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PREFACE X

This Industrial Development Review of Malaysia is part of a Sales Series aimed at strengthening
the “country focus™ of UNIDO activitics. Within the framework of the work programme of
the Regional and Country Studies Branch of UNIDO for monitoring the industrialization process
of developing countries, the Reviews provide a general survey and brief anaiysis of cach
country’s industrial development process. The Reviews are intended to provide a service
to those within UNIDO and other international agencies concerned with industrial policy.
planning. project development and implementation. and to be a ready source of information
for governments. investors. industrialists. entreprencurs. policy-makers. international
organizations. aid agencies, academics. and research institutes.

The Reviews have two separate but interrelated objectives: they are designed to facilitate
and promote the activities of UNIDO., as well as to serve as an informative and analytical
document for the international industriai community . It is known from experience that readily
available reference material on the industrial sector in developing countries is cagerly sought.
The favourable responses received from regular ceaders both inside and outside UNIDO have
facilitated extension of the scope of the Reviews in successive issues.

As the Reviews are issued as sales publications. the scope and dimension of the sales publication
series are designed to accommodate the needs of a wide readership in the international industrial
community associated with industry. finance. trade. business. research and government. The
Reviews also aim at providing a basis for undertaking in-depth analyses of specific aspects
of industrial policies. strategics and programmes in the developing countries and at providing
a basis for informed discussion of industrial development trends and policies.

The sales publications are intended to strengthen the Organization’s relationship with the
private sector. By acquiring a wide readership for this series. UNIDO hopes to provide new
and pertinent information on the role of industry in developing countries: information that
is esseatial to understanding and accelerating the process of industrialization in the Third World.

This Review comprises four Chapters. Chapter | reviews recent cconomic trends. and analyses
macrocconomic policy environment and economic prospects. The structure and performance
of the manufacturing sector are examined in Chapter I, with a focus on productivity. wages
and salarics. investment and financing patterns. manufacturing trade. and regional disparity
in industrial development. Policy framework for industrial development contained in Chapter
Il is followed by analyses of problems and prospects of key manufacturing subscctors in
Chapter IV. The Review also furnishes information on the investment environment. the fegal
framework governing indusirial investment, the cost structure., priority product arcas. as well
as industrial investment procedures, incentives and opportunitics. This review is based on
information available as at 30 September 1990,




EXPLANATORY NOTES

References to dollars ($) are to United States dollars, unless otherwise stated.

Dutes divided by a slash (1988/89) indicate a fiscal year or a crop year. Dates divided by
a hyphen (1988 — 1989) indicate the full period. including the beginning and the end years.
In Tables:

Total may not add precisely because of rounding.

Two dots (..) indicate that data are not available or not separately reported.

Please note that after the unification of the Federal Republic of Germany and the German
Democratic Republic on 3.10.1990. they will be referred to in all UNIDO documentation
as ~"Germany . Any reference to these two couriries prior to their unification will be either
Federal Republic of Germany or German Democratic Republic. as appropriate.

The following abbreviations are used in this publication:

AsDB Asian Development Bank

ASEAN Association ot South-East Asian Nations
ATPC Association of Tin Producing Countries
BLR Basic lending rate

CCl Co-ordination Centre for Investments
CCITT Co-ordinating Council for Industrial Technology Transfer
CGC Cedit Guarantee Corporation

CiCU Central Information Collection Unit
CPA Cocoa Producers™ Alliance

CPKO Crude palm kernel oil

DOS Department of Statistics

EC European Community

ECIG Export Credit Investment Guarantee
ECR Export Credit Refinancing

ERF Enterprise Rchabilitation Fund

FAO Food and Agricultural Organization of the United Nations
FDI Foreign direct investment

FIC Foreign Investment Committee

FRIM Forestry Rescarch Institute of Malaysia
FTZs Free Trade Zones

GDP Gross domestic product

GNP Gross national product

GSpP Generalized System of Preferences
HICOM Heavy Industry Corporation of Malaysia
HLM High-level manpower

ICA Industrial Coordination Act

IDB Islamic Development Bank

IGA Investment guarantee arrangements

IMP Industrial Master Plan

ISIC International Standard Industrial Classitication
ITA Investment tax allowance

ITC International Tin Council

KLSE Kuala Lumpur Stock Exchange

LMW Licensed Manufacturing Warchouse




xiit  Explanatory Notes

MARDI Male . sian Agricultural Rescarch and Development Institute
MDS Middle distillates svathesis

MFEA Multifibre Arrangement

MIDA Malaysian Industrial Development Auathority

MIMOS Malaysian Institute of Micro-clectronies Systems

MOPI Malaysian Organization of Pharmaceutical Industrics

MOX Malayvsian Oxvgen

MRB Malaysian Rubber Burcau

MRIM Mines Research Institute of Malaysia

MRPRA Malaysian Rubber Producers™ Rescarch Assoctation
MRRDB Malaysian Rubber Rescarch and Development Board

