute 1 % of the wages of employees to HRDF 

• industrial building allowance is available for buildings used for training 

• Assistance for Technology/Product upgrading 

The Industrial Technical Assistance Fund (ITAF) operated by Bank Pembangunan and the Standards 

and Industrial Research Institute of Malaysia (SIRIM) provides matching grants for product testing, 

standard certification. consultancy assistance and by exception for the testing and calibration of 

machinery. It also provides assistance in achieving ISO 9000. 

• Additional Incentives and Support for Small Businesses 

Small and medium scale manufacturing companies with shareholders funds of less than MS500,000 

and at least 75% Malaysian equity are eligible for Pioneer Status if they manufacture promoted 
products. full exemption from customers duty on raw materials. components or machinery if not 

available locally and reimbursement allowance at 50% instead of 40%. Government has also designed 

special programmes to support small businesses. A department has been established within the 

Ministry of Trade & Industry (MTI) specially to help foster and support the development of small and 

medium sized industries (SM ls) which helps design programmes and works with other agencies to 
implement them. 

The department has earmarked six products for special empha~is in SMI development. including 
plastic and rubber products. The others are automotive. transport equipment, machinery, moulds and 
dyes and wood products. 

The department is newly formed but has initiated three types of SMI assistance: 

i.) the development of industrial estates with incubator units for SMl's 

ii.) a vendor development programme whereby large companies are incentivised to help develop 

SMI vendors 

iii.) the provision of SMI development loan finance assistance through development finance 

institutions 
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The industrial estates are at a conceptual stage, the vendor development programme has been 
launched and loan finance schemes using both Malaysian government and donor assistance are in 

place. 

The Malaysian Industrial Development Fund (MIDF) is the main development finance institution 
involved in providing finance to SM l's. MIDF currently operates four schemes for providing loan 

finance to SMl's as shown in figure 32: 

Loan Sct.emes for SMl's 

Expenditure 
Scheme Criteria covered % Flnanclna Interest Rate 

ASEAIJAPAN Paid-up capital less Project 75% 6.5%p.a. 
Development than M$ 5 million, Machinery reducing balance 
Fund 51% Malaysian equity Factory for some loans 

SMI Promo:ion Paid-up capital Project 75%upto 7.0%p.a. 
Programme less than M$ 5 million, Machinery M$5 million reducing balance 
-Japan 51% Malaysian equity Factory for some loans 

New Entreprenuers Shareholders funds of Project 85% 5%p.a. 
Fund less than M$ 2.5 million, Machinery reducing balance 

100% Bumiputera equity Factory for some loans 

Modernisation Shareholders funds Machinery 75% 4' ;,.a. 
& Automation below M$ 2.5 million, ... 700/~ u ... 1 .... --·-~ on, 1itv ;·-

figure32 

The loans provided under the scheme are en favourable terms to loans provided by both commercial 

banks and development fr1ance institutions. For instance. loans provided by MIDF outside these 
schemes would carry interest at rates between 9-9.5% per annum and commercial banks lending 

terms would be a few percentage points higher. 

MIDF is able also to provide equity finance but this is by exception. Other sources of equity finance. 

mainly targeted at Bumiputeras are also available. 

Protection 

Whilst tariff protection has been reduced for tyres and on some latex products industrie?I rubber goods 

continue to lx'nefit from substantial protection. Most consumer goods have traditionally not had 
much tariff protection. 

The m;\jority of industria1 r ·' ·· . , .,. ( 1c~s are subject to import tariffs of over 30%. But in the case of 
"other products of vu!ca;,; · .i .,: 1!.:: - SITC code 629.999.990 ·the import duty is 5% of c.i.f. value 

and it is this ~Jtegory the;· · ~r. ·•· for the majority of imports. Tariffs on the main industrial goods 
are shown in fiP•ire 33. 
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lmoort Tariffs on Industrial Rubber Goods 

Product 
Floor tiles 
Flooring materials {incl. mats) 
Structural bearings, rail pad, 

precured tread, water stop 
Tubes, pipes, hoses 
V-belts 
Flat transmission belting 
Belting of width exceeding 20cm 
Gaskets, washers, pipe seats 
Auto-components 
Other ancillaries 

Duty Payable 
(%of c.i.f. value) 

35% 

35% er $1 20 with 
40% 

30% or $2.50 with 
40% 
40% 
5% 
30% 
5% 

figure33 

The nominal rate of protection shown in figure 33. is for most products close to the effective 

protection. Inputs used to manufactu:e these products are priced either at world levels (natural 

rubber). duty exempt (synthetic rubber) or subject to low rates of duty of 2% (chemicals and 

accelerators). Carbon black and zinc oxide are subject to high tariffs. 30% in the case of zinc 

oxide and 1 5% !n the case of carbon black. but as noted earlier. they account for a small proportion 

of total raw material cost. 

The exception to effective protection being almost the same as the nominal rate is belting and 

reinforced hose and other products using synthetic industrial textiles. Industrial textiles are subject to 

an import duty of 15% and account for a high proportion of the raw material cost of these products. 

The effective rate of protection is much lower than the nominal rates shown above. 

Imports of consumer goods such as erasers. rubber toys including balloons. water sport equipment arc 

subject to either 5~o or no duty. In the case of consumer rubber goods. in 1989 import duties were 

reduced substantially on items such as water sport equipment and inflatable rubber boats. 

On items subject to S~o import tariffs. the rate of effective protection is very low. when account is 

taken of higher input costs of some raw materials in Malaysia. Items which are not subject to import 

duty could be considered to have negative effective protection. though not to any great extent. 

A recent and potentially important change in the trade regime affecting rubber goods is the Common 

Effective Preferential Tariff (CEPT) Scheme which came into force in January 1993. The aim of CEPT is 

to create an ASEAN Free Trade Area within fifteen years through progressive reductions in tariffs on 

goods imported from other ASEAN countries. 

The process of tariff reduction will be to proceed on either a fast track or a normal programme. 

Rubber products arc included in the fast track of tariff reduction, t'1e aim of which is to reduce tariffs 

to between 0-5% within seven years. 
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Evaluation of Current Policy Framework 

The incentives available to the rubber products industry in Malaysia are attractive to OOth foreign and 
domestic investors. There are major tax incentives for investment in the GIRG industry. to upgrade 
technology and to carry out R&D and training. 

Malaysia's package of incentives remains comparable to that offered by her ASEAN neighbours and 
superior to countries at similar levels of development such as the countries of Eastern Europe. 

It could be argued that the removal of the price advantage on natural rubber in ? 990 has coincided 
with a reduction in the number of new entrants into the industry. The number of new projects 
approved by MIDA in the r.ibber products has fallen in the 1990s. 

But the removal of this incentive does not put Malaysia at a disadvantage. The peak of approvals in 
the rubber industry was 1988 showing that the number of approvals was falling even whilst the 
incentive remained in place. Moreover. with rubber prices at their current levels it is unlikely that 
Government could re-impose a cess. 

Tariff protection appear5 generally well targeted. The highest rate of nominal protection are for pipes. 
hose and tubing and belting in which the country runs a trade deficit. But. to provide effective 
protection for these products removal of the tariff on industrial textiles may be advantageous. No 
doubt the tariff ptotection is in place to promote the growth of industrial textiles and MIDA and MTI 

will need to review i'le desirability of removing the tariff or allowing belt and hose manufacturers tariff 
exemption. 

It could be argued that higher protection fo1 other articles of vulcanised rubber. the largest single 
imported item could help the industry substitute domestic products for imports. But. it should be 
noted that it is this c.ttegory which forms also the main item of export. Hence no infant industry type 
argument could be advanced for protection. 

The issue of tariff protection is not of prime importance to the rubber products industry and GIRG 

sector. The GIRG sector is already a very open industry with very high proportions of its output 
exported. Given the small domestic market its future depends on developing exports and this 
emphasises the need for international competitiveness. If the industry is able to become 
internationally competitive it will not need tariff protection. 

Even CEPT which is potentially an important development is unlikely to make a major impact in the 

short run on the industry. Imports of rubber goods from ASEAN countries have in the past been 
subject to significantly lower levels of duty than products from outside the region under the 
Preferential Trade Agreement (PTA). Yet. with the exception of Singapore. ASEAN countries do not 

form either major sources of imports or destinations of exports. 
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The impact of CEPT may. however. be stronger in the long term. If AFTA develops as envisaged 
ASEAN and non-ASEAN foreign :nvestors may chose to !3:-e a pan-ASEAN view of the manufacturing 
decision preferring to choose one location to supply the whole of the region. Tnis may impact 

adversely upon the Malaysian industry as it is not as low cost a manufacturing centre as its 
neighbours. 

Whilst the incentives available to the rubber products industry and GIRG sector appear in outline to be 
attractive. our survey and research revealed two major weaknesses: 

i.) many of the small and medium sized are not applying for investment incentives and some do 
not benefit either from export incentiV'->S: 

ii.) the rate of take-up of R&D. training and loan finance are low. 

The problem of take-up of incentives is due to a combination of: 

i.) distrust of authority. Small businesses are concerned about tax implications of information they 
may be forced to disclose in applying for incentives: 

ii.) a perception of bureaucratic processes and excessi·:e form filling: 

iii.) in some cases. ignorance of the assistance available. 

Of these three. the fear of authority is probably the most important. MIDA is the organisation 
responsible for administering the incentive package. And. though the organisation has done much to 
make its procedures and forms user friendly. it has not been able to persuade small and medium sized 
enterprises that it does not hold a fiscal brief and hence concerns over tax positions should not 
influence their eligibility for incentives. 

Malaysian businesses are willing to invest in new factories and plant and equipment. The poor take up 

of R&D. training and lost cost finance apart from revealing a distrust of authority. reflect also a 
perception of long delays in accessiblity. Changes could be made to improve accessibility. 
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IX Market Prospects 

This section outlines market prospects for GIRG products in ooth domestic and export markets. It 
high!ights changes that will affect the characteristics of the market for GIRG products. 

Domestic Markets 

Prospects for growth of demand ir. the domestic market are favourable. Markets for GIRG products 
hav~ been increasing faster than GDP in the recent past. and this trend will continue over the short 

and medium term - covering 5-7 years. 

But over the longer term - 7-12 years. demand grcwth is likely to slow and markets become mature. 

In this phase. demand is likely to be closely correlated with GDP. 

Over the short and medium term. demand growth will be led by IRG. Although consumer markets will 

also grow rapidly. their growth will be from a low base. The domestic market for masterbatch is likely 

to grow also but at a much lower rate than IRG or consumer products. 

• IRG 

The demand for IRG products is expected over the short and medium term to increase faster than the 
OPP II projection of GDP growth of 7% p.a. It is likely also to grow faster than the projected growth of 

manufacturing of 10.5% p.a. 

Key end-use sectors for IRG products are expected to increase output faster than the average for the 

manufacturing sector and this will result in a rapid increase in demand. Further. as the lndustrial base 

widens. new end-uses for industrial rubber goods will emerge. 

The main engine of growth in the short and medium terms will be the auton1otive sector. According to 

specialists in MIDA and sources in the automotive industry. the sector is po;:;ed for very rapid 

expansion as a result of: 

• The output of cars for sale in the domestic market is likely to double over the next S years from 

the current levels of approximately 120,000 units to close to 250.000 units and could be 

higher if annual vehicle testing is introduced: 

• Sales of Malaysian built cars in export markets should increase substantially over current levels; 

• output of commercial vehicles should increase i11 line with GDP; 

• motorcycle output is likely also to increase in the short term, but growth is expected to come to 

a halt when market maturity is reached in the next 3-5 years. 

Domestic car output is likely to increase substantially when the second car project commences the 

manufacture of a Small Daihatsu designed car in 199'•· The project is expected to manufacture 
30,000 vehicles per annum initially ano gradually increase sales to its manufacturing capacity of 

60,000. 
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Car exports to date. have been limited by the Proton Saga being exclusively right hand drive. Expor---.s 

are hence mainly to the UK. But Proton's new model is expected to be produced also in a left hand 

drive version opening up potentially a large new market. 

In addition to the automotive sector other sectors which are like!y also to be major sources of growth 
are construction and machinery. 

The construction sector has grown at double digit rates over the past few years and growth shows no 

sign of slackening. Projects such as the new international airport are expected to keep the construction 

sector buoyant over the next five years. 

Demand from the machinery sector is likely to grow as a result of two factors: 

i.) the population of machinery in the country has been increasing rapidly over the past few years as 

a result of a very rapid increase in machinery imports. This will create a growing demand for 

replacement parts. 

ii.) Government is keen to develop the manufacture of machinery within the country and is actively 

promoting both foreign and domestic investment. f1+s domestic machinery manufacturers develop 

it will create new demand for rubber products from machinery manufacturers. 

The value of machinery imported into Malaysia has doubled in the past three years from MS 8.6 billion 
to over MS 16 billion. Whilst imports of all types of machinery imports have increased. key rubber 

using machinery such as construction machinery and printing machinery have shown strong growth. 

The size of the domestic market for some types of machinery is now believed to be sufficient to justify 

domestic manufacture. The list of machinery considered suitable for manufacture in Malaysia includes 

off-road vehicles for the construction industry. material handling equipment i 1cluding conveyors. 

printi:ig machinery, and food processing machinery some of which are significant users of rubber 

products. 

Whilst automotive. construction and machinery will be the dominant sources of growth. the electrical 
and electronic sectors will also continue to grow. And. although not as important an end-use for rubber 

products as automotive or machinery. the growth of the oil and natural gas sector in Malaysia will open 
up new markets for IRG. 

But over the longer term growth will slow down. f1+s the domestic market for car:; approaches maturity, 

the high rate of growth of construction slows and new end uses are exploited so IRG growth will slacken. 

The rapid growth likely to occur over the short and medium term will lead to changes in the market for 

rubber goods. Two major changes to be anticipated are: 

i.) IRG markets will become more technically demanding and sales to OEMs will mcrE::ase 

ii.) growth will lead to a proportionately greater use of synthetic rubber than at present. 
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Although continued growth of sectors such as construction. electrical appliances and automotive will 
cause demand for comparatively low value products to remain buoyant. much of the emerging new 
uses for IRG will require comparatively greater technical sophistication. End-uses such as construction 
vehicles. machinery. conveyors and oil and gas require greater technical sophistication. 

In addition. the proportion of sales to OEMs will increase not only in the automotive sector but also as 
domestic manufacture develops in machinery. OEMs demand higher specification products than the 
replacement market. 

It is a feature of higher specification products which meet technically demanding applications that their 
use of synthetic rubbers is far higher than products sold for less demanding uses. In products such as 
hoses sold for the automotive sector the content of natural rubber is low and for applir.ations 

demanding oil resistance. natural rubber is not suitable. Conveyors also use a lower proportion of 
natural rubber and for oil and flame retardant uses. or food grade belts. the natural rubber content is 
very low. 

Over time the proportion of synthetic rubber used in the IRG sector will increase towards the high 
levels prevailing in highly industrialised countries. But. given Malaysia's position as an NR producer 

and the current strong bias to NR products it will take many years for the proportion of NR in rubber 
consumption to approach 50% from the current t 5% and it may not ever get higher than the former 
figure. 

• Consumer Goods 

Demand prospects for consumer goods sold on the domestic market are also favourable. Consumer 
expenditure is projected under OPP II to grow at a rate of 1 2% p.a. and with higher incomes and 
leisure time. expenditure in consumer rubber goods should increase rapidly. 

The highest growth is likely to be in sports goods - swimming aids. rubber balls. inflatables - where a 
combination of changing life-styles as a result of greater leisure time coupled with higher incomes 
should help boost demand. But other consumer goods such as stationery and household goods 

should also experience an increase in demand. 

But. these markets will grow from a very small bJse and although gro~th will be high in percentage 
terms. in volume terms demand will not increase substantially. 

And. because population is small. these markets would tend over a period of time to saturation. Over 
the longer term growth will slow. to levels not far above the rate of growth of population. 

The relative openness of these markets in terms of world trade will mean that demand in Malaysia will 

become driven by changes in product trends in international markets. 
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• Rubber Masterbatch 

The domestic market for masterbatch will grow as a result of higher output from small businesses. But 

it will grow from a small base and will not develop into a large market. 

Small and informal IRG producers have. as a result of lower overheads and fixed costs increasingly 

displaced medium and large businesses in the manufacture of low value products. It is the small and 

informal sector which is the main source of demand for masterbatch. This trend will continue in the 

future. 

As a result domestic demand for masterbatch will increase. But whilst such businesses are numerous 

their rubber consumption is low. GroW":h will not result in a substantial increase in volume of demand. 

Expon Markets 

The high export propensity of the GIRG sector means its prospects will depend also on opportunities 
for export growth. We consider below Malaysia's current position and prospects in three main world 
markets - W.Europe. USA and Japan. 

We examine also prospects for exports to Taiwan and Korea. two main GIRG producers in the 
strategically important Asia-Pacific region. 

We begin with profiling size and trends in each market and then set out end-use sectors, 
segmentation. sales channels and key success factors which are common to these markets. 

It should be noted that market data on GIRG are not readily available and where available. 
inconsistent in terms of definitions used and often out of date. This reflects the fragmented nature of 
the markets for GIRG products, 

We have therefore had to undertake substantial data collection in an attempt to provide indicators of 
magnitude. But we cannot claim data presented are comprehensive or consistent. 

• Western Europe 

Market Size 

As noted in our First Interim Report. W. Europe is the largest single world market for non-tyre rubber 
products. valued at just over USS 20 billion. It accounts for just over 31 % of the world market for 
non-tyre products of US S 65 billion (figure 34 below). 

World Markets • Non tyre products 1992 

USA 
Japan (1) 
W. Europe 
Others 
World 

Value Percent 
US$ bllllon % 

9.5 14.6 
5.5 8.5 

20.3 31.2 
~;.1 46.0 
65.0 

Source: Various Trade Journals figure 34 
Note: (1) Estimate based 01: rubber consumption. 
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Western Europe is a major manufacturer of non-tyre products and a net exporter. Its overall output 
and trade position is as shown in figure 35 below: 

Production 

Western Europe - Non-tyre products 
Output and External Trade - 1992 

Production (1) 
plus Imports (2) 
less Exports (2) 
Apparent Consumption 

Value 
US$ billion 

22.5 
4.5 
(6.5) 

20.5 

Volume 
'000 tonnes of 

finished products 

2.000 
750 
(900) 

1,850 

Notes: (1) approximate figures based on industry estimates figure 35 
(2} estimates based on EC data 

Sources: Industry estimates. Eurostat. consultants estimates 

The breakdown of European output by product group is broadly as follows (figure 3 7). 

w. European non-tyre output, 1992 

Hoses and tubing 
- reinforced 225 
-other -15. 

300 
Belting 
- conveyor 110 
- other (v and fan belts) ....Ml 

150 

Floor covering 200 

Other rubber products 1,200 

Source: Estimates based on IRSG Key figure 37 
Rubber Indicators 1993 and other 
industry sources. 

The largest volurne of output is in the category 'other rubber products.' The main types of products 
included in this category are formed articles (mouldings) and profiles. a range of gaskets. washers and 
seals as well as crepe and foam rubber. glues. solutions and dispersions and rubberised cloth. The 
three largest product categories are formed articles. profiles and gaskets. washers and seals. 

The main manufacturing countries are Germany. France. Italy. the UK and Benelux. A breakdown of 
output in each country is shown in the figure facing. Over the past four years. taken together. output 
in these five countries has declined marginally. 

The two main producers of hose and tubing are Germany (56.2 thousand tonnes) and Italy (52. 1 
thousand tonnes). In both countries output in 1992 was substantially higher in volume terms than in 
1988. In Germany output was up 21 % and in Italy 10%. But as a result of a 44% decline in UK 
output. overall output in 1992 from the five was marginally ( 1 %) , lower th~n in 1992. In 1988, the 
UK was the largest hose and tubing manufacturer of the five countries. 
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Belting output in the five countries increased from 1988 to a peak in 1990. but declined thereafter 
due to recession. Overa!I. between 1988 and 1992. belting output of the five has fallen by 5% in 
volume terms. 

Germany and France are the main belting manufacturers and conveyor belting the main type of belting 
produced. 

The output of crepe and foam rubber in the four countries in 1992 (excluding the UK for which recent 
data are not available) was 26% higher in 1992 than 1988 levels. The UK and France are the largest 
manufacturers. The late!.t UK output figure available is for 1989. 

Over the past decade. the output of hygienic and pharmaceutical articles has fallen in most 
W.European countries. This is due mainly to the transfer of glove and C'ondom production to the Far 
East and especially Malaysia_ Between 1988 and 1992 output declined by 7%. 

The manufacture of floor covering has also fallen from 1988 levels in France. Italy and the UK But 
German output has nearly doubled resulting in an increase in output from these four countries of 24%. 
Figures for Benelux are not available. Germany is now by far the largest manufacturer. in West 
Europe. 

Rubberised cloth output has fallen in the UK and France but has held up well in Germany and Italy. 
Overall. output in the five countries fell by 1 2% between 1988 and 1992. Germany is the largest 
manufacturer with output of nearly 13 thousand tonnes. 

The output of glues, solutions and dispersions has also fallen from 1988 levels with large falls in 
Benelux. Germany and France. UK output had been on a declining trend prior to 1989. the latest 
year for which figures are available. Italian output nearly halved between 1988 and 1991. the latest 
year for which figures are available. 

Germany stands out as a manufacturer of ebonite products. Output has increased by 24% since 
1988. 

Volumes of other rubber product output have also fallen marginally over the 1988-92 period. With 
increases in Germany and France and Benelux not able to offset large falls in Italy and the UK. Growth 
points include the manufacture of profiles. formed articles and other rubber products in Germany and 
profiles and formed articles in France. 

Overall. volumes are lower than 1988 levels. but there is growth of output in Germany and France. 

Trade 

In W. Europe. whilst output has been falling at a relatively modest rate. trade in non-tyre products has 
increased rapidly. Hard data on trade are available readily only for the EC but as the twelve countries 
of the EC account for over two-thirds of W.European trade. these figures reflect the broad picture for 
W.Europe. 

Over the 1988-92 period. on average, EC exports have increased in volume terms by 15. 2% p.a. and 
imports. 9.2% p.a. 

The main features of export performance have been the growth in exports within the EC. As European 
Union leads to a more intP.grated European economy, so the greater is EC trade. Overall. less than 
one-third of EC exports are to countries outside the EC but exports to countr:cs outside the EC have 
also incrcdsed in vclumc terms. 
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The main products exported in ·1alue terms by EC countries are shown in figure 38. 

EC Exports of General and Industrial Rubber Products in 1992 
Total Value U 5.2 billion 

Other 32% 

Not-reinforced 
hose 3% 

V-belts 5% 

Reinforced hose 5% 

Hose with fitti s 5% 

Sourr:e: Eurostat 

20% Other rubber articles 

6% Rods, tuhes & profiles 

6% Plates & sheets 
5% Conveyors & transmission belts 

figure38 

Imports have also grown rapidly, largely as a result of intra-EC trade increasing. But imports from 
outside the EC have also grown substantially. In the large majority of cases the proportion of imports 
from outside the EC has fallen marginally but total volumes are up substantially. So the volume of 
imports from outside the EC has increased. 

In volume terms. the main EC imports are comparatively low value products such as masterbatch. 
plates and sheets and floor covering. But si.;bstantial volumes of gaskets and washers. hose and 
tubing and belting are also imported. In value terms. the main products imported are gaskets, 
washers and seals. hose and belting. 

Figure 39 below presents both values and volumes of the main items imported into the EC in 1992 
and shows the proportion of imports from outside the EC. 
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Main Products Imported Into the EC - 1992 

Total Volume = 565,000 tonnes Value = US$ 3.8 billion 

11.2% 

5.0% 5.4% 
6.0% 6.5% 5.1% 5.6% 

5.8% 
6.6% 

= % from outside EC 
= Coverings & mats non-cellular, not hard 

= Floor covering & mats 

= Plates, sheets of non-cellular rubber 

= Gaskets, washers. seals 

= Hose with fittings 

= Hose reinforced 

= Belting less than 20cms wide 

= Hose not reinforced 

=Other 

= Rods, profile shapes 

= V·belts 

= Masterbatch 

Source: Eurostat figure39 

Imports are concentrated in product terms. The top nine products account for over 65% of total 
volumes and over 70% of total value. The proportion of products imported from outside the EC is 
particularly high for gaskets. washers and seals and plates and sheets of non-cellular rubber. 

Although the main sources of imports are within the EC. imports from outside the EC represent a large 
market. For instance the value of gaskets imported from outside the EC exceeded US s 250 million in 
1992. 

The pattern of sourcing from outside the EC (by value) of all the main products imported is broadly 
similar. The main sources are other highiy industrialised countries such as the USA. Japan or 
neighbouring W.European countries such as Sweden and Austria followed by newly industrialised 
countries such as Korea. Taiwan. Brazil and Mexico. Low cost countries are not major sources of 
supply. 

Malaysia is a significant source of supply for three main imported items. plates and sheets. rods and 
profile shapes and masterbatch. These are comparatively lower value products. In all instances. 
Malaysia's share of EC imports is less than 1 %. Figure 40 overleaf presents market shares of the main 
sources of imports from outside the EC in 1992. 
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Non·EC Sources of Main lmpons • 1992 

O/o 

outside USA Austria Sweden Malaysia Other 
Categories EEC% % % O/o % % 

Gaskets. washers, seais 30 5.8 6.8 3.7 3.9 
Plates. sheets non-cellular 38 7.9 1.0 0.4 -China 

Rods. profile shapes 17 0.9 
0.2-Taiwan 

6.3 0.1 - Taiwan 
Belting less than 20cm 20 6.4 6.4 1.5 Brazil 

1.4 Switzerfand 
Hose with fittings 21 3.9 10.3 1.3 Mexico 

V-Betts 19 6.3 
0.6 Turkey 
1.1 South Korea 

Hose not rein'orced 16 3.3 3.2 3.3 1.1 Thailand 
Hose reinforced 21 2.2 4.1 5.4 2.4 Turkey 
Masterbatch 15 3.2 3.4 5.5 0.7 

Source: Eurostar figure40 

Clearly. in many products supply is concentrated. The top four-five suppliers account for a high 
proportion of supply from outside the EC. But. ther~ are notable exceptions in gaskets. washers and 
seals. plate and sheets and in rods and profile shapes where a very large number of countries have 
small shares of imports. 

Malaysia's ASEAN rivals. Thailand and Indonesia, do not figure as prominently as Malaysia. This 
suggests that the Malaysian industry has a better market position than its closest ASEAN rivals. 
Against more industrialised rubber product manufacturers. however. Malaysia is a comparatively small 
supplier. 

It is worth noting that the unit value of imports from the highly industrialised countries is higher than 
the unit value of imports from newly industrialised countries. This suggests distinct market 
~gmentation which is examined further below. 

In the main imported items. the main growth in volumes has been in profiie shapes. in hose and tubing 
and in gaskets. washers and seals as shown in figure 41. The lowest growth has been in masterbatch. 

