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SMALL SCALE INDUSTRIAL DE VELOPMENT IN MALAYSIA:
THE CASE OF THE 'NURSERY FACTORY SCHEME' IN PENGKALAN CHEPA,
‘ KELANTAN

I. INTRODUCTION

| One of the major obstacles in achieving a reasonably high and
>usceined rate of industrial growth in deveioping countries is
the absence of a well-developed or moderniseg small scale sector.
With the exception of very few countries, most developing
countries do ot have a co-ordinated plan for the development of
this sector. However, substantial evidence through the experience
of many countries has clearly shown that small-scale industries
(SSIs) are crucial for industrial expansion as they provide the
base for entrepreneurial development, employment absorption and
enhancing human skills and domestic technology apart from

providing inter-industry Tinkages with the targer industries.

Although the Malaysian Government has recognised the important
role of the SSIs and their potential contribution to industrial
development, this sector has not been "modernisod and
% rationalised in the marner that it has been done 1in countries

‘ like Japan, South Korea and Taiwan where inter-industry linkages

,;f within the manufacturing sector is significantly widespread.

’?F This  could be associated with Malaysia's formulation of

industrial polices and incentive schemes which seem to be biased




against the SSIs.

However, industrial expansion that is dependent on large scale
industries especially 1in tr context of developing countries
like Malaysia could scon face a number of constraints, such as
the fnability to benerate more employment opportunities per unit
of capital investment, monopolistic market structures, and
unbalanced bias in the industrial structare. Or the other hand,
within a conducive industrial environmer,, tne SSIs could not
only be more flexible and innovative but also complement their

larger counterparts in providing irdustrial inputs or components

to the latter.

The presence of the SSIs in any industry group provides the
competitive atmosphere for the large industries which would then
be more. responsive to market situations than they would
ctherwise be without outside competition. The need to minimise
the dominance of large-scale enterprises in many industry groups
and the desire to enhance domestic industrial capability suggest
that it would be most essential for Malaysia to strenghthen its
efforis to develop and modernise the $SIs if the industrial
.imﬁetus is to be sustained in the future. This factor is crucial
given the fact that almost al) the SSIs are owned or managed by
Malaysians, while the large scale enterprises are mainly owned or
controiled by foreign interests.

r

The need teo enhance Bumiputra (indigenous) participation in




jadustrial activities as enunciated when the New Economic Policy
(NEP) was introduced in 1971 makes the promotion of efficient
sSIs an even more attractive policy instrument. In 1line with
this overall policy (also reiterated by the Malaysian Government
in the recently announced Industrial Master Plan 1986 - 1995),

the 'Nursery Factory Scheme' for SSIs was initiated by Bank

pembangunan Malaysia Berhad (BPMB), with the active support of
the Small Enterprise Division (SED) of the Ministry of Trade and
Industry. A pilot project was started in early 1585 at the
pengkalan Chepa Industrial Estate, in the state of Kelantan, one
of the less developed states situated in the east coast of

Peninsula Malaysia.

1.2 Purpose of Study

This study aims to provide an analysis of the 'nursery factory
scheme' at Pengkalan Chepa with the view to assess the impact of
the scheme on current government policies on the SSIs. In this

respect, the following shall be examined:-

{i} the general performance of the entrepreneurs or

manufacturing enterprises established in the scheme;

(ii) the role of BPMB a- the initiator anc implementor
of the scheme; and
(i1i) the importance of related government agencies in

the impliementation of the scheme.

Secondly,” the report will examine, the relevance of the 'nursery

factory scheme' ccncept in the context of the future devclopment
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of the SSIs and 1in the overall industrial development of

-
palaysia. Lastly, the report shall submit appropriate policy
recommendations regarding tne overall development of such schemes

{ in the future.




11. ROLE OF THE SSIs IN ECONOMIC AND INDUSTRIAL D VELOPMENT

A rentral theme of development planning in Malaysia since the
adoption of the New tconmic Pelicy (NEP) in 1971 has been the
reductior ¢f poverty and the restruc*iring of the Malaysian
society through .direct efforts to increase the incomes of the
economically disadvantaged Bumiputrus and their absorption into
higher inccie employment in the industrial sector. Thus according
to the S~cond Malaysia Plan (1971-75), the NEP aims to accelerate
tre;
‘process of restructuring Ma]aysiqn ¢ iety to correct
e:onomic imbalance, so as to reduce and eventually
eliminate the .dentification of vrace with economic
functions. Programmes for this purpose include the moder-
nization of rural life, the rapid and balanced development
of wurban activities, the establishment of new growth
centres and the creation of a Malay commercial and
tndustrial community in all categories and at all Jlevels
of operation. The objective is to encure that Malays and
cther indigenous people will become full partners in all
anpects of the economic life of the nation, " (Malaysia,

1973; p.1).

The Fifta Malaysia Plan (1986 - 90) further emphasises
governmertal efforts such as managment training and consultancy

services to foster greater participation of Bumiputras in the

smali-%cale sector, which corresponds to the NEP objectives.



The policy of industrial dispersal to less developed areas is
accorded priority in the Plan for the same reason. Althouoh the
main thrust of industrial development will be left in the hands
of the private sector, concerted efforts will be made to assit
the SSIs by existing government agencies including the s of the
Ministry of Trade and Industry.

In torms of SSI development, the basic objectives pursued by the

L}

gove nment seem tc be:-
(i} the development of Bumiputra entrepreneurship;

L1 increasing productive emp]oymént and ensuring higher
incomes for the largest and poorest segment of the

population ; and

(i) achieving regional dispersal of industrial activites
to ensure better wutilization of human and other
resouices and a more satisfactory balance belween

rural and urban sectors.

The relatively remarkable growth of the manufacturing sector
during the 60s and /Us basea or import-substitution angé export
promotion has greatly enhanced government's policies using the
sector as a vehicle to achieve the NiF objectives. The main
rationale for SSI support programmes lies in their capebility to
achieve a number of benefits which are pertinent to the Malaysian
circumstances. The SSIs should be able to prov.de productive

»

outlets for the talents and energies of enterpricing
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individuals, many of whom would not fulfil their potential in

large organizations.

This is particularly impcrtant in the Malaysian context in view
of 1ts nascent industrialization wricn sncuid increase the
involvement of small enterprises and business-oriented

.

individuals away from traditional activities such as commerce and

trading.

L4
Smal’ enterprises often flourish by serving Timited or
spec’alized markets that are rot attractive to ierge firms. They

prov cde a breeding ground for entrepreneurial talent and a
test ng place for new industries. The development of
entrepreneurship s  an  important element in the process of
inductrialization,. In this respect, the SSIs would be able to
provide the boost needed for further industrial expansion. The
manacerial experience obtained through the SSIs is an essential
ingredient in the development of the entreprencur so as to enable
him to expand his entergrise or to branch  out into more

modernised methods of production.

The SSIs are alsoc an impcrtant avenue for the training of
industrial skills apart from increasing managerial capability.
They provide the facility for work experience to individuals who
have great difficulty in obtaining technical training in formal
educational institutions. The technizal training and experience
thus obteined in many cases could be very useful for increasing

their occupational and geographical mobility, which bitimately




makes them accessible to better-paid jobs.

The SSIs should stimulate personal saving {especially by
prospactive small-scale manufacturers! anc prcemote agro-
industrial 1linkages paving the way for better 1iving conditions
in the rural sector. In many countries, the SSIs furnish parts
or components and subcontracts to larger enterprises at
considerable lower unil cost than if the latter were to produce

these products themselives.