MTBE Mcthyl teraary butyl cther

MVA Manutacturing value added

NCD Negotiable certificate of deposit

NCHGSE  National Clearing House for Graduates and Skilled Employmeni
NCRD National Council for Research and Development
NEB National Electricity Board

NEP New economie policy

NEU Nuclear Energy Unit

NFPEs Non-financial public enterprises

NIEs Newly Industrializing Economies

NIF New Investmient Fund

NVTe National Vocational Training Council

ODA Official Development Assistance

OECF Overseas Economic Co-operation Fund

OHQs Operational Headquarters

PGU Peninsuwiar Gas Utilization

PNB Permodalan National Berhad

PORIM Palm O1l Rescarch Institute of Malaysia

PPE Provident and pension funds

PPKO Processed palm kernel oil

RRIM Rubber Rescarch Institute of Malaysia

RSS Rubber Smoked Sheet

SES Stock Exchange of Singapore

SIRIM Standards and Industrial Rescarch Institute of Malaysia
SMIs Small- and Medium-scale Industries

SMR Standard Malaysitan Rubber

S&T Science & Technology

TNCs Transnational Corporations

UNIDRO United Nations Industrial Development Organi ation
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SUMMARY

The economy oi Malaysia sustained an accelerated pace of economic recovery in the late
1980s. When the external sector. which fuelled the initial recovery from the recession of
1985 and 1986. was adversely affected by a sharp rise in imposts. buovant domestic demand
coupled with a significant increase in investment flows sustained a high pace of economic
recovery at 8.5 pa1 cent in 1989, compared with 5.3 per cent and 8.7 per cent in 1987 and
1988 respectiveiy. An 8.3 per cent investment-led growth of real GDP is forecast tor 1990.

During the extended period of economic recovery. the structural weaknesses as well as the
2silience of the Malaysian economy became apparent. The country 's continued dependence
on primary commodities. that remain vulnerable to growing competition from low-cost
cconomies in the region. its high rate of unemployment. shortage of skills. and signs of
overheating as well as strains on the infrastructural facilities constitute the main weaknesses
of the economy. However. the resilience of the economy stems from. inter alia. a reduced
budgetary deficit. prudent debt management. new investment incentives. a realistic exchange
rate. fiscal and monetary reforms. and a renewed thrust on “growth’™ rather than “equity”
consideration in privatization.

In the face of rising trends in manutacturing investment. MVA grew by 17.6 per cent in
1988 and 12 per cent in 1989. With an estimated [ per cent increase in MVA for 1990
the manufacturing sector is expected to contribute the largest commodity sector share of 25,8
per cent to GDP. well ahead of the target of 21.7 per cent set in the Industrial Mastier Plan.

As the cconomy edges into a high degree of industrialization, Malaysia’s resource-based
industrics are on a downstream t-ial. The country is endeavouring to supply rubber products
instead of natural rubber. cocoa products instead of cocoa. high value added palm oil products.
a variety of chemicals from crude o1l and natural gas. tin products from tin-in-concentrates
and processed wood products from sawn log.

Malaysia. however, faces a “rich natural resource dilemma’ as the competitiveness of most
resource-based industries is at stake in the wake of the relatively high cost of production,
labour costs in particular. In contrast. the country’s comparative advantage lies in non-resource-
based electronics assembly and textile end-products. A combination of rising labour costs
and falling labour productivity resulted in a sharp increase in real wages and a relatively
high non-wage labour cost in the carly 1980s. croding the natural comparative advantage
of major resource-based products.

The electronics and electrical industry has been the main catalyst to Malaysia’s export-led
growth, representing around 56 per cent of all manufactured exports in 1988, Since the
formative years in the carly 1970s, the Malaysian electronics industry has remained structurally
unchanged. lopsidedly skewed to the components segment, particularly semiconductors.
However. a rise in the share of consumer clectronics has been evident in recent years. A
rapid influx of foreign investment into the electronics industry is due to a confluence of several
factors. including substantial sppreciation of the yen, a significant fall in the unit labour cost
of electronics assembly in Masaysia, and a rise in wage levels in the first generation of newly
industrializing countries. The Republic of Korea, arca of Hong Kong and Taiwan Province
of China were tempted to redeploy their plants to escape high wages and strong currencies
at home and to seize the opportunitics stemming from Malaysia’s low-cost advantage in
clectronies enclaves. Thus Malaysia emerged as one of the active sites for semiconductor
assembly and testing. The country has been particularly active in giving various tax incentives
to foreign corporations and allowing manufacturing cquipment and many materials to be
imported duty free. Consequently, many United States of America corporiations have abso
been expanding their operations in Malaysia.




xviii  Summary

Despite a rich agricultural resource base the food processing industry depends heavily on
imported raw materials, except for the production of oils and fats, cocoa manufacture and
canncd pincapple processing. Malaysia’s palm oil production is forecast to fall marginaily
tfrom 6.23 million tonnes in 1989 to 6.05 million tonnes in 1990 as a result of talling vields
trom ageing trees and reduced use of fertilizers by high-cost growers atfected by the current
depressed world market. Although world-wide demand for palm oil and fats is expected to
rise from 70 million tonnes in 1989 to 100 million tonnes in the vear 2000. Maiaysia will
need to sharpen its competitive edge and to look for new export markets as the hitherto major
importer India has shified purchases to Indonesia because of lower prices.