Grow1h of Main Imports Into the EEC 1988·1992 (volumes In%) 

Hose with fittings 

Gaskets. washers, seals 

TotalGIRG 

~:at belting of width :.. 20crns 

Floor coverings & mats 

Plates, sheets of non-cellular rubber 

Hose reinforced 

Master batch 

Hose not reinforced ~~-::t:.==t:.='=t=::jt==t.=-=i-==1Z==l-==t 
0 , 0 20 30 40 50 60 70 80 90 

4 % Growth 1998 • 1992 ... 
Note: Imports of rods and profile shapes have declined in voluf'le terms. 
Source: Eurostar 
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It is noticeable that in the products with the highest overall growth of imports. the proportion of 
imports from outside the EC has held up well. suggesting a growth in both intra and extra-EC trade. 
Figure 42 below sets out changes in the proportion of imports sourced from outside the EC for the 
main growth products. 

proportion at Extra-EC imports 1988-1992 

1 2 3 4 5 6 7 

Legend 1. rods, profile shapes 5. plates, sheets (nor.-cellular) 
2. gaskets. washers, seals 6. floor covering, mats 
3. !'lose with fittings 7. masterbatch 
4. hose reinforced 8. belting of width >20 ems 

8 

• 1988 

a 1992 

figure 42 

mports have increased fastest for products the output of which is either also rising in W.Europe 
(profile shapes, floor covering) or is at least not declining fast The market for these products appears 
to be growing and causing imports to increase. Domestic output is in general only being replaced in 
some segments of the market. 

The exception to this is the UK which has suffered a large loss in output and which is also experiencing 
a large increase in imports. The UK is clearly likely to prove an easier market for exports from 
countries such as Maiaysia than other European countries. 

In addition to the industrial products noted above. nearly 30 thousand tonnes of consumer rubber 
products are also imported into the EC with value of nearly USS 300 million. The majority of these 
products are imported from outside the EC. 

The production of consumer rubber products has increased in Europe. particularly in Italy. Import 
volumes were increasing up to 1990 but have fallen since then. possibly as a result of recession. 

Market Trends 

In the face of economic recession. upto 1992. the W. European market for non-tyre rubber products 
held up well. The size of the market appea~ to have fallen from peak levels in 1990, but recovered in 
1992. 

The main cause of this relatively favourable performance is the strength of the European automotive 
industry, which is the main end-u!ie sector for non-tyre rubber products. After a fall in output in 
1991, European car output recovered in 1992. 
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W. European output of non-tyre rubber products has declined over the past five years. but only 
marginally. Though import penetration has increased. exports have also grown. enabling 
manufacturers to cushion the effect of the loss of parts of their domestic mark.et. 

The main products exported .:.nd imported On value terms) are broadly similar. Gaskets. washers and 
seals. profi:es and plat~ and sheets are the main categories of imports and exports. 

Moreover. the main sources of imports into the European mark.et are other industrialised countries 
such as Japan and USA. This suggests that individual company capability to supply rather than sector 
cost advantages is the main determinant of the pattern of trade. 

In 1993 economic conditions remained difficult in W. Europe. Depressed demand in Germany affected 
trading conditions in many W. European countries. 

Looking ahead. the prospects are of a gradual recovery. but one which progressively gathers pace. 
Growth of 2-3% p.a. should be possible from 1995 onwards with the expansion of the EC to Eastern 
Europe and ir.creased world trade perhaps enabling faster growth in the latter part of the decade. 

With improved economic conditions. the mark.et for non-tyre rubber products. which is linked closely 
to GDP, should also grow appreciably. Imports should also continue to grow at a rapid rate. 

Imports from outside the EC are likely to grow faster than they have over the 1988-92 period. In the 
past. imports have been mainly sourced from other industrialised countries with little or no factor cost 
advantage. But there is growing evidence that the capabilities of countries such as Korea and Taiwan 
have improved consid~rably in the recent past and these countries ha·1e significant factor cost 
advantage over W. Europe. 

Eastern Europe. is beginning also to overcome the effects of disruption caused by its transition to a 
market economy. Recent investments by W. European companies should strengthen considerably the 
capabilities of East European companies and these countries have factor costs lower than Korea or 
Taiwan. 

For Malaysia. the growth of imports into W. Europe should present a major opportunity for export 
growth. not only in volume but more importantly in value terms. Currently, Malaysia's main presence 
is in comparatively low value product category markets such as masterba:ch and plates/sheets. 

If Malaysian capability to supply higher value product categories such as hose with fit~ings could be 
improved. it may not only develcp presence in the main product segments of the W. European market 
(in value terms) but also substantially increase the unit value of exports. 

• USA 

Market Size 

The US market for non-tyre products was valued in 1992 at USS 9.5 billion. Unlike the EC. the US is 
a net importer of non-tyre products as shown in figure 43 overleaf. 
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US Market for Non-tyre Rubber Products· 1992 

Product Category 

Hoses & Tub.no 
V-Belts • 
Flat Belting 
Fabricated Products 
Total 

Output 

149\) 
632 
461 

6.5.19 
9,102 

Sources.· RMA, Industry estimates 

Plus 
Imports 

184 
60 
90 

.LllB8 
1,422 

Less 
Exports 

(2..;.t) 
(62) 
(46) 

..WW 
(1,059) 

Apparent 
Consumption 

(sales) 

1,430 
630 
505 

.6.9!lO 
9,465 

figure 43 

In value terms. the US market has not increased appreciably since 1988. The market is gradually 
recovering from the recession of 1990 and 1991 . 

Sales in 1992 are estimated to be 1.8% higher than 1991 levels. The h;~hest growth was in v-belts 
(5%) and flat belting (3%) but the large fabri<.ated products market grew hy only 1.5%. 

Output 

Much of the increase in US sales of non-tyre products in 1992. was met by imports. Domestic output 
remained broadly stable between 1991 and 1992 - USS 9.137 million in 1991 compared with USS 
9.102 million in 1992. 

In 1992. the value of output of hose and tubing increased by 5.2~o over 1991 levels. indicating 
growth in real terms as price escalation was low. Output of v-belts also rose 5.2% in 1992 over the 
proceeding year. Flat belting reco:·ded a 2.9% increase in output in 1992. 

But the output of fabricated products. which account for 72% of total non-tyre outpJt. fell nearly 6% 
in 1992. despite the increase in total sales. This resulted in overall non-tyre output recording a small 
fall in 1992 over 1991 i~vels. 

Trade 

The US has run a trade deficit in non-tyre products for many years. During the recession. the trade 
deficit fell. In the face of lower demand. imports did not increase. Exports. t10wever. increased due to 
the value of U1e dollar. 

With the economy emerging out of recession. evidence from 1992 suggests that the trade deficit is set 
to worsen again. The trade deficit in 1991 is estimated at USS 164 million. The figure for 1992 is 
estimated at USS 363 million. 

Exports continued to grow in 1992 over 1991 !evels. Overall. exports were up 5.6% with IMge 
increases in exports of hose and tub1:ig ( 11 %) . v-belts (9%) and flat belting ( 1 O~o). But the growth of 
fabricated product exports. the largest product category. was a comparatively low 3%. 

Import:>. on the ott1er hand. were up over 22% over 1991 levels with a 34% increase in imports of 
fabricated prorJucts. the largest import catc~ory. and 7% increases i11 both v-belts and flz.t belting. 
Imports of hose: and tul)ing were however clown 14%. 

In 1992. the US had a trad.? surplus on hose and turiing and a small surplus in v-belts. But in flat 
belting and especially fabricated p•oducts it ran a large trace deficit. 
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Imports 

The main types of hose and tubing imported into the USA are reinforced hose (42%) and hose with 
fittings (37%) with the balance 20% made up of unreinforced hose. F!at belting accounts for 60% of 
total imports with v-belts making up the remainder. 

In the lal'g'3t import catego:y. fabricated products which accounted for nearly 77% of total imports. 
the main products imported were gaskets. washers and seals. The value of imports o~ these produtts 
was in excess USS 205 million and they _iccounted for nearly 20% of total imports of fabricated 
products. 

Other products which contributed significantly to the import of other fabricated products were 'other 
articles of unhardened rubber' (USS 166 million). basketballs (USS77 million) and equipment for 
watersports (USS58 million) 

Accurate data on countries of origin of imports are difficult to compile for the USA due to the reporting 
formats used. Nevertheless. examining export data of the main rubber product manuf3cturing 
countries provides indicators of the main sourtes of supply. 

The main sources of hoses imported into the US are Japan which accounts for ne.arly half the value of 
hose imports and the EC which contributes just under 20% of hose imports. Japan is particularly 
important as a source of unreinforced and reinforced hose without fittings. The EC is an important 
supplier of hose with fittings. 

The remainder of the market is supplied by a large number of other countries. each holding a small 
share of the market . 

The supply of belting is. compared with hoses. far more fragmented. W. Europe. Japan. Korea and 
Taiwan are the most important suppliers. 

Japan. Korea a!'ld Taiwan are the main sources of gaskets. washers and seal5. followed by the EC. 
These are also th~ main suppliers of 'other articles of unhardened rubber'. Sources of supply for both 
these import categories are fragmented, with many countries supplying product. 

The mai11 sources of imports of basketballs is Taiwan followed by Korea. Taiwan supplies nearly US S 
25 million of basketballs to the USA. It is also the main supplier of water sport equipment to the USA 
with exports of over US S 24 million. 

Market Trends 

The US market for non-tyre products is expected to grow at 6-7% in value terms over the next five 
years. This represents real growth of between 3-4% p.a. 

Growth is likely to be highest in mechanical products such as gaskets. washers and seals and other 
moulded and extruded industrial products. Demand for hose and belting is expected to grow less 
rapidly (figure 44). 
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Growth Prospects for US IRG Market 
1991-1996 

Hose 1295 1540 
Belting 910 1145 
Mechanical goods 4905 7200 

Total IRG 7110 9885 

Price Index 100 116.5 

3.5 
4.7 
8.0 

6.8 

3.1 

figure 44 

Much of the growth is expected to be met by imports. Imports are likely to represent growing 
competition to domestic manufacturers. The combination of a strong dollar making domestic 
manufactures less competitive against imports and strong markH growth should allow imports to grow 
by close to double digit levels. 

It is expected that with the formation of NAFTA. Mexico is likely to emerge as a major source of 
imports. US comparies. unable to compete against lower cost countries. are expected to locate in 
Mexico. 

Nevertheless. imports from countr;es such as Korea and Taiwan and the ASEAN countries should also 
increase substantially. 

Malaysia is. as yet. not a major source of imports into the USA for any product category. But nor are 
its main ASEAN rivals. Thailand and Indonesia. The USA thus represents a major opportunity for the 
growth of Malaysian exports. 

• Japan 

Market Size 

Firm estimates of the Japanese market for non-tyre rubber products are not available. IRSG figures 
show that Japan's rubber consumption for non-tyre producls was just over 700 thousand tonnes in 
1992. This level of consumption sugP,ests that the value of output of non-tyre products would ~ in 
the region of USS 6-7 billion. Japan is a major net exporter of rubber products. In 1992 it exported 
USS 1 .35 billion worth of non-tyre rubber p:-oducts and imported only USS 0.35 billion. Thus 
apparent consumption in Japan is likely to be USS 1 billion less than output. at between USS 5-6 
billion. 

Output 

Roughly half of Japan's total rubber consumption is in the rubber products industry with the balance 
going to ottier industries. Our br!st estimate. based on the above. is that the v~.!ue of output in the 
non-tyre rubber products industry is in the region of USS 3-4 billion. 

Japanese output of non-tyre rubber products {excluding footwear) is shown in figure 14. As in other 
industrialised cc~ntries the highest proportion of output (67%) is in the category 'other rubber 
products' wr.ich includes a range of mouldings. profiles and gaskets. washers and seals. Figure 45 
shows only the output of the rubber products i:idustry and thus excluc!~ the output of rubber 
products manufactured by other industries. 

-------------------·-------------------
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Japan's Output of Non-Tyre Rubber Products - 1992 

Volume of Output 
Product ('000 tonnes) • % 

Hose and tubing 30.5 (10) 
- of which automotive 19.3 

Belting 31.5 (10) 
- of which • conveyor 18.9 

• V-belts 7.5 
• cug belts 3.5 

Crepe & foam ruhber 27.6 (9) 
Hygenic & phar .imeutical 5.1 (2) 
rubberised cloth 3.4 (1) 
Sports goods, & toys 7.6 (2) 
Other rubber goods 210.6 (67) 
- cf which • vibration dampers 44.2 

• fenders 3.3 
• roller covering 5.8 
• sheets 14.9 
• linings 1.6 
• packing material 32.0 
• sponge products 27.5 
• other 81.3 

Total 316.3 

Sources IRSG Key Rubber lndicatnrs. 1993 figure 45 
Other industry estimates. 

Output fell S~o between 1991 and 1992 and a further 5% fall is expected in 1993 as a result of the 
Japanese recession. 

Trade 

A very high proportion of the ncn-rubber products industry's oi.;tput is exported. In 1992. the 
country exported nearly 93 thousand tonnes of industrial rubber products with a value of USS 1.335 
million. In addition. it exported USS 12 million worth of adhesive tape and USS 45 rnil:ion of other 
rubberised fat:;rics. 

The rr.ain industrial rubher products exported from Japan (in value terms) arc shown in figure 46 
helm~: 

Japan's Main Exports of Industrial Rubber Products. 1992 

Other 1~% 

Plates. sheets 

V-belts 4% 

Convl!yor belting less than 20crr. 5% 

Conveyor belting over 20cm 5°,,;-

Hose and tubing reinforced with fillings 

Hose and tubing reinforced with textil~.----' 
without fitting 7% 

Sourco: .Japan Exporr Srat1sr1c:; 

, August 1991, 

1o:a.~\"\ 
UNIOO 
~~Jjf 

21 % Gaskets, washers, seals 

7% Hose and tubing. not reinforced, without fitting:; 

figure 46 
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The main groups of products exported from Japan are other articles of rubber (27%). baskets. 
washers and seals (21 %). hose a:id tubing (21 %) and belting (17%). 

The main destinations of Japan's export of industrial rubber products are the USA (21 %) and the EC 
( 13%). Japanese exports to Malaysia were worth around USS 50 rriillion in 1992. consisting mainly of 
other rubber products. gaskets. washers and seals. hose and tubing and plates and sheets. 

Overall. between 1988 and 1992 Japanese exports have been growing in volume terms at 6.3% p.a. 
The main growth has been in other rubber articles. exports of which have increased 61 % between 
1988 and 1992. 

Japan imports just over 33 thousand tonnes of industrial products with a value of nearly USS 250 
million. In addition. it imports over USS 100 million worth of consumer products. but it :;hould be 
noted that this figure includes items such as golf balls which may have little n..:bber content and water 
sport equipment only some of which is made of rubber. 

The main groups of industrial rubber products imported into Japan by volume and value is shown in 
figure 4 7. 

Japan • Main Imports of Industrial Rubber Products • 1992 

Volume Total= 33.1 thousand tonnes Value Total = US$ 250 million 

Other 20% 

V-belts 5% ----------. 29% Others 

Gaskeis. washers. seals 
24% Other Rubber Products 

Plates and sheets 10% 

Masterbatch 28% 

Other rubber products 29°/o 
9% Conveyor belting, all types 

8% V·belts 
...._ _____________ 8°_Yo Plates and sheets 

6% Masterbatch 

In addition. Japan imported USS 35 million worth of golf balls. USS 30 million worth of inflatable 
rubber products. USS 18 million worth of water sports equipment. and USS 9 million of adhesive 
tape. 

In comparison with the EC or USA. the market for imported rubber products in Japan is much smaller. 
But it is growing very rapidly. 

Between 1988-92. Japanese imports of industrial rubber products have grown in volume terms by an 
average 18.8% p .. The most striking growth has ... een in the import of plates and s~.eets and 
automotive rubber parts. Between 1988 and 1992 volumes of plate!. and sheets and automotive 
rubber parts imported into Japan have increased over fifteen and six fold respectively . 

Automotive rubber parts accounted for over 32% of the total volume of 'other rubber products' 
imported into Japan in 1992 and over 34% of their value. In addition to these two products. imports 
of gaskets, washers, seals, car mats, hose and tubing reinforced with textiles. hose and tubing with 
fitting and masterbatch have more than doubled in volume terms over the 1988-92 period. 

figure 47 
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In value terms. the main source of industrial rubber prcducts imported into Japan are the USA and 
EEC followed by Korea and Taiwan and the ASEAN countries led by Singapore. In volume terms. the 
picture is broadly similar but Korea. Taiwan and the ASEAN countries have a higher proportion of 
imports. 

In the important 'other rubber products' category, (excluding automotive rubber parts). Malaysia is 
the largest source in volume terms with a 40% share of the market. ahead of Korea ( 13%) Taiwan 
( 12%) and China (9%). the USA (7%) and EC (5%). 

But in value terms. USA is the largest source of imports with 25% of the market for imports. followed 
by Malaysia (21 %). EC (15%). Taiwan (13%) and Korea ( 10%). This reflects the higher unit value of 
imports from industrialised countries such as the USA and the EC. In comparison with imports from 
industrialising countries such as Korea and Taiwan the unit value of Malaysia's exports is lower also. 

In automotive rubber parts Taiwan is the largest supplier to Japan in both value and volume terms. 
accounting for 45% of volume and 27% of value of imports. Other important sources are the EC 
(mainly Q.>rmany) Korea. Malaysia and the USA. Malaysia accounts for 13% of the volume of imports 
and 1 2% of value and is a significant supplier. 

The main sources of import!. c.f gaskets. washers and seals in value terms are the USA (26~). EC 
(24%). Korea ( 16%). Thailand (8%) and Malaysia (8%). Altfiough Malaysian·s share of 'mports of 
gaskets by value is lower than Thailand's. the unit value of Malaysian exports is much higher. 

Malaysia is the dominant supplier of car mats and other hygienic and pharmaceutical products 
(excluding gloves) dominating both the value and volume of imports. 

Malaysia is an important source of JJpanese imports of masterbatch and plates. sheets and strips but 
its importance is greater in volume rather than value terms. It supplies 12% of masterbatch imports by 
volume but only 9% by value. The unit value of imports from Malaysia is lower than imports from 
Korea and the EC (mainly France). 

Malaysia accounts for 16% of the volume of Japanese imports of plates and strip (vulcanised) but 
only 5~'o of their value. Countries of the EC (49%). USA (27%) and Thailand ( 11 %) have a higher 
share of the value of imports and the unit value of their imports is higher. 

Malaysia is n')t an important supplier of beltirg which accounts for 1 7% of Japan's imports (by value). 
Belting is mainly imported from USA and Switzerland. 

Market Trends 

The Japanese economy experienced sharp recession in 1992 and 1993. Prospects in 1994 are for a 
small recove:ry which may gather pace in later years. But overall. r)rospe<:ts for growth over the next 
five years are of a modest 2-3% p.a. 

Even with a slow recovery. imports should continue to grow rapidly. The main cause of their growth is 
the high value of the yen which makes domestic manufacture:"S uncompetitive. It is likely that the high 
rates of growth of imports recorded between 1988 and 19~2 could not only be maintained but could 
be exceeded in the future when recovery combinP.s with a high yen to cause strong demand for 
cheaper imports. 

Prospects for Malaysian exports to Japan are favourable. The country has estabiished a significant 
share of Japan's main imported products. The volume of imports of products supplied by Malaysia 
has been rising fast and is likely to continue to grow r.:ipidly in the future. 
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Up to now the unit value of Malaysian exports to Japan has been significantly lower than export:> from 
industrialised countries such as the USA and the EC countries and Korea and Taiwc.>n. If Malaysian 
exports can penetrate the markets for higher value procucts supplied by these countries, the value of 
Malaysian exports to Japan could rise very rapidly, through a combination of vol;;me growth and an 
increase in unit values. 

• Korea 

Market size 

No firm estimate of the value o~ Korean non-tyre output are available. IRSG estimated Korean non­
tyre rubber consumption to be 243 thousand tonnes in 1992. of which 25 thousand was in the form 
of latex. Hence. consumption by the GIRG industry is likely to be in the region of 220 thousand 
tonnes. 

Based on this estimate of rubber consumption. the value of output of the Korean GIRG industry is 
likely to be in the region of USS 1.5 -2.0 billion. But of this roughly half would be in the form of 
bicycle and motor cycle tubes and tyres (included as GRG) and footwear. The value of GIRG excluding 
these products is likely to be USS 800 million to USS 1 billion. The country is a sr.lall net importer of 
GIRG, with a trade deficit of USS 50 million in indust.rial and add a surplus of USS 20 million in 
consumer goods. Thus an estimate of the Korean GIRG market at between USS 0.8 - 1.0 billion 
appears reasonable. 

The Korea11 market appears to have grown rapidly during the 1980s at over double digit levels. But in 
recent years. growth appears to be slowing down to a more modest 6-7% p.a. 

Output & Trade 

Data on the breakdown of output by product category are not up to date or presented consistently. 
The comments below reflect the views of informed sources and available data. 

Korea is not a large manufacturer of hose and tubing. It runs a la~ge trade deficit in hose and tubing 
importing USS 49 million and exporting less than USS 4 million. The main types of hose and tubing 
imported is reinforced hose with fittings (USS 35 million) followed by reinforced hose without fittings 
(USS 10 million). particularly hose reinforced with metal. 

The main source of hose and tubing imports are Japan and the LSA. Malaysia is not an import source 
of imports but nor arc other .A.SEAN countries. 

Korea is a major manufacturer of belting. Output of belting (v-bclts and conveyor belting) is 
estimated by IRSG in 1992 at 3.349 million ply (each ply :o 6 lcm x 30.3cm). Belting output. 
however is falling from a peak of 4 .81 1 million ply in 1988. 

In 1992. the country had a major trade surplus in v-belting. It exported over USS 18 million of v­
belting against imports of USS 5 million. 

Korec. imports and exports flat belting (transmission and conveyor belting) worth USS 21 million. 
Despite its strong presence ir. for instance. the US and EC markets. the country also imports 
substantial quantities of flat belting from Japan, the USA and in the case of tnnsmission belting, the 
Peoples Republic of China. 

---------
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Korea imports USS 22 million worth of gaskets. washers and seals but exports only USS 13 million 
worth. It also runs a trade deficit in rubber parts for mechanical uses importing close to USS 21 
million whilst exporting USS 1.5 million and in other rubber parts where imports in 1992 were worth 
USS 30 million and exports. USS 13 million. 

The main source of gaskets. washers and seals. mechanical rubber parts and other rubber products 
are Japan. the USA and Germany_ Malaysia is not a major supplier of either of the three groups of 
products. Of the ASEAN countries. Indonesia is a significant supplier of mechanical rubber parts. 

As figure 48 below shows that the main industrial products imported into Korea are hose and tubing, 
other rubber products. gaskets washers and seals and mechanical rubrer parts. 

Other 14% 

Mechanical rubber parts 

Korea - Imports of Industrial Rubber Goods - 1992 

Total = US$175 million 

28% Hose and tubing 

Gaskets, washers, seals 17% Other rubber products 

Belting 16% 

Source: Korean Trade Statist;.;s figure 48 

In contrast to a position as a r:et '."porter of industrial products. Korea is a net exporter of consumer 
rubber products such as basket and volley balls. tennis balls and other inflatable b~lls. It eY.;JOrted 
USS 28 million worth of balls and USS 2.5 million of adhesive tapes in 1992. 

Prospects 

The Korean economy is forecast to grow over the next 5 years at between 5-6 p.a. Consumption of 
GIRG should therefore. grow at around this rate. 

As domestic consumption increase. imports are likely to grow fast for the following reasons: 

i} alrear111 in Ifie / .<JAA-92 period. imporl.c:, increased al an overogr? I I% p o 

ii) £he fastest growth m 1mportc:, ho.~ been in products such as belling which ore trarlil:onolly an area of 
strength or the Korean inrluslry This sugge_;;,ts a loss of compeliltveness on the part of lhe Korean 
industry: 

iii.} there is growing evidence of Korean rubber manufacturers relocating LO China. lo counter higher 
domestic labour costs /mporl.s inlO Korea will grow as a result 
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Fast growth of imports should present a significant opportunity for Malaysian exports. Imports of 
industrial rubber products are already close to US$ 1 75 million. Korea is likely therefore to develop 
into a significant importer of rubber products. 

Currently. the country's main source of imports are the highly industrialised countries of Japan. USA 
and Germany. Neither Malaysia nor its colT'petitor ASEAN countries have a signif.cant position in 
these markets. 

Provided Malaysia can improve the capability of its GIRG industry, it has the potential to displace the 
tiigher cost suppliers which currently d~minate Korean imports. 'Jut it should be noted that the 
relocation of Korean manufacturers to ma:nland China will represent substantial competition in the 
futmt:. 

• Taiwan 

Marke: size 

There are no firm estimates available of the size of the Taiwanese market for GIRG. As is the case with 
Korea. our order of magnitude can. however. be derived from estimates of rubber consumption and 
trade data. 

IP.SC estimates Taiwanese non-tyre rubber consumption at close to 220 thousand tonnes of which 
roughly 30 thousand is in the form of latex. Rubber consumption for GIRG in Taiwan is thus in the 
region of 190 thousand tonnes. 

Based on the above. output of non-tyre. non-latex rubber goods is likely to amount to around USS 
1.5 billion. Of this a significant proportion. is likely to comprise bicycle and motor cycle tubes and 
tyres and footwear which are :nc!uded under general rub~r goods. The output GIRG excluding 
footwear and tubes and tyres is likely to amount to between USS 500 million and USS 800 million. 

Taiwan is a net exporter of GIRG products. roughly balanced in its trade in industrial products but with 
a USS 80 million supp!y in exports of consumer rubber products. Hence the Taiwanese market for 
GIRG as defined for this study is likely to be worth between USS 400-700 million. 

Output & Trade 

As is the case with Korea. no consistent breakdown of output is available. But it is possible to 
comment generally on the country's GIRG industry and its competitiveness as demonstrated by 
international trade. 

Taiwan manufactures significant quantities of hose and tubing. In 1992. output of pipe and tubing 
amounted to nearly 44 million metres. In 1988. the latest year for which figures are available, hose 
output was 65.5 million metres. Output of hose Jnd tubing appear on a downward trend from peai< 
levels in the late 1980s. 

Thi:? country is, however. a net importer of t.ose and tubing, importing in 1992, nearly USS 46 million 
worth of hose and tubing but exporting only USS 7 million. The main import is of hose and tubing 
with fittings. The main countries of origin of hose and tubing impor'ts are Japan and Italy. Malaysia 
and the other ASEAN countries are small suppliers. 

IRES&<zj 
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Taiwan is a!so a net importer of belting, both v-belts and flat belting. It exports USS 5 million worth of 
v-t>elts and imports USS 9 million. The figure for flat belting is USS 11.6 million worth of exports and 
USS 22 million of imports. Japan is the main source of bel~ing imports. 

Taiwan is also a net importer of gaskets and seals. principally from Japan and 'other rubber articles' 
from Japan. Thailand. USA and Germany. But it is a net exporter of floor coverings and mats. erasers. 
and inflatable articles and runs a very large trade surplus in articles of hard rubber. It exports hard 
rubber articles to USA. Japan and Hong Kong. Exports of hard rubber articles were close to USS 55 
miihon ln ~ 997 _ 

Figure 49 below profiles Taiwanese imports and exports of industrial rubber products: 

Taiwan's Trade in Industrial Rubber Products - 1992 

Hose and tubing 5% 

Gaskets 8°0 

Belting 12% 

Exports - US$ 143 million 

Other rubber articles unhardened 18% 

Source: Taiwanese Trade Statistics· 1992 

Imports - US$150 miliion 

26% ~ther rubber articles (unhardened) 

21% Belting 

9% Gaskets 
4% Masterbatch ..._ ____________ 12% Other 

figure 49 

Taiwan is particularly strong in the manufacture and export of consumer rubber products. In 1992 it 
exported close to USS 100 million worth of consumer rubber products. including USS 44 million of 
equipment for water sports and USS 24 million worth of basket balls. Its main export destination is 
the USA followed by Japan and the EC countries. 

Market Trends 

Taiwan's continued high rate of economic growth (5-6% p.a.) should lead to continued growth of 
demand for rubber products. And over the next five years. the structure of Taiwan's trade with the 
rest of the world should change, offering significant opportunities for exporters. 