There is also ample evidence to indicate that the SSIs create
significant employment opportunities in view cf the fact that
they are inherently labour-intensive. As a deveioping country
where capital resources are relatively scarce and where there is
a need to wutilise its manpower more effectively, it s thus

important that the role of the SSIs be emphasised.

In the Malaysian case, these benefits have not been realised in a
substantial way in view of the many constraints faced by the
S$Sls. Although substantial progress has been made in developing
entrepreneurial skills, these are only predominant in commerce
and services. However, if appropriate policies and programmes
~are formulated and eficiently implemented, these entrepreneurial
skills and experience can be fully channeled into manufacturing
we Lities.

’

As indicated above, the capability of the S$SIs is limited by many
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contraints, some of which are inherent in the smallness of si;é el
jtself, while others may be largely due to exi.ting government
policies and incentives that have tencded to favour large scale
industries, because incentives are generally tied to the size of

capital investment and emplcyment

These constrainés reflect SSI's inability to raise enough equity
capital, limited access to institution2l credit, irability to
attract and retain highly skilled 15bour, lTimited access to
improved production technology, inability to acquire factory
premises, inadequate knowledge of markets and 1inadequatte

knowledge or experience in management and accounting methods.

In the light of the above, government policies should reflect an
integrated and weli-balanced approach to support SSIs through:-

(i) improving the policy environment and administrative

procedures so that they are neutral and not

discriminatory towards SSIs;

(ii) strengthening its financial assistance programmes

so that funds are effectively utilised; and

(iii) streamlining and rationalizing the technical
assistance extension programme s¢ that the problems
of marketing, production technology and management

can be overcome by SSIs more effectively.

Thus, » in line with the recently announced Industrial Master

Plan, the government clearly states that; :




“the role of SSIs will be further enhanced during the
Fifth Malaysia Plan period to ensure the development of a
sound industrial structure fcr long term sustained growth.
The Government has undertaken and will <ontinue to under-
take several measures to actively encourage SSIs to
expand, ‘upgrade and modernise tneir activities. In this
regard, the Government, with the cooperation of the World
Bank, has designed a Special Programme for the Development
of SSIs which became operational since early 1985 and
whicb will continue until 1988§. The ©programme, which
involves a tctal financial assistance of about $234
million, will benefit small-scale entrepreneurs in various
sectors except agriculture. Bumiputra entrepreneurs, in
particular, will be given credit facilities and technical
assistance through BPMB. Through the four year period, the
programme is expected to benefit a total of about 1,100

small-scale entrepreneurs,” (Malaysia, 1986: p 357 - 358).

BPME i one of the government agencies that have been
established since the NP to achieve its developmental
obje;tives. BPMB was incorporated in 1974 as a limited Tiability
company under the Companies Act (with an authorised share capital
of $100 million of which $64.4 million is paid-up), almost all of
which is held by the Government. The supervision authority s
vested in the Ministry of Public Enterprises.

’

More significantly it was established as one of the special

10




institutional vehicles to help achieve greater participation of
target group entrepreneurs in business and industry. This mandate
calls for BPMB to provide services bevond  the scope of
conventional development banks, and BFMB has been encouraged 1in

this endeavour by the Malavsian Government.

To achieve this developmental objective, promotional orientation
is essential and as such its operaticns are by nature costly.
However, to ensure its financial viaBi]ity, the Government has
pravided BPME with the ne essary resources at subsidised interest
rates. Since 1%8Z. BPMB has been requested Ly the Government to
foous on the financing of manufacturiﬁg enterprises. It  has,
consequently, targeted an increasing share of its lending for
maiufacturing activities, expected tc increase from the 1983
level of about 46. tc the level of approrimately 706 of new

commitments from 1966 onward.

The operating pclicies of BPMB with regard to SSI development is
supplemented by its '‘entrepreneur development programme

formulated <specifically to overcome the shcrtage of suitable
project sponsors in manufacturing. Under this programme, BPMB
will identify and train potential candidates, provide pre-
investment assistance, eventualiy finance their projects wherever
feasible, and provide post-investment extention servicec. This

assistance is interrelated with the 'nursery factory programme’,




I17. THE 'NURSERY FACTORY SCHEME ' FOR SMALL-SCALE INDUSTRIES

3.!. Concept ¢f the Scheme

Under the scheme, a number of suitably designed factory premises
arc  built witvin an area with the provision of an integrated
system of financial, advisory and technical support to assist
participating small-scale Bumiputra enterprises or entrepreneurs.
BPMB takes the responsibility of prov;ding these factory premises
and co—ordinate the provision of other basic utilities such as
electricity, water and telephone facilities. (n compietion of

these factory units (numbering betweer 15 to 30), they shall be

rented at subsidised rates to local entrepreneurs

BPMB shall also extend supportive services such as in training,
management, finance and technical know-how to the entrepreneurs.
To ensure the effectiveness of BPMB's role in implementing the

scheme, a scheme manager will be placed by the bank at the site.

The scheme manager keeps a close supervision on the progress of

every entrepreneur.

When an entregreneur s found to be successful, the subsidy
element granted by the bank will be gradually withdrawn so that
eventually he will be requested to relocate his manufacturing
activity outside of the scheme once BPMB is satisfied that he can
survive without substantive assistance from the bank itself and
other, related government agencies. The factory unit so vacated

will then be allocated to a new entrepreneur. This is in fact the

12




essence of the ‘'nursery factory scheme' which allows a
potentially good entrepreneur to utilise every possible
assistance given by the bank and government agencies during his

"infancy' stage.

The scheme thus provides the enterprising Bumiputra individual
the opportunity to use the infrastructure and advisory
assistance from BPMB and other government agencies to expand his

manufacturing operations and upgrade his technical capabiities.

3.2. Rationale for Supporting the SSIs via the Scheme

The fact that BPMB is a wholly-owned government bank indicates
that the establishment of the scheme is indeed an extention of
the Malaysian Government's desire to 'modernise and rationalise'’
the SSIs to complement other strategies that have been adopted.
The increasing dominance of medium and large scale
manufacturing enterprises tend to put the SSIs at a great
disadvantage in terms of their capacity expansion, market shares

and access to credit facilities as well as govermnent incentives.

The scheme is thus expected to negate or minimicse these
disadvantages and provide the necessary impetus for SSI
modernization and rationalization. The image of the SSI as being
disorganised and inefficient could then be erased so that

ultimately their role as provider of "linkages' to the Yarg--

13




scale industries could be enhanced. The establishement of these
linkages 1is indeed an important aspect of future industrial
development as emphasised in the Industrial Master #Plan {1986-

1995).

More specifically, the scheme 1is expected the provice the
catalyst for the development of Bumiputra entrepreneurs in
manufacturing activities. This scheme, being small in terms of
the number of entrepreneurs invo1ved,‘ at the initial stage, wil)
nevertheless complement other existing policies to assist the

"tmiputra community to invoive itself in tne gwnership and

managenient of industrial ventures.

If the first scheme proves to be successful after considering the
element of 'social costs', more of such schemes could be planned
especially if existing problems could be identified and solved.
After all this is part of the 'learning process' which would have
8@ greater impact con Bumiputra entrepreneurs than it would h. ve
been if such a scheme is not initiated at ali by any government

agency.

The ‘learning process’ may also be ideally enhanced by grouping
together a number of small enterprises whose managers will
interact positively and exchange experiences on matters relating
to management, oproduction know-how, marketing, servicing of
machinery, dealings with suppliers etc. These are important
areis that have to be learnt or experienced by each entrepreneur,

since in most smal) manufacturing establishments, he is not only

14




the sole owner of the enterprise and the major source of
production know-how but he is also required to attend to all

matters relating to the 'running of the enterprise.