Malaysia exports two-thirds of the country s cocoa beans in an unprocessed form. New projects
tend to be of an integrating nature, encompassing a range of activities from cultivation of
cocoa to processing cocoa beans to final products. Chocolate manufacturing could benefit
from joint venture agreement:. with well-known international firms for the use of brand names
for improved marketing and transfer of technology.

Two other notable segmen's of food processing are canned pincapple and fish processing.
The canned pincapple segnent has a good export record with a large proportion of output
being destined to Japan. The country s vast potential for deep-sea fishing and otfshore fishing
has attracted foreign investment flows in recent years, especially from Japan and Taiwan
Province. Self-sufficiency in fish products 1s in the offing.

Demand projections for all food products reveal an increasing trend in the face of a significant
rise in real disposable income. There is a strong consumer preference for fast food products.
The major demand items are processed cereals and cereal preparations. sugar and sugar
confectionery. dairy products and beverages. Animal feeds are also likely to be in great demand.

Malaysia remains the largest producer of natural rubber in the world, but less than § per
cent of the country’s rubber production is used for the manufacture of a wide range of
intermediate and finished goods including tyres. inner tubes, footwear., latex goods. industrial
rubber goods and a variety of general rubber products. Major inputs such as carbon black.
clay. whiting. zinc oxide and stearic acid are produced locally and are generally accepted
intcrnationally. While the expansion of latex production, gloves in particular, has been buoyed
by the growing external demand. the production of general rubber goods has been largely
oricnted towards the domestic market. The growth trend in glove making and other dipped
goods, condoms in particular, is largely the result of a significant increase in world demand
due to rising fear of AIDS infection. Small firms are yet to establish their foothold in the
established export market. With substantial assistance to these firms, a much larger local
industry could serve the expors market. Amidst challenges. Malaysia endeavours o emerge
as a major exporter of tyres and tubes by the year 1995, The new quality phase of the world
rubber industry has brought in with it competitive clements that demand fine tuning,
sophisticated processing and avoidance of contamination. Clear indications are that synthetic
rubber makes deep inroads into the manufacture of rubber products. Faced with an
uncompetitive cost structure. Maliaysia’s rubber industry is foreed to struggle in an increasingly
competittve environment. The industry will need to keep abreast of new trends in rubber
technology in order 1o achieve higher productivity and better quality. The increasing
redeployment of vehicle manufacturing units to the ASEAN region as well as a current move
towards the creation of a semi-common market for vehicle components in the region seem
10 be to the advantage of Malaysia which is able to supply clastomers and non-tyre automotive
components by virtue of the country’s raw material base and production facilities. Rubher
products identificd for further expansion include tyres and tubes, automotive components.,
latex dipped goods, engincering and industrial rubber goods, and rubber sports goods,

The thriving import-dependent garment segment of the textile industry is being increasingly
cxposed to a competitive and complex environment, due partly to the emergence of i new
generation of low-cost producers and partly duc to productivity gains achieved through
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automation which changes the balance of strength in the global textile industry. Domestic
consumption of apparel is projected to grow at an average annual rate of 7.8 per cent during
1991 — 1995. This is based on the assumption that GNP will grow at 6 per cent per annum
with an income clasticity of demand for apparel at 1.3 per cent. With a projected population
of 20 million for 1995 and current indications of a sustained pace of cconomic recovery coupled
with a ris¢ in disposable income. these projections seem realistic. Around 70 per cent of
the apparel output is targeted for the export market by 1995. According to the Industrial
Master Plan. the growth of garment exports will moderate at 14 per cent by 1994, This
projection takes into account changes in the global textile industry. The key imperatives of
consolidating the gains already achieved inciude efficient quota administration to encourage
maximum utilization of yuota tor all quota-restricted items. retention of “scarcity rent” through
quality upgrading. greater control over material sourcing. and enhancing design and other
skills leading to product diversification and productivity gains.

Malaysia’s chemical industry is facing mixed prospects. The country s abundant gas resources
and growing nutrient nceds provide an impetus for the development of fertilizer manufacturing.
It is very likely that usage of compound fertilizers will grow significantly in the 1990s in
the face of more intensive cultivation of selected crops. mechanical application of fertilizers
as well as increasing awareness of compounds. This resource-based industry could be developed
to further enhance tae production for the subregional market. The prospects for the
petrochemical counterpart of the chemical industry hinge heavily on the domestic market.
New plants will need to be more competitive internationally if they endeavour to eater the
cxport market. The fast-expanding electronics industry in Malaysia has generated a growing
demand for plastic precision products. Strengthening the plastics fabrication segment of the
chemical industry is deemed pivotal in view of the growing demand for houschold wares,
industrial products. automotive parts, lining, padding. panclling for construction and houschold
purposes.