Over the 1989-92 period. Taiwan's exports have shown little volume growth. Exports of hose and 
tubing, belting and gaskets have declined in volume terms with hard rubber articles the only product 
category to show notable growth. 

But over the same period. imports have increased in volume term nearly fourfold. There have been 
substantial increases in the volumes of other rubber articles. gaskets and hose and tubing imported 
into the country. 
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This pattern of slow export growth but accelerating volumes of imports has changed Taiwan from a 
major net exporter into a country which enjoys a trade surplus only in consumer rubber products. In 
the future. culmination of this trend will cause the country to become a net importer of rubber 
products. And the country will rely on imported products to meet a growing proportion of its demand 
for rubber products. 

It should be noted. however. that Taiwanese companies have started to move offshore. looking for 
countries with cheaper factor costs. China is emerging as an important country of location and the 
country may start to rely on it. for much of its imports. 

Malaysia and the other ASEAN countries have to date not made major inroads into the Taiwanese 
market. But. imports from ASEAN countries are gro~ing fast. Thailand. in particular. is emerging as 
an important supplier. particularly of 'other rubber products'. 

Taiwan has the potential to become a major market for Malaysia. It could benefit from t~e growth of 
imports and attempt also to displace high cost supply from Japan. 

However. Malaysia will have to compete against emerging competition from lower cost countries such 
as China, particularly if Taiwanese rubber product manufacturers locate there. 

• End-use Sectors 

In the important world markets of the EC. USA and Japan. the main end-use for industrial rubber 
products is automotive. For instance. in the USA. sales of mechanical rubber goods account for 
nearly 70% of total industrial rubber product sales. Over half (53%) of the sales of mechanical goods 
are to the automotive industry as shown in figure 50 below. 

USA - Sale of Mechanical Rubber Goods - By End-Use 

100-
Other 

90-
Extruded and Lathe Cut 

80- Automotive 
Rubber Products 

70-

60- Other 

50-
11~~""'"""" 

40- Off-road machinerv 
Tr<1nc:~n.t Moulded Rubber Products 

30-

20-
Automotive 

10-

0-

Source: US Industrial Statistics figure 50 
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Apart from automotive. mechanical rubber goods are used in a large number of other end-use sectors. 
each of which on its own accounts for a small proportion of total sales. The largest of these small. 
other end-uses. is transport (non-automotive). off-road machinery. household appliances and oil and 
gas machinery. 

The importance of the automotive sector in the consumption of rubber products varies with the state 
of development of the car industry. In the main countries of the EC - Germany, France. Italy and the 
UK - and in Japan and Korea the automotive industry is well developed and the importance of the 
automotive end-use is likely to be as high as it is in the US. 

The automotive sector is also an important consumer of non-mechanical rubber goods - belting and 
hose. But for these products general industrial uses accounts for a significantly higher proportion of 
total use th;:in automotive. 

In consumer rubber products. the main use is as sports foods and toys. with equipment for water 
sports. balls of various kinds and balloons particularly significant. Use of rubber in household articles 
such as floor covering and bedding is now less important in value terms than sports goods and toys. 
In volume terms though. floor covering remains a very large end-use. 

The market for consumer rubber products is much smaller than industrial rubber products. 
Neverthciess as Taiwan's experience shows. it is possible to develop significant (USS 100 million) 
levels of exports of these produc~s. as intemational markets are large. 

• Segmentation 

The use of industrial rubber products is divided between the two main market segments. original 
equipment (OE) and replacement. In most industrialised countries the OE segment is by far the larger 
consumer of rubber products generally. though its importance various with products and end-uses. 

In the case of rubber goods sold to the automotive sector in countries such as the USA. the main 
rubber consuming countries of the EC. Japan and Korea which have substantial automotive industries. 
the OE segment would be larger than the replacement segment in the proportion 70:30. Whilst all 
new cars require rubber products. replacement demand is limited by the longevity of many rubber 
products and the comparatively short lives of automobiles. 

A similar dominance of OE over replacement would hold also for other important end-uses such as 
other transport equipment. appliances and industrial and off-road machinery. 

In belting thougt1. the replacement segment is likely to be larger than the OE. Whilst use of v-belts as 
timing belts and in new machine tools is extensive. it is likely to be less than for replacement use in 
general power transmis~ion. V-belts have a comparatively short product-life and are regarded as 
consumables. The market for flat crnveyor belting is also largely in the replacement segment. because 
they also have a comparatively short product-life. 

Purchase criteria vary between the OE and replacement segment. The OE segment tends to be more 
demanding than the replacement, focusing on the specification and performance of the product and 
integrity of supply - a consistently high level of quality and timeliness of delivery. 

For many rubber products. the replacement segment is further divided into two sub-segments - a 
branded and an uribranded segment. In the former. brand recognition built on product quality and 
specification plays an imp0.tant role along with price. In the latter. price is the mai1. , ,.chase 
criteria. 
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Figure 51 from our first Interim Report shows purchase criteria and size of each segment. It highlights 
the greater size but demanding nature of the OE segment. 

'.•.•: -.-.- - - - . -... - .· - :~-:-:-.-:-:-·-·· - . -. - ---- ·.·.·.- ·-:-·-·-: .·.· · .. ·.--.· .. :-.-:-·-:::::-:.·-:-·-· ... 

. Proflteof.IRG.Markets lri Haghlj lnduStriallsed cOuntrleS 

· ~·ffi.~~ : .:-:- ::rtil1n-Plirch8S&-er1terta :·-_::)~lie\-:_- / 

Replacement : \.TechnicalSpecification 
-:- branded. · - ::Quality >- _ 

Replacement Price 
.; ur .brarided--: ·-- :--_:_. Specifation 

• Success Factors and Sales Channels 

.'. \_ .:::·:;::(::·~:· .. 
. .·.··· -·· .. 
-·Large·· 

Mecfium~ 
SmaB 

-_Small 

figure51 

Success in each segment depends on a varying set of factors. Suppliers have to be prepared to adapt 
their marketing proposition to meet the key factors for success in the segment they are targeting. 

In the OE segment. the main precondition for success is to establish an on-going relationship with 
OEMs. to assure them of the integrity of the product and the supplier. This takes the form of selling 
the product on its technical merits ;:mrl the supplier in terms of capability. 

The marketing effort required to develop new customers in the OE segment is almost always 
substantial and suppliers must be willing to make a sustained commitment to developing the OEM 
into a customer. Product adaptation. repeated product trials and independent certification are often 
called for. 

In the branded part of the replacement segment. product reputation is what counts. Building a brand 
reputation takes time and expenditure and good quality product made to high technical specifications 
are prerequisites. 

The replacement market is saved by intermediaries - agents. distributors and catalogue houses. The 
market is fragmented and intermediaries serve an important role in accessing end-users for 
manufacturers. Intermediaries will typically buy from only a few branded suppliers. selecting them 
either on the size of market share and/or terms of trade they offer. 

Suppliers of branded goods have to attract the attention of intermediaries able to access the largest 
numbers or largest end-users. Bulk discount, quick delivery and small order sizes are used to 
differentiate their market offering from other suppliers. 

In the unbranded segment of the replacement market. intermediaries are mainly concerned with price. 
Product quality has to be acceptable and delivery times reasonable but success depends mainly on 
providing intermediaries with a product of acceptable quality at a competitive price. 
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As a result. price fonnation varies between each segment. An example of this is the US market for 
conveyor belting (RMA grade 2). Imports from Korea and other industrialising countries fetch a price 
of between USS 0. 17 to USS 0. 19 per foot width, inch (f.w.i~. On the other hand US branded 
products sold for replacement fetch a price between USS 0.2'.i.-0.24 (f.~.i} a difference of between 
25% to 30%. Price to an OEM manufacturing handling systems would be about the same as in the 
branded replacement segment. 

The example above holds in Europe and applies to most rubber products. Of course. it is not always 
possible to get accurate price comparison as price varies with product specifications. 

• Implications for Malaysian Exports 

Clearly, in relation to current levels of Malaysian exports (approximately USS 100 million) worfd 
markets are large. Despite rapid growth, Malaysia remains a very small supplier of industrial and 
consumer rubber products to important world markets. With imports into these markets set to rise 
rapidly, Malaysian exports have the potential to grow fast. both as a result of volume growth and 
through increasing market share. 

It is a feature of all the markets examined that the main source of imports are currently highly 
industrialised countries. But in all markets. supply from lower cost industrialising countries is 
increasing. 
Malaysia should be well placed to benefit from these trends. Exploiting these opportunities will. 
however. require improving the capability of Malaysian industry to supply demanding product 
markets. It is the greater capability of the industry of industrialised countries that have insulate<! them 
up to now fror.i competition from lower cost continues. 

The trend to sou!'Cing from lower cost countries is an opportunity but represents also potentially new 
competition. Countries such as China and other ASEAN countries with lower cost bases than Malaysia 
could emerge c:?S significant competitors. To differentiate itself from them. Malaysia must develop 
capability to manufacture superic;r products. 

It is clear also that to open up large segments of the market. particularly the OE segment. products 
made to high specification and good manufacturing capability are prerequisites. These are the large 
attractive markets that can offer the Malaysian industry significant and sustained levels of exports. 

It is important to note that countries such as Taiwan and Korea which enjoyed substantial success in 
exporting rubber products during the 1980s are finding it difficult to maintain their market position in 
the 1990s. In the price sensitive segments their exports served, market positions are vulnerable to 
lower priced competition. If Malaysia is to avoid their fate. Her exporters will need to build more 
sustainable positions in less price sensitive segments. In addition to technical capability. this will 
require also sustained marketing effort over lengthy period. This may not prove possible for many 
Malaysian's firms as they are small. 

Hence. enabling export success to occur requires government intervention in upgrading capability and 
supporting export market development activities. 
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X Opportunities & Threats 

This section outlines the main opportunities and threats facing Malaysia's GIRG sector. The strategy 

for the sector's future development will need to address ways of exploiting opportunities whilst 

countering threats. 

Opportunities 

Over the coming decade. the Malaysian GIRG industry will have the opportunity to become a major 

supplier to the Asia Pacific region and hence to become a forte in the world industry. The opportunity 

provided by increased internationalisation of trade and growing mobility of capital will not be easy to 

exploit. The indus:ry will face intense competition from both more developed and lower labour cost 
countries but the potential rewards for success are high. 

In addition. opportunities for the GJRG sector stem from favourable prospectS in both domestic and 
export markets. If the Malaysian industry can adapt its market offering - products. price 

competitiveness. distribution channels and customer service - to exploit the growth of demand. it 

should be able to expand rapidly. 

The industry may also explore the manufacture of a set of products which it currently has limited 

capability in. These products are likely to find outlets in both domestic and export markets and thelr 

manufacture may prove attractive in the future. 

• Domestic market 

Growth of demand in the domestic market for existing products is as noted earlier likely to be raµid 

providing major opportunities for the GIRG sector. In addition there are likely to be two other main 

ty~ of opportunity in the domestic market: 

i.) adapting products to increase value added and meet emerging needs in the market: 

ii.) import substitution. 

In the case of new types of demands emerging from the market. the industry will need to adapt 

existing products to meet the higher technical sophistication for which the market is looking and thus 

ensure that demand is met from domestic rather than import sources. Examples of such adaption are 

hoses for the oil and natural gas industry and high performance seals and rings for both machinery 

and the oil industries. 

Such product adaption is not beyond the capability of the GIRG industry in Malaysia. It requires use 

of synthetic rubber but no majc1 changes to process technology. The result will be a substantial 

increase in value added. 

Perhaps the greater potential for expansion lies in import substitution. The very high level of import 

penetration in the GIRG sector - nearly 100% of output according to official estimates and nearly 50% 

according to our estimates of output - affords a major opportunity for the industry. 
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The main imported items which should fonn the focus 
Value of main Imports ofGRG 

1ao., · · · for import substitution are pipes an<i hoses. belting especially 

conveyors. seals and rings and a category termed ·ocher articles 

of unhardened vulcanised rubber-. Tne value of imports into 

Malaysia in 1992 of these items is shown in figure 52. 

Product 
Value 

IS mDl(On> 

• Export Markets 

Pipes, hoses, tubing 
Belting 
Seals, Rings 
Other articles 

37.5 
40.5 
21.9 
84.6 
figure52 

Tt-.e main opportunities for growth of export markets arise out of che increasing internationalisation of 

trade in rubber products and the growth of supply from low cost countries. As the cost base of 

industrialised countries has risen. they have turned to lower cost countries for the supply of firstly 
simple technology. low value added products and increasingly of technical higher value products where 

product technology has become established internationally. 

• Asia Pacific .{egion 

In the context of greater !ntemationalisation of trade and mobility of capital. the strategic opportunity 
for the Malaysian industry is to become a leading supplier of rubber products to the Asia Pacific 

region. 

Malaysia has extensive trading relationships with the main countries of the rePion and can supply the 

region both economically and in the short icad times which international trade has started to demand. 

The Asia Pacific region will become the leading region of wortd industrial activity and contains a large 

and increasingly affluent population. If the Malaysian industry can reaiise this objective it will be able 

to become a major force in the world GIRG industry. 

Up to now the main cunsuming countries of t'le region -Japan. Korea and Taiwan. have had low 

import propensities and were themselves large exporters. But as noted in section IX above. this 

situation is changing. Imports are increasing faster than exports and in some proeiucts where they 

~vere strong net exporters. the countries have become net importers. 

To date. the main sources of imports to these countries have been higher cost countries. But this 

sit~Jation is chancing. These countries have experienced high increases in manufacturing costs and low 

costs sources of imports are beginning to become significant. 

These trends represP.nt a substantial opportunity for countries which combine a lower cost base with a 

relatively high GIRG capability. Malaysia is well palced to exploit these trends. 

Malaysia's main advantage over other country's of the region is that its industry already supplies 

Japanese OEMs located in Malays:a both in the automotive and electrical and electronic industries. It 

can hope to use this track record to overcome concerns over integrity of surply. And the Malaysian 

GIRG industry has developed markets also in Korea and Taiwan. 
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Because these markets are difficult Malaysia's trading relationships and the h1gher leVP.I of 
developme .• c of its GIRG industry will be assets against competitors. However. the Ma•aysian industry 
will face major challenges of improving product specifications and quality. marketing. customer service 
and delivery. 

The Malaysian industry would substantially improve its own capabiltiy through attracting 

manufacturers from countries such as Japan, Korea and Taiwan to locate in Malaysia or form amaoces 
with Malaysian manufacturers. 

If the Malaysian industry can develop its market offering to compete against entrenched domestic 
suppliers either itself or in alliance with international companies. it has an opportunity to build strong 
strategic position in the region's industry. 

• Other Countries 

There are also opportunities in other international markets. Tne USA is the single largest consuming 
country and Westem Europe second only to the Far East as a rubber consuming region. These 
markets do not offer the prospects for growth that the Asia Pacific region does but their import 

propensity is higher and increasing. Opportunities in these markets stem fmm: 

i.) geographical diversification of markets: 

ii.) the penetration of higher value. main stream segments of the market: 

iii.) improved distribution channels to increase market coverage, enhance c1..stomer service and 
capture higher value within Malaysia. 

Although Malaysia's GIRG products are exported worldwide. in each product category, a very high 
proportion of sales are to a few countries. This is partially a function of the nationalities of foreign 
investors in Gl~G industry and partially of Malaysia's trading relat:onships. 

In most products it is possible to identify a range of other country markets to which it should be 
possible to develop sizeable levels of ex,:.orts. What is required is a systematic plan to target and 
penetrate other priority markets. 

Currently, with notable exceptions such as rubber lining, erasers. swim caps and swim aids and rubber 

bands. macle by foreign companies. Malaysian exports serve the less demanding. lower value 
segments of the market. They have yet to penetrate main stream segments of thP. mark.et where 
product integrity and reputation ~·ay an important part in the purchase criteria and OE segments 

where terhnical specification arid product integrity are more important than price. 

Our evaluation of the capabilities of Malaysian companies suggests that with some assistance. a large 

number of them could develop the capability to supply these segments. The large number of 
companies which have bought quality control equipment and which are planning to introduce ISO 
9000 are evidenc.e of commitment to upgrade quality. Successful penetration of these markets wouid 
result in a substantial increase in exports. 
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Distribution channels currently used by Malaysian companies to export rely heavily on the r.etworks of 
foreign joint-venture partners and on ;ntermediaries. With few exceptions. Malaysian exporters lack 
the market kr.owledge to plan. establish and mange a distribution networi<. that provides effective 
market coverage. can deliver the customer service required to penetrate higher value market segments 
and which is cost effective. 

By addressing the shortcoming of their distribution networks. Malaysian companies can hope to both 
improve their export sales and improve the profitability of exports. 

• New Products 

Whilst the GIRG sector is capable of producing most products. it has to date deveioped limited 
car abilities in conveyor belts a:id for three other products listed below: 

• inflatable rubber products 
• adhesive tapes 

• closed cell sponge 

Conveyors have been dealt with under import substitution. 

lnfk1tab!c ruboer products to the value of MS 5.5 million are imported into Malaysia. This is not by 
itself sufficient to warrant the establishment of a new manufacturing operation. 

But demand for these products is increasing in Malaysia and worldwide. The process can be used to 
manufacture a wide range of products such as life rafts. motorcrafts. beach items such as lilos. swim 
pools and reserve water storage facilities as well as high quality rainwear. 

Thert are no technological reasons why inflatable products should not be manufactured in Malaysia. 

The basic process is the manufacture of coated fabric using a calender. The fabric is then cut to snape 
and cured in a steam autoclave. Investment costs are high with the calender alone costing MS 3.8 

million to MS 7.5 million. 

In the Malaysian industry though a number of companies claim capability. the manufacture of 
adhesive tape is limited. A significant value of tapes is imported (MS 1.3 million) and t~e value is 
increasing. In 1988. the value of tapes imported was only MS 0.3 million. 

By itself the value of import.-. is not sufficient to warrant an additional f;icility but it suggests that there 

is scope for a large increase in output for the domestic market. And there is also a growing market for 
indu~trial and medical tape in export markets. It should be :loted also that the figures above probably 
do not take account of medical tape imported into the country with bandages and a part of other 
medical supplies. 

The process of manufacture of these tapes involves calendering adhesives on to a base material but 

the calenders are much smaller than for inflatable rubber products. In addition. to the purchase of 

calenders. the process involves a large number of machines to convert wdie rolls into narrow rolls. 

·-------------------------
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The ma:iufacture of closed cell sponge for the manufacture of cut-out gaskets, seals, auto seals for 
doors and boots. and sub-aqua suits has also not been developed in Malaysia. These products tend 
to require resistence to fuids including oil and high temperature and the material used is synthetic 
rubber rather than NR. 

Demand for such products is growing within Malaysia and in export markets. They tend to be high 

value products. Manufacture is either by moulding or continuous extrusion. The latter requires 
substantial investment. 

In the case of all these product areas. what is requried is evaluation of the propects of manufacture 
firstly at pre-feasi'.:>ility and if the results are encouraging, at feasibility levels. 

Threats 

The main threats to the future growth of the GIRG sector are the emergence of competition from lower 
cost countries, the potential loss of competitiveness of the Malaysian industry and the emergence of 
trade blocks and alliances that would shut out the Malaysian industry from major world markets. 

These threats are potentially extremely serious. It is possible to envisage a scenario in which the 
industry as a result of its own loss of competitiveness and l·ompetiticn from low cost competitors loses 
domestic and export markets which are price detennined. At the same time it fails to penetrate or is 
shut out of higher value domestic and export markets. 

• Low-Cost Competition 

Low cost competition is emerging from Malaysia's ASEAN neighbours particularly Thailand and 

Indonesia whose industries are also expanding rapidly and from China and India where labour costs 
are a fraction of Malaysia's. 

Thailand and Indonesia share Malaysia's advantage of being major international rubber manufacturers 
but their larger labour force and comparatively lower level of economic develop.nent means that 
labour is both more plentiful and cheaper than in Malaysia. Indonesia. in particular. is advantaged on 
these grounds and offers a market substantially greater than Malaysia's so that it's manufacturers can 
develop scale without having to export. 

To date. only the Thai industry has approached the level of technical and corporate capability of 

Malaysia's. The Thai industry is particularly capable in automotive products where a longer period of 
domestic sourcing has created a highly competent industry. But in many other products the indusry 
lags behind Malaysia's. 

Other ASEAN industries and those of China and India are also as yet poorly developed in comparison 
with Malaysia's. But the threat is that they may catch up fast because of rapid growth, particularly if 
l11ey zttract inward investment. 
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China and India have rapidly growing rubber industries and their wages rates are less than a quarter of 

Malaysia's. Chi'1a poses a particular threat. Major western and Japanese rubber manufacturers have 

started to invest in the country. This may result in product with specification and quality equivalent to 

international standards being supplied at a lower cost than Malaysian products. 

• Loss of Competitiveness 

At. the same time as low cost competition is emerging. the Malaysian industry is in danger of losing its 

current competitiveness and ability to expand output. Labour costs in Malaysia are poised for rapid 

increase as the labour market tightens. And. with profits remaining high, Malaysian enterprises have 

yet to start to tackle the problem of low labour productivity caused by overmanning and poor 

organisation of production. 

Although attempts are being made to upgrade products. improve quality and penetrate higher value 

markets it is not certain that they will succeed. Without an increase in value added. higher labour 

costs will result in strong deterioration in profitability and threaten the viability of the industry. 

Moreover. the sheer scart:ity of labour may well serve to check any expansion. Government has 

allowed the import of labour on contract. But most Malaysian GIRG manufacturers cannot sourt:e a 

well trained workfort:e from abroad and the costs of continually training a new workforce every few 

years would discourage industry expansion. 

• Trade Blocks &Alliances 

Equally important to the GIRG Sfftor is the threat of powerful trade blocks forming in the main centres 

of the world. These trade blocks are a grouping of major industrialised. rubber product consuming 

countries with low cost suppliers located nearby in whose industries manufacturers from industrialised 

countries have invested. 

The trade blocks would result from a combination of: 

• political factors such as those which have driven the EEC to lower tariffs on goods from the 

central European countries of Poland. the former Czechoslovakia and Hungary and the USA to 

form the North American Free Trade Area (NAFTAJ. 

• the current mobility of capital in the rubber product industry and its search for strategic 

alliances. 

It is possible to envisage the EEC market being supplied by a combination of intra-EEC suppiy and low 

cost supply from EEC manufacturers based in central and Eastern Europe. Also, the USA market being 

supplied by a combination o~ US domestic manufacturers and US manufacturers based in Mexico. 
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Whilst in other industries such scenarios remain possible. evidence in the rubber product industry 
suggests that they are already being realised. In balloons for instance. the USA is increasingly being 
supplied by US owned plants located in Mexico. The process of privatisation in Poland. former 

Czechoslovakia and Hungary is resulting in EEC manufacturers acquiring manufacturing bases in these 

countries. 

It is a feature of the rubber product industry currently that competition from low cost countries. 
concerns over environmental standards and a trend towards globalisation of the industry are causing 
international capital mobility. US companies have looked to Mexico. European's towards Eastern 
Europe and there is evidence that Japanese. Korean and Taiwanese and Amercian and European 

companies are looking to China and the ASEAN countries. 

Internationally mobile capital is looking for either green-field development. acquisition or strategic 

alliances. There is evidence of alliances being fonned between manufacturers in the highly industrialised 
nations and between these manufacturers and suppliers in low cost countries. 

Examples of the former are the recent links between Nok. the largest seal maker in Japan and 
Freudenberg to jointly exploit markets in Europe, a joint-venture between Avon and S&H to make air 

conditioning hose. and Avon & Clevile to make suspension parts. and also. a number of acquisitions 
and alliances formed recently between US and UK and French manufacturers to supply the French auto 

industry. 

Examples of the alliance between manufactu,.ers in highly industrialised and low cost countries are the 

recent joint-venture between Semperit and a Czechoslovakian manufacturer and the alliance between 

Trelleborg and the Indian belt manufacturers Hi!!on. Also. the recent interest shown by European 
manufacturers in rubber product manufacturers being privatised in Poland and Hungary. 

Perhaps of greatest concern to the Malaysian industry is the emergence of strategic alliances from which 

it may be excluded in the Asia-Pacific region. If Japanese. Korean and Taiwanese manufacturers locate 

manufacturing operations or develop strategic alliances with competitor countries - say China or 

Indonesia - it could lead to the loss of its major strategic opportunity of becoming the major supplier to 

the Asia Pacific region. the loss of its current export mar:<ets and eventually threaten domestic markets. 

Evaluation of Opportunities and Threats 

In the short to medium term. tf'e opportunities available to the Malaysian industry are clear and 
immeaiate and the industry is likely to grow rapidly. The threats to growth, although potent, are not 

likely to impinge upon the industry's short term growth. 

Over the longer term tt;: threats to the industry are serious. It is losing competitiveness at the time, 

new, low cost competi~ion is emerging. Higher labour costs in Malaysia coupled with greater 

competence in competitor countries could threaten the viability of the Malaysian industry. And, 
oattern~ of trade are forming which could shut it out of export markets. 
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Both these threats are not overwhelming and can be oven:ome. There is ample scope for improving 
labour productivity to counter increases in wage rates and it is well within the scope of the industry to 
increase vaiue added by upgrading products and improving quality and hence afford hieher labour 
costs. Evidence suggests that the indust!j' has taken important steps in this direction already. 

And. if the current mobility of capital is C1 threat when coupled with the emergence of new trade 

blocks. it can te turned into an opportun;cy. If a way could be found to attract mobiit capital to 
Malaysia or form strategic alliances with manufacturers in t~e industrialised countries. Malaysia may 
develop a significant advantage over its rivals as it has achieved in latex gloves. 

The key to developing strategic alliances and attracting international mobile capital will lie in finding a 
counter to the advantage of lower labour cost and plentiful labour supply that countries such as 

Indonesia and China ca.1 offer. In this respect. the re:atively advanced development of Malaysia a11d 
her GIRG industry may well prove important. 

Perhaps the greatest threat to the GIRG sector will be complacency. Cushioned by current high 
profits. the industry may not rise to the challenges of the future and fail to capitalise on its 

opportunities. It may choose to ignore the potential threat that it faces until the competition starts to 
affect their current markets. By then it may be too late to respond to the threat that is emerging. 
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XII Strategy 

Strategic Perspectives 

The GIRG sector has favourable prospectS in the short to medium term. But it faces threats from 
emerging competitors. higher labour costs and changes in trading relationships which in the longer 
term may result in a loss of some of its do~tic and export markets. 

The most likely scenario for the sector's future growth. is one of rapid expansion in the short-term. 
followed by a slow down and perhaps even contraction in the long-run. 

This is by no means an unfavourable scenario. It is the normal 
'S' shaped curve for an industry's development (figure 53). By the 
end of such a growth scenario. the per capita consumption of rubber 
in the GIRG sector would be high by international standards. 

But Malaysia has the opportunity to build a strategic position as 
a major supplier of GIRG products to the Asia-Pacific region. which 
in due course will become the major industrial region of the world 
and to become a substantial supplier also to other important world 
markets. Against this opportunity. the likely scenario for the 
development of the GIRG sector represents substantial under 
performance. 

Industry Development 

Output 

figure53 

If the Malaysian GIRG industry can take advantage of this opportunity, it will help achieve 
Government's aim of deepening and broadening the industrial base and the integration of the 
economy. Though the amount of rubber consumed in the GIRG sector is not likely to represent a 
substantial proportion of rubber production in Malaysia. growth of output will also lead to an increase 
in domestic NR consumption 

But the opportunity has a narrow time frame. The opportunity is due to transient factors such as the 
current mobility of ceapitaL Unless action~ are taken soon the opportunity will have been missed and 
trade blocks emerge that shut out the Malaysian industry. 