Given that the Bumiputra community has traditionally lagged
behind the other communities and is currently disadvantaged in
the commercial and industrial sectors, the establishment of the
scheme 1s one of the many existing programmes initiated oy
government agencies to alleviate some of the main constraints

that confront the Bumiputra business community. These include:-

{i)} the shortage of we1i—designed'and aptly located
small factory premises. Those currently available
are generally overpriced and the rental rates are
normally prohibitive as far as the small-scale

enterprises{SSEs) are concerned;

(ii) the lack of managerial expertise and technical know-
how. The absence of a Bumiputra entrepreneurial
class is indeed conspicucus;

(i71) the lack of marketing expertise, contacts and cutlets:
and

(iv) the lack of business guidance and integrated financial

assistance.

15




IV. THt SCHEMc IN PENGKALAN CHEPA

4.1 Trhe Choice of Pengkalan Chepa

A number of reasons r:y be attributed to the choice of Pengkalan
Chepa in the. stete of Kelantan as the site for launching the
‘nursery ‘actory scheme'. Firstly, there is aiready an existing
industrial estate in Pengkalan C(hepa catering for the
developmental needs of Kota Bharu. t;e state capital of Kelantan.
The infrastructure facilities are retatively

established, including tne accessibiility to the airport

facilities nearby.

Existing manufacturing firms that have already been  established
may provide the necessary linkages to the proposed factory units
in_ the scheme. The latter could be realised if proper planning
could be done as regards the type of industries established in
the scheme. This may take the form cf supplying inputs needed by
the established factories or purchasing the latter's output for

further processing or manufacturing within the scheme.

Secondly, and perhaps more importantly, the state of Kelantan has
been known to be a relatively active breeding ground for
| Bumiputra entrepreneurship 1in areas such as batik making,
silvercrait, food processing and retail trade. !t is therefore
imperative for the government to nurture this entreprencur spirit
away from these relatively traditional activities into

manufacturing, thus aligning such a target to the objectives of

16




the NeP.

high percentage of Bumiputra population that could provide the

mar-ket for the products of the ‘nurser, factory schene

Thirdly, the <choice 0:r the present site for the pilot project
could also be'related to the need for Kota Bharu in  particular
{and Kelantan in general} to provide the catclyst for “further
rdustrial growth given that inter-regional disparities between
the Tess deve10péd states iR FPeninsula Malaysia
(i.e.particulariy the e€ast coast states of Kelantan and
Terengganu) and the more develcped states in the west coast have

become very apparent.

Being sited near to the most populous urban centre in Kelantan,
the success of Pengkalan Chepa in general as an industrial estate
would certainly enhance employment opportunities in the area. The
"nursery factory scheme', despite being relatively small in the
number of enterprises promocted, at the initial stage, will
nevertheless be an  important eliement in the industrial

development of Kelantan.

4.2 Facilities in the Scheme

The "nursery factory scheme' is sited on a land area of 2.6 acres
owned by BPMB in Phase Il of the Pengkalan Chepa industrial
estaté, The scheme consists of 28 factory units with 3 types of

building structures designed to <cater the varied needs of

17

Related to this factor is the fact thit Keiantan has a
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different classes of entrepreneurs. The size of each type are

as follows:-

Type & : 30" x 60" {Terrace. i ! ¢ Flecrs] - 7 units.
Type B : 25" x 40 .Terrace, 1 Tigory - 1I units.
- Type C : 20" x 40" Jluster, 1 floor) - & units.

Type A factory is supposed to cater the needs of entrepreneurs
who are already in business operatin; in "backyard factories' but
needing more floor sjpace. Type B factory caters for the small
entrepreneurs needing a medium-sized factory, while Type C

factory <caters for new entrepreneurs who are starting in a small

way .

Each factory wunit 1is provided with basic utilities such as
electricity, water and telephones. The latter facility has not
been instailed at this stage, although according to most
entrepreneurs interviewed this facility is extremely -essential.
It was orginally proposed that 2 tc 3 factory wunits will be
installed with appropriate machinery for common usage within the
scheme, but this has nct been implemented yet. {On¢ unit is being
utilised by the Scheme Manager and his staff for administrative

- 1 purposes).

4.3 Type of Industries tstablished

Although it was originally planned that the scheme in Pengkalan

Ch:pa should <cater for the establishment of food processing

18
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industries (ircluding curry power, soya sauce, chili and tomato
sauce, beverisjus and refreshments, bakery, icecream, and biscuit
making), at t:e implementaticn stacge other types cf manufacturing

activities a-e also included.

- Among the lattgr are the making of plastic bottles. Tleather &
canvas shoe uppers, soap powder packaging, wood carving, wooden
furniture, batik dye, PVC and leather goods, cleansing
detergznts, welding, ealuminium and ‘glass prcducts. However,
currently the majority of the enterprises in the scheme are
invaelved 1n food processing. Out cf the fourteen who are still

in production during the interview pericd, ten enterarises (i.e

71%) are related toc the food processing industry.

4.4 Selection of Participants and Projects

A Selection Committee was formed within BPMB (with 2
representative of the Small Enterprise Division of the Ministry
of Trade & Industry) to select potential entrepreneurs wishing to
participate 1in the scheme. tntrepreneurs or enterprisecs are
selected on the basis of their previous experience in
manufacturing activities (mostly invclved in food processing via
the backyard type of industry activity) or that they have just
started small businesses. The first category of entrepreneurs
are selected not only on the basis of their ' technical’
background but also on the grounds that they can provide a
'demonstration effect' on those newly established enterprises

which are in need of management or marketing expericence.

19
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Preference is given to entrepreneurs who are able to
contribute at least 1y cof the project cest (excluding land and
buitldingl}. For new projects the contributicn must be in cash and
for existing pusinesses ertering the scheme it can either be in

cash or in any other form 2cceptable tc the Selection Committee.

In the case of the pilot project in.Pengka]an Chepa, this is in
fact a «condition that has beer imrosed on all the scheme
participants. The ratiornale in impcsing this condition is that
it will elicit a firm commitment from.every scheme participant.
In line with this, he must be prepared tc run the business on a
full-time basis without involving himself in other ventures

oidtside the scheme.

Projects are chosen on the following criteria:-
(1) must be technically feasible, financially sound and
economically wviable in the context of the ‘nursery

factory scheme';

©11) total net assets or shareholders' funds must not exceed

$250,000; eand

(i1i) total full-time paid employees must not exceed 25

persons.

In the case of criteria (i), it has largely become the
résponsibility of BPME to evaluate meticulously each of the

participant’'s proposal in view of the latter s lack of financiaf

20
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knowiedge or experience in running a relativeiy modern type of

business venture.

4.5. Management of the Scheme

" 3 BPMP is responsible for the implementation and overall management
of the scheme. This is the most crucial aspect of the scheme in
view of it being & 'pilot project' and as such every aspect of
its implementation has to be scruti;ised by the implementing
body. Hence, for planning and policy formulaticn, a Management
Committee was formed with the Deputy Chairman of BPMB, heading

the cemmittee comprising ell departmental heads of the Bank and a

representative of the SED of the Ministry of Trade and Industry.

The major functions of the mangement committee are as follows: -

(i} to formulate policies relating to the scheme;

(ii} to approve:-
- the establishment of new schemesg
- the appointment of the Scheme Manager
- the selection of scheme participants

- the reallocation of successful enterprises; and

(114) to ensure that each scheme functions according
to the oprescribed concept and policies. This
reguires a continuocus essessment of each scheme's

performance.