Malaysia is endeavouring to emerge as a major base tor downstream wood products. This
could be achieved by better product design. quality . prices and service. A growing number
of furniture manufacturers from Taiwan Provinee have redeployed their operations to Malaysia
because of the rising value of Taiwanese currency and higher labour costs. Investment flows
also originate from the Republic of Korea. Austral’a and Japan. Foreign investments and
joint ventures are important means of upgrading downstream industries in the wood-hased
industry. Rather than the total ban on log exports introduced by other countries in the region.
Malaysia has preferred a phased approach to a total ban. with a view to benefiting from the
rising demand and price for Malaysian log. However. a host of attractive incentives tends
to encourage downstream processing.

Buoyed by a significant upturn in residential construction activity, the cement industry is
poised for full capacity utilization. The industry s overcapacity that came on stream by the
year 1987 turned out to be an asset. keeping pace with the growing demand for cement.
However. an inefficient market distribution network in the domestic market and lack of
competitiveness in the international market. due to high cost of production. impede further
expansion of the industry.

Following the rejuvenation of marginal mines. output of tin-in-concentrates grew by 11 per
cent in 1989 In view of the highly volatile conditions on the world tin market, cfforts are
under way to cxplore new avenues of secondary processing and new uses of the metal
particularly in tin-plating. soldering, coating and metallurgy.

Since the expansion of the country’s automobile industry is being limited by the extent of
the domestic market, the national car PROTON SAGA is steered into export markets. In
order 1o make the Malaysian national car capable of competing in the domestic and export
markcts, it may be beneficial to reduce the high tarift rates imposed on components imported
by assemblers. A higher local content requirement is likely to be enforced by the year 1995,
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One possibility would be to fine tune PROTON s component suppliers to meet the challenge
of supplying components to assemblers. Malaysia couid also seize opportunities stemming
from a new movement towards the creation of a semi-common market for car components
within the ASEAN region. This would imply that sourcing components tram any of these
countrics would be tantamount to local content at home.

The country’s machinery and machine-tool industry is characterized by a large number of
smiall-scale. Jocally controlled tirms producing simple product types. Due to lack of economies
of scale and technologicai complexity. the industry has been traditionaily and is still oriented
almost entirely to the needs of the resource-based industries such as tin-mining. timber
processing. palm oil processing. rubber processing and construction. However. the machine
industry has not been able to exploit fully the opportunities resulting from the expansion of
these industries. The existing foundry and castings industries are only capable of servicing
the replacement part and simple equipment needs. A breakthrough in product technology
calls for upgrading existing basic production capabilities and improvement in process skills.

Currently. Malaysia is on the threshold of maintaining an industrial investment momentum.
Forcign and local investments together recorded a 33 per cent increase in 1989, As the
investment boom continues in 1990. a double-digit growth in annual real investment is forecast
tor 1990 - 1994. Sustaining the momentum of industrial investment calls for an assessment
of the magnitude of strains on the infrastructural facilities in order to monitor the signs of
overheating. According to Japan’s Overseas Economic Co-operation Fund. Malaysia’s highway
system as well as water and electricity supplies will reach capaciry limits by the year 1993,
The country’s Modernization and Manpower Unit predicts a shortage of more than 15.000
industrial managers. systems analysts and engineers by the mid-199)s. This shortage is likely
1o become more acuie given the current pace of technological upgrading across manutacturing
subsectors. Technical co-operation inputs will need to be directed to these crucial means of
sustaining an accelerated pace of industrial expansion in the 1990s.

A crucial fact that merits the attenticn of bilateral and multilateral donors is the missing link
in the industrial structure. The absence of a strong ancillary base has slowed down the process
of technology transfer and industrial linkages between small and medium firms and large-
scale enterprises. The basic facilities and promotional support provided for the creation of
inter-industry and intra-industry linkages have been inadequate. Attention will need to be
focused on the active promotion of small- and medium-scale industry. in order to create
production linkages through the activities of supporting industries or subcontracting between
small- and medium-scale and large-scale industries. A comprehensive promotional approach
for the ancillary industrices is needed to create industrial inkages and to further widen and
strengthen the industrial structure.