The strategy for the GIRG sector has therefore to comprise a set of decisive measures that will rapidly 
change the course and speed of the industry's development. The measures proposed will have to be 
designed to make a significant difference to the competitiveness of the iridustry. 

Successful strotegies from our experience address not only the issue of which markets to focus on, but 
at the same time address the fundamental issue of how to outcompete rivals. It is through addressing 
the issue of how to outcompete rivals that industries and their businesses can hope to address their 
own weaknesses and to build upon their strengths. 



I 
Market Focus 

• Domestic Market 

In the domestic market for industrial rubber goods the main sectors on which the industry will need to 
focus art' automotive. machinery particularly construction, printing and food processing machinery, 
electrical and electronic appliances and oil and natural gas. These sector will not only provide rapid 
growth in demand but also opportunities to increase value added and earn the types of returns which 
will be necessary to cope with rising wage costs. 

The construction sector will continue to be an important market but on the whole will not provide the 
opportunities for added value products that are required for the future growth and profitability of the 
industry. 

The segments of each market on which future emphasis should be placed vary with each sector, as 
follows: 

• Automotive - the emphasis should be on supplying the OE market. particularly products that 
continue to be imported including hoses. transmission belts and engine mountings; 

• Machinery - in the first place. it will be the replacement market that will offer the most attractive 
opportunities and it will also enable IRG manufacturers to put before new machinery 
manufacturers a well tried product; 

• Electrical and Electronic appliances - the focus should be on rubber components used by OE's 
for critica! application which continue to be imported. 

• Oil and gas - firstly the replacement market but eventually OE supply may be possible. 

The industry should also undertake with the active cooperation of MIDA. a systematic analysis of 
import substitution. Opportunities, particularly in hoses supplied with fittings, in conveyor belting and 
in the very large amount of imports in the "other articles" rubber category. The latter may require help 
in identifying products within the other rubber articles category either through the Department of 
Statistics or by commissioning a small survey. 

The aim of the industry should be to move progressively into higher value products through product 
and quality up-grading. Imports of high value products should be the main focus for import 
substitution. 

• Export Markets 

.. . 
The focus for export development of /RC should be the advanced countries of the Asia Pacific Region and 
Japan. Korea. Singapore and Taiwan in particular. As a second order of priority, markets in the US and 
EEC which are opening up through price pressure should be targeted along with ASEAN markets. 
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The aim in export markets would be to build upon the position Malaysian IRG products have 
established in low value. price sensitive segments of the market to penetrate higher value. more 
demanding segments. These represent the bulk of the market and provided Malaysian manufacturers 
can compete on product specification and integrity. will permit both expansion in total exports and 
margins. 

Malaysian IRG exporters should focus on OEMs. This will open up large segments of the market. help 
them move up-market but perhaps more importantly place them at the forefront of product 
development. Suppliers of IRG to OEMs in Malaysia's automotive and electrical and electronic 

appliance sectors are well placed to attempt to penetrate OEMs in other countries by using their track 
record with such customers as a reference for the quality of their products and integrity of supply. 

In consumer goods the focus should be on developing exports to western countries and particularly 
markets in Western Europe and North America and to the developed countries of the Far East - Japan, 
Korea. Singapore and Taiwan. 

There are major opportunities in increasing exports of water sport equipment. rubber toys and 
balloons. The process of export development would consist of a combination of improving market 

shares in country's where market share is currently low and in the case of some products. in 
penetrating larger. higher value segments of the market. 

In swimming caps. the main opportunity to increase export volumes is in improving market share of 
Malaysian products ln Japan and countries of Western Europe such as Spain and France. In swimming 
aids • there is an opportunity to increase sales to most of Western Europe as well as Japan and other 

advanced countries of the Far East. 

But in markets such as inflatable balls geographical diversification must be accompanied by opening 
up higher value segments in existing markets. Currently. inflatable balls are sold in the low value. 
unbranded segments of the market. 

The focus for rubber masterbatch exports should be the four industrialised countries of Asia-Pacific 
region - Japan. Korea. Singapore and Taiwan and the large rubber product manufacturing countries of 
the USA. Germany, Italy, France and the UK. It is in these markets where demand for rubber 
masterbatch requiring high technical skills will be greatest. 

There are in addition three product groups for development in the country. Inflatable rubber products 
and adhesive tape and closed cell sponge. These three product groups straddle industrial and 
consumer markets and their development is aimed at both domestic: and export markets. 

Out-competing Rivals 

The key to winning the competitive struggle is to meet customer requirements more effectively than 
rivals. In turn. this requires addressing the main factors that determine the ability of an industry to 
manufacture competitive products and to market them effectively. 
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The strategy we propose consists of sets of measures to achieve two objectives: 

i.) accelerate the development of Malaysian industry so that it establishes strong positions in 
markets before emerging competition becomes stronger by enhancing the competitiveness of 
existing Malaysian manufacture:s and improving their ability to market their products 
effectively; 

ii.) attract international investors with the manufacturing know how and marketing positions to 

strenghten the GIRG sector to locate in Malaysia or form strategic alliances with Malaysian 
manufacturers. 

Together these two sets of measures will address structural and competitive weaknesses and support 
the industry in exploiting the major opportunity available. They will also serve to counter the threats 
of emerging competition and the formation of trading blocks that will shut-out Malaysian industry. 

• Accelerating Development 

The aim of this set of measures is to build on the relatively advanced capability of the Malaysian 

industry compared with lower cost r!vals in order to build entrenched positions in domestic and export 
markets. Lower cost competition will then find it more difficult to compete against the Malaysian 
industry. 

The main threats to Malaysia's competitiveness come from a combination of the following factors: 

products manufactured by lower cost competitors are beginning to catch up with Malaysian 

products on specifications and quality. If this trend continues they will be able to outcompete 
Malaysian products by matching their specification and quality at a lower price; 

in IRG products and some consumer products Malaysian products have not been able to 
penetrate higher value segments of the market. With labour costs rising rapidly in Malaysia. the 

GIRG sector needs to capture higher value markets. 

The Malaysian industry can meet these threats in two ways: 

i.) in the short term by improving efficiency of manufacture, it can for some time yet. continue to 
compete on price with lower cost countries: 

ii.) in the longer term by improving quality, upgrading product specification and improving quality 

systems it can begin to penetrate higher value segments where price is not as important as in 
lower value segments. 
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• Cost Competitiveness 

Our survey revealed that there is ample scope for cost reductions in most Malaysian firms. The main 
thrust of cost reduction measures would be raw material and labour costs. as follows: 

raw material costs could be reduced through a combination of cost effective compounding and 
reduction in wastage levels: 

labour costs could be reduced by improving labour productivity. 

As raw materials account for between 55-75% of the direct cost of rubber products small savings in 
pen:ent terms of raw material costs would make a major difference to competitiveness. For example a 
10% reduction in raw material costs where they account for 60% of total direct cost would 
compensate for say a 50% increase in labour costs as the latter account typically for only 10-15% of 
direct costs. 

Our survey showed very high levels of wastage throughout the industry. Savings of over 50% of 
current levels are possible which would result in a 5-6% reduction in direct costs. 

In addition. cost effective compounding could also contribute to reducing raw material costs. An 
example of how compound formulation can contribute to competitiveness is rubber mats. Success in 
this low value added product has traditionally been believed to depend on labour costs. But with 
rubber compound accounting for 60-65% of direct costs. experience in Malaysia has proved that skill 
in compounding counts for far more than labour rates. Malaysian companies have continued to win 
on price against competitors despite higher labour costs. 

Manning levels in Malaysia are often more than twice the levels in the west and could be reduced 

substantially. Much could be achieved through better work practices and organisation of production. 
particularly movement of raw materials and work in progress. Over time. investment in automation to 
minimise handling would also be productive though only in some areas. 

• Increasing Value Added 

The process of improving product quality has already begun in Malaysia. The large spend recently on 
items of quality control such as rheometers and the interest shown in ISO 9000 are examples of this. 
What is required is to add to quality control and assurance. measures to upgrade the specification and 

performance of products, by improving existing products and attempting the manufacture of new 
products Which represent higher value addition. 

Examples of product up-grading are the manufacture of hoses for the oil and gas industry or the 
manufacture of hoses with fittings. But. in each product area there are a set of related products Which 
serve higher value markets which the industry does not currently manufacture. 

August 1994 105 



For instance. whilst the Malaysian industry manufactures a wide array of 0-rings and seals. it has not 
as yet been able to produce an 0-ring without a dimple or an indent which would ensure a complete 
seal. The value of an 0-ring that can serve as a seal is several fold that of an ordinary 0-ring though 
its cost of production is only margirtally higher. 

In the nonnal course of events. the industry would be fon:ed to improve efficiency and move to higher 
value products as competition emerges. Manufacturers who failed to take such measures in the face 
of low cost competition would perish. The danger the Malaysian industry runs in leaving the response 
to market forces is that with domestic demand increasing and profitability high manufacturers may not 

have the incentive to respond until emergifli competitors start to make major inroads into the market. 
And. by the time they respond. as a result of '1\."'W trading relationships having been formed. they may 
find it difficult to dislodge suppliers in higher value segments. 

• Policy Measures 

To accelerate the industry's response to emerging competition and rising costs. government has at its 
disposal two sets of measures: 

i.) increase the competitive p~sure on the industry though: 

lower import tariffs and hence make imports cheaper; 

encourage ~· lall businesses so that tt:ey can increase competitive intensity; 
encourage new entrants into the industry. 

ii.) incentivise or support Malaysian businesses to undertake the required measures. 

We believe that for government policy to be effective it will have to utilise both types of measures. 

We recognise, however, that the extent to which government can act decisively to increase 
competition is limited. 

Tariffs have already started to be reduced and are low for the main import item (5%). Where they are 
high as is the case with conveyors and hoses. a compelling case can be matie for infant industry 

protection. With rubber products in the fast track of CEPT. Government has also taken a major step 
to reduce tariffs. 

And it could be argued that government has already put in place programmes to support small 

businesses and encourage new entrants into the industry through investment incentives. Our view is 
that tariff reductions should continue progressively, but little would be achieved by accelerating the 
process. Indeed in the case of products using industrial textiles there is a case for increasing effective 
protection by lowering import duty. 

But there is a case for ensuring that incentives and support to the industry and particularly small 
businesses are made more effective. 
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In general. the incentives available for investment. exporting. upgrading technology and diversification 
and modernising p!ant and equipment are generous. But many incentives are not taken up by the 
large number of small and informal enterprises. And. the infrastructure support available to the 
industry particularly in the form of product development and trcuble shooting are not effective. 

Addressing the problem of the take up of incentives is largely a question of changing industry's 

attitude towards authority. In this regard involving MRPMA in providing advice to small businesses on 
the incentives available and how to obtain them should help to break through the initial distrust of 
authority. MRPMA claim it does not have the resources to expend 011 such educational programmes. 

so joint ul'ldertakings between MIDA and MRPMA may be necessary. 

• Technological Support 

But whilst incentives are a useful way of encouraging the industry to invest and export. ma!or gains in 
competitiveness require access to ~echnological support in the form of co:isulting expertise in 

improving efficiency. developing new compounds and products and trouble shooting. Given the small 
size of most businesses in the GIRG sector and the rapid pace of ch .... nge in the industry. such support 
is even more important in Malaysia than it is in other GIRG industries. 

There are two problems which need to be addressed in improving infrastructure support: 

i.) the expertise and resources available to the providers of the support will need to be increased; 

ii.) ITAF has to be made more a~cessible to the industry. 

The institution with the best facilities available is RRIM. But that institution has other roles to play 
besides support of the rubber goods industry. has limited resources at its disposal for supporting the 
rubber product industry and consequently there are limitations in the services and expertise it 
provides. 

We believe that a separation of the activities of RRIM which are concerned v.ith serving the rubber 
product industry is advisable. These activities should be put into a body which is both responsible to 
and largely funded by the rubber product industry. 

Government contribution to the costs of support services should continue through the ITAf scheme. 
But processing ITAF applications and initial approval should be done at the new off-shoot of RRIM. 

with final approval continuing to rest with SIRIM. This will make ITAF far more accessible to the 
industry and improve its uptake. 

• Sma:t Businesses 

Small businesses have an important role to play in the development of the GIRG industry: 

though the focus for development will be higher value products the will always be a demand for 
low cost products .. The low overheads of small businesses make them the most cost-competitive 

businessP.S in the sector. They will be able to withstand emerging cost competition better than 
medium and large businesses; 
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they represent fiexibility in the sector in their ability to respond quickly to market forte$ arod 

strength in the fonn of a large number of businesses. so that individ11al business failu~ 0-"> not 

undermine productive capacity significantly: 

they provide the competitive in· · 5ity which ensures that there is a cootinuous i:npeu.-s towards 

higher efficiency and value adc:: on. 

But small businesses also have weaknesses. Their main weaknesses is t!lat they are net able to 

undertake compound. product or process development activities. 

The new institution created out or RRfM should be incentivised by government "ith respect to working 
with small and informal sector ~u~nesses. It should receive government sub-vention on each small 

and informal sector business registered as members and for whkh it provides services. 

• Market Development Support 

In addition to improved technical support our survey revealed the need for S<Jpport in another major 

discipline. mar'i<eting. As a result of enterprises in the GIRG industry being small in ~rid tenns their 

knowledge of markets and particularly export markets and access to marketing expertise was poor. 

To help the GIRG industry to exploit opportunit!es in export markets we believe that ir.itiating a 

programme of marketing support to GIRG businesses will be important. The programme Should cover 
both domestic and export market as follows: 

Domestic market - What is required is to strengthen MRPMA's market intelligence and 

information dissemination role. The aim should be to build a set of market profiles for each 
end-use sector and consumer product group indicating trends. market characteristics. 

distribution c~annels. and major customers. 

Export markets - MATRAOE should launch an export market development scheme woich would 

assist individual companies with export market development in priority markets. The scheme 

should require recipients to contribute to the costs of market research and market develOpment 

activities. 

In the case of the domestic market. there is considerable expertise in Malaysia on IRG and consumer 

markets and this should be harnessed to carry out market surveys and establish a data base at 

MRPMA. The data base should include a survey of imports in the other articles of rubber. SITC 

629.990. category. 

In the case of the export markets. what is required is a scheme such as the one currently in operation 

for exports of industrial goods from India and which is now being introduced into Poland and other 

countries of central and Eastern Europe. These schemes provide consultancy assistance for export 

development. The assistance provided includes the development of a market entry or market 

development strategy. help with initiating customer contact and follow-up assistance with 

implementation. They can be made cost effective by buying services in bulk. retaining the expertise of 

sector specialists and focussing on export sales rather than market planning. 

_aai_c_~~~~~--~~l!l~~~~-----------~-IR_E_s_&c_2-1, 
August 1994 , 1qa , 

I I ' 



Companies in receipt of such services contribute between 25-50% of the consultancy cost. It is 
possible to vary the level of assistance based on the size of the company. 

'f such a scheme cannot be implemented than the alternative of commissioning work to provide 
profiles of the main markets should be undertaken with the resulting reports distributed widely to the 
industry. 

• Attracting Foreign Interest: 

Whit~ providing incentives and support to the industry will be able to accelerate the development of 
the industry. if the industry is to take advantage of the strategic opportunity available and become a 
major s~1pplier to the Asia Pacific region. t!ien Malaysia must succeed in attracting foreign investment. 
With a small number of years available be~ore major competition emerges. measures to accelerate the 
develol'lment of existing manufacturers may not constitute sufficiently decisive intervention. 

The current mobility of capital in the rubber product industry and sea1 ch for strategic alliances is a 

major opportunity for the Malaysian industry. But equaly it poses the threat that if investors move to 
or develop alliancies with competitor countries. the Malaysian industry may find itself at a major 
competitive disadvantage even if its industry develops rapidly. 

It should be recongised tnat in attracting investment from leading international rubber goods 
manufacture~. Malaysia is not well placed. Many ASEAN countries offer a comparable incentive 
package to invl~tors. have a lower cost base and offer plentiful labour and larger domestic markets 
than Malaysia. And. their economic perfonnance is a:so strong. Already many manufacturers from 
the more industrialised countries have been tempted to Indonesia and Thailand. 

But the Malaysian industry could offer an incentive to foreign industry that its competitors may not be 
willing or able to m.1tch. And. through this hope to attract investors at the expense of competitor 

industries. 

If the Malaysian industry could be persuaded to offer joint ventures and strategic alliances to 

manufacturers iooking to locate in low cost countries or form alliances with lower cost suppliers. it may 
be sufficient to attract a substantial number of investors to Malaysia. Offering joint-ventures to 
manufacturers from t.igh:y industrialised countries may represent a significant advantage in attracting 
investors. 

Investors are concerned to reduce the risks. time and costs of investment. The Malaysian industry 

would be offering a ready m.lde vehicle for investment which could reduce the risk. time and expense 
or establishing green-field OPl~rations in a country with which the investor is not familiar. 

If Malaysian firms with ccmpetent and capable manufacturing operations were to seek joint-venture 
partners and alliances. the relatively advanced stage or development of the Malaysian industry could 
also be a source of advantage iri 3ttracting investors. With the exception of some parts of the Thai 
industry. other competitor countries would not match the Malaysian industry in terrr.s of products. 
exPl?rtise and equipment. 
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With the attraction of forming joint-ventures and alliances. Malaysia's relatively well developed 
infrastructure. economic and political stability and the presence of large numbers of multinationls may 
also count for the decision to locate in Malaysia. 

If Malaysia is able to attract leading manufacters of rubber products. joint-ventures could help to 
improve the competitiveness of Malaysia rubber products and to help market them internationally. 
Such ventures could be the vehicle for providing the know-how to up-grade products and to diversify 
into higher value products. 

The countries which ~nould be targeted for attracting investors are Japan. Korea and Taiwan and the 
USA followed by Germany. Italy and the UK The manufacturers from the three highly developed Far 
East nations are obvious candidates but US and European manufacturers may also be interested in 

coming to Malaysia to position themselves in the Asia ~cific market. 

The key to the success of this strategy lies in mobilising Malaysian industry. It is vital to the success of 

this strand of strategy that sufficient numbers of competent and competitiv~ Malaysian manufacturers 
are willing to form strategic alliances with foreign manufacturers. 

In mobilising the industry. in addition to presenting a persuasive case for the potential benefits of the 
strategy it may be useful also to point to the success of the MARDEC group which has established a 
number of wor1d class operations through joint-ventures and alliances. 

Mobilisation of investors is an activity that MIDA is well placed to carry out for the industry. They 

have a strong track record of investor mobilisation and a network of offices worldwide. 
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XII Summary of Action Plan 

Introduction 

Much of the responsibility for implementing the strategy outlined in section XI rests with industry. In 
the Malaysian context, Government's role should be enabling, bringing about changes to policies, the 
institutional framework and initiating programmes that would pump-prime initiatives that the industry 
itself recognises it must undertake. 

Such a role is in keeping with the Government's wider policy framework and the methods it has chosen 
to bring about industrial development. It recognises also the considerable progress that the industrial 
and general rubber goods industry has made in recent years and its willingness and ability to invest in 
its future. 

In this respect, the first steps to enable industry to respond to opportunities and counter threats have 
already been taken by MIDA and MRRDB. By disseminating, through the worksl>op held in September 
1993. our findings on prospects, opportunities and threats to industry. MIDA and MRRDB have 
started the process of alerting industry to the challenges ahead. 

The response of Malay.;;ian businesses present at the September seminar highlights the importance of 
the dissemination of such information and the key actions which will ene:tble them to respond 
effectively to opportunities and threats. A large proportion of the businesses present sought technical 
and marketing assistance from the consulting team through the company clinics MIDA organised. A 
number also requested assistance in identifying potential foreign partners for alliances and joint­
ventures. 

Overview 

The Action Plan we have developed wili pro·.1idc on a long-term basis the means for Malaysian 
businesses to respond to opportunities and threats and thus enable them to implement the strategy 
proposed. It consists of three major programmes which will bring about decisive changes in the 
industry's ability to compete as well as a set of other recommendations which will help incentivise and/ 
or pump-prime industry to move in the direction required. In broad summary the Action Plan is as 
follows: 

Major Programmes 

Technology Centre 

Strengthen the technical support available to Che industrial and general rubber goods industry by 
creating. with the help of the RRIM. an institution able co provide comprehensive technical 
development services to the rubber product industry. The institution would provide problem solving 
and product/process development and technology transfer services to Malaysian manufacturers 
which ;~ould enable them to improve efficiency. upgrade products and lake advantage of 
opportunities to manufacture new. higher value products. 
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As part or its support to the rubber products indUSlry. - including parts of the industry not covered 
by our study - the Government would contribute to establishment and initial operating casts thus 
incentivising Malaysian manufadurers to improve eff1Ciency and products_ Over a period of .3 years. 
Government support would gradually be reduced and the institution transformed from on self­
accounling entity within RRIM to an independent product development association. 

As the technology centre is likely to toke time to establish. in the short-term commission consultants 
to provide problem solving and technology transfer services_ 

Export Market Development 

To launch an export market development programme which would enable Malaysian manufadurers 
to strengthen their position in existing markets. capture higher value markets and/or diversify 
geographically_ 

The programme. to be launched through the Malaysian External Trade Centre (MATRADEJ. would 
provide consultancy assistance for export development in priority markets at subsidised rates_ 

Alliances, Joint Ventures and fnvestor Promotion 

Assist Malaysian manufacturers identify foreign partners for affiances and joint ventures and promote 
interest amongst leading world industrial and generol rubber goods manufacturers to locate in 
Malaysia. 

The programme. ta be launched by MIDA. would hove both a company specific element in 
identifying suitable foreign partners as well as a general investor promotion component 

Other Recommendations 

Underdeveloped Product Areas 

Closed cell sponge and oil related products represent a natural diversification for the Malaysian 
industry These are high value products. the markets for which are growing in Malaysia and within 
the Asia-Pacific region. The short-term technical support programme for industry should indude 
advice to Malaysian manufacturers an the tP.chnology or manufacture. 

For calendered sheet and products or calendered sheet and adhesive tape. although Malaysian and 
neighbouring country markets ore growing. investment requirements ore high and here are doubts 
over viability. We recommend commissioning feasibility studios 

The feasibility studies would be carried out by specialist consullo.1ts under MIDA ·s guidance and 
direction 
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lmpon Substitution 

Launch a programme to identify and exp/oil import substitution opportunities. This would coll for 
detailed analysis of lhe over M$2 50 million of industrial and consumer rubber goods currently 
imported into Malaysia. the dissemination of information to industry on opportunities identified and 
the launch of vendor development programmes to ensure competitive products are manufactured 
locally to meet cus£omer requirements. 

The work 011 identifying opportunities would be carried out by co'lsultants commissioned by MIDA. 
disseminating information would be carried out by MIDA wil.h Lhe help of MRPMA and RRJM. 
whereas lhe vendor development component should be incorporoLAd in the Ministry of International 
Trade and Industry ·s (MIT/) vendor developm;mt programme for small and medium sized businesses. 

POiie/es and Incentives 

MIDA to prepare a position paper on redudng tariffs on inputs with high tariff protection - irtduslrial 
textiles and carbon bloc":. MIDA with MRPMA to examine wider dissemination of information on 
incentives lo increase up-take particularly amongst small businE.SSes .. 

The Action Plan is designed to overcome the limitations imposed upon Malaysian manufacturers by 
their small size and the relatively recent development of the industry. The small size of most 
Malaysian industrial and general rubber goods manufacturers. whilst providing the advantages of 
lower overheads and structural resilience to downturns. limits their ability to support in-house 
technical development and undertake export development. The relatively recent development of the 
industry means that in the vital area of product and process technology Malaysian manufacturers 
need to catch up with their older established rivals in more industrialised countries. 

With the implementation of the Action Plan. Malaysian manufacturers should begin to catct. up with 
their more advanced rivals and so exploit more fully their relative factor cost advantages. At the same 
time. it should enable them to remain ahead in terms of corporate capability of their rivals in countries 
with lower factor cost - particularly manufacturers in Malaysia's main competitors. Thail:..1d and 
1r11onesia. 

Timing 

The speed with which these actions can be implemented differs widely. Work on identifying foreign 
partners for alliances and joint-ventures and investor promotion. the commissioning of consultants to 
provide short-term technical support. analysing impart substitution opportunities and launching 
vendor development programmes, feasibility studies on underdeveloped product areas and examining 
tariffs and improving access to incentives can be started immediately with a view to implementation 
within nine months. 

But in the case of two of the major programmes, whilst early actions cire required to commence the 
process of creating the new Technology Centre and to put in place the structure and delivery 
mechanisms of the export market development programme. actual implementation is likely to take 
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Figure 1 - Timing of Key Steps in the Action Plan 

Programme/Task 

Technology Cen:re 
1. Develop Corporate Plan for Centre 
2. Agree funding with Government. MRRDB 
3. Recruit staff 
4. Establish management/financial systems. separation from rest of RRIM 
5. Implement 

Short Term Technical Assistance 
1. Agree funding with Government. Industry 
2. Recruit Consultants 
3. Implement 

Export Market Development 
1. Develop plan of operations. funding 
2. Recruit external consultants 
3. Advertise scheme, select Malaysian manufacturers 
4. Launch 

Alliances/Joint Ventures/Investor Promotion 
1. Agree scheme and publicise 
2. Mobilise Malaysian manufacturers 
3. Identify and mobilise Foreign Investors 
4. Promote investors contact and monitor 

Other Recommendations 
1. Technology transfer (closed cell sponge. 011 related) 

as per short-term technical assistance 
2. Feasibility studies (calendered sheet. adhesive tape) 

- a,opoint consultants 
- conduct studies 
-disseminate information 

3. Import substitution 
- appoint consultants 
• conduct study 
- disseminate results, undertake vendor development 

4. Tariffs 
• conduct study to prepare position paper 

5. Incentives 
- prepare material 
- publicise 

Months 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 

... 
* 
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Import Substitution 

Launch a programme to identify and exploit impon substitution opponunities_ This would call for 
detailed analysis of the over M$250 million of indust.rial and consumer rubber goods currently 
imported into Malaysia. the dissemination of information to industry on opponunities identified and 
the launch of vendor development programmes to ensure competitive products are manufactured 
locally to meet customer requirements_ 

The work on identifying opportunities would be carried out by consultants commissioned by MIDA. 
disseminating information would be carried out by MIDA with the help of MRPMA and RRIM. 
whereas the vendor development component should be incorporated in the Ministry of International 
Trade and Industry's {MIT/) vendor development programme for small and medium sized businesses. 

Polle/es and Incentives 

MIDA to prepare a position paper on reducing tariffs on inputs with high tariff protection - industrial 
textiles and carbon black. MIDA with MRPMA to examine wider dissemination of information on 
incentives to increase up-take particularly amongst small businesses .. 

The Action Plan is designed to overcome the limitations imposed upon Malaysian manufacturers by 
their small size and the relatively recent development of the industry. The small size of most 
Malaysian industrial and general rubber goods manufacturers. whilst providing the advantages of 
lower overheads and structural resilience to downturns. limits their ability to support in-house 
technical development and undertake export development. The relatively recent development of the 
industry means that in the vital area of product and process technology Malaysian manufacturers 
need to catch up with their older established rivals in more industrialised countries. 

With the implementation of the Action Plan, Malaysian manufacturers should begin to catch up with 
their more advanced rivals and so exploit more fully their relative factor cost advantages. At the same 
time. it should enable tnem to remain ahead in terms of corporate capability of their rivals in countries 
with lower factor cost - particular1y manufacturers in Malaysia's main competitors. Thailand and 
Indonesia. 