As far as the Pengkalan Chepa project is concerncc. [tem (111

21




seems to be the most important function given that 1t is a 'pilot
project' and its success or otherwise will directly determine the
future role of the 'nursery factory scheme . It is 1n this sense
that the committee has tn assess the general performa ce of every
participant in the scheme. This recuires substantial
‘information feedback'; which is a cost to BPMB in terms of the
need to station a scheme manager and his staff to fulfil this

role. .

To ensure effective planning and monitoring of the scheme, four

(g

internal departments of BPMB are directly invoived in the
implementation of the scheme. This also reflects the multifarious
needs of the scheme participants arising from their own
disadvantages. while the Research & Development Division s
responsible for tne overall implementation and general
dministration of the scheme, the Research Department has the

following responsibilities:-

to conduct studies to identify suitable locations,

industries/projects and entreprencurs,;participants;

- to secek new market cutlets in cocperaticn with Besta
Distributors Sdn. Gerhad (the marketing arm of BPME!]

and other government agencies,

- to co-ordinate the activities of the various departments

involved in the implementation of the scheme; and

- to carry out general administration of the scheme.




RSO TR T TR T TR TR ORI T TIPS SRR s S P e < e R T
N -

The responsibilities of the frntreprerneurial Development

Department are as follows:-

~ to conduct businetss courses and arrange for on-the-job
training for participants; and
- to evaluate lcan appiications under the scheme;
The Property Unit has the following responsibilities:-
- to acquire tand and obtain al% necessary approvals;
- to liase with architects on factory designs;
- to aeppoint and supervise building contractors:

- to instail electricity, water supply and telephones;
and

- to maintain and upkeep the premises.

Lastly, the Technical and tngineering Jepartment has the

following responsibilities:-

- to assist in the selection of technology, machinery

and equipnment;
- to advise on plant layocut;
- to assist in product development activities; and

3 i - to offer otner technical ard engineering services
such as assistance in quality control, process

improvement etc., to participants.

The Scheme Manager who is resposible to the Senicr Mainager of the’

23




Research and Development Division 1is entrusted with the
supervisory responsibility over all the scheme participants,
ensuring that each of their manufacturing activity progresses in

the right direction. Among his responsibilities are:-

(i) The general adiministration of the scheme,
ensuring that all the facilities provided by BPMSB
are properly and efficiently utilized. He 1is also
responsible for collectioncof monthly rentals for

the factory premises;

(ii) To identify problems faced by.scheme participants
and the nature of assistance they need; and to
provide the 1ink with all the departments in BPMB

to ensure effective 'back-up' services;

(iii) To assist scheme participants in ocbtaining licences,
permits and other necessary approvals.Close working
relationships with goverment agencies such as
SIRIM, NPC, MARA. MARD! etc are to be fos:ered so
that each scheme participant will obtain maximum

assistance from such agencies;

(iv) To advise scheme participants on various aspects of
business management and to ensure that they have a

good sense of book-keeping;

(v) To assist in the marketing of goods produced in
the scheme. To this effect, the assistance of

Besta Distributors Sdn. Berhad may be secured to assist”
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(vi)

scheme participants to obtain government contracts; and

To initiate co-operation among the scheme
participants in terms of ccllective endeavours inclu-
ding bulk nurchases of raw materials, sharing of
production and marketing facilities, collective

marketing programmes.
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V. THE PERFORMANCE OF EXISTING ENTERPRIST S

Tris section will aralyse the firncings of the survey and
observations made during the survey periocd on the enterprises

the scheme. The

(e}
o

(and entreprepeurs) that were ir opcrati

an overvicw of

[
[t}

objectives of the survey were: first, tl¢ Broyid
the status of these entrepreneurs; second, to identify the
L ]

constraints or problems faced by enterprencurs managing these

enterpri.es; and third, tc formulate policy recommendations  te

s

enhance the impeortance of such a schemc to assist the $Sls.

5.1 General Observations

The principal characteristics of the unterpriccs 16 the nursery
scheme are shown in Table 5.1. There were 17 enterprises either
fully or partiaily operational as of August 148, ef which 11 or
65. were involved in the food and food processing sector while

the remainder were in the non-focd subsectirs.

In terns of employment gengration, itnooe €7ty prisis proviced 2
total of 151 jobs with the totel sales value of 2w, 0ul for

the month of August. About 62+ of the jobs Creeted were 1n the
food processing sector and they accounicd for t% of the total
sales value. The non-food subsecters conntituted o of  toteld

employment within the scheme and 31 of the total saies vailue.

35,4 of the enterprises recorded caien valne wo oding Sl U,
17.¢6 having salec vatoo Lotween 2h00 o nd

1 - - Ly L. ~ e . - . . ’ cs . f
belew  $5,000. in oterns O enploultient G cuteearshrent, eelh

™1
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enterprise employed an average of 9 employees.

During the survey period, 3 enterprises were not in operation
while 5 had either been inoperaticnal or phased out of the
scheme. Thus in the 20-month period since the scheme was launced
in Pengkalan Chepa, the scheme suffered a mortality rate of 20%.
Disagreement among business partners, financial mismanagement,
Tack of cost control resulting in" the dwindling of working
capital, and inability to expand their product markets were among
the major factors causing some of these enterprises to become

inactive.

Approximately 66.67% of the entrepreneurs surveyed have not
undergone any formal training in business. The percentage for
this group of entrepreneurs is higher in the non-food subsectors
compared to that of the food processing sector. Most of the
entrepreneurs operated their enterprises on the basis of

accumulated business experience and personal observations.

Slightly more than 66% of the entrepreneurs consideréd previous
business experience as being the main reason for selecting
specific product 1lines, while 27.7. felt that better income,
encouragement by family members, and aspiration to become
entrepreneurs seemed . to be the motivating factors (See
Table 5.2). Nearly all the entrepreneurs have been directly

involved in some form of planning before entering the scheme.
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5.2 Labour Profile

The workforce of all enterprises in the scheme could be
principally categorised as unskilled labour, comprising mainly
of general workers, machine operators, drivers etc.(See
Table 5.3}. Th}s is to be expected given that the industries
established in the scheme, being small enterprises, are neither
technologically sophisticated nor do }hey require highly skilled
manpower. Nearly all the wcrkers came from the surrounding areas

of Pengkalan Chepa and Kota Bharu.

Generally, the enterpreneurs did not have any difficulty in
getting workers for all the simpler production' proces;es given
th> relatively high levels of unemployment in the vicinity and
th2 preponderence of young school leavers. However, obtaining
skilled labour was considered to be a more difficult problem
since such labour tended to work in established and larger
en erprises which provide superior wage structures and other

so.i1al benefits.

Rewards and compensation schemes for the workers in the scheme
roughly reflected the cpportunity costs of iabour in the
surrounding areas. However, these schemes seem to lack the
incentive and attraction needed to minimise .abour turnover,
Extra benefits and incentives were only provided by a small

numbgr of enterprises; i.e., less then 10
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Although two entrepreneurs expressed the wish to train their

workers, the majority considered employee training unnecessary
and a waste of scarce resources and felt that whatever skills are
required could be obtained through on-the-job training. This
again arises from the fact that most of the enterprises in the
scheme, especially during the initial stages ¢f production, did
not reaily require a highly trained workforce.