THE ECONOMIC ENVIRONMENT

A. RECENT ECONOMIC TRENDS

The Malaysian economy staged a strong recovery from the economic recession of 1985 and
1986. The growth of GDP in real terms accelerated from 5.3 per cent in 1987 to 8.7 per
cent in 1988 (sce Table 1.1). When the external sector. which fuelled the initial recovery.
was adversely affected by a sharp rise in imports. buoyant domestic demand coupled with
a significant increase in investment flows sustained the pace of economic recovery at 8.5
per cent in 1989. However, with a sluggish growth rate of 1.2 per cent in 1986, the growth
of GDP averaged 5.9 per cent in 1986 — 1989, falling short of the 6.4 per cent increase projected
in the Industrial Master Plan (IMP) for the 1986—1995 period. An 8.3 per cent increase
in real GDP is forecast for the year 1990.%

In the face of a strong revival of domestic demand in 1988 and 1989. private consumption
rose vigorously by 15.7 and 15.9 per cent in real terms, respectively. Private investment
recorded an increase of an impressive 36.3 per cent in 1989 compared with 21.6 per cent
in 1988 and 3.4 per cent in 1987. A significant part of the increase in private investment
was channelled into the manufacturing sector. which experienced bullish trends in invesiment.
As a result. manufacturing value added recorded double-digit rates of growth throughout
the 1987 — 1989 period. Manufacturing value added accounted for the largest sectoral share
of GDP since 1987, amounting to about 24.3 per cent in 1988 and an estimated 25.8 per
cent in 1990, well ahead of the IMP target of a 21.7 per cent share for that year. Thus. the
manufacturing scctor continues to be the fastest growing sector in the economy. Nevertheless,
the high pace of manufacturing expansion is likely to falter further to 11 per cent in 1990
from 12 per cent in 1989 and 17.6 per cent in 1988. This decline was caused largely by
slower expansion of the electronics industry and a fall in the production of rubber products.

Contrary to cvents in the manufacturing sector, agricultural output growth remained subdued
in recent years at 5.2 per cent and 5.5 per cent in 1988 and 1989, respectively. A fall in
the growth of agricultural output to 4.7 per cent is forecast for 1990. The share of agriculture,
forestry and fishing in GDP oscillated around 21 per cent in 1987 - 1989. Faltering growth
of agricultural output was caused mainly by lower production of saw logs and fish. However,
favourable prices contributed to improvements in production of palm oil. A 5.5 per cent increase

* The growth of GDP in 1988 was nearly tvo pereentage points higher than an carlicr growth projection made
by the Ministry of Finance. Similarly the Central Bank projected an 8.7 per centancrease in real GDP tor the
year 1987, comparcd with 7.6 per cent by the Mimistry of Finance. The Fatest Central Bank Torecast of 8.3 per
cent growth for 1990 18 higher than the projections made by the Ministiry of Finance in October 1989, Bank
Negara Malaysia, Annual Reporr 1989 (March 1990y, p. |,
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in agricultural production in 1989 retlected mainly a strong upsurge in palm oil production
and a revival in the production of saw logs. which was adversely affected by bad weather
in 1988.

With a 6.6 per cent increase in output in 1988, compared with a sluggish growth rate of
0.1 per cent in 1987, the mining sector rebounded well. This sector grew further by 8.8
per cent in 1989, reflecting increased mining activity. Following the reactivation of marginal
mincs. output of tin-in-concentrates grew by 11 per cent in 1989. This segment of the mining
industry benetited from higher commodity prices in the world market as well as the higher
quota allotted to Malaysia by the Association of Tin Producing Countries (ATPC). Crude
petroleum production averaged about 600.000 barrels per day in 1989. representing an 8.4
per cent increase over the previous year. In line with the general buoyancy of the mining
sector. output of gas expanded by 10.6 per cent in 1989,

The favourable change in Malaysia’s terms of trade since 1987 and the <ontinued expansion
of world trade are reflected in the balance of payments position of the country. From a deficit
of about M$ 1.5 billion. representing 2.1 per cent of GNP. in 1985 the current account
registered a substantial surplus of M$ 6.5 billios. accounting for 8.6 per cent of GNP. in
1987. In 1988, the surplus continued to remain sizeable at about M$ 4.9 billion or 5.7 per
cent of GNP, despite a strong surge in imports by 35 per cent. Merchandise exports enjoyed
two consecutive years of double-digit growth in 1987 and 1988, largely stimulated by buoyant
commaodity and manutactured exports. The adoption of more export-orientad strategies and
the weakening of the Malaysian ringgit* created an upsurge of manufactured exports by 325
and 32.2 per cent in 1987 and 1988, respectively. Thus. the manufacturing sector emerged
as the leading export carner, accounting for nearly 50 per cent of export carnings in 1988.

Despite the relatively cheap Malaysian currency. imports. most significantly of machinery.
cquipment and other manufactured goods. grew twice as fast as exports. resulting in a fall
in trade surplus from M$ 14.6 billion in 1988 to M$ 10.2 billion in 1989. A much smatler
trade surplus and higher services. tied mainly to higher repatriation of corporate profits and
dividends. led to a reversal in the current account position from a surplus of M$ 4.9 billion
in 1988 10 a deficit of M$ 0.4 hillion in 1989.