Timing 

The speed with which these actions can be implemented differs widely. Work on identifying foreign 
partners for alliances and joint-ventures and investor promotion. the commissioning of consultants to 
provide short-term technical support. analysing import substitution opportunities and launching 
vendor development programmes, feasibility studies on underdeveloped product areas and examining 
tariffs and improving access to incentives can be started immediately with a view to implementation 
within nine months. 

But in the case of two of the major programmes. whilst ear1y actions are required to commence the 
process of creating the new Technology Centre and to put in place the structure and delivery 
mechanisms of the export market development programme, actual implementation is likely to take 
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Figure 1 • Timing of Key Steps in the Action Plan 

Programme/Task 

Technology Centre 
1. Develop Corporate Plan for Centre 
2. Agree funding with Government. MRRDB 
3. Recruit staff 
4. Establish management/financial systems. separation from rest of RRIM 
5. Implement 

Short Term Technical Assistance 
1. Agree funding with Government. Industry 
2. Recr.iit Consultants 
3. Implement 

Export Market Development 
1. Develop plan of operations. funding 
2. Recruit external consultants 
3. Advertise scheme, select Malaysian manufacturers 
4. Launch 

AlliancesiJolnt VentureS/lnvestor Promotion 
1. Agree scheme and publicise 
2. Mobilise Malaysian manufacturers 
3. Identify and mobilise Foreign Investors 
4. Promote investors contact and monitor 

Other Recommendations 
1. Technology transfer (closed cell sponge. oil related,I 

as per short-term technical assistance 
2. Feasibl1ity studies (calendered sheet. adhesive tape) 

- appoint consultants 
- conduct studies 
-disseminate information 

3. Import subStitution 
· appoint consultants 
- conduct study 
- disseminate results, undertake vendor development 

4. Tariffs 
- conduct study to prepare position paper 

5. Incentives 
- prepare material 
-publicise 

Months 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 
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longer. We estimate that the export development programme is unlikely to be implemented in a 
period of less than twelve months whereas the new Technology Centre is likely to take upwards of 16 
months to establish. 

The timing of the key steps required to implement the Action Pian are shown scilematically in figure 54 
facing. 

Costs 

The major items of cost are the creation of the new Technology Centre. short-term technical assistance. 
the export market development programme and the commissioning of feasibility and import 
substitution studies. The other recommendations can be considered jJart of the ongoing functions of 
the work of MIDA. MITI and MRPMA as follows: 

MJDA identiiication of foreign partners/invest.or promotion. 
analysis of tariffs on imports. 
improving access to incentives. 

Mm vendor development programme for small and medium size industries (SMls}. 

MRPMA - dissemination of information on incentives and opportunities. 

Figure 55 below sets out our estimates of the costs of establishing and operating the new Technology 
Centre. providing short-term technical assistance. the export market development programme and to 
commission feasibility and import substitution studies. The figure only presents cost to Government. 
It should be noted that industry is expected to contribute to the Technology Centre. to short-term 
technical assistance and the Export Market 
Development Programme_ 

The principle which has guided us in allocating 
costs between Government and industry is that 
Government as enabler should bear the costs of 
establishing new institutions and programmes. 
But when they have been established, it is up to 
industry as the main beneficiary to progressively 
pay for their running costs. 

The costs set out in figure 55. for the Export 
Market Development Programme and Technology 
Centre oover 3 years. After that these 

Cost of Action Plan 

1. Technology Centre 
- capital cost 
• operating costs over 3 years 

2. Short-term Technical Assistance 

3. Export Market Development 
- establishment cost 
- operating costs over 3 years 

4. Feasibility studies@ M$100k each 
5. lmoort Substitution Studv 

Total 

130 
--55.Q 

680 
100 

150 
.2..325. 
2,475 

200 
50 

3,505 
programmes are expected to become self figure 55 
supporting. In the case: of the technical support 
institution. support from Government continues beyond this period but this is mainly indirect 
assistance. given in the form of the Industrial Technical Assistance Fund (ITAF) which is available to all 
Malaysian industries and hence is not considered a cost of the Action Plan. 
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The contribution requi!'ed from Government is MS3.5 million. This is a comparatively modest sums 
because much of the infrastructure required is already in place. RRIM has already purt:hased much of 
the equipment required to run the Technology Centre and MATRADE is about to obtain the manpower 
and administrative infrastructure required to operate the export market development programme. 

COst/Benefit Evaluation 

To measure the benefits from implementing the Action Plan we have projected the expected path of 

growth of the industry. with and without the measures proposed. These projections are by their 
nature. uncertain as they are based on assumptions of future economic growth and industry capability 
which may not be realised. 

Nevertheless. they seek to illustrate the way the Action Plan is likely to impact upon the growth of the 
industry and the type of incremental gains possible from its implementation. We have focused on its 
likely impact on three key measures of performance - output. rubber consumption and exports. 

The main impact of the Action Plan would be to increase output and hence rubber consumption 
through a combination of higher exports. sales to the domestic market and lower imports. But the 
value of output is expected to show a greater proportionate increase than rubber consumption. The 
Plan is designed to increase value added and its effect is likely to raise the value of output per tonne 
of rubber consumed. 

Employment is not likely to be affected greatly. Increased levels of output are not likely to result in 
higher levels of employment because of gains in labour productivity. 

Based on our estimates. without the Action Plan output is expected to increase by about 8. 5% to the 
year 2002 reaching a value of MS81 O million. This is a lower rate of growth than achieved ty the 
industry during the 1980-92 period and reflects the growing maturity of the Malaysian industry. With 
the Action Plan. growth is likely to be higher by I 0%. 

Without the Action Plan. exports are likely to reach a value of MS440 million by 2002. Export growth 
is expected to continue at a high rate of 10% per annum but then slow. as competition in world 
markets intensifies. With the Action Plan they are like!y to be higher by 11 % 

Rubber consumption is expected to increase from the current level of nearly 45 thousand tonnes to 88 

thousand tonnes by 1992. average growth of nearly 7% p.a .. Rubber consumption would be 8% 
higher with the Action Plan with much of the growth coming in the form of higher SR consumption. 

The Plan is likely to make a significant contribution to the growth of the industry. But even witli the 
Plan it is likely that industrial and general rubber goods industry will rernain smaller than the latex and 
tyre industries and roughly half the size of Taiwan's non-latex GRG industry. 

It should be noted that the assumptions on which incremental gains have been calculated are 
relatively modest. Much higher benefits could be realised. 
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The purpose of our projections has been to show the cost effectiveness to Government of the measures 
proposed. Returns to each measure. with the most pessimistic assumptions of success. are 
nevertheless high. 

If we were to use more optimistic scenario"s of success then the Plan could result in making Malaysia 
into a major force in the market for industrial and general rubber goods in the Asia Pacific Region. 

Industry output cou!d well exceed MS t billion by 2002 and rubber consumption t 10 thousand 
tonnes. 

We have been asked to comment whether in our view the effort and costs associated with the Action 
Plan are justified in the Malaysian context. Whilst we are in no position to evaluate the relative merits 
of the Action Plan against competing calls from other sectors of industry we can make two 
observations. both of which support the case for implementing the Action Plan: 
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XIII Technology Support 

Rationale 

A key finding of the diagnostic we carried out of the Malaysian industrial ar.d general rubber goods 

industry was that as a result of small size and/or relatively recent exposure to the manufacture of 

technically demanding products. many manufacturers required access to external technological 

support. And. whilst the MRRDB through the RRIM had attempted to provide for this need. lack of 
resources had prevented it from providing the full range of services required. 

In addition. despite Government subsidising the use of consultancy services through ITAF. the 
provision of services by private sector consultants remained confined to a few individuals. Our 

resean:h showed that it was not the cost but the lack of suitable services which was the main 
impediment to accessing adequate technological support. 

In the context of the future development of the industrial and general rubber goods industry access to 
effective technological support will be of strategic importance. Over the next decade. the industry 
must increase value added to cope with rising labour and other factor costs and this will require 

improving the specification and performance of its products and becoming more efficient. Moreover. 
growth areas of demand will be for higher specification and more technically demanding products. If 
the industry is to rise to these challenges. it will require access to high quality technology support. 

These remarks should not take away from the achievements of the Malaysian industry in developing 
capability. It is important to recall that there are some 30 manufacturing companies in Malaysia 

which have been classed as ranging from world class to good domestic producers of industrial and 
consumer rubber products. However the products in which they succeed are - with few exceptions -
relatively simple and predominantly based on natural rubber. 

Whilst such firms are undoubtedly well able to continue to develop within their existing product range. 
most of them lack the technology resources/skills necessary to exploit some of the higher added value 

business which already exists and. which can be expected to develop further with the growth of the 

Malaysian economy and with greater penetration of export markets. 

Therefore the extent to which the local industry will be able to respond to domestic demand and to 

expand its overseas sales will depend on its ability to overcome a number of technological constraints. 

Some of these are long established and will need to be addressed by an intensive short term 

programme of training and consultancy. However continuous development growth is likely to be 

inhibited unless the industry has access to a sound. technological resoun:e dedicated to its needs. 

Moreover. although technology is not changing dramatically, the manner in which the industry works 
intemation<1lly to fulfil customer needs is undergoing fundamental change. Malaysian businesses will 
need to keep pace with these changes. 

Visitors attending a major international Rubber Industry exhibition after an absence of some years 
would pen:eive little which would surprise them. Indeed at first sight they wo11ld conclude that little 
had chanced. State of the art today is little different from that of recent times. 
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On the material side they would certainly find new variants of synthetic elastomers and would see 
some upward movement in the performance characteristics of natural rubber. They would note the 
extent to which Thermoplastic Elastomers have eroded some of the market for thermosetting rubbers -
but not to the extent that t-.ad once beef' expected. 

Their tour of the machinery halls would certainly reveal a significant upgrading of the controls on 
rubber processing machinery. They would note also some interesting technical developments 
particularty in injection mculding. They \YOUld however condude that there were no revolutionary 
changes in any of the branches of the rubber industry. 

Visitors would however be much more impressed by the manner in which the industry has evolved in 
the past ten years. They would note the following characteristics of the modem general rubber goods 
industry. 

• The closeness of jnte@djo!'l between the three strands of the GIRG industry - the polymer 
supp1;er the converter and the end-user. The latter in particular now has a much closer 
understanding of rubber and is able to participate much more closely in the design of the 
products and the specifications of the elastomer and in the characteristics of the compound. 

The omeressive drjye jn all key end use sectors for gualjty and consistency - and the extent to 
which the rubber product industry is responding. Led by automotive manufacturers. 
introduction of their own quality standards. other users are increasingly demanding their 
suppliers to work at least to ISO 9000. 

• A slow but oerteQtjbly acce!eratjng moyement towards tiehter manufacturing procedures 
Wortd class producers are now using Statistical Process Control and other systems to ensure 
consistent quality and tight economic control. 

The increasing role played by automation and materia! handling as an aid to competitiveness. 
wherever scale and types of operation permit. 

• The need to take account of environmental issues raised bY Governments oressure erouos 
Companies' manufacturing operations are constrained by legislation such as the Environment 
Protection Acts in the UK. More recently. they find themselves under pressure from their 
customers to demonstrate that they have live Environmental Management Policies and new 
standards - similar to ISO 9000 - have been developed. Increasingly end users will seek to 
minimise their use of materials which cannot readily be recycled - a factor which may add 
renewed stimulus to the use of Thermoplastic Elastomers. 

At the end of his tour of the industry. the visitor would conclude that competitiveness in the wortd's 
rubber product industry is now much more dependent on doing all things well and a constant 
awareness of small changes rather than on the quest for major changes in technology. 

The Malaysian rubber product industry will clearly need to follow these trends. Indeed most of the 
world class companies identified in the First Interim Report are already moving in that direction. 

However. as we show elsewhere in that report there is a general lack of awareness of these 
developments amongst many firms in Malaysia. Some may take the view they are of little relevance to 
them if they merely serve the domestic market. This is not the case. 

Many domestic customers for industrial rubber products are exparters and they will certainly be 
moving ever closer to practices in developed countries. They will expect their suppliers to do likeWise. 
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The maintenance of ar.y form of competitive edge will also hinge on the ability to exploit best practice 
and cost reductions through automation. The creation of an awareness of this, the provision of 
appropriate tra!ning and the development of assistance programmes for implementation is required to 
help Malaysian :ndustry to improve its competitiveness. 

Tnis perceived need has given rise to the rer..canmendation that some form of initiative be undertaken 
to enhance the te:hnological support to the industry. In this section we consider : 

• The problems within the Malaysian rubber product industry and the consequent strategic 
requirements and short term needs of the industry: 

• The types of institution that could be created. their organisation. staffing. other resource 
requirements and financial implications: 

• A more regional approach - involving the possible development of an ASEAN centre for rubber 
techilOlogy. 

We conclude with recommendations for fu~ure actions. 

The Situation In Malaysia 

Problems and Implications 

Essentially we have identified the following prob1ems in many Malaysian rubber product companies: 

i.) A lack of experience in synthetic rubber: 
ii.) Insufficient knowledge/experience of processing technology: 
iii.) A general lack of capability for product development and p(ocess innovation: 
iv.) Insufficient technologists yi:ith factory experience. 

These issues are examined in the following paragraphs in the context of the symptoms and their 

implications for future development of the industry. 

a lack of exoerience jn synthetic rubber 

• Symptoms 

Currencly some 85 % of rubber consumption 1s in the form of natural rubber; by contrast in 
developea countries NR account.s for significanlly les.s that 50% of rubber consumed for indust.'"ial 
rubber products 

Synthetic materials are relatively new to Malaysia since it is only witnin the paSl 6 years or so that 
such polymers hove begun to be used in any significant quantities. 

A very significant proponion of the enquiries oriS1ng during the clinics run by Ropra as part. of this 
project w1:m~ r.oncemed with very boc;1c questions C'iricerning the properties and processability of 
synthetic rubber.:.. 
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• lmpfications 

The level or enqui'ies about synthetic rubbers suggeslS Chat there is o demand for products bose:J on 
these matenafs wti.'ch companies ore having difflCU/ty in fulfilfing. 

Without this experience and background it win continue to be difflcull for rubber product. companies 
to enter some of the more advanced mo.""kels we indicated in our First Interim Report. 

Insufficient knowledge/experience of nmressine technology 

.. Symptoms 

A high level of scrap and waste 
High man:1ing levels 
General levels of plant ineffidencies 
Concentration on simple processes and technologies. 

• Implications 

Higher than necessary cas!.S 
DifftOJlties in introduction or new technologies 

A eeneral lack of capability for product deye!opmeot and process innovation 

• Symptoms 

Few companies have any form of development laboratory 
UU/e evidence of any innovation even amongSl good domestic and threshold companies 

• Implications 

Resi.riclion on ability to respond to demand for greater variety of products arising out of increase of 
end use sectors 
Greater import..c. of - especially - higher added value prod1JCts. 

Insufficient Technologists with Factory Exoecieoce 

• Symptoms 

General lo~ of professional people 
Readiness lo pooch technologists from organisations such as RRIM 

• Implications 

Difflcully in achieving innovation or product and process 
Problems or finding suitable people for new businesses. 
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Requirements of Malaysian Industry 

As already noted the continuous growth and development of the industrial and general rubber goods 

industry will call for a structured fonn of technological support. The character of the requirement 

depends on both the technologies used and the nature of the market which different components of 

the industry serve. In the following figure we consider and attempt to rdnk in tenns of likely uses of 

technology support the various sub-sectors within the Malaysian industrial and general rubber goods 

industry. 

Future Requirements 01Rubber1ridU~ Sectors under study 

High 

ModeSt 

Low. 

G!RG - indUstrial 
rubber goods ~ 
components and 
new pi'ticllds 
serving Qt;Ms 
and other ·· 
. denlandlrij . 
industrial user5 

Masterbatch and 
Compounds 

IRG products 
serving 
construction and 
replacement 
segments. 

This Is the Sector which can reasoriably expect t() have gre~~/ .••.. 
level of iMovative activity and Would be likely to pla,ce the··~··········· 
frequent demand on central technical support. As the ~of 
industrial activity increases so will the need to ~te.wf: ·· • . ·. 

. J>(P(lJCI imovation anct to ensure~ efficierlt ~es.cttt.: .::/: · ·· 
)~¥ti to convert the most approp!fa.t! inat~~ ··~~f ) ·· 

.• The r~irernent will be for a~ r~~ of Skill~ indiJcr.;.Q:< . 
• rubber engineering · 
• rubber~ and ~e~ls 

With increasing use of synthetic rubbers companies involved in 
this area are likely to be increasingly concerned with: 
• rubber chemistry and materials . . i . 

There is less inOOvatwe· ~ m this area. PrcxtJct$ te'1di~t~ > 
standard"ISed, there 1s·a mJch lower level of synthetic rubbef.•. ·· .·· 
usage. Companies in this sector are more likely therefore to ·· 
require assistance in si111>le coq>ound development and very 
occasional problem so!'!ir.g. · 

Whilst it is passible that there could be a small, but sporacfic 
requirement for rubber engineering support the predominant 
requirement is likely to be for: 
• rubber chemistry and materials and 
• I r · n 

Low Consumer goods As in the case of the construction industry there is only a .. .. ... . . .. 
modest level of technological innovation. New prOducts arEf .. ··.· .. ·.· · · 
more the result of new product (aesthetic) design than the . 
result or fundamental changes of technology . Also, this sutF 
sector has the highes: presence of foreign companies which 
provides It with technological support from outside Malaysia. 

The requirement for technological support Is therefore more 
Hkely to be concentrated around the manufacturing process 
and compound development. The requirement is therefore 
likely to be focussed around: 
• rubber chemistry am materials 
• proccsstproduction engineering 

Note: In au of the above cases there may be a commensurate requirement for experimental work, 
tssting and analysis. 

figure56 
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In addition to providing for the requirements of the industrial and general mbber goods industry itself, 

consideration of the requirement for technology suppo~ has to take account of the potential needs of 

other parts of the rubber product industry anJ the end-users themselves. who may want assistance in 

developing new product specifications and in designing product to meet new applications. These are 

examined in figure 57. 

Future Requirements of End Users and other Rubber Product Industries 

Rank 
Modest/ The End Use 
Rising Sector 

Low 

Low 

Low 

Low 

The OE 
Tyre 
lndust 

The Retread 
Industry 

Rubber Footwear 

Materials 
Suppliers 

n 
A significant portion - some 60% of the consuttancy effort 
undertaken by Aapra Technology's rubber consultants is in 
assisting industrial end-users in product development and failure 
diagnosis. The gradual widening of the diversity of end uses in 
Malaysia is likely to slim.date some demand for similar services. 

The requirement will be for: 
• rubber engineering 
• rubber chemistry and materials 
Resources 1or tesr win be an increasi necessit . 

This is the most advanced sector of the industry. The sector is 
setting up its own technology centre and is therefore unlikely to 
r: ire an additional techno ical su rt. 

Experience suggests that the predominant part of this sector 
uses basic technology with little if any requirement for 
technology support. Increasing standards and safety 
requirements will give rise to higher levels of quality control and 
a central testi facilit is like to be r: ired. 

This is not an innovative sector of the industry and it's 
requirement for technology support is likely to be the occasional 
need for assistance with C0"1JOund development. The 
requirement in this sector wiU therefore be for support in: 
• rubber chemistry and materials 

rocess techno 

From time to time synthetic materials suppliers do require 
some technical support - usually in the area of compound 
development. In the current and anticipated absence of any 
synthetic rubber production in Malaysia this requirement is 
likely to be only minimal. However, the availability of a rubber 
product technology centre might stimulate a small demand for 
assistance from SR manufacturers su I i into the count 

figure57 

A notable omission from the above list is the latex industry. The technology t;sed by that branch of 

the rubber industry is not closely related to that used for solid rubber goods. And much of the :atex 

industry is in any case not likely to require much technical assistance either because the technology 

used is stable or because firms will have access to the resources of foreign parents. We have therefore 

not provided for demand for technology support from that part of the industry. 
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Role and Services 

The requirements outlined above can be summarised under four activity headings: 

• Problem Solving 

On site trouble shoaling - undertaken by a consullanl visiting Che cvmpany on one or more occasion 
during which Che causes are diagnosed and on Che spot advice is given to lhe technologists_ This is 
t'1e simples~ rorm of a!:liHi.y end is usually associated with some aspects of the tom:;a.'ly's production 
process/compound. 
The above plus laboratory investigations involving testing and analysis. 

Product/process ~evelopment 

On site or office discussions during which the scope of Che development is identified and consultancy 
is offered_ 
Prototype de\'elop.nent and evaluation may lake place either in the consultants fadlities or on the 
company's own equipment. 

• Technology transfer 

Passive and pro-active provision of information on c'21.·efc,pments in materials and process 
technology through in-house and outsourced publications - requiring access ~o data Pases and other 
sources 
Pro-active work on a .nultidient basis addressing .'ipeCific teclmological issues on a pre-competitive 
basis. 
Symposia. seminars and courses conducted by in-house or visiting experts. 

Meeting Malaysian Requirements 

To meet the industry's requirements and to provide the range of services outlined above call for tie 
following skills and resources: 

• Skills 

It will have been nC>ted that the individual areas of demand involve a requirement for one or 

more of the following skills: 

i.) process/production engineering: 
ii.) rubber engineering/product development: 
iii.) rubber chemistry and materials. 

This is based on Rapra Technology's experience. Whilst an initial training in polymer technology 
is sound basis for all three types of consultancy - relevant industrial and specialised experience 
is very important - especially in the areas of process and rubber engineering. In addition the 

centre would need skills in information/data handling. Ideally therefore a technology centre 

dedicated to the service of the rubber product industry should be able to offer all four 
capabilities - almost certainly at degree level. 
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It would be rare - especially in a relatively new industry to find any single individual with 
expertise in more than one of these areas . A fully staffed centre would therefore need one each 
of these bringing the ideal manning level to four. 

• Resources 

It will also have been noted that these skills require easy and prompt access to: 

i.) facilities for compounding and processing of rubber with technicians to operate them: 
ii.) testing and analytical laboratories with appropriate staffing of technologists: 
iii.) information resources - libraries, data and knowledge bases. 

The Options 

In determining the sh.:pe of the technology support institution appropriate for the Malaysian rubber 
product industry, the first consideration is the types of skills and resources it would have in-house and 
those it would access from external sources. An important distinction in this respect can be drawn 
between institutions with and without their own hardware resoi;!'~es - compounding and processing 
facilities and testing and analysis laboratories - resulting in three options: 

Option I - The One Stop Shop 

This option provides for an independent consultancy resource with capabilities in all major skill 
areas with access to information sources. But the institution would not have its own hardware 
facilities and would have to contract out or buy in services which require the use of hardware. 
The institution would be able to provide a comprehensive range of expertise and services to its 
customers - hence serving as a One Stop Shop - e'.!en if it has to buy in some services. 

Option II - A Technology Centre Attached to RRIM (GIRG Tee) 

T!' ~centre would comprlst;? the four man consultancy team outlined above under One Stop 
Shop, and would access hardware resources from the rest of the organisation. Clearly, the RRIM 
with its existing technology centre and extensive hardware facilities would be the ideal 
organisation to develop a full fledged technology centre. All that would be required is to 
reinforce the capabilities of RRIM's existing Technical Consultancy and Advisory Unit. 

Option Ill • An Independent Technology Centre 

This would comprise the four man consultancy team describeO above but would also have its 
own hardware facilities in-house and the technicians required to operate them. The centre 
would be independent of any other ~gency. 

Each of the options repre-.-:ents trade-offs '.n the range of services provided in-house. and has varying 
cost and funding implicatioris. These are describ<;1 in the sections below. 
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Operational lmpllcations 

Each of the three options would have different operational characteristics. We examine below the 

operational characteristics of each. 

• One Stop Shop (relying on other centres In Malaysia and elsewhere for all services) 

• Consultancy Team 

It is Rapra's opinion that. given the diversity of the problems likely to confront any provider of 
technology support the consultancy team should comprise one Manager plus three professional 

people with appropriate clerical support. 

The choice of the right professionals with the right balance of skills would be very important and 

it is very probable that appointees would require training. A key characteristic of such 
consultants is a strong motivation to deal with a diversity of technical problems. 

Rapra's experience - and indeed that of other Research and Technical Organisations - suggests 
that such people are likely not only to offer a better quality of service but, provided there is a 
steady flow of interesting work, are not predispoSEd to be interested in working on routine 

problems witilin individual companies -(thereby overcoming one of the industry's anxieties about 
the mobility from centres of excellence to competitors). Notwithstanding such motivation 
salaries and benefits would need to approach those paid by industry. 

The structure of the team is shown lJelow. The Managing Consultant would clearly be active and could 

specialise in one or other of the areas. 

Managing 
Consultant 

Specialist I Specialist II 

• Location 

Clerical 
Support 

Specialist Ill 

figure SS 

The team would spend much of its time either on client's sites or with support.ing organisaUons. fl 
could theoreticonv operate from any location - however there are sound technological and project 
management reasons for the team to be located in proximity to a provider of hardware based 
support. 
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• Resources 
In addition to the normal fadlities of a free standing omce. the unit wou!d require excellent 
telecommunication and data management equipment. The need for mobility would also call for the 
centre to have its own transport resources. 

• Running Requirements 
It would need to subscribe to a large number of data bases and staff would need lo be able to attend 
international conferences. Ii. would need lo establish commercial links with providers of hardware 
based support so that they have access lo a responsive. cast-effective service. 

• GIRG Tee. Attached to RRIM 

The basic resource - a consultancy team - would be similar to that described under the One 
Stop Shop option. The team would be located at RRIM and would represent a strengthened 
form of the existing Technical Consultancy and Advisory Unit. The resources in terms of 
telecommunication and data management equipment would be as per the One Stop Shop and 
the centre would also rP.quire access to data bases and for its staff to attend international 
conferences. 

The main difference to the One Stop Shop would be that it would have access to RRIM's 
hardware resources. To ensure that it receives prompt and efficient service from RRIM the 
centre would have to negotiate internal prices for the provision of RRIM services and the level of 
priority it's work would have over other RRIM projects and services. If suitable arrangements 
can be made for accessing RRIM's hardware services, in operational terms this is an attractive 
option for the following reasons: 

a direct link would exist between the laboratories and the consultants -thereby facilitating 
project management; 

consultants nol engaged on project work would be able lo participate in the R&D activities of 
RRIM which would benefit from growing experience with synthetic rubber and the end use 
secto;-s; 

the option would be the easiest to implement. 

To be effective however and to overcome some of industries concerns about the use of the RRIM 
- (real or imaginary) it would be necessary to: 

set up the Consultancy as an entirely independent Profit Centre with its own targets. It should 
have independence of resources and freedom to allocate resources as it thought fit. The GIRG 
industry must be represented on its management. 

address tne need to accommodate industrial level salaries/rewards: 

ensure that the day to day needs of the rubber product industry always take priority over any 
RRIM project work. 
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• Independent Centre (with minimum technical resources) 

• Consultancy Team 

The basic structure of the team in lhe One Stop Shop would remain. ll would however need to be 
supplemented by two technicians la work in the laboratory as shown in f19ure 69: 

Managing 
Consultant 

Specialist II Specialist Ill 

figure59 

• Laboratory 

In Rapra's opinion lhe minimum equipmenl LO which consultcnts would require ready access would 
comprise: 

Mixing plant - a small Banbury plus a two roll mill; 
A press - preferably two or more daylight plus simple tools; 
Testing Equipment - rheometer, balances. tensometer and hand held hardness tester; 

The total installed cost of this would be of the order of M$1 million. 

• Location and Other Resources 

These would be similar to those indicated for a One Stop Shop. 