5.3 Sources of Inpufs

The majority of the entrepreneurs., 1i.e.. 60, obtained their raw
materials from Kota Bharu (See Table 5.4). 53- of the
enterpreneurs depended on local distributors fer the supply of
raw materials and purchases were normally done on a cash basis.
Ver,; few contractual arrangements were used in the procurement of
raw materials. Some of.the entrepreneurs had difficulties- in
getting supplies of raw materials. This s particularly
obs:rvable in cases where such supplies were obtainable on a cash

basis.

If supplies were readily available, particularly for the food
‘processing enterprises, the small size of their enterprises
seemed to be a constraint as thf; could certainly limit their
capacity to take advantage of bulk purchasing. Consequently,
procuring raw materials on this basis meant that each enterprise
would have to bear the high costs per unit of raw materia)l

4

purchased.
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The absence of Jjoint procurement arrangements among the
-entrepreneurs in the scheme also prevented them from bulk
purchasing. The major probliems faced by the entrepreneurs in

terms of raw material procurement were:-

i) Inavailability of credit.
ii) The supplies of raw materials were not availabie when
needed. ‘
iii) Distance from suppliers, especially for inputs required

from outside the state of Kelantan (See Table 5.5).

5.4 Marketing

A major proportion of the products processed or manufactured in
the scheme were soid within the surrounding areas, mainly in the
Kota Bharu district (See Table 5.6). Some of the products also
found their way to cther districts and neighbouring states, but
the percentage was relatively small. In addition the government
sector absorbed about 31 of the sale value for the month of
Augest. The mejority of the enterprises pravided their own means
of transport to market their products, although according to most
of the entrepreneurs interviewed, this seemed to be a waste of

resources that could be collectively utilised.

Product promotion was done by "personal contact” between
individual entrepreneurs and buyers, hiring of salesmen, and by

appointing sales agents, in that order of importance. Those
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enterprises with marketing problems indicated that intense
competition, (i.e. 33.3. of them) and lack of product exposure
(20.0%) were the most serious constraints in expanding their

market shares (See Table 5.7).

Competition in thHe sale of food products such as chili and tomato
saure, bakery products and spices was considered stiff,
indicating that the market for these products are almost
saturated. A major problem faced by most entrepreneurs was
related to ihe distribution line of their products to the final
concumers. However, those enterprises which had secured

government’'s contracts had an advantage in this respect.

Thote enterprises which had to sell their products in the open
market have to rely on the small number of wholesalers and
retailers to expose their products. Many of these retailers,
however, operate on a small scale and in less strategic areas to
allow for vigorous product turnover. The over-dependence of the
entrepreneurs on the small number of local retailers could thus

limit their capacity to expand in the future.

5.5 Financial Aspect

5.5.1 Owner's tquity

Thirty -three percent of the entrepreneurs recorded owner's
equity below $100,000 at the start of their activities in the

scheme ,while 40  of the entreprenuers registered owner's equity
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above $25,000. These entrepreneurs were selected by BPMB to
participate in the scheme chiefly because of their past
experience 1in processing or manufacturing activities and thus
wer» encouraged to relocate their producticn facilities
(previously considered as backyard factories) in the scheme, thus

capitalizing asséts which they previously owned.

At the same time, BPMB required that entrepreneurs contribute at
teast 10= of the initial capital. The majority or 66.7- of the
enterprises were set up with an initial capital of under $50,000

when the started in the scheme (See .Table 5.8). These were
Y i€ 3.0

mainly loans from BPMB. However, 23.- of the entrepreneurs were
unable to obtain the bank’'s approval for the total amount of
loans applied, and this, according to them. had directliy
influenced their choice of machinery and equipment purchased for

their respective production facilities.

5.5.2 Working Capital

The majority of the entrepreneurs., (i.e 7U cf them) relied
almost exclusively on BPMR for their source of working capital.
Inadeguate working <capital seemed to be a major problem,
particularly prevalent in the food processing enterprises. Among

the main factors attributed to this problem were:

i. Llimited market, thus resulting in either low or
negative profits being ploughed back as working
’ capital;

il Inadequate financial management, thus resulting
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in cost escalation;

111, Entrepreneurs had little savings of their own and
could not rely o¢onrn other informal scurces of
savings; and

iv. High credit evposure. High proportion of the
sales was done on credit terms, thus tying

down working capital.

5.5.3 Terms and Conditions of BPMB Loans

The average size of loans for initial capital obtained from BPMRP
by each entrepfeneur was $39,000 and 8.31‘ of the enterpreneurs
took up loans of more than $100,000. In most cases, BPMB
required that the loan be secured by coilateral, normaliy a piece
of land. In addition, all machinery or capital equipment
acquired tnrough the loan were charged to BPMB. The repayrent
period on the loan was five years with a one-year grace pericd.
The 1interest rates charged to the enterpreneurs were slightly
below the market rate, that is, between & -9 . An & rate was
impos.d on those entrepreneurs joining the scheme before it was

funde : by loans from the Worlc Bank.

5.6 Production and Technical Aspects

Severcl production and technical inadequacies were identified and
these were mainly problems related to the scale of the operation.
Since these enterprises were by definition small in  terms of
their production <capacity and capital utilization, such

enterprises did not have the capacity to maximise economies of
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in areas such as the procurement of raw materi.”‘

scale
producticn levels and distribution of their products. A]thodgh
joint procurement and marketing arrangements can alleviate the
probiems associated with the small scale of ocperations, suc

arrangements were almost absent or pocriy orgarnised among the

enterpreneurs in the scheme.

Most of the entrepreneurs seemed to be aware of the need to have
quality control since this was, considered an important
determinant in influencing their market shares or competitiveness
in the market place. However, proper quality control practices
were sometimes hampergd by the gengral iack of technical
krowledge. Lack of quality control was observed tc be more
prevalent among the food processing enterprises as reflected by

the high percentage cf products being returned.

A more serious problem faced by most enterpreneurs in produrtion
was inadequate technical knowledge, particularly in the process
of selecting the major parts of machinery or equipment wused in
their factcory sites. In most cases, both MARUI  (Malaysian
Agricultural Research and Development Institute) and SIRIM {The
Standards and Industrial Research Institute of Malaysia) were

consulted only after the equipment or machinery were purchased.

Sixty percent of the enterpreneurs indicated that technical
problems asscciated with the purchase and usage 0f machinery were

the major problems constraining their production (Sce Table 5.9},
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In addition, the lack of technical knowledge and knoﬁﬁ‘i about
their equipment and machinery in general reduced their ability to

de.ect slight defects in time before major breakdowns occur.

Th: latter had. 1in most cases, made prcoducticon stoppages more
froquent and thus prolonging the Tlearning period by which
en-repreneurs could achieve a . .nimum level of efficiency under
modern factory éonditions. The absence of a reliable engineering
facility within the Pengkalan Chepa industrial estate and Kota

Bheru area to cater the needs of the scheme paerticipants was an

adcitional constraint in this respect.

Alriost a third of the enterpreneurs ind}cated that the Tlack of
technical support by government agencies was @ major problem
faced in terms of achieving production efficiency. The
inavailability of skilled labour and high input costs were also
mentioned by scme enterpreneurs as significant factors affecting
their production. However, these latter problems were not

considerec too seriocus and were thought to be within contrel.