Despite significantly higher foreign direct investment (FDI) in 1988, the long-term capital
account recorded a net outflow amounting to M$ 3.2 billion in 1988, compared with M$
1.6 billion in 1987. This deficit reduced the net international reserves of the Central Bank
which stood at M$ 18.3 billion at the end of 1988. equivalent to five months of imports.
At year-end 1989, the Central Bank's foreign exchange reserves totalled M$ 21.7 billion,
sufficient to cover 4 months of imports.

Malaysia’s outstanding external debt fell from M$ 50.1 billion in 1987 to M$ 46.7 billion
in 1988. A turther fall to M$ 41.8 million in 1989 was accompanied by a fall in the country’s
debt service ratio (in relation o exports) to 9.3 per cent from 16.2 per cent and 13.0 per
cent in 1987 and 1988 respectively.

In the face of prudent monctary and fiscal policies. inflation remained very low at less than
I per centin 1987 and 2.5 per cent in 1988, Inflation is estimated to have increased slightly
to around 4 per cent in 1989 mainly due te higher import prices. Some inflationary pressure
may result from new wage demands and a highly liquid economy facing massive capital inflows.

The current account of the Federal Government registered a significantly larger surplus of

MS$ 329 million in 1989, compared with only M$ 155 million in 1988, Despite rising public

* Since 1986, Malaysia's currency had continuously depreciated agamst the composite bashet of the currencies
of the country s magor trading pastiers. The resulung export competiineness was reinforced by the ningent
deprecuting by 81 per cent agannst the Umited States dollar in TORK. In 1939, the Malaysian ringgt rose by
04 per cent aganst the Unded States dollar and was 116 per cent higher aganast the yen
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investizent. the overall budget deficit of the Federal Government was reduced from 10.2
pervent.n 1986 to 4.5 per cent of GNP in 1988. Even with a higher deficit of MS 5 billion.
representing 5.1 per cent of GNP. the overall financial position remained stable. and there
was less need to borrow from abroad.

In an environment of sustained cconomic expansion the employment situation continued to
improve. Total employment was estimated to have increased by 3.1 and 3.5 per cent in 1987
and 1988. respectively. However. with the labour force expanding at a relatively rapid rate
of 3.3 per cent per annum. the officially recorded unemployment rate declined only marginally
from 8.7 per cent in 1987 to 7.9 per cent in 1989. Roughly 73 per cent of the new jobs
created in 1989 were estimated to have been generated in manufacturing and services.
Agriculture continued to provide the bulk of emplovment (roughly 30 per cent in 1989) followed
by “other services™ (24.5 per cent) and manufacturing (17.0 per cent). There are signs of
a tighter employmer.t situation and reports of labour shortage. initially in plantations. and
increasingly in other sectors of the economy.

B. MACROECONOMIC POLICY ENVIRONMENT

Flexible monetary policy

The thrust of monetary policies in recent years was directed at the maintenance of domestic
price stability and the external competitiveness of exports while ensuring an adequate bank
liquidity to fund productive private sector activity at reasonable costs. Towards this end.
expansion of money supply was kept in line with GDP growth: interest rates were reduced:
and the exchange rate policy was geared to market forces allowing the ringgit to find its
reaiistic par value with key currencies.

In 1988 and 1989. monctary expansion resulted mainly from the strong demand for credit
by the private sector. The expansionary influence of current account surpluses was neutralized
by large repayments of external debt. Total lending to the private sector increased sharply
by 9.9 per cent in 1988, and for the first time since 1980, manutacturing accounted for the
largest share of the increase in bank lending (35.1 per cent).

Private sector demand for credit was strengthened by monetary policy adjustmeats introduced
in 198%. Among these measures were the reduction in the base lending rate (BLR) of financial
institutions which had lowered the average ' ading rate of commercial banks by 0.78 percentage
points to 8.95 per cent per annum: changes in the lending guidelines to priority sectors
improving access to credit for small-scale enterprises: and the introduction of an Enterprise
Rcehabilitation Fund with an initial endowment of M$ 500 million to assist ailing Bumiputera
enterprises* affected by the 1985 — 1986 recession.

To facilitate the channelling of funds into productive activities. a New Investment Fund (NIF)
was carlier established in September 1985, This fund has a total of M$ 1.7 billion with a
maximum lending rate of 7.7 per cent. By the end of 1988, a total amount of M$ 1.1 billion
was drawn down by the manufacturing sector, representing 68 per cent of the 1otal. With
the current improvement in the liquidity situation and the availability of low cost funds. the
NIF will be discontinued after the disbursement of the total allocation. Also relevant is the
ASEAN-Japan Development Fund. which was launched in October 1988 under the auspices
of the Japanese Government to provide financing (at 6.5 per cent per annum. fixed for up
to five years) for small- and medium scale industries for new investment and expansion in
the manuiacturing, agriculture and tourism sectors.