Operational Costs 

We have assumed that the Consultancy team would build up as shown in the following table: 

Build Up of Consultancy Team 

Year 1 

Consultant Years 
Available Resouree • 

2.5 
310 

Year 2 

3.5 
440 

Year3 

4 
500 

• This assumes 250 effective working days a year allowing figure 60 
for weekends, national holidays, /save and sickness anci that 
some 50% of the tim9 availab/11 is used for consultancy work. 
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On this basis we estimate that the establishment and operational costs (excluding expenses associated 
with the conduct of individual projects) would be as shown in figures 61 and 62. over1eaf: 

Establishment and Operational Costs for One Stop Shop - M$ '000 

Year 
1 ~ 3 .. 5 

CaQitat Costs 
Equipment 50 10 10 10 10 
Cars 80 . - . -
Suf>.total 130 10 10 10 10 

Operational Costs 
.sta/I.. 
Managing Consultant 120 120 120 120 120 
Consuftants 200 280 320 320 320 
Clerical 30 30 30 30 30 
Sub·total 350 430 470 470 470 

Other exoeases 
Cars 20 20 20 20 20 
Rent. local taxes. telecomnunications 100 100 100 100 100 
Sundry: poricy travel, subscriptions etc 80 80 80 80 80 

Total Cost 680 640 680 680 680 

figure61 

These are broad brush estimates which no doubt could be revised with further study. The principle we 
have used in determining salaries for the consultants. is to allow the institution to either sourte 
individuals of the highest calibre in Malaysia or a mix of local and international recruitement. The 
salary levels shown would be sufficient for instance to hire one or two expatriates alOng with Malaysian 
staff. 

We estimate that the operation of the GIRG Tee under the aegis of the RRIM would be at a similar 
level - although some savings would possibly arise in the area of rent etc if the centre was located at 
RRIM. However the costs of setting up an entirely new centre with its own equipment would be 
significantly higher (figure 62 overleaf). 
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Establishment and Operational Costs for Independent Centre· M$ ·ooo 
Year 

1 2 3 4 5 
Capital Costs 
Equipment 1000 10 10 10 10 
~!ll'C 80 - - - -· 

Sub-total 1080 10 10 10 10 

Ck>eraUooat Costs 
.staJt. 
Managing Consultant 120 120 120 120 120 

Consultants 250 280 320 320 320 

Clerical 30 30 30 30 30 
~ 1~:--.~~nc: - n..,.. in 1c:t ., .. ,,.r 40 80 80 80 80 
Sub-total 390 510 550 550 550 

Other exoenses 
Cars 20 20 20 20 20 
Rent. local taxes, telecommunications 100 100 100 100 100 
Sundry: policy travel, subscriptions etc 80 80 60 80 80 

Total Cost 1670 720 760 760 760 

fig•Jre 62 

Meeting The Cost - Industrial Usage 

Whichever option is selected the costs of operating the unit will be high. Significant s:.art up costs 
would be involved and whilst the build up of the resource can be phased to some degree it must be 
able to offer a comprehensive service within a relatively short time if it is to achieve any level of 
credibility. 

The fundamental question therefore is whether this fonn of activity could eventually become 
economically viable in its own right. - ie whether industry would be willing to pay the full economic rate 
for the operation of a resource of this type. Clearly the higher the utilisation the lower the unit costs. 
To be viable therefore the unit will need to be well utilised. 

There are cssentia!ly six sources of potential income from industry: 

i.) Problem solving for individual companies; 

ii.) Prototype development; 

iii.) The generation of information products and/or dissemination of such products generated by 
other sources; 
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iv.) Technology Transfer through symposia. seminars and courses: 

v.) Multicrient projects. 

In principle therefore there is a good diversity of busi~ to go for. However it is essential to recognise 
the overall customer base is relatively small - in the sections on industry'S requirements we have 
identified a diversity of companies which might at some time or other use one or other of the 
consultancy facilities. In ttie sections below we have attempted to quantify the amount of services 
industry as a whole is likely to buy from a technology support institution. 

Problem Solving 

On the basis of Rapra experience we have built up the following utilisation profile based on the current 
structure of the industry: 

Potential Consultancy Utilisation of a Technology Centre In 1994195 
.. .. ~ 

Total ~ 

N'of Projects/ Daysi 
Source Sector Finns flnnlYear Proiect Consunanev Laboratorv 

GIRG lnckJstrial OEM 20·30 0.67 5 50-80 15-20 
Masterbatch & Cof1l)OUndS 26 05 3 10 30 
GIRG Industrial • Sundry 40-30 0.5 3 15·10 45-35 
Consumer Sector 34 0.25 3 5 20 
End-Use Sector 10 0.5 5 40 10 
Materials Suppliers 5 10 
Others 10 20 

Total 135-t&O 150-145 
figure63 

These figures suggest that a newly formed centre could - given good marketing - build up quite quickly 
to a utilisation of approximately 135 consultant days. Recalling that we have allowed for a resource of 
2 to 2.5 consultants in the first year of operation this would amount to a consultancy work load of 
approximately 1 day per week for each consultant. There is therefore a perteived gap of at least 1 to 
1.5 consultant days per week or a total of 150 days per annum. This would need to be addressed with 
other activities - see below. 

It is noteworthy that on this model there is a quite rapid build up of utilisation of laboratory services. 
It is reasonable however to assume that the work will build up rapidly for three reasons: 

i. J The general need to upgrade and develop new producLs by the sector serving demanding induSlriol 
customers/products. 

ii.} The growth or the industry itself is likely to give rise to an increased volume of work - although 
growth in volume is not os important on indicator os the level of technology being used and to some 
extent the number or companies active in the area. 

iii.} A growing and more diversified industrial sector will generate enquiries and requests for assistance. 
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The fet;owing moctel of the situation in say 5 years time is thought to be not unreasonable. 

Potential Consultancy UtUisalion of a Technology Centre In 1998'99 

N2 of Projects/ Daysi 
1 

Total estimated requirement 
Source Sector Finns firm/year Project Consultancv Laboratory 

GIRG lnciJstrial OEM 30-40 1.0 5 120-160 30-40 
Masterbatch & Co"1>QUnds 26 05 3 10 30 
GIRG lncllstrial - Sundry 40-30 0.5 3 15-10 45-35 
Consumer Sector 40 0.25 3 10 20 
End-Use Sector 20 1.0 5 80 20 
Materials Suppliers 10 20 
Others 10 20 

Total 255-290 185-185 
figure64 

This would represent a virtual doubling of the requirement for consultancy b;..t a somewhat lower 

increase in the volume of laboratory work. C~rfy thf2 are only indicative numbers but they suggest 

that the overall work load per consultant - of whom there would be 4 by then ~ould have risen to 

about I .5 days per week. The demand for laboratory work will have risen rather more slowly. 

Nevertheless there is a still a high under-utilisation of a. by above definition. highly professional team 
and other sources of income will be needed. 

Other Sources of Income 

There is little doubt that on an ongoing basis there will be scope for the conduct of seminars. the 

preparation of reports etc. It is not unreasonable to assume therefore that the make-1,,p of activities 

could evolve as follows: 

Additional Activities 
Conduct of Special Courses and Seminars 
Preparation of special reports for sate to industry ie. 
CGnduct of precompetitive multiclient project (We assume two projects 
eaeh calling for 50 days work divided 25:75 between the centre's 
consultants and support development wo(i< rrom laboratories). 

Year 1 

25 
50 
0 

Years 

50 
75 
25 

75 150 
figure 65 

Clearly it is difficult to gauge fully the extent to which Companies will be willing to purchase these 

additional services. Rapra experience c;uggests that perceived need is a greater controlling factor than 

is price. Success in this area will depend very heavily on marketing of the benefits of ea.th individual 
product - especially those which involve any form active involvement of companies' own staff. 

Total Potential US2 by Industry 

Taking the two sets of income together we can envisage the unit being able to generate some 200 

days of work for consultants in the first year or so ~ building up to some 400 to 450 days by the fifth 

year. On that basis this would support approximately 1.5 consultant years in year 1 rising to just over 

3 consultants years by year 5. 

ID NIDO 
:~1!:. 
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Given the structural requirements described above for building up a four man team over a three year 
period there wouid be shortfall of use of some 50% in the early years and perhaps as much as 25% in 
the latter years. This would have two effects: 

i.} Under-ulilisolion of skilled consullants wo!J/d mean difflCUlty in ret.aining the qoolil!J people descrr"bed 
above; 

ii.) high unit costs for consultancy. 

Operating Income 

In setting fees for its services. the institution would have to balance the need to recoi-er costs with 
affordability. With underutilisation of staff. the danger is that any attempt to cover costs fully would 
result in a levef of fees that would make its service unaffordable to its target clientele and hence result 
in a lower- level of utilisation than estimated above. 

In the case of the One Stop Shop and the Technology Cenlte attached to RRIM. the main revenue 
income would be from consultancy services and additional income generating activities such as 

conducting seminars and preparing multi-client reports. The demand for laboratory services would be 
contracted out to other institutions or to other parts of the organisation. Hence. net revenue from this 
sour~e would be low. 

In the case of the Independent Technology Centre. income would be derived also from laboratory 
services. The independent technology centre would provide these in-house using its own staff and 
hardware resources. 

Of the three types of income earning services. the highest fees would be from consultancy services for 
problems solving. followed by other income generating activities and laboratory services. Experience 
shows that fees earned through consultancy are higher than from arranging seminars and courses and 
considerably higher than for laboratory services. 

Determining the level of fees that the industry would consider affordable is difficult. Estimating what 
the industry would be willing to pay for the services of a new. or substantially improved technology 
resources would require market testing. In figure 66 overleaf we set out the effects on cost recovery of 
various levels of fees to illustrate financial viability of the 3 types of technology support institution. 
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Levels of Fees and Cost Recoverv - Year 1 

One Stgn ShQR & Centre attached to RRIM 

.costs M~nnn 

Amortisation of Equipment (over 5 years) 25 
Operating Costs -550 
Total 575 

Revenue 

case1 MSOOO Case2 MS-000 

Consultancy services 
270 

Consultancy services 
470 135 days @ MS2.000!day 135 days@ MS3.500/day 

Ottier Income Other Income 
75 days at MS1 ,000/day _Z5 75 days@ MS1 ,500/day -110 

345 580 

ll'IMpeodeDI IPCttoalag~ ~m 

Costs MS'OOO 

Amortisation of Equipment (over 5 years 
136 for cars. 10 years for machinery) 

Operating Costs ...59Q 
Total 726 

Revenue 

case1 MS'OOO case2 M$'000 

Consultancy services Consultancy services 
470 135 days @ MS2.000/day 270 135 days @ M$3,500Jday 

Other Income Other Income 
75 days @ MS1 ,000/day 75 75 days @ M$1 .500/day 110 
Laboratory services 

_.zs. 
Laboratory Services 

~ 155 days @ MSSOO/day 155 day:; @ MS1 ,000 day 
420 735 

figure 66 

It is c!i?ar rrom the above that with consl!ltancy services charged at a rate of MS2.000 /day. other 

income earning days contributing MS 1 .000/day and laboratory services producing MS500/day neither 

option covers it'.> operating costs. This level or fees would we believe. be affordable to industry if ITAf's 

50% contribution could be accessed. but is insufficient for cost recovery. 

On the other hand. achieving full cost recovery requires that in the case of the One Stop Shop and the 

GIRG Tee attached to RRIM that fees for proressional services are raised to MS3,500/day. and from 

seminars and courses MS 1.500/day is realised. 

A fee of MS3.500/day is clearly excessive even by European standards. Allowing for 50% ITAF 

contribution. this level of fees would mean that each 5 day project would cost Malaysian companies 

over MS 10.000 inclusive of laboratory costs. Moreover. it is highly unlikely that arranging courses 

and seminars could net the MS 1 .500/day assumed for case 2. For instance. taking 1 5 days to 
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arrange a seminar which 30 participants attend and pay MSSOO each. is likely to net MS 1.000/day 

when expenses are taken into account. Our e.xperience would suggest that many companies would 

find paying MS 1 .SOO!day excessive. 

To achieve full cost recovery. a similar level of consultancy fees (MS3.500) would have to be charged 

by the independent technology centre and the consultants would a!so have to net MS 1 .500/day in 

other income generating activities. But in addition. the centre would also have to raise laboratory fees 

to MS 1,000/day. 

In our view. the figures above illustrate that despite the gradual build up of consultancy staff. all three 

options are likely to fail to recover operating costs in the ear1y years of their operation. Government 
would not only have to contribute funds through ITAF but may also need to provide a direct 

subvention to the institution either in the form of a capital grant and/or contribution to operating 

costs. 

As demand for consultancy services increases. the situation should improve. By year 5. demand for 

consultancy services would have increased to over 255 days. And although staffing levels would have 
increased. the fees required to achieve full cost recovery would have fallen from MS3.500/day to 

MS2.000/day for the three options whereas the sum required to be raised from other income 

generating activities would fall to MS 1.000/day and laboratory services to MSSOO/day. 

With ITAF support in place. the sum charged to the user for consultancy services - 50% of MS2.000/ 

day - would be affordable. And. the recovery required from other income generation activities is also 
more reasonable. But, of course. it is uncertain whether the government would continue with ITAF 

funding indefinitely. 

Hence. it may be summarised that in the early years there can be little doubt that neither of the three 

options is likely to achieve full cost recovery. The poor utiiisation of the resources available makes this 

inevitable. 

In later years. when demand for technology support is expected to increase. the financial viability of 

each option should improve and with ITAF funding in place they could become financially self­

sufficient. But without ITAF funding. doubts may continue to exist over whether the fee structures 

required for full cost recovery would be affordable to users. 

Potential Structures for Malaysla 

Having reviewed available options and their operational cost and financial implications. there are in 

essence three types of organisations that could be set up to provide technology support: 

i.) A technology centre attached to RRIM (CIRG Tee) continuing as a government agency funded b~· 

annual subsidy: 

ii.) A joint iridustry/government initiative to establish a product development association: 

iii.) A totally industry sponsorec> ac•ivity to encourage the development of a One Stop Shop. 

These are considered below. 

IRES&C9·J 

August 1994 134 



• GIRG Tee - Attached to RRllM 

This is in essence an extension of the current situation . The requirement for this had already been 

acknowledged as early as 1976 when a TerJmical Centre was set up within the RRIM to support the. 
then. SO or so rubber processing companies and encourage them to move into new p~ucts and use 
RRIM testing facilities. 

The service was free to rubber product manufacturers until the mid 1980s. By this time, the rubber 
product sector was growing rapidly and ii was absorbing increasing quantities of natural rubber. In 
1990 therefore a new activity the Technicoi Consultancy and Advisory Unil was set up within RRIM to 

support the growth of the domestic industry. 

The initial staffing targets have not been met and there is a strong reliance on RRIM personnel to 

provide the necessary advice and assistance. For historical reasons there is mismatch between the 
technological skills required for this work and those available within RRIM - excellent though they are 
within their specialisations. 

This mismatch is most pronounced in the areas where we perceive most significant growth production/ 
process engineering and service to the end use sector - although the traditional demands of Malaysian 
GIRG sector for compound testing can probably continue to be met from the RRIM - even in areas 
such as SR compounds. Nonetheless it would however be entirely feasible for the RRIM to continue -
at least in the short term - to be the base for the new Technology Centre groyided that: 

• 

• 

• 

• 

• 

A specific team is set up with the primary dedication of serving the developing markets 
described above. 

The team selected from the highly trained and experienced individuals receives intensive training 
in this type of wori< and continues a programme of skill development. 

A highly pro-active marketing effort is maintained by the new unit - especially targeted at the 
end use sectors. 

The team develops the services described above . 

The centre is as constituted as a profit centre so that its costs and revenues can be clearly 
identified. 

In addition. to involve industry closely in the work of the Centre we would suggest that a management 
committee be set up for the Centre and industry representatives invited on to it. Participation by 
industry in the management of the centre may help dispel the negative views held by some sections of 
the rubber product industry of the benefits from RRIM's services. 

The way the centre could set up charging for its services !~shown below. 
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Publications 
a Seminars 

Multicilent 
Projects 

• Free day of consultancy to define problem and prepare programme of work; 
• 50% of professional fees paid by the Company plus expenses. remainder by IT AF 

• 50% ~ubsiC'.es for general technology transfer projects including the costs 
f external sourci data e r ublications tc. 

• Pro bono industry as a whole 100% funding 
• For specific interests of groups of companies 50% contribution from industrv -

whicn could include in-kind contributions (wt;ere work undertaken by the 
company towards the project is valued) 

figure 67 

The existing culture within the RRIM is capable of accommodating this form of activity. The importance 
of this should not be underestimated. Research oriented scientists and technologists are not ilOnnally 

predisposed towards pro-active promotion of their activities - however well they may react to 
enquiries and problems. 

No doubt the centre would require Government subvention in the early years. But such subventions 
should be clearly earmarked and kept separate from Governments overall contribution to RRIM. 

In order to ensure a reasonable confidence in the activity it would be necessary for Government to 
commit itself to the support of this form of agency for a period of 3 years - with a review of this 
commitment in tflc 3rd year. 

• Product Development Association 

An option which provides for greater involvement of industry and hence could be considered more 
attuned to the needs of industry as it sees them. would be to form a product dcveiopment association. 

In the Malaysian context. it should be noted that the industry through MRPMA. has asked that RRIM's 
technical cer.tre be privatised or at least made independent of RRIM. It is the view of the industry's 

representatives that separation of the centre from RRIM and its subsequent control by industry would 
make it more responsive to industry's needs and allow industry to contribute the resources required to 

develop the centre into a comprehensive technology support institution. 

Industry has informed us that currently it has reservations about the confidentiality of the services 

RRIM is able to provide because it's staff are relatively poorly paid and hence easily poached. Hence 
it is clear that the issue of the status of the institution and the type of organisation it becomes are 
contentious issues. 

In the event that it is determined to involve industry in developing the technology support institution 
but where Government continues to play a role. the principle of a Research Association which was 

used very effectively within the United Kingdom could be relevant. This would entail: 

A body. lhe RulJ!>er ProducLs Development Associalion. whicl1 companies would join paying an 
annual su/Jscriplion commensurate wilh the scale of their involvement in the manufoclUre or use of 
rubber producls. The subscriptions would be used lo: 
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a.) to support the basic infrastructure of the organisation - administration. the build up of 
information and training of consultants and the preparation of pm bono for members 
technology transfer products. 

b.) as a credit balance against which individual companies could draw in terms of services 
and the purchase of other products. (Clearly any use beyond the level of the credit 

balance would of course be charged at costs approaching those charged to non-members) 

(This is the current method of operation within Rapra Technology wiiere 50% of subscriptions go into 
the credit balance.) 

The Association would offer the full range of services under One Stop Shop. It would not however. 

have it's own hardware resources. Industry is unlikely to raise sufficient funds to cover the MS 1 million 
required for capita! equipment. Government is unlikely to consider the grant of such a sum so long as 
RRIM is willing to provide its services and facilities on a subcontract basis. 

The advantage of this approach lies in the fact that there would be a very early measure of industry's 
interest. Failure by sufficient businesses within the industry to join such an institution would reveal a 
lack of serious commitment to developing a technology support institution. Government could thus 
tenninate the venture early. 

Even with high level of industry involvement our analysis suggests that the demand for support 
services is not sufficiently high to make the organisation self financing at least in the early years. The 
Association would require Government subvention with a commitment for at least 3 years of support. 

The board of the organisation. which could be registered as a non-profit making organisation would 
represent a mix of government agencies and the industry with industry providing a majority of board 

members. As long as Government funds the organisation. it is only correct that it has a voice in palicy 
making and supervising the organisation. 

• Totally Independent Consultancy/Technology Centre 

As against a product development association which represents a combination of government and 
industry, it is possible instead to establish institutions completely independent of Government. In 

principle it should be possible to do so through two routes: 

i.) encouraging the private sector to set up the facilities required; 

ii.) setting up with Government help a new institution which is controlled by representatives of 
industry. 

Despite the fact that ITAF is in place. very few private sector consultancies have emerged with the 
capability of providing the type of services outlined above under One Stop Shop. Without 

Government providing direct subsidy. our analysis shows that it would be many years before such an 
organisation emerged. 
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No doubt a number of individuals would. as they do today. continue to provide consultancy expertise 
to the industry. But. a sub-optimal level of support would continue to be provided. Although 
Government could in principle provide a direct subisdy to a private organisation to incentive it to 
develop a more comprehensive service. sucll a practice is net likely to occur. Government runs the 
risk of being accused of giving preferential treatment to a company and putting money in the pockets 
of individual businessmen. 

Hence. if a newly private venture is likely to develop it is likely to be in the form of an initiative led by 

repres€ntatives of the industry. such as the MRPMA. We can envisage two ways that this could occur: 

i.) privatisation of a government agency: 

ii.) the creation of a new organisation. 

As noted earlier. MRPMA has called for privatisation of RRIM's Technical Centre. We see two main 
difficulties in this proposal: 

i.) as part and parcel of RRIM with its wide brief for the development of Malaysia's rubber industry 

as a whole. the issue of whether the Technical Centre could be separated from RRIM requires far 
wider analysis than how it can best serve the rubber product industry. Clearly. a study which is 
concerned mainly with one part of the rubber product industry should not attempt to address 
such a wide ranging issue: 

ii.) our analysis shows that in it's early years. a privatised centre is unlikely to be financially self 
supporting. 

The attraction to Government of such a privatisation is likely to be substantially reduced by the need 

to continue to fund the centre. In comparison with the alternative of the technical centre remaining 
with RRIM. this option would provide Government with the burden of providing subisdy without any 
control over direction and activities. 

Setting up a new institution for the industry is only likely to be possible with Government help and 
resources. In the event that Government provides resources it may prefer a solution such as the 

product development association which would provide it with some measure of participation in 
decision making. 

The Regional Situation 

The preceding comments are concerned with the feasi!:>ility of setting up a centre for the Malaysian 
industry and its customers. We believe however that there is an important strategic component which 
should also be considered. 

Our study indicates that. notwithstanding the limitations identified above. Malaysia currently enjoys a 

technological edge over competing ASEAN rubber product making countries. The setting up of a 

Technological Centre will contribute to the protection of this edge • However there is little guarantee 
that similar centres will not be set up in (say). Indonesia and Thailand within the next few years. 
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Indeed it is possible that. given the perceived growth in the importance of rubber products industry in 
the region, some organisation - European or from another developed region - may identify an 
opportunity to set up or participate in a Regional Rubber Technology Centre. If this were to occur then 

there is little doubt that country within which it has been set up will derive disproportionate benefits -
not only for the rubber product industry but also for the end use sect:ors. 

In our view therefore it is desirable that the comments concerning the setting up a Rubber Technology 
Centre in Malaysia should be considered in the wider context of the feasibility of setting up a Regional 
Centre. This would not only increase the market - and therefore the technological and financial 
viability/credibility of the centre but also provide additional protection for the Malaysian Rubber 

product industry. 

To this end we recommend that potential alliances with other technology centres be explored. 

Linkages 

It will have been noted that we have indicated the need for any form of centre to act as a one - stop -
shop for other resources. It will be essential therefore for the Centre. whatever it eventual form. to 
establish and maintain close contacts with all major centres of rubber technology. information and 

consultancy. 

We would also deem it desirab!e if the Centre were to establish a more formal relationship with a well 
developed centre which would provide it with a regular transfusion of technology and consult:mcy 
expertise. 

Short Term Needs 

Hitherto we have addressed the mid-term development of the industry and the end use sector. There 
is however a need for a crash programme of development work. This is clearly illustrated by the 

extensive demand for the clinics which were run by Rapra Technology Ltd during the course of this 
study. 

It must be acknowledged that some of this demand will have included an accumulation of problems 
which have arisen over a period of time. Notwithstanding this there is clearly scope for significant 
initiative in technology transfer for which Malaysia is. we have indicated above. under-resourced. 

We perceive this need as follows: 

i.) further clinics backed up oy consultancy visits to the sites; 

ii.) seminars on specific topics addressing many of the issues which have already been identified 
above: 

Materials Technology - with particular emphasis on synthetic rubber 
Processing and product development 
Markets and end uses 
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iii.) technology transfer t'.> help develop underdeveloped product areas (see Section IV): 

iii.) technology Visits to rubber product companies/end users in more developed countries. 

It would be appropriate for Government to support this fonn of activity through subsidies of up to 
50% for participating companies. Detailed proposals for such a programme should be sought from 

overseas consultants and the project implemented over a period the next 12 months. We estimate 
that the total cost wouid be or the ..;, ;:ier of MS 150 to MS200 thousand of which half would be borne 

by Government. 

The consultants should be asked to work through the Technical Consultancy Advisory Unit of RRIM 
under the supervision of MRRDB. This would help start the process of bolstering the capabilities of 

the Unit and start the process of marketing an enhanced technology service to the industry. 

Recommendations 

In the foregoing paragraphs we have presented the options available for the transfer of technology and 

expertise to Malaysian rubber product makers and end users. Overall we recommend as follows: 

i.) take immediate steps to address short-tP.nn technical weaknesses - invite tenders for the 

required consultancy; 

ii.) Coincidentally with the above formalise the existing activity within RRIM into a quasi­

autonomous technology centre (GIRG Tee.) with its own management and budget as described 

above. The objectives of this body would be: 

market and develop confidence in the use of the Centre as a one stop shop for 

consultancy and information: 

provide services and consultancy as described in foregoing paragraphs: 

establish linkages with providers of technology and consultancy - and ensure the quality 

and impartiality of the latter: 

act as the main channel for ali technology support funds to the rubber industry - in this 

role it would also establish and re-confirm the needs for consultancy of any company; 

establish gaps in technology which might be addressed through precompetitive projects 

and set these up; 

identify the opportunity for participation in precompetitive projects being run in other 

countries. 

iii.) undertake a feasibility study for setting up a Regional Centre through discussions with other 

international organisations of a similar nature. 
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The centre would be set up for three years with a view to it becoming an independent Rubber Product 
Development Association within that time and the strategic intention of creating a Regional Centre 
within 5 years. 

In our view. given the uncertainties over the financiai viability of a technology support institution over 
the next few years. the correct approach is to bolster what currently exists and allow it to develop 
gradually into an independent organisation. When the success of the concept has been demonstrated 
it would be converted into an independent and more autonomous organisation. 

Government would need to contribute the initial capital cost of establishing the Technology Centre -
MS 1 30 thousand as well as the annual shortfall in revenue. In the first year. we estimate this would 
be MS230 thousand (see figure 13) in the second, fall to MS 150-200 thousand and in year three 

reduce further to MSS0-100 thousand. For budgetary purposes we have allowed the sum of MSSSO 
thousand to cover contingencies. 

Benefits from this expenditure are difficult to quantify. But in other parts of the world. realising in 
output terms 20 times the value or double the level of profits to each MS spent on technical 
consultancy services have been found achievable. 

The short-term technical assistance would cost Government approximately MS 100 thousand. Benefits 
are likely to be in the same ratio as for long-tem1 consultancy services. 
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XIV Export Market Development Programme 

The Need 

A key finding of our survey of Malaysian manufacturers of industrial and general rubber goods was 
that the majority of firms had limited understanding of export mar1<ets and lacked the resources and 

expertise to establish strong positions in export markets. This finding is consistent with the relatively 

small size of most Malaysian industrial and general rubber goods manufacturers and their 

comparatively recent exposure to export markets. 