5.7 Infrastucture Facilities

In general, infrestructure facilitics such as the road system,
water supply, electricity and factory space were adequately
provided for within the scheme. Although some entrepreneurs,
(36 of them) would like the rental fees of the factories to be
lowered, the rates were relatively lower compared tc rentals of

shop | space or factory space within the surrounding area.
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Telephone facilities were as yet to be installed in ever;"fact
unit, although this facility was made available at the Sch
Manager's office. Without exception, all the enterprene

considered the telephone to be essential in the operation

their businesses.
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VI. POLICY RE COMME NDATIONS

The Nursery Factory Scheme 1in Pengkalan Chepa provides an
important element in the government's overall strategy to develop
Bumiputra entrepreneurship and to increase productive employment
and incomes of poor households together with regional industrial
dispersal to achieve a better wutilization of the country's

resources. ¢

Although the small-scale entrepreneurs selected to participate in
this scheme are presently provided with a number of support
services mainly through BPMBE and other government agencies, the
survey findings indicate that there are numerous areas which
could be strengthened and improved in the implementaticn of the
present nursery scheme as well as in the context of cther similar
schemes in the near future. More importantily, appropriaté
conditions and a better business environment could be provided so
as to enable them to compete successfully within their chosen

manufacturing activity.

Having identified the .major constraints and general problems
faced by the entrepreneurs in this 'pilot scheme', it is crucial
thit the effectiveness of the support services be further
enhanced and some form of <co-operative efforts among the
en-repreneurs be fostered to improve their future performance.
Arcas requiring immediate attention are marketing, raw material

procurement, financial and technical services.
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6.1 Marketing

Entrepreneurs in the scrneme relied primariiy on tnree warket
outlets: Government anc  semi-government secters,  tnoe BFSTA
distribution network (i.e. a marketing compeny established by
BPMB) and the local open market. Althouch & number of

entrepreneurs managed to secure contractual arrangements with

semi-government organizations such sas PrRNAS, FELUUDA O NIAGA,
ULITKRAF  etc., to sell their products, the poterntial of this
ma-ket 1S still not fully  taken advantage cf by the
en‘repreneurs. Most ¢f the entroprencurs wore unhapypy with the
va ied and cumbersome fprocedures relating to guvernment

pricurement.

Alinough preferences were generally given to Bumiputra suppliers,
it was difficult for some entreprereurs in the scheme to bid for
government contracts perticularly when the larger and more
estabiisned Bumiputra cempanies were also bidding for  simiiar
centracts. In cases wherc the larger enterprises  cutlside  the

soneme  were succeseful In o gotting government  contlel to. iU 1

[
o
[d

certainly weneficial  to institute a mechanism s¢ SpeClat

Tinkages could be established between these enteryrises and  the

smallier one

[

in the siheme, and this i ocrugial for sub-

contracting arrangements.

With respect to marketing., it 15 therefure ro_omendsd That:

-

1. o the  Scheme Manegeor must oenhance hic iniurtmeticn Gathering

[
~
>




1.

iii.

network on potential
entrepreneurs and governm
instituticns. Thls rmeans  tha

increase his staff ¢

contractual arrangements between

the

ent Gr semi-gevernment

tothe  schome wanager must

trained

oL . IS0y

in this area.

At the 3ame time such infoermation nmust ve effectively
disscminated to the entrepreneurs througn censtant
training, workshcps or adviscry service. These training
schemes or worksncros o shoul ais inclute updatea
informaticsn in  arecas  sucth as  Loeniract v odures.  the
tender system, scurces of irfurmation ete

Seme  form ef fiscal intentives should ! fcrmulated
particulerly to encourage the larger manutacturicg  firms
to Seex Pinks with the economicaiiy vidable small
enterprises  in  the screme either in suppliing certain
semi-processed materials needed by the Tatter or in getting
certain component rarts from them  to be used in the larger
firms ‘oroducts.

In fact the suctess of tnie form of sub-contracting betweoen
the S85¢  and their Jarger fountercarte Sr a0 nas  seer

well documented. A good examp

a8 relatively successful firm g

shoe uppers to supply the large

the scheme.

Trne government should review i

that mere weightage could be gi

le of this Scheimne

roducing leather and carnvass

-

roshoe manufacturers cuted

ts prese systoem

v
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enterprises. This would negate the numerous disadvantages

that such enterprises have to overcome during the initial

stages of their cperations.

Another

marketing channel that the focd-based enterprises should

explore arc the large restaurants, hcotels ancd supermarket chains.

However,
were to

quelity

better quality control is mecst crucial if their products

penetrate these potentially vast markets. With respect to

¢

control in generel, it is recemmended that:-

[

The services of  MARDI and SIRIM wmust b¢ enhanced to
assist the entregreneurs to improve the guality of their

products while a2t the same  time aciieving some  degree

vigorous promction efforts should alsc be undertaken ¢n

collective basis with the support of all enterprises in
the scheme ard encouragement from the scheme manager. In
this respect, UPHD should provide some form of  ubsidy
to help pay the cost of promotion and
be colieoted froem the CLLpe e L, P tion
activities should include advertiscments in  the nacs
media 45 well  as improvement in the paikaging o1 the

products to suit consumers' tastes.

BPMU  through its distribution network, B/ STA., should

gather market information, and 1f necescsary, carry cut

market studies to nelp espand the marvet, carecially for

m

the food producing enterprizes where there 15 intense
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competition.

iv. Another potential arce for marnet eavansior which has not
been fully expiore¢ by enteririces in  tne scheme s
oversecas markets. The majority of the enterprises are
presently not in a position ‘o dc¢ so given their
difficulties even 1in penetrating the domestic market.
However, in the locng term, the assistance of BESTA could

.

be sought in this respect., with special attention given

to neighbouring Asean countries and the Middle fast.

6.2 Procurement of Raw Materials

The problems faced by entrepreneurs in terms of raw material
procurement are the lack of credit facilities, high input costs

and irregular delivery. In this regard, it is recommendcd that:

i. The entrepreneurs shou.d improve their relationsrips with
their existing suppliers and at the same time firng

alternative scurces of supplies in ord

o

vt oreduce trneir
dependency on any particular supplier. The entrernrenc.
sheuld alsu be encourcsed Lo mare prior arvangenents witn

the supoliers to ensure the availahilit. of ray materials

when needed.

1. The scheme manager should cncourage anda facilitate co
operative efforts among entreprencurs in the schere  in
terms of joint procurement of raw miterials oo tha! Lhay

ma enjoy, the advantaoge 0fF bulk purohaainag. Thin will
J R
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also maximise the utitization cf transport facilities

that are avallabic ameng the entreprondurs while reducing

antrepreneur  ouying Khis Own

the oprobability of ecach e

transport.

agencies supplying

iii. BPMB should negotiate with government
g
raw materials such as PE RNAS to previde the gntrepreneurs 3
especially for those who have to ﬁ

with credit facilities,

.

rely on the open market for their sai¢s.

6.3 Financial Aspect

The survey obcerved thet more than 50 of the entrepreneurs in

tre scheme hed difficulties in servicing their loans and had
inadegquate working capital. These enterpreneurs gxperienced

in terms of sales

cash-flow problems because of noor performance

in the carly steges ceupted with high credit Cxposurt. n omost
had to procure their raw marter. ¢noooa

cascs the entrepreneurs

cash basis while their products were dictributed or sold on

credit. Lt was net Grutuel for some gnterprente” neving Lo owail
two to three montre for their cash, nonle it oo their woerhing

capital.