¢ The term “Bunaputera” s used (o denote all Makin s and sative tnbes. 1o Senoi Negeitos. Thans, ofe |, as
wellas immigrants ol indigenous aative trom Indoness and the Phibippines. \i.uurm owner=hip of Busnputeras
characterizes Bunuputeris enierprises. C1 Department of Stansnes. The Ovnership of Limited Companies, 1982

l
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MACROECONOMIC TRENDS

Fig. LA. Growth of gross domestic product (GDP) and manufacturing value added (MVA),
1984 — 1990 (Percentage at constant 1978 prices)
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MACROECONOMIC TRENDS

Fig. L.D. External debt (M$ biilion) and debt service (Percentage), 1987 - 1989
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Another important aim of monetary policy in 1988 and 1989 was to promote a wore efficient
and competitive banking system and to deepen money and capital markets. Besides supporting
the upgrading of panking skills and techniques. the Central Bank encouraged the financial
svstem to introduce new instruments such as floating rate NCDs (negotiable certificate of
deposit). and highly rated corporate borrowers were allowed to issue term notes by way of
private placements. Furthermore. the Central Bank had prepared a set of guidelines to
standardize the issuance of private debt securities. Tax incentives were introduced in the 1989
Federal Government Budget to help develop a more active market in corporate bonds and
unit trust. and promote the emergence of a viable market in property unit trusts.

Concerning the regulatory framework. a major eview of the banking legiskation was completed
in 1988. and insurance companies were brought under the supervision of the Central Bank
with effect from 1 April 1988. Since January 1989. the Central Bank has rearranged and
improved its open market operations while the statutory reserve requirements of banking
institutions as well as the liguidity ratios of commercial banks and finance companies have
been reduced to enhance flexibility in asset-fiability managemeni. In addition, a reform of
the Export Credit Refinancing (ECR) schemie is under way . with a view to promoting backward
linkages of the export industry and extending the ECR to a wide range of indirect exporters.

Growth-oriented fiscal policies

Major objectives of the government’s fiscal policy were to strengthen its tinancial position
and to reduce the size of the public sector, albeit with an etfort to sustain economic recovery
through redeployment of development funds to construction and labour-intensive projects.
The success achieved so tar in improving public sector finances has been considerable. The
consolidated public sector deficit (including Federal Government. 13 State Governments,
statutory bodies. local governments. and 54 large non-financial public enterprises (NFPEs))
was reduced from 17.9 per cent of GDP in 1982 to 4.8 per cent in 1988, Most of the
improvement resulted tfrom higher revenues and expenditure restraint at the Federal level.
The financial position of State Governments, the statutory bodies and the local governments
remained weak because of their narrow revenue base.

The decline in the budget deficits was mirrored by a tall in external financing both in 1987
and 1988, mainly duc to substantial repayments and prepayments of external loans. In contrast,
recourse to domestic financing grew substantially in 1987 and 1988 accounting for 67 and
71 per cent of total debt outstanding. respectively. Government securities constituted about
90 per cent of domiestic debt outstanding in 1988, with the Employees Provident Fund holding
slightly less than 60 per cent of the total.

The achicvement of revenue targets was fuelled largely by higher oil prices and ail production
as well as the more buoyant incomes in the non-oil economy. Measures introduced in 1988
to widen the tax base included a broadening of the sales tax. through a reduction in exemptions
and restrictions on tax-free inputs, and the redefinition of allowable deductions on life insurance
companics. However, the 3 per cent excess profits tax on companies was abolished as the
first phasc in a planned review of the corporate tax structure. The 1988 budget also included
a two-ycar extension of the life of the reinvestment allowance, due to expire in 1988, and
an increase in the rate of allowsnee from 25 to 40 per cent.

Other short-term measures implemented in 1988 included the sale of government holdings
in the national airlin: (MAS) and the national shipping company (MISC) to Bank Negara.
Privatization was identified as one of the solutions to resolve the problenis of NEPEs, The
Joss-making NEPEs had been absorbing a large proportion of Federal allocations to fund
operating expenses. especially to service their large debt burden.

Expenditures continued to be restrained in 1988, due mainly to slower growth of debt service
charges and a modzrate increase of development expenditures. In this latter category, however,
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the 1989 budget projected an exceptionally large increase of over 70 per cent to strengthen
the production base of the cconomy and to improve essential services. As a result of additonal
expenditure and changes in the tax sysiem. the overadl badset deficit was expected o widen
10 7.8 per cent of GDP in 1989,

The 1989 budgct focused on a revamping of the tan system. streamlining of tax incentives
and developing the capital market. Tax measures included @ S per cent reduction in the companm
and non-resident income tax rates from 40 1o 35 per cent: a gradual abolition of the development
tax starting with a 1 per cent reduction from 1990: imposition of a 5 per cent withholding
tax oninterest derived from long-term tixed deposits: reimposition of a 3 per cent sales tn
on certain foodstutts and building material: a streamlining of allowances granted under the
Promotion of Investment Act of 1986: and some amiendments to the Petroleum Income Tay Act.