The lack of knowledge and resources to develop export markets effectively has three adverse 

consequences: 

i.J Malaysian industrial and consumer rubber goods hove a small shore of most counlry markets and 
are confined mainly to small. low value segments in which price is tile key delerminonl of success. 
This undersells lhe Malaysian indUSlry's capability to produce products lo inlemalional specifications 
and standards and in lhe long lerm. makes Malaysian exports vulnerable to compelilion from lower 
cost countries; 

ii.} With lhe notable exception of companies wilh foreign porticipalion. many Malaysian manufacturers 
export lhrough intermediaries. This results in a loss of value and may make Malaysian products 
uncompelilive in price; 

iii.j Export destinations for many products are confined to a few counlries. The Malaysian industry has 
failed lo develop export markets worldwide. 

In the context of the future development of the industry. the issue of greatest strategic importance is 
the development of higher value segments of the market. With factor costs in Malaysia expected to 

rise rapidly. it is imperative that Malaysian manufacturers develop positions in higher value segments 

where considerations of product specification and quality are more important than price and where as 
a consequence. price realisation is higher. 

It is a characteristic of such segments of the market - OE and high value segments of the replacement 

market for industrial products and own label and branded segments of the market for consumer goods 

that developing close relationships with end-users. distributors and retailers is a pre-requisite for 

success. Penetrating these segments requires active marketing effort by the manufacturer and cannot 

be left to intermediaries. 

These market segments are demanding and call for a detailed understanding of factors for market 

success and a sustained commitment to developing a strong competitive position. Given the 

demanding nature of markets and the limited resources available to Malaysian manufacturers it is not 
surprising that in our survey, almost all Malaysian manufacturers indicated a need for assistance in 
developing export markets. 

The case for Intervention 

For the Malaysian industrial and general rubber goods industry to realise its true potential. success in 

export markets is essential. The limited size of the domestic market for many products makes export 
development a pre-condition for sustained growth. 
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In the past. in many countries including Malaysia. government policies in the support of export growth 
have been confined to trade liberalisation and providing incentive structures for exporters. With the 

appropriate policy in place. it was assumed that industries in which the country had comparative 
advantage would be able to develop export markets. 

But in recent years. studies of countries which have liberalised trade regimes ano introduced 
incentives. often in support of structural adjustment programmes. show that such measures may be 
necessary conditions for export growth but are not by themselves suffldent. In many countries poricy 

reform has not been sl!fficient to cause export growth. 

The Worfd Bank has recently examined the export performance of Korea. Hong Kong, Singapore and 
Taiwan as weil as a group of Latin American countries -Argentina. Brazil, Columbia. Peru and 
Uruguay. The analysis reveals that supply-side measures. aimed at improving the export capability of 
enterprises. are an important component of successful export development strategies. alongside 

appropriate trade policies. 

Malaysia has the appropriate trade policies and incentives in place for export growth. But our 
analysis shows. that in the industrial and general rubber goods industry it lacks the supply side­
measures to support the development of strong positions in export markets. 

Supply-side measures can take the form of technical support to upgrade products. improve process 
and product engineering and develop quality assurance systems (1509000) as well as measures aimed 
at improving the capabilities of enterprises to market their products to export markets. 

Models for Export Development Programmes 

A very wide range of programmes and institutions have been used by Governments to support export 
market development. The table below profiles the main types of programmes and institutions and the 

type of services they have provided: 

Proeramme/lnstitution 

Missions Abroad 

Trade Promotion Organisation 
Type I 

Trade Promotion Organisation 
Type II 

Expon Market 
Consu!tancy Programmes 

Sector Programmes for 
Export Market Development 

August 1994 

Services Provided 

• Market intelligence 
• On reauest. snecific market information 

• As above. in conjunction with trade missions 
• Sponsorship or export promotion 
• Soonsorshio ro oarticioation in trade fairs 

• MarkeL intelligence. market information through own offices abroad 
• Sponsorship of missions. fairs 
• Sector studies 
• Pro-active oromotion throueh own offices abroad 

• Subsidised consultancy services for market research :md/or 
assistance in developing exp-:>rt markets 

• Consultancy assistance targeted at sectors with high export 
potential. focussing on product development. production management. 
quality assurance and assistance in market development 
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Most countries have found the use of missions abroad to be. by itself. an inadequate form of export 
development support. The missions abroad tend not to have the business acumen or marketing 
expertise to provide commertially relevant information and have to cover such a wide range of 
industries and issues that they cannot hope to meet adequately the needs of individuai enterprises. 

In the World Bank"s review of the performance of successful exporting countries in East Asia and Latin 

America. one of the issues studied in detail was whether public sector Trade Promotion Organisations 
(TPOs) had been effective in using foreign and government assistance to develop exports. Their 
finding was that TPOs have frequently been ineffectlve instruments for assisting firms in marketing 

their products abroad. tending to concentrate on the provision of general information and organis;ng 

trade fairs and missions. rather than providing direct assistance in overtoming market barriers - "most 
of the resulting export services are promotion activities are premature or hardly relevant for most 
industries" (Keesing and Lall). 

The economy wide brief of such organisations their puolic sec'.or orientation and methods of working 

and passive role has limited their effectiveness. The main activity of many TPOs is to assist businesses 
oy sponsoring their participation in trade missions and fairs. It should be noted that such activities 
provide 'show cases' for the products of a country/company and are promotional in nature. By 
themselves. they seldom result in sales. though if leads/contacts made through missions and fairs are 

followed up. exports may result. 
Countries such as Japan have developed superior vel"iions of the TPO. In JETRO with its international 

network of offices and far more pro-active roie. the country possibly has one of the most effective 
TPOs. But for all its capability and competence. even JETRO has shortcomings. 

At the sector or enterprise level. JETRO has often had to rely on buying in consultancy assistance to 
supplement its own resources. It has proved impossible to ha\. in-house capability across sectors and 
types of need to provide commercially relevant support in all cases. 

Recent studies have pointed to consultancy assistance rather than the work of TPOs themselves as 
providing effective supply side support. According to one authoritative source - Keesing & Lall 
"Markeling manufaclurP.rl e.xporLs from developing counlries :leamng S·?quences and public support-". 

The hean of an effeCllve supporL programme seems Lo be consutLOncy assisLOnce f comptemenled by 
training or design assis!ance or whatever else may be mosl needed/ c,.imed al imoroving lhe e.xoort suooru 
CQDQbililies of emerprises wilh significonl capacily and molivalion LO e.xpon. and lhen helping them learn 
how Lo market Lhese....c_opnbililies 

In recognition of this. countries like the UK have attempted to support the export marketing efforts of 
their enterprises by launching programmes rather than creating trade promotion institutions. They 

have provided for their enterprises to have access to specialist consulting expertise in the industry in 
which they operate and/or in the country they wish to target. at subsidised rates. 

Schemes like the UK's are based on the pre-condition that available in the country concerned is a high 
level of consultancy ~Ypertise in export market development which can be harnessed by enterprises. 

This pre-condition is not met in some newly industrialised and many developing countries and hence 

variants of the UK type of scheme have been developed for them. 
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Bilateral and multilateral aid agencies and specialist export development agencies have developed 
consultancy schemes whereby a country"s exporters - current or potential - have been able to access 
consultancy expertise in the target mar'~t and in the re!evant industry. Where industry expertise is 
not available in the country concerned. a choice has been made from consultants familiar with the 
country but not the industry concerned and industry specialists from another country. 

We have first hand experience of a large scheme of this type in India which is sponsored by the 
Overseas Developmenc Administration (ODA) of the UK and is run on their behalf by DeCTA. formerly 
the Developing Countries Trade Agency. A similar scheme has recently been introduced by the EC"s 

PHARE programme in Poland and we understand new schemes are in preparation also for other 
countries of centra! and eastern Europe. 

The types of services provided by each scheme varies but essentially there are two models - schemes 
which focus on providing marketing support and more comprehensive schemes which focus on 
enhancing the competitiveness of the enterprise. providing support to the M-3rketing and production 

capabilities of the company. usually with a sector wide programme. 

The former. market development schemes tend to be able to cope with a wider range of products than 

the latter. more intensive and comprehensive programmes of assis•ance. By its nature. the more 
intense and comprehensive the programme of assistance. the greater the resources and expertise 
required and hence the need to focus on a narrow range of products. The two types of schemes. the 
services provided and the indicative cost of each scheme per company are profiled below in figure 68. 

Type of Scheme & Coverage Services Provided Cost per Company 
{to MS '0001 

Market entry development - • Market research 
general manufacturers • Markel planning and market development assistance 60 

Comprehensive support - • f\ :cirket research planning and development assistance 
sector specific • Product development 

• Cost reduction 240 

. Quality assurance 

The costs outlined above are based on using UK consultants and assume that a full range of the 
schemes· services arc used by the company as follows: 

• Market Entry 

figure 68 

Market researr.h lo profile morkel and assess enterprise's compelitiveness. market survey to define 
target segment..s. dislribulion channels and priority cuslomers and ossi.stance with cuslomer and 
market development ft assumes oboul 30 days consulting as.sislonce i.s used at o role of [~00/day 
pllJS expenses: bu(Jgeled at 25% of fees 

• Comprehensive Support 

Assumes all morkelmy services ore used. product development underloken. r.osl reduction 
progromm<'-5 implemented ond quality as.suronce improved. fl assumes 120 dat/s of consulling 
assistance ot [t,()Q/(Joy plus 2.')% of fess as expenses. 
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Recommended Export Development Programme 

Since our First Interim Report was submitted we are infonned that Malaysia's TPO. the Malaysian 
External Trade Centre (MATRADE) has been substantially upgraded. From 6 professionals it is 
intended to develop a team of 150 professional staff. providing both geographic market and sector 

expertise. 

This should result in far more effective export promotion services to exporters. But. as we noted 
earlier TPO's have limitations particular1y in providing a$istance at the enterprise level. And. it would 
be expec:ting too much of the recently strengthened organisation to develop the industry specific 
expertise required for assisting Malaysian industrial and general rubber goods manufacturers. 

We suggest therefore. that in the Malaysian context the appropriate course is for MATRADE to run a 
programme of consultancy support for Malaysian industrial and general rubber goods manufacturers. 

But having decided to provide consultancy support. Government will have to select between the two 
types of consultancy schemes - market development and comprehensive support. 

Cogent and persuasive arguments can be advanced for beth types of schemes to be implemented in 
Malaysia. It can be argued that with government subsidising technical support through ITAF and 
subventions to the technology centre (described in Section I) the comprehensive support scheme 

would merely duplicate technical support. All that is required ls marketing assistance. 

On the other hand. the provision of integrated mari<eting and technical support dedicated to the single 

objective of export growth is clearly superior to a situation where companies would have to seek 
support from more than one institution and where the technical support institution may not be familiar 
with the precise requirements of the export market targetted. The main pros and cons of both 

schemes are summarised in figure 69 below: 

Type of Scheme Advantages Disadvantages 

Market • Avoids duplicating technical support • Technical support not orientated tc 
Development • Lower cost export markets 

• Consultants selected on basis or one • Conflict between marketing consultants 
specialism and not two and technology centre 

• Easier to monitor and mana~e 

Competitive • One stop support • Cost 
Enhancement • Holistic approach • Duplication of technical support 

• Accountability for performance • May damage viability of technology 
centre 

• Consultants may be good at only 
one discipline 

figure 69 
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The choice between the two schemes is difficult and must be made by decision makers who are aware 
of competing calls on resoun:es. If the more comprehensive level of support offered by the 
comprehensive support scheme is found affordable along with the extra demands likely to be placed 

on government for increased subvention for the technology centre. then it clearly is superior to the 

market development type of scheme. 

For our part. we would recommend the market development scheme for the following reasons: 

(i} provided lhe lechnotogy cenlre is weft manned il should be able lo provide odequale lechnical 

support lo exporters: 

(ii) for lhe fu£ure of lhe industry. ir. lhe longer tem1 de<•elaping lhe technology centre is cf greater 

significance lhon access lo cne-off foreign el\.pertise lO develop exports; 

(iii] because lhe St?f\'ice provided is fccused on one discipline. il is easier lo manage and hence able lo 

prcvide belier \'alue for money_ 

Significantly. in our experience. market development schemes have provided a better ratio of 

consultancy expenditure to export growth than more comprehensive programmes aimed at providing 

comprehensive support. The latter also have longer time horizons for maturity. In the context of the 

Malaysian industrial and ge11era! rubber goods industry. speed is important. 

Outline of Operational Structure 

Based on our experience. we would recommend the following action sequence for establishing the 

scheme as outline in figure 70 below: 

Set Up 1 

Set Up 2 

Launch 

Monitor 

• Select consultants with expertise in marketing rubber products. Negotiate 

fee rates on basis or 'bulk' purchase. Cover roliowing key target markets: 

-Jaf)Gn. Korea. Taiwan. Weslem Europe. USA 

• Determine rules of scheme: 

- eligibility 

- selection criteria (priorilies) 