BFMB recentiy intrecured the use  of

J¢ minimise this problem,

revolving funds and factoring facilities. £ltncugh the revolving

funds hed been effectively utilized ro the entrosroencars,  fdny

found the amount to be inadeguate.



facility, 1its wuse was only iimited to a small number of
ertrepreneurs and this facility is presently under review as
tt.ere were delays in payments on the tills.
. Te help alleviate the financial «constraints faced by the
entrepreneurs,' it is recommended that EFME should consider
) relaxing the terms and conditions o7 the licans
| .
i. Lengthening of the grace ceriod. The beank should
consider lengthening the grace pevicd from the present
{ one year tc a period cf three years before the
enterpreneurs are reguired to pay their loans. Since
grace periods are generally given to large firms, smaller
firms would need the grace periods even nmore. This will
also give the enterpreneurs sufficient time to adjust to

their new environment and to cvercome other pressing
operational problems.,

! i1, Graguaii rrogressive interest rate struitare Tre bant
sheuld consider levying e gracuell;, progréceive intervest
‘ rate  structure instead of the evisting fizt  rote The
. _ rete shouic start at v anad uraduelly inurease Lver  the
i years. This will help case the  finan. crstraints
faced by the entreprencurs especially during tne initial
years when relatively more canital 3, rneedod o promote

their groducts and cpen up new Markete.
{11. Services of an accounts  cierhn. Desidtd thg frequent
training on book-keeping and cornerael soioet. of financial
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management provided by BPME most of tre trepreneurs
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dig nct xeep proper  recerds  art iitiuttt 0f  their
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in selecting the appropriate machinery and the equipment.

1 ii. A Technical Adviser should be pleced a2t the scheme for

a pericd cf between six  te  twelve months, and  his
) veuld pe ) ) )

- functicns are to provide technical advice and knowhow 1o

entreprencurs and to familiarise them with the technical

aspects of the machinery and the production processes.

The Technical Adviser shot#ld also ensure that the

machinery is properly installed, and supervise trial-runs

oA s bt s I

so that arny technical defects can guickliy be identified.

Vb el

iii. Close liaiscn should be maintained with MARUDID, SIRIM, and
FRIM tc ensure that the entreprencurs keep proper
scheduling and maintenance works on their equipment  and

machinery. Regular visits by reprecertatives from these

{
i agencies é&re necessary.
iv. The entrepreneurs should be made aware of the importance
é of gualii, control. The schene  rmanager  with the
; assistance  of  MARDI, SIRIM, and FHEIM cCan  play  an
g important  role in this respect. Wornsnop  and  training
: é srogrammes emphasising the varicus aspects of quaiity
‘ control should he regularly organised for the

entrepreneurs in the scheme.

v. Since most entrepreneurs found it uneconomic to sond
their employees for training on an individual basis, the

scheme  manager should crganise treining programmes  f

(@)

the different categourices of the labour tTorce  such  as

)
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supervisors, machine operators, etc., and a minimum

charge couid be imposed on the entrepreneurs.,

6.5 Potential Application of the NUrsery Factory Scheme

To Enhance the SSIs

Th: experience gained from the existing nursery scheme in
.
Pe.gkalan Chepa can be utiiised by policymakers {particutarly
BP'B and related government agencies; tc upgracde the efficiency
of the scheme in areas sucn as the agministrative machinery
within the scheme, the organisational ¢r instiiutional set-up and
the supportive services needed by the participating
entrepreneurs. This is to ensure that the desired cbjectives of
establishing the scheme are effectively achieved as this is
particularly significant should a similar scheme is planned in

other areas.

in view of the unorganised nature and the limite

jav
n

scele  of
operations, the SSis are usually unaeble tg enjoy trhe economies of

scale in terms of Producticr, raw material

m
i
.

Frocurene Merketing
and supportive services. The establishment of any intoegrated and

systematic mini-industrial estate for the S8Is similar  to  the

ot

scheme at Pengkalan Chepe can therefore enhance the contribution

made by such cnterprises especially in terms of ¢

e country s

industrial development  ac¢ envisaged by the  nductrial Master

Plan. -




Although this particular scheme for small-scale enterprises can

greatly enhance the integrated develtpemnt cof these enterprises,

certain conditiens and crgarisatisnal arrangements should 1, ret

be established if it is tc achieve the desired results.

These conditions and organisational arrangements are highiighted

as follows:-

1. tach scheme should be magaged by a service delivery

L)
5 4RI -0 AP 5 .. 1V S

agency which will bLe responsinle in providing aavisory

i services, maragemint know-now, training finanoing and
even marketing functions. The agency should werk in
i collaboration with other government agencies to enhance
g the role of the SSis. '
: ii. Common facilities such as storage facilitieﬁ, showrcoms,
‘ recreational space or social amenities. canteens, etc.
should be made available within <tne¢ scheme. These
: facilities will not orly help economise space, but it car
eizo help foster covperative attitides among tne  latour
force and management alike. in  addition, cther basic
fecilities such  as  water  sutpl., CheLtricity and
i telephone should also be made availabhle.
) ; 711, Wherever feasible, raw material oprocurement and commen
marketing strategies should be established cr 2
; collective basis among the scheme participants.  In
: addition, joint-product promoticn shculd Se carried cut
5 and  this is to be financed partiy b, tre Entresreneurs
} 47
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iv.
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viii.

N N e

and partly by the service delivering agency.

& Technical Adviser should be placed at the schere at

oY)

P

least during the first year of its croraticon.

Management and entreprencurieai development training
provided to the scheme participants should be
supplemented with practical on-trhe-job assignments sO as
to ensure that whatever is taught will be put into
practice in their manufactur;ng activities.

Regular meetings between the schene manager and the
entrepreneurs should De conducted to soive whatever
problems that may arise and toc help foster closer working

relationships among the entrepreneurs.

Ldequate revolving fund and factoring facilities should
be made avaiiable to alleviate cashflow problems normally
faced by the SSIis especially during the initial years of

their operations.

Government purcnases  are ngtentially  vast markreting
outiets for the SSIs invilved inotpe schomo.  Iniso 1S
because of government direct involvement in the schene
through the role of ©PME wncse 1inks with other
government agencies are relatively easfy& to develop. In
this respect, substantial effcrts have beern  taken 1o

expand tneir markets in the government sector. However,

gradual phasing out of the government contracts shouid be

68

]



T ST e R R T T - o e - T e s S e Y
ROEA Coi,

done wuntil such time when the SSIs in the scheme can

compete comfortably in the open market.

v

ix. In cases where a2 similar scneme is  to encourage the
establishment of food precessing SSifs, it is recommended

that not more than two food enterprises producing similar

P

food products should be sited within the same scheme.

This is to avoid wunnecessary competition among the

L

v g e

participants.

6.6 Increasing Links between the SSIs and Larger Manufacturers

The experience of SSIs in the Pengkalan Chepa nrursery scheme

i

¢

i revealed that sub-contracting, which provides 1inks between smal)

: and large enterprises within the manufacturing industry, was

; almost absent. A number of factors could be attributed to this
situation: -

1. there was an absence of usefudl information made available
to the entreprencurs in the scheme on the prospects oF
sub-contracting:

. 1. lack of fiscal incentives thaet weuld encourage targe
i firms to seek links with smaller enterprises: and
; iii. inavailability of dinstitutions that undertakes the

promotion of sub-contracting.

Furthermore, given the btackground of most entrerrencurs involved

49
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in the scheme, their experience in manufacturing before entering
‘he scheme had generally been based on direct dealings with
suppliers or middlemen in terms of raw material procurement and
with consumers directly rather than through supplying their
processed products toc other larger manufacturing enterprises.

The concept of 'sub-contracting' is inevitably absent in their
day-to-day business plannirg. An additional factor is the fact
that ¥ota Bnaru is yet to become an industrial centre as in ‘he
case of the Yelang Valley, Ipoh or Fenang in the west coast
states which could provide the necessery environment for
increased sub-contracting or inter-industry linkages.