- contribution rrom Malaysian manufacturers 

• Advertise scheme in Malaysia 
• Select Malaysian manuracturers 

• Agree work prcgrammes/rees with consultants. Sign cont.racts 

• Monitor progress 

• Review quality or work done and Lake correcLive action if required 

• Monitor incremenLal export performance 
~~~~~~~~~~~~~~~~ 

figure 70 
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Selection of consultants is of course crucial to the success or the scheme. The selection criteria should 

in our view include the following: 

(i] crock record of success in export market development: 

[ii] expertise in marketing induslnal and general rubber goods; 

[iii) ability co provide a comprehensive service covering market research. market strategy and hands on 

assistance in market and customer development and export regulations. documentation and 

procedures; 

{iv) commitment lo lhe success of Malaysian exports. 

The aim should be to appoint only one consultancy company per main market. This ensures continuity 

of approach and makes for greater accountability of performance. In addition, by purchasing a large 

volume of consultancy services from a single source. the scheme should be able to negotiate discounts 
on fee rates. 

But in important markets such as Japan and the USA. it may be necessary to appoint also a second 
set o~ consultants as stand-bye. Although on the whole the likelihood of conflicts of interest in 
cons·Jltants promoting more than one Malaysian manufacturer's products :s low - because the 

competitive advantage of manufacturers will vary and hence the market segments and customers 

targl!ted will differ - on some occasions the main consultant may be handling the products of a direct 

competitor and the Malaysian manufacturer prefer to work with another consultant. 

The criteria of con1mitment to the success of the project. although difficult to define. is nevertheless. 
very important. Experience has shown that success in such schemes lies in the consultants identifying 

closely with the companies they work with and promoting their products effectively. 

In this respect. it is vita! that the consultancies are paid by and answerable to MATRADE. even if aid 

agencies are used to fund the scheme. Experience shows that where aid agencies have used 

consultants in their countries to support export development of products from developing countries 

and paid the consultants themselves the results have been variable - rather than being judged on 

results. consultants have been able to justify fees on the basis of effort expended. 

Setting priorities for inclusion in the scheme and making them known to Malaysian manufacturers from 

the outset is important. The government must signal its intentions in providing subsidy and in the 

event the scheme is oversubscribed. manufacturers should know why their applications have not 
succeeded. 

In our view priority should be given to: 

(i} manufacturers currently ei<porting lo priority market.s looking 1.0 improve market position: 

(ii) manufacturers of high value products looking to penetrate new. priority markets: 
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(iii) manufacturers with produc.s 1'1ith demonstrable competitiveness (meeting international product 
specifications at competitive prices) and strong track records in the domestic market looking to 
export high value products for the first time. 

In determining the level of subsidy. MATRADE should aim to make the scheme affordable to the 
majority or Malaysian manufacturers. particularly small businesses. To serve as guidelines of 
affordability. examples can be drawn from two schemes which both use UK consultants and have 
similar fee structures: 

• UK Marketing Initiative 
50% subsidy makes scheme accessible to most UK manufacturers. 

• EDPI (India) 
Proviaes 75% subsidy to make scheme affordable for the more successful !ndion manufacturer. 

Experience shows that monitoring consultants' performance and results of the scheme is perhaps the 
most important factor in ensuring success. Inevitably performance by consultants varies. despite the 
most rigorous selection process. It is important to monitor progress and take corrective action where 
appropriate. 

Cost I Benefits 

The likely costs of establishing and operating the scheme are set out in figure 71 below: 

Establishment and Operating Costs for the Market Development Scheme 

Travel 60 Consultancy Cost: 1 5 companies 
Accomodation. Food 60 @ MS60.000/company 900 
Communications 30 + MATRADE Operational Costs 100 

- Less Contribution from private sector 
Total 150 (25% or consultancy cost) (225) 

Total :::Y§:: 

figure 7 I 
The main costs ot establishing the scheme are likely to be the travel and accommodation expenses 
incurred by staff in visiting countries to select consultants. This is of course a one-off cost. 

The main operational cost would be consulting fees and expenses and costs incurred by MATRADE in 
monitoring progress. which is likely to involve foreign travel. 

We have budgeted for 15 companies to receive assistance each year. This number of companies 
appears appropriate given the size of the industry and number of Malaysian manufacturers able to 
meet the criteria for selection. The operational costs of the schemes would be offset partly by private 
sector contributions. 
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In figure 71 above. we have assumed that in order to make the scheme affordable to most. 
Government would be willing to subsidise 75% of the costs of consultancy. If a lower level of subsidy 
is considered appropriate. the costs of the scheme to government would be lower. 

If the comprehensive support type of scheme were selected the annual consultancy costs of the 

scheme would be much higher - MS3. 7 million as against MS 1 million. Government's contribution 
would also be higher, at the 75% level of subsidy, MS2.8 million per annum. 

On the assumption that the market development scheme is selected and contribution's from the 
private sector kept to 25% of consultancy costs. then over the three year period. government would 
have spent roughly MS2.5 million on the market development scheme. inclusive of establishment 
costs. The returns to Malaysia of this expenditure would derive from: 

(i) increased value of exports: 

(ii] growing cfJpabilily of lhe Malaysian industry to market products in export markets: 

(iii) improved competitiveness of the industry through develfJping products that succeec' in export 

markets. 

Of these. the most easily quantified is the increased value of exports. This measure should. in our 
view. form the most important criterion for evaluating the scheme. 

Experience of such schemes elsewhere shows that a well run. well targeted scheme should over a five 
year period from the date of assistance result in a 10: 1 ratio of increased export value to consultancy 
spend. Hence, if the Malaysian scheme is as well run. it should result in an increase in exports of 

MS27 million. which would represent over 10% of the current value of industrial and general rubber 
goods exports. 
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XV Alliances, Joint Ventures & Investment Promotion 

Rationale 

A key part of the strategy outlined in the First Interim Report was to attract to Malaysia. foreign 
manufacturers with the capability to develop strong positions in priority markets in the Asia-Pacific 

region. Western Europe and the USA. The objective was not only to accelerate the development of 
capability within Malaysian industry but also to defend against the threat posed by such 
manufacturers locating in competitor countries. 

We recognised. however. that Malaysia has lost much of its advantage over neighbouring countries as 
a location for foreign investment. On the one hand, neighbouring countries now match Malaysia for 

economic prospects and location incentives and are able to provide adequate infrastructure making 
them more attractive to investors. On the other. Malaysia's rising labour and other factor costs. 
shortage of labour and small domestic market have started to represent substantial disadvantages 

compared with neighbouring countries such as Indonesia and Thailand. 

In view of this, our strategy was to use the currently higher level of development of the Malaysian 

industrial and general rubber goods industry as a means of attracting foreign manufacturers to 
Malaysia. By offering foreign manufacturers the opportunity to form alliances and joint-ventures with 
Malaysian manufacturers. it would be possible to offer them an investment opportunity superior to a 

greenfield venture elsewhere because: 

i.) investment costs for alliances and joint-ventures would be lower than for greenfield 

developments: 

ii.) gestation periods would be shorter; 

iii.) the overall risk would be lower for alliances and joint-ventures afainst greenfield ventures. 

Mobilising Local Manufacturers 

For this aspect of the strategy to succeed. it is obviously vital that Malaysian industrial and general 

rubber goods exporters are persuaded of the strategic rationale for entering into alliances and joint­
ventures. Such arrangements by their nature, represent loss of control on the part of Malaysian 
manufacturers over aspects of their business. Hence, for manufacturers to contemplate entering into 
such arrangements they must be convinced of the strategic advantages. 

During the seminar arranged by MIDA and MRRDB to present the findings contained in our First 
Interim Report to industry, it became clear to us that many Malaysian manufacturers were already 
sensitized to the advantages of establishing alliances and joint-ventures. A number approached us for 
help in identifying partners. 

We believe that generating additional interest amongst Malaysian manufacturers will require MIDA. as 

the Government's foreign investment promotion agency, to offer its services in identifying and 
mobilising suitable partners. Although interested in prlnciple in alliances and joint ventures. many 

Malaysian manufacturers may not pursue the matter further as they lack the knowledge of foreign 

industries required to locate suitable partners. However. if the rationale for a!liances was set out 
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clearly and the offer of MIDA's services publicised within the industry we are of the view that it may be 

possible to mobilise substantial level of interest within the rubber industry. 

Interest is likely to be high amongst rubber compounders looking to increase value added. In 
addition. o!d established industrial and general rubber goods manufacturers who have lost out in 

recent years to newer. more technically sophisticated rivals with foreign partners. may view this as an 

C!l0'.1rtunity to regain position in the industry. Other IRG and GRG manufacturers may view it as a 

means to enter new. higher value product markets whict: have begun to emerge in Malaysia. 

In addition to manufacturers of industrial and general rubber goods. the service provided by MIDA 

should be publicised also to up stream rubber producers. processors and sheet manufacturers and to 

manufacturers of other rubber products. They may view the service MIDA would provide as a 

favourable opportunity for vertical or horizontal integration. 

In our view. to make the programme of action required to identify and mobilise foreign investors 

worthwhile. a minimum of 5 Malaysian manufacturers should be interested in taking advantage of 
MIDA's services. This number is likely to be achieved comfortably given the interest already shown. 

Identifying and Mobilising Foreign Investors 

Numerous techniques have been used in the past to identify and mobilise foreign investors. M\CAs 

f!J.[e~gn Investment Promotion Division is no doubt familiar with these techniques and based on past 
experience will have its own preferred method. In the sections below. we set out our recommended 

programme of action as a guideline for identifying and mob!!ising investors. to be modified and 

amended in the light of MID.A.'s own experience. 

The onjective would be to identify foreign manufacturers of industrial and general rubber goods which 

ideally met the criteria listed below: 

Investor Profile 

• strong position in attractive market segments of priority markets; 
• reputation for supplying high value, high integrity product; 
• relatively large resource base - finance, manpower (compared with similar business); 
• track record of M&A activity, alliances, JVs. 

figure 72 

As a second priority. it may also be appropriate to target distributors of rubber products that fulfil the 

above criteria. They can help provide the market access Malaysian manufacturers require. even if they 
cannot help with technical development. 

.... ~~-:- .. 
To start the process of identification we would provide· MIDA. along.with our draft final report, a long· 

li!>t of companies from which it should be possible to find manufacturers and distributors who meet the 

above criteria and who may be interes_ted in investing or forming alliances with the Malaysian rubber 
goods industry. The list w-'>ttld include·a few companies who have on their own accord approached 

RAPRA to indicate interest in the Malaysian industry. 
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XVI Other Recommendations 

In addition to the major programmes described in the sections above. we outlined in the First Interim 
Report three further areas for action which would help accele:ate the development of the Malaysian 
industrial a11d general rubber goods industry: 

Underdeveloped Product Areas 

Import Substitution 

Tariff Reform 

We consider in tum the actions required in each area. 

Underdeveloped Product Areas 

During our field work in Malaysia it became clear that the Malaysian GIRG industry was capable of 

manufacturing most rubber products. There were. however. a number of product areas in which the 

Malaysian industry was underdeveloped compared with its counterparts in more developed countries. 

Moreover. the areas of underdevelopment included products for which demand was likely to grow 

both at home and in overseas markets and they met the important criteria of offering high value 

addition. The product areas are: 

• Closed cell sponges made of synthetic rubber 

~ Oil industry related products 

• Calendered sheet and sheet products 
• Adhesive tapes 

In the case of the first two - closed cell sponges and oil industry related products - increasing 

production in these product areas represents a natural process of product diversification. Indeed, 

some Malaysian manufacturers have already started to explore their manufacture. 

Diversification into these product areas by manufacturers of industrial rubber goods does not call for 

large amounts of new capital investment. They have the equipment to manufacture them but lack 

knowledge of the technology - materials and processes - involved in their manufacture. 

Calendered sheet and products made from sheet such as inflatable rubber products and adhesive 

tapes. require the establishment of new. dedicated plants to increase output. What we propose is the 
commissioning of studies to evaluate the feasibility of their manufacture. 

In the sections below for each product area we set out a brief outline of the opportunity they represent 
and the actions required to exploit it. 

Closed cell sponges 

Closed cell sponges are already being manufactured in some form within Malaysia. In this context we 

are however suggesting increasing output of products based on synthetic rubbers such as: 
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Silicone • Rre stop barriers to smoke. gas and dust 

• Gaskets/extreme high/low temperature resistance 

Fluorosilicone • Gaskets. seals for airtraft. vehicles etc 
EPDM • Thermal insulation for refirgeration and air conditioning 

• Weatherstrips 

• Vibration damping 

Nit rile • Oil related insulation 
Nitrile Ebonit~ • Floats (liquid level controls) automatic relief systems 
Hypalon • Underwater accoustics 

Polyurethane • Dock fenders. cushions 

PVC/Nltrile • Gaskets. seals and trim for vehicles 

• Foam life saving devices 

• Shock/vibration control 
Epichlorohydrin • Seals and gaskets 

Neoprene • Gloating hose outer covers 

Individually the market for each type of product within Malaysia is small. though growing. but taken 

together. these products represent a significant opportunity for Malaysian industrial rubber goods 

manufacturers to enter attractive. high value markets. 

Further. the consumption of these products will increase not only in Malaysia but also in neighbouring 

ASEAN countries and others in the .Asia-Pacific region. Currently. the production of these products 
within the region is limited to higher cost countries. If Malaysia can increase capability in these 

products. it will be well placed to compete for these export markets. as well. 

Making Malaysian manufacturers aware of t'.le applications and markets for these products. the 
opportunity they represent in terms of value addition and to familiarise them with the technology 

involved is the type of technology transfer activity that a technology support institution should carry 
out. But it is unlikely that the GIRG Tee at RRIM that we recommend or any other institution 

Government may decide to establish will be in place for some time to come and hence other measures 

are necessary if the Malaysian industry is to respond to this opportunity before its counterparts in 

neighbouring countries. 

We recommend that the task of alerting Malaysian manufacturers to opportunities in these areas and 

more importantly to familiarise them with the technology of their manufacture be included as one of 

the tasks for the consultants appointed to help meet the short-term needs of the rubber product 
industry. 

In addition. it has been bought to our notice: , · .{:M ,.at some of the Malaysian manufacturers 

currently producing closed cell sponge am r .. <',:··::-.t. ~ "!ah1y. The short term consultants should be 
charged to investigate the cause of this. Pri ! r dr . ti~~re ls every reason to suggest that Malaysian 

manufacturers should be corr.... 1ve in this p. _.., ct category. 
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Oil Industry Related Products 

Demand for rubber products for use by the oil industry in Malaysia is growing. Currently much of the 

demand is satisfied by imports from Europe and the USA. In addition. the oil and gas industries of 
other countries in the Asia-Pacific region are also poised for rapid growth. If the Malaysian industry 

develops ca;>ability in this field faster than lower cost rivals it should be well placed to compete in 

these markets against higher cost suppliers from Europe and USA. 

Exploiting this opportunity does not require the establishment of a new dedicated manufacturing 

plant. Regional demand may not be sufficient for this purpose. But there is every reason to suggest 
that some of Malaysia's world class companies would be able to manufacture these products 

competitively. 

But. these are high value products used in critical applications. hence price is not the most important 

purchase criteria. The products are highly technical and require great skill in their manufacture since 
failure can be both economically and environmentally catastrophic. Hence the key to market success 

lies in product technology rather than cost competitiveness. 

There are a very wide range of such products with the common feature of resistance t<> oil. Some of 
the products are listed above under closed cell sponge. They too are SR dominated. Wor!d class and 

good domestic Malaysian companies should be able to make such products. They should be exploring 

sources of technology with SR suppliers and with engineers purchasing these products. 

To reinforce industry's efforts we would recommend. as in the case with closed cell sponge, that the 
task of familiarising manufacturers with the technology used to manufacture these products should be 
entrusted to consultants charged with providing short-term technical assistance. 

calendered Sheet and Sheet Products 

Currently in Malaysia the capacity to manufacture calendered sheet is limited. As a result, the 

downstream manufacture of calendered sheet products is restricted. A facility to manufacture 

calndered sheet can sell product either as sheet or as manufactured products. The range of products 

possible is large. as follows: 

Type of Sheet 

Unsupported 
Supported 
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Downstream Products 

roofing material. reservoir linings etc. 

inf1atable rubber products; 
dinghies. motorised ran.s. life ran.s. offshore rescue ran.s. large flexible vessels 
such as water storage tanks. oil booms etc. 
cut seals 
gaskets etc 
coated fabrics 
for gormenls. other applications 
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In addition. such a facility would be able to make conveyor and transmission belting provided it 
acquired appropriate presses and/or curing ovens. 
The main markets for calendered sheet are in the first instance likely to be abroad. The Malaysian 
market is likely to be very small as downstream product manufacturing has not developed as yet. 

In the case of most of the products noted above. currently Malaysian demand is mainly being met 
through imports. For any single product. Malaysian demand is not large er.~i.:gh to warrant 
establishing a dedicated facility. including conveyor belts where the volume of imports is comparatively 
large (MS 10 million) and inflatable rubber products (imports MSS.5 million). 

Potential export markets for these products include neighbouring countries as well as Europe. USA and 
Japan. For instance. inflatable rubber products are currently being manufactured in Taiwan for the 

European and US markets. 

The manufacture of calendered sheet is capital intensive requiring investment of MS3.5 million in 

equipment cost alone. The manufacture of sheet products is labour intensive and investment costs 
would not be high. 

If the facility is used to manufacture conveyor belting it would be necessary to purchase either a press 
of a rotocure system for continuous curing. A press would cost in the region of MS 1 million and the 
rotocure MS3 million. 

Given the need to address more than one market and the high investment cost involved. the 
Malaysian industry although aware of the opportunity has to date not exploited this opportunity. In 

order to stimulate interest in this area we recommend that MIDA commission a feasibility study to 
investigate the manufacture of calendered sheet by itself and with a mix of downstream products. 

An important consideration in this feasibility study should be the consideration of the way current 

tariffs on industrial textiles effect the viability of the venture. We have recommended below the 

review of those tariffs and an evaluation of their impact on a potential new product area may provide 

additional evidence on the impact they have on the development of the industry. 

It has been bought to our attention by RRIM. that a technical write-up has been prepared on this 
subject in June 1993. Clearly that write-up should be used as the basis of the feasibility study and 
up-elated where appropriate. 

We estimate that the study is likely to cost MS 100.000 or so. if foreign consultants are used. The 
cost would be less if appropriate local consultants are found. The results of the study should be 
disseminated widely to industry by MIDA through RRIM and MRPMA. 
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Adhesive Tapes 

There are essentially two types of tapes under consideration here: 

i.) Industrial 

ii.) Medical 

Though a few Malaysian manufacturers claim capability in the manufacture of adhesive tape. most 

adhesive tape sold in Malaysia is imported. Imports have grown fro;n MS 0.3 million in 1988 to 

MS 1.3 million in 1992 and we suspect their value to be higher as tape is also imported under the 

classification of medical products. 

The market for such products will continue to grow in Malaysia with economic growth and higher levels 

of health care. In addition. international trade in industrial and medical tape is increasing. The 

process involves mixing. calendering. the application of a backing. cutting and slitting. If purchased 
new the equipment would cost of the order of MSS million. It is a highly quality conscious product 

and requires good technology to be made well. 
Given the high cost of investment and the need for good technology and the fact that vaibility may 

depend on export markets this is a product area that Malaysian manufacturers may be reluctant to 

enter. 

We recommend that MIDA commission a study to investigate the feasibility of manufacture of tapes in 

Malaysia. The study should consider whether a joint-venture would improve prospects for the 

undertaking. 

Some tape products use industrial fabrics. As recommended for calendered sheet the consultants 

should consider the impact of these tariffs on the viability of the venture. The cost of the feasibility 

study is likely to be the same as for calendered sheet. 

Import Substitution 

The very high level of imports of industrial and general rubber goods in Malaysia (over MS250 million) 

represents a major opportunity for the domestic industry to increase output. 

The main source of these imports are higher cost countries such as Japan. Korea. Taiwan. US and 

European countries over which Malaysia has a substantial cost advantage. If the Malaysian industry 

can match the product specification. performance and high quality of suppliers from these countries it 

should be able to displace them in the Malaysian market. 

As noted in our First Interim Report. however. the very large amount of these imports (MS 196 million) 

are grouped together under the category Articles of Rubber not elsewhere specified (n.e.s.). This 

category breaks down further as follows (figure 74): 
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Malaysian Imports of Articles of Rubber Products (n.e.s.) - 1992 

Code Description Value 

629.1 
629.2 
629.9 

Hygenic Articles (seals. soothers etc) 
Transmission and conveyor belting 
Hard Rubber: Articles of hardened rubber 
or unhardened vulcanised rubber. n.e.s. 

A further breakdown or code 629.9 reveals the following: 

{M$ million) 
11.5 
40.5 

144.0 

196.0 

figure 74 

Breakdown of Imports of Articles of Hard Rubber (n.e.s.) - 1992 

Description 

Articles of Hard Rubber 
Other articles of cellular rubber 
Floor covering 
Pipe seal ring of unhardened vulcanised rubber 
Other than pipe seal rings 
Boat of dark fenders 
Inflatable articles 
Automotive components 
Rubber band 
Other articles n.e.s. 

Vaine 
(M$million) 

7.5 
4.4 
1.9 
4.1 

17.8 
6.8 
5.5 
3.9 
1.5 

84.6 

figure 75 

Once again the main import category is articles n.e.s.. From published data it is not possible to 
disaggregate import data further. 

In order to alert industry as to the possibilities of import substitution. further ana!ysis is required to 
determine: 

i J lflr? spr?olir: 1:rwlurL'> llllfXJrlerJ. 

ii J U1e moin r:cunlne:; of OT1'.Jlll of Lile worJurL'-> 

iii} llle applicaL101is onrJ enrl-11ses 

iv J main r:uswmer requiremenb 

There arc two ways that this could be achieved: 

i.) with the cooperation of the Department of Statistics. attempt further d·1saggregation of statistical 
data; 

ii.) conduct a survey of irrporters and users of imported products to determine their product 

requirements. reasons for importing and their requirements of a domestic supplier to replace 
current source of imports. 
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Attempting to obtain disaggregated data from the Department of Statistics may have limitations. The 
department may not be able to analyse data at a more disaggregate level and it may have 
reservations in tenns of confidentiality to release source data. Nevertheless. this avenue should be 
explored further. 

The problem with the method of working through importers and users to analyse requirements is that 
their numbers are iikely to be large. From our knowledge of the Malaysian industry we can identify 
the following ma!n categories of imports and this is by no means a comprehensive list: 

i.) general rubber goods importers: 
ii.) importers of automotive components and vehicle manufacturers and assemblers: 
iii.) importers and users of construction materials: 

iv.) electrical and electronic companies: 
v.) importers of spare parts for machinery and machinery manufacturers: 
vi.) importers of sports goods: 
vii.) importers and retailers of t1ousehold goods. 

Despite the problems involved we believe that the large value of imports justifies further study. We 

recommend that MIDA commission consultants to carry out a study of rubber goods imports. Such a 
study is entirely within the scope of local consultants and the costs should be in the region of 
MSS0.000. 

When the study has been completed and tti~ requirements of importers identified. the process of 
alerting industry to the opportunity and encouraging Malaysian industry to take on the challenge of 

competing in these markets could be carried out through MRPMA and the Ministry of International 
Trade & Industry's (Mill's) Small and Medium Industries Division. The MITI Division has launched a 
vendor development programme in which rubber goods are identified as a priority sector. The 
programme. by linking large businesses with smaller suppliers provides an effective way of both 
incentivising small businesses to undertake product development and large businesses to buy from 
them. 

Policies and Incentives 

Our First Interim Report identified areas of concern regarding policies and incentives: 

i.) tariffs on some imports used in the manufacture of rubber products were high and either 

substantially reduced effective protec.tion or in some case resulted in negative rrotectior. (a 
disincentive to manufacture): 

ii.) incentives to rubber product manufacturers ;,lthough attractive were not being taken up by 

small manufacturers. The awareness and accessibility of inc.entives needed improvement. 
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The concern over tariffs on imports is particularly strong in the case of zinc oxide (30%), carbon black 
(15%) and industrial textiles (15%). Zinc oxide and carbon black are widely used in the industry, 
though they do not usually represent a high proportion of raw material cost. Nevertheless. the effect 
of tariffs is to make the domestic price higher than the world market. Where Malaysian manufacturers 
receive no protection on output. higher than world market price of inputs (no matter how small a part 
of total cost) .results in negative protection. 

We understand that the reason for protection was import substitution. by encouraging domestic 
suppliers. But to our knowledge. domestic suppliers are now well established (at least for carbon 

black) and hence an infant industry argument no tonger applies. 

The levying of tariffs on these imports is clearly not sufficient to make the Malaysian industry 
uncompetitive. But if the rationale for their imposition no tonger applies. they should be removed to 
reduce the negative impact they have on competitiveness. no matter how small. 

As against these two inputs. industrial textiles do account for a large proportion of the material cost of 
products. High tariffs on this input takes away from the protection given to products such as conveyor 
belting and V-belts and reinforced hose. No doubt the protection was given to encourage domestic 

manufacturers. But it is not clear that competitive dom~tic supplier has emerged or is likely to 
emerge as industrial textiles continue to be imported. 

What is required is a reappraisal of the case for the continuation of tariffs on these inputs. taking 
account of the trade-offs between encouraging domestic manufacture and the uncompetitiveness of 
downstream users. MIOA is well placed to carry out such a review. 

MIDA has in the past. au.empted to increase industry's awareness of incentives available through road 
sh0ws and to simplify procedures for application. Yet analysis of MIDA records shows that many 

smaller manuf3cturers have not applied for incentives. The problem is not just confined to the 

incentives MIDA is responsible for such as PionPf'r Status and investment allowances but also to two 
other key incentives: 

i.) ITAF assistance for technology and product upgrading; and 

ii.) loan finance for small and mec:ium industries available through MIOF and other development 
finance institutions. 

We recommend that with the help of MRPMA and RRIM. MIDA attempt to publicise to the industry 
the range of incentives available and the procedures for application. The information disseminated 
should highlight also the confidentiality with which applications are treated. 
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Summary of Recommendations 

In summary our recommendations are: 

i.) transfer technology in the fields of closed cell sponge and oil related products as part of the 

programme of short tem1 technical assistance to industry: 

ii.) commission feasibility studies for the manufacture or calendered sheet and sheet products and 
industriai and medical tapes at the cost of MS 100,000 each: 

iii.) commission a study of import substitution opportunities at a cost of MSS0,000. Publicise 
opportunities through MRPMA and RRIM and encourage domestic supply through Mm's vendor 

development programme. 

iv.) MIDA to carry out a reappraisal of tc.riffs on carbon black. zinc oxide and industrial textiles: 

v.J with the help of MRPMA and RRIM. MIDA to publicise incentives available to rubber product 

manufacturers: 

It is difficult to quantify the benefits from these activities. Much depends on the outcome of 
technology transfer activities, feasibility studies. re-appraisal of tariffs and the extent to which the 
take-up of incentives results in additional investment in the industry. But we are of the opinion that 
the sums noted above are small in comparison with the benefits that could be realised. 
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XVII Cost Benefit Evaluation 

In order to assess the impact the Action Plan outlined above is likely to have upon the development of 
the industrial and g~neral rubber goods industry. we set out below the likely growth pattern of the 
ind~stry. with and without •he m€.asures proposed. It should be noted these figures should serve as 
general indicators or likely performance only. They refer to future periods and are based on 
assumptions of economic growth and industry competitiveness which may not be realised. 

Projected Growth of the Malaysian Industry - Without Action Plan 

Based on our diagnostic for the Malaysian rubber product industry. we hold the view that over the 
next decade. the Malaysian industrial and general rubber goods industry is likely to continue to grow 
at a rapid pace. A combination of high economic growth at home and recovery of markets abroad 

should result in substantial growth. 

But our view is that the pace of growth will be slower than it has been in the past because: 

i.) up to now. the growth of output of rubber products has outpaced economic growth. But 
gradually. the Malaysian industry will tend to the long term position where output of rubber 
products is closely correlated to growth of GDP; 

ii.) export market growth wiil slow as easily exploited markets are saturated. products come under 
more intence price competition from lower factor cost count'ies and Malaysian exports fir.d 
progress in more demanding markets slow to achieve. 

In the sectors below we examine prospects in both domestic and export markets. to assess likely 
future growth. 

Domestic Market 

During the Fi~h Plan period 1985 - 1990. in real terms output of the industrial and general rubber 
goods industry. as measured by rubber consumption. grew faster than GDP. broadly in line witn 

manufacturing. Figure 76 below presents indicators of performance for the economy and the industry: 

The Growth of GDP Manufacturing and IRG & GAG - Output 1985-1990 ------1 
Growth during Fifth Plan 

Indicator 1985. 1990 

GDP 
Manufacturing 
Construction 
Rubber consumption industrial and general rubber goods (t) 

Note (1): From 1986·1990 

-~----1 po ! • • 

6.7 
13.7 
0.4 

12.5 

figure 76 

Rubber consumption and hence industry output during the 1985-1990 period was held back by the 
poor performance or an important end-use sector. construction. Nevertheless. growth of output was 
roughly in line with manufacturing growth. 
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Evidence over the past two years shows that this pattern has been broadly speaking maintained 
though in 1991 rnbber consumption appears not to have grown despite booming manufacturing and 
construction sectors whereas in 1992. rubber consumption outpaced both manufacturing and 
construction. 

Looking to the future. projections 1or the economy. manufacturing and construction industries are as 

follows: 

Indicator 

GOP 
Manufacturing 
Construction 
Consumer Expenditure 

Sixth Malaysian Plan Outline Perspective Plan II 

(%p.a.) 

7.5 
11.5 
8.0 
nla 

(%p.a.) 

7.0 
10.5 
7.0 
7.2 

figure 77 

These estimates represent strong growth over the next decade with slightly faster growth in the 1990-
95 period than in later years. In fact. it is likely that in the 1990-95 period. GDP. manufacturing and 
construction will exceed these projections. In the 1990-93 period. GDP growth has been more than 
8% in all years. manufacturing over 13% in all years. whilst construction though more erratic has 
recorded 14.60..0 and 13.5% growth in 1990 and 1991 and 11 % in 1993. 

The projections above also show that growth will occur across all areas. Though manufacturing will 
record the highest growth. GDP. construction and consumer expenditure are also expected to grow 
rapidly. Hence. it is likely that all parts of the industrial and general rubber goods industry will face 
growing markets. 

There is evidence to suggest that over the next five years. domestic demand for rubber products may 
grow faster than <'Ven the manufacturing sector. Key end-use sectors for industrial products such as 
automotive and ccnstruction are poised for very high rates of growth and new demand will emerge 
from machinery and oil sectors as set out in our First Interim Report. 

But after that period. growth is expected to slow and may well fall below the rate of growth of 

manufacturing. Domestic markets for industrial and rubber goods wi!I by then start to become mature 
and will grow only at the level of GDP growth. Therefore looking to the next decade. 1992-2002. it 
would not be unreasonable to project the ~rowth of domestic demand for rubber goods at around the 
rate of growth of manufacturing. 

Provided the domestic industry maintains its level of competitiveness. output serving the domestic 
market should therefore grow at 10'~ p.a. 

Export Markets 

In addition to domestic demand. a high proportion of the industrial and general rubber goods ouput is 
exported. Official figures would suggest that almost all the output is exported. we believe. however. 

that official figures substantially underestimate output and hence a more accurate assumption is that 
50% is exported. 
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During the 1982- 1992 period exports of incustrial and general rubber goods increased on average by 
over 16% per annum though from a low base. Recent evidence suggests that export growth has 
slowed down as a result of world recession and the fact that the industry has already exploited the 
most easily accessed opportunities. Though growth remained strong up to 1991. in 1992 it slowed to 
7% p.a. 

With the slow down in world trade in 1993 and key markets such as Japan and much of Western 
Europe remaining depressed. export growth will slow further. 

But with recovery in world trade expected from 1994 onwards and a trend towards greater 
international trade in rubber products. over the next five years. export growth should recover and 
remain strong at 7-8% per annum for the next 3-4 years. 

After that period. Malaysian industrial and general rubber goods manufacturers may find such a high 
rate of growth difficult to maintain. Competition is likely to increase and easily accessed markets 
become close to saturation. We would expect the rate of growth to fall to perhaps 5-6% p.a.. Hence. 
over 1992-2002 decade export growth is likely to average about 7% p.a .. 

Main Performan~e /ndicalOrs 

Over the 1992-2002 period. output for the domestic market can be expected to grow at 10% p.a. 
and export markets at 7.0%. Overall. output would be expected to grow at about 8.5% p.a. With 
output increasing fast. rubber consumption will increase rapidly too. But. it is unlikely to keep pace 
with growth of output demand. An increase in value added is not only desirable but must occur if the 
industry is at all likely to cope with increasing labour costs. 

Taking these trends on board. figure 78 presents our projections for output. exports and rubber 
consumption over the 1992-2002 period without the Action Plan. We have used officiai figures as the 
basis of our projection to present estimates which can be monitored easily. As we stated in the First 
Interim Report. we believe official figures to be underestimated: 

Projections for the Growth of the Industrial and General Rubber Goods Industry 
1992-2002 Without Action Plan 

Indicator 1992 2002 A·1er~ne Annual Growth 
(M$ million) (MS million) (%p.a.) 

Output 351.2 810.0 8.5 
Exports 222.2 440.0 7.0 
Rubber consumption 44.5 88.0 7.0 
%NA 85% 75% 

figure 78 

It should be noted that despite these very impr~sive rates of growth the industry is likely to remain 
smaller than tyres and tubes { 1992 output MS855 million) and much smaller than the latex sector 
(1992 output MS 1283 million). Further. Malaysia's industrial arid general rubber goods industry will 
remain much smaller than the industries of countries such as Taiwan. Rubber consumption in the non­
latcx GRG sector in Taiwan exceeded 150 thousand tonnes in 1992. 
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Projected Growth of the Malaysian Industry - With Action Plan 

The Action Plan is likely to impact on all the above indicators of development. The aim of the Action 

Plan is designed to improve the competitiveness of the industry in both domestic and export markets. 
Hence the Malaysian industry can be expected to improve its share of the domestic market and to 

increase exports. 

The overall effect of the Action Plan on key indicators of performance and the specific measures which 

will bring about the improved performance are shown in figure 79: 

Eff~ct~ nf Artion Plan 

Measures Effl'r.t 

Outout: hiQher for both domestic and exoort markets I 
Technology Centre Greater share of domestic market for technically 
- problem solving demanding products. Export of technically demanding 
- technology transfer products 

Export Market Development Greater marketing capability for export markets 

Alliances/JVstlnvestor Promoticn New entrants serving both the domestic and export 
markets. 

Underdeveloped Product Areas New end·uses exploited. 

Import Substitution Greater share of domestic market 

Tariffs Improved competitiveness in domestic market 

Incentives New entrants, investment 

I Exgort~: high~r gartl~!.!lilrl)'. In targ~1 m51rket~ I 
Technology Centre Greater manufacturing capability will allow new market 

segments to be exploited. 

Export Market Development Improvement in export marketing. 

Alliances/JVS!lnvestor Promotion Exports from new entrants. 

Underdeveloped Product Areas New product markets developed. 

I Rubber Consumption: higher as a result of increased output, but higher value I addition likelv. so increase not as hiah as outout. 

figure 79 

Whilst in some instances it is possible to quantify relatively precisely the benefit that would arise from 

each meas1:re for ot11er measures it is possible only to state the general effect. We set out the 

expected benefits of each measure below: 
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Measures 

Technology Centre 

Export 'Aarket f'·~ :·~'opment 

AlliancesJJVs/lnvestor Promotion 

Underdeveloped Product Areas 

Import Substitution 

Tariffs 

Incentives 

Likely Impact 

Difficult to measure precisely. As a rough guideline, for 
each M$ spent on consultancy, an output increase of 
M$20 can be expected. Rough estimate of impact would 
be M$10 million per year from 1995 onwards. 

Assumi'lg 10:1 ratio of con!::.iltancy spend to exports, 
M$27 million increase in exports. 

If one new venture results. increase of M$10 million in 
output, M$5 million in exports likely. 

Brings forward entry into new product areas. All gains 
cannot be considered incremental as area may have 
developed later, without intervention. But early 
development of product capability likely to result in 
higher aggregate output and exports. 

Systematic targeting of imported products should result 
in lower imports. If programme succeeds in replacing 
5% of current value of imports. will cause over M$10 
million increase of output. 

Tariff reform should result in greater competitiveness in 
domesti:: market. but difficult to quantify. 

Should result in greater investment and hence improved 
mJnufacturing capability and perhaps greater number of 
new entrants, but difficult to quantify. 

I 

figure BO 

It should be noted that the measures reinforce each other. Hence their effect taken together would be 
more than their individual parts. For instance. the improved capability and competitiveness resulting 
from the Technology Centre would contribute to the success of the export development programme 
and the drive for import substitution. 

Based on the above ev,1luation of the effects of the measures. we expect that by the year 2002 the 
key performance indicators for the industry would at least have been changed as follows: 

Indicator 

Output 
Exports 

Projections for the Industrial and General Rubber Goods Industry 
With Action Plan - 1992 - 2002 

Incremental Gain 

(M$ million) (M$ million) (M$ mllllon) 

351.2 890 80 
222.2 490 50 

Rubber Consumption 44.5 95 7000tonnes 
0 NA o;. 7 () 
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(%p.a.) 

9.7 
8.2 
7.9 

figure 81 
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The figures above indicate that we would expect output to be 10% higher. exports over 11 % higher 
and rubber consumption 8% higher. The use of both types of elastomer would increase. but SR is 
likely to increase its share of rubber consumption fr the following reasons: 

As noted in the Second Interim Report, it is our view that the future growth of rubber consumption in 
the GIRG industry will result in a greater proportionate use of SR over NR. The use of both types of 
elastomer will increase. but the growth of SR consumption will outstrip the growth of NR consumption. 

Our view is based on the following: 

i) As shown in figure 82 the proportion of NR in total rubber consumption in Malaysia is extremely 
high (93%) in comparison with other major rubber using countries where the proportion of NR is 
typically 30-60%. It is also higher than in the other major rubber producers. Thailand (76%) 
and Indonesia (69~·o). This is due mainly to the higher proportion of rubber consumed in the 
latex industry (62%) in Malaysia. but the proportion of NR in the GIRG industry is also very high 
(86%). As the GIRG industry expands in Malaysia. the proportion of NR in total rubber 
consumption. is likely to approach 50-50, which would bring it in line with the GIRG industries 
of major rubber consuming countrir:s: 

P~i Capita Rubber Consumption - NR Versus SR 
15 

14 

13 

12 [[:J 11 A 
10 

9 

8 

7 

6 

5 

4 

3 

2 

0 

figure82 
ii) over the 1986-92 period. in the Malaysian GIRG industry. whilst total rubber consumption has 

increased by 1 1 % p.a. consumption of SR has grown by over 40% p.a. leading to an increase in 
SR's share from 4% to nearly 1 5% of total consumption. This trend is likely to continue. 

iii) in many of the end-uses which are likely to record high growth rates in Malaysia - automotive. 
electronic and electrical. machinery and the oil industry - SR i~ the dominant material for many 
applications: 
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iv) in tenns of technological competence. the Malaysian GiRG industry is less familiar with 
predominantly SR products than NR products. As their competence develops in predominantly 
SR products. they will be able to exp!olt parts of the market currently met by imports and hence 
increase the proportion of rubber consumed as SR. 

SR consumption is likely to increase faster than NR consumption but at a rate lower than the 40% p.a. 
increase recorded between 1 986 and 1992. 

We estimate that SR consumption will increase twice as fast as the rate of growth of total rubber 
consumption at 16<\o p.a. Thus by 2002, SR consumption is likely to have grown from the current 7 .5 
thousand tonnes to just over 32 thousand tonnes and its share in total consumption increase from 
15% to 35%. 

Overall. this outcome is by no means unfavourable to Government's objectives of promoting greater 
NR usage ir. Malaysia. Despite SR gaining share from NR. consumption of the latter is likely also to 
increase significantly, from the current 38 thousand tonnes to 62 thousand tonnes. 

Government. through MRRDB. is attempting to influence the proportion of NR used by rubber goods 
industries worldwide by looking to enhance the perfonnance characteristics of NR. We understand 
that the main new developments in this respect are the marketing of ENR 25 and ENR 50 with a view 
to matching SR's oil resistance properties. de - p:uteinised natural rubber (DPNR) which is purer. 
absorbs less water and has better dynamic properties than NR a:id the development of thermoplastic 
natural rubber (TPNRJ. 

These products have tremendous potential but as yet. have not been able to corr.pete commercially on 
a large scale against their synthetic rivals . If they were able to compete effectively on a large scale. 
they could make a significant contribution to the proportion of NR used by the GIRG industry. 

The assumptions on incremental gains above are relatively mod1?St. For instance. the following 

sce'lario is also possible: 

i.) the programme to promote alliances and joint-ventures could result in 10 new ventures being 

'armed ~vhich wou!d (CSult in additional MS 100 million of output and MS50 million in exports 

instead of the MS 10 million and MSS million respectively, assumed above: 

ii.) the combination of the Technology Centre and the import substitution programme result in 30% 

of the 1992 value of imports being manufactured domestically adding MS75 million to output 

instead of the MS 1 5 million assumed above; 

iii.) the export market development programme result in a 20: 1 ratio of exports to consultancy 

spend :nstead of the 10: 1 ratio assumed above and the mix of the Technology Centre and new 

product areas contribute a further MS20 million in exports. Hence. exoorts would increase by a 

further MS75 million instead uf the MS30 million assumed above. 

The cumulative effect of this scenario would be that industry output would ile well over MS 1 billion 

and rubber consumption for industrial and general rubber goods over 11 O thousand tonnes. The 

Action Plan would thus have made a substantial difference to the development of the industrial and 

general rubber goods industry and enabled the sector to compete against tyres and tubes for the 
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position oi second largest part of the industry after latex products. If this more favourable but still 
plausible scenario is realised, the Malaysian inrl•Jstry would start to become a major force in the Asia­
Pacific region. Although not lii<ely to be as large.;:.; the Taiwanese ind1A:>try it would. nevertheless. 
have started to challe11ge it's position strongly. 

In our a!'lalysis of the impact of the Action Plan we have not allowed for any gains in employment. 

Gains in labour rroductivity are essential if the Malaysian industry is to remain competitive and hence 
we believe that with the help of the Technology Centre. industry will attempt to increase the efficiency 

of labour use. No cioubt the substantial increase in output would cause some increase in employment. 

but on the whole. output should increase as a result of higher value added and efficiency gains rather 
than higher labour usage. 
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