However, sub~-contracting can provide & new and important
dimension for the planning strategies of small-scale industries.
The strategies to be formulated should therefore encompass the
need for increasing the role of the small-scale industries in the
cointry's industrial dévc10pment rather than narrowly cconfining

th-m to the needs of the scheme participants cniy.

It is thus recommended that:

i. An effective and efficient information system must be
instituted as a prerequisite to enhance sub-contracting
work among the SSIs. An  estaeblishment of a sub-
contracting clearing house should be given high priority

, in government industrial planning.. Among cthers, the

furction of the clearing house should be:

50




a. to ceollect 1nformat1on relating to thejﬂ’%ureiE?

the processed or manufactured products, p¥9duct10n "
LI 1

capecity, marketing network and the r1nan1a1 '

ceriditions of the selected sub-contractors;

E. te dessiminate the information to all prospectyv

clients locally and overseas; , ’

|
|

. 10 provide limited advisory services;
L]

provide a one-stop adency for oprospective

f-

o~
ot
(&

inveciors on the  availability of Tocally

rznufelturad component parts.

- -

ii. Fiscal incentives to encourage medium and large firms to

S B ke W D e

seek links with the S$SSIs. To accelerate inter-industry
linkeages, particularly through sub-contracting,

appropriate tax incentives should be formulated. One

AR R

pezsible tax-incentive is to allow 38 certain percentage
: of tar rebate, e.g. 5 per cent on the minimum value of
sub-centracting  of inputs procured from the SSIs. This
ncentives should be impiemented in tandem with' the

incentives for lucal-content program.

iti. A joint working committee consisting of representatives
from MIDA, Smal) Enterprise Division of the Ministry of
Trade and Industry, the service delivering agencies such
as  MARA, BPMB etc. ang the representatives from the

» manufacturers should be established.

The functions of this committee includes : ’

5] v
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a. to identify problems faced by the main contractors

and the sub-contractors;

E b. to recommend to the government any changes in
policies which could promote the development of
i
‘g sub-contracting arangements between the large
} .
:g manufacturers and the SSIs.
i c. to determine the potential markets for the
.
3 component parts both locally and over-eas; and
% d. to strengthen the existing locai-content programme.
%
p 6.7 Concluding Remarks
That the 'nursery factory scheme' was initiated at all as a pilot
project in Pengkalan Chepa by the Malaysian Government through
BPME is commendable reflecting the government's desire to
mocdernise the small-scale sector of industry as well a2s  to
: increase Bumiputra direct perticipation in  the wmanufacturing
; sector.
As & pilot project, the findings of this surve. coent to indicate
. that there are areas, acministrative and 106§istic, whi f Could de
-~ rectified and improved a3 sct out in the abuve reconnmondetions.

Witn proper and detailed planning., (which is 2 necezsity given
the enormous capital outlavs that arce involved in sunh a scheme)
in areas such 3s marketing, rew materiz) procuremcnt., financial

management, technical knowhow and edvice, and sub-contracting by

BPKZ and relatecd government agencies, cspecially during the




initial years, individual enterpreneurs participating in the

scheme would be able to “take-ff" more smoothly.

The prospects of emulating the pilot project in Fengkalan Chepa
to increase the roie of the smail-scaie ente.prises in
manufacturing and tc enhance Bumiputra participation in business
~ and industry are potentially viable given the present commitmert
of BPMB and related government agencies to upgrade the

¢

N performance of this scheme.
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TABLE 5.1
PRINCIPAL CHARACTERISTIC OF THE ENTERPRIBE WITHIN THE SCHE ME
‘ Characteristic : Fecod t nterprises Non-food Enterpriges Tota)
L i ? :
! E Number f k4 Number Number i %
; | !
i ; .
Number cof £stablishment | 11 i 64.7 ‘ 6 35.3 17
Monthly Sales Value $139.500 | 69.25 $61,500 i 30.75 $200,000 100
Number of tmployment 57 b 37.75 94 | 62.25 151
Monthly Sale per j :
tstablishment $ 12,681 - ! $10,250 i S 11,764 i
! ! |
tmployvment per \ ' - i
Establishment 5.18 | 15.6 : 8.88 |
| | ; !
Monthly Sales value { ! ‘
exceeding S10,000 4 L 23.5% | ? 11.8 6 35.3
Sales Value between ! ;
$5,060-310, 000 3 17.6 | 0 | 3 17.6
r s
Sales Value less
than S5, 000 4 23.5 : 4 i 23.5 8 47.1
! i ! ;
Number of ¢ ntreprencur j j | !
receiving formal ; ; ! ;
business training 5 i 45 .5 i 0 | 5 f 33.33
-' : | I
———— S R - —




TABLE 5.2

Re ASOi FOR SELECTING SPc CIF IC PRODUCT LINT

g Reason ; Percentage
~ '

) Previous Business Fxperience | 66.7
 Better Income 13.2
“Aspiration to become an

t ntrepreneur 6.7
?Encouragement by family :

members : 6.7

| Others i 6.7
i
TABLE 5.3

LABOUR PROF ILt
‘Cccupational categeries and skilis ' Percentage
Managerial 10,60

[

. Clerical 5.07

. Skills Worker 17.38

Un-skilled 55,89
Others ; 10.84
1 L




TABLE 5.4

SOURCE S OF INPUT

Sources | Percentage * Enterprises
1. Kota Bharu .0
2. Other districts ‘
in Kelantan .6
3. Other states 40 .¢C
P4, Import : 7
L |
* Per cent does not round up 100 because Entrepreneurs
obtain their input from several sources
TABLE 5.5
PROBLEM Rc LATING TO RAW-MATE RIAL SUPPLY
Types of problem Fercentages
1. Distance from the
supplier 13.34
2. Jnavailability of
credit 13.34
3. Irreqular delivery 6.67
4, Gthers 33.30
5. Not facing any
| problem 33.35
e e e e e

’




TABLE 5.6

SALES DISTRIBUTION

Sales Bestination é Percentage of Yales
l . .
b
{ 1. Kota Bharu ‘ 36.26
{ 2. Other districts in
| Kelantan ‘ 31.28
; 3. Other states 1.58

4. Government sectcr . 30.88
L i —

TABLE 5.7

PROBLEMS R: LATING TC¢ MARKETING OF PRODUCT

i * )
Type of problen | Percentage/yntrepreneurs ;
1. Product c¢f lower
quality £.70
2. Intensed competition 33.33

Prices regarded tco

(V3]
.

high by the consuner .70
4. Lack of promotion and
product exposure 20 .00
5. Shortage of salesmen 13.33
. 6. Do not facing any
: problem i 20.00
I
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TABLE 5.8

SIZE OF FIXED AND WORKING CAPITAL

. . f' _ |
Size of loan for initial capital ; Percentage of/{nterprlses

Less $25,000 | 29.20 g
| §25,000 to $50,000 . 37.50
" $50,000 to $10C,000 | 25.00
$100,00C and above ? 8.31

; Means $38,975 é

Size of loan for working

capital g
é Less $25,000 : 44 44
| $25,000 - $50,000 f 55 .56

Means $23,027
Owner's equity

Size of equity

Below 510,000 33.33
: $10,000 - $25,000 i 26.67
i §25,000 - $50,000 | 26.67
; Above $50,000 ; 13.33

58




T

F 4

1 01 DI w S - Bre

PROBLEMSRELATING TO PRODUCTION

TABLE

[
o

.9

Types of problems

i Percegntage of Fntrepreneurs

—

High cost cf anut

Unsuitable of machinery

Shortaygye of skill labour

Ltack of technical support
from the government
agencies

Poor maintenance and
repair service on
machinery

Other

—_—

60.
20.

26.

13.
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