With & view o accelerating growth an the private sector. the government also introduced
a number of additional tax deductions and exemptions related o agricultural and overseas
construction projects as well as to private property . Small-scale industries were granted
number of tax incentives including pioneer status to those firms which met specitic criteria.
And finally. the 1989 budget provided tax incentives to multinational companies to et up
operational headquarters in Malaysia.

Strains on labour policy

Malaysia's kaibour policy is constrained by a rapidly expanding tabour foree and a mismatch
hetween labour cost and labour productivity. which in turn resulted from a sharp increase
in real wages n the carly 1980s and relatively high non-wage labour costs, especially
contributions to the PPE. Furthermore. the labour market was characterized by severe
mmbalances. Labour shortages persisted in the plantation sector while there was an oversupply
ol labour in urban arcas. and demand for different skill categories in certan manufacturing
industries did not match the supply of highly skilled labour. Ieading to considerable graduate
uncmployment.

Structural unemployment reficcted tn part the concern of the government with regard o
manpower development (through public training progranumes and financial assistance to higher
cducatiom) and to social seeurity by providing insurance services). In recent vears the
authorities han e taken a number of actions to alleviate the labour market situation. including
various programmes for the development of skills in demand and improyement in the quality
of labour, as well as aew employment schemes aimed specifically at graduates, such as the
establishment of a National Clearing House for Graduates and Skilled Employment (NCHGSE).
the Temporary Employment Scheme tinitisted in July 1986) and the Graduate Farmers
Scheme.

To ensure wage increases commensurate with productivity growth, the government labelled
several amendments to the fabour legislation. The amendments, which were approved by
Parliument in November T988. sought among other things to remove rigiditios in the Libour
miarhet and to provade for ereater flexibility in the determination of wages. The effects ol
such measures, however, will not be immediate. Concerning labour shortages the government
continued to grant permission to the plntation sector o employ foreign workers on i centractual
basis for linuted tume periods,

Two tier trade policy

Although the government adopted an export-led industrial zrowth” as o key industrialization
strategy . the overall trade policy worked with o strong bias against exports outside of Free
Trade Zones (FTZs). A talor made taritd system atforded high and widels varying elfective
rates of protection (o import substitution activities which was not balanced by appropriate
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incentives for exports. Since the mid-1980s. the authorities have undertaken to reduce this
bias in trade policy by reviewing their stance towards exchange rate policy and rationalizing
domestic fiscal and tinancial incentives.

Between 1985 and 1988 the value of the ringgit. in terms of a composite basket of currencies
of Malavsia's major trading partners. was allowed to depreciate by 32.6 per cent. offsetting
some of the disincentives to export. Concerning export finance. the Central Bank revamped
the ECR scheme to make it more flexible and increase coverage. To complement the ECR
scheme and to facilitate access to export financing. an insurance and guarantee scheme is
being tinalized by the Industrial Bank of Malaysia.

The impressive growth of manufactured exports in the second half of the 1980s was. however.
only partly attributable to these policy changes. The international competitiveness of Malaysian
products increased due to relatively higher labour costs in competing. industrially more
advanced countries. This also improved Malaysia’s locational advantages for export-oriented
forcign direct investment. To sustain manufactured export growth in the 1990s. a tariff reform
and further review of incentives for domestic sales would be essential.

Constructive industrial policy

The rapid growth of the manufacturing sector has been regarded as a principal means of
achieving Malaysia’s long-term development objectives formulated in the New Economic
Policy. The strategy of rapid industrialization has been further emphasized in the Industrial
Master Plan (1986 — 1995). During the last decade considerable progress has been made in
meeting development objectives. in particular the restructuring of employment and of industrial
asset ownership. In the carly 1980s. increasing concern had been expressed. however. over
anumber of structural problems including weak intersectoral linkages. a narrow production
hase. and a decline in private sector investment. The need to strengthen private investment
has emerged as a key policy issue in the formulation of the Fifth Malaysia Plan (1986 — 1990).
The Plan emphasized both an improvement in the cconomic environment and a restructuring
of public sector investment as a means of stimulating private investment.

Towards this end. a number of measures have been taken over the last three years. The
measures undertaken include liberalization of licensing requirements under the Industria
Coordination Act (ICA): the refaxation of guidelines governing foreign equity participation:
and increasing the availability of funds. including the establishment of the New Investment
Fund (NIF) and the ASEAN-Japan Development Fund to provide funding for priority projects
and small- and medium-scale enterprises. A new Promotion of Investment Act was introduced
in 1986 to replace the administratively cumbersome Investment Incentives Act of 1968: the
new  Act. which has been revisea in 1988, provides attractive tax incentives for the
manufacturing and agricultural sectors,

Several additional measures were instituted in 1987 and 1988: (1) the Excess Profits Tax of
3 per cent was abolished beginning from the year of assessment 1988, and the maximum
corporate tax rate was reduced to 35 per cent: (i) the reinvestment allowance was raised
trom 25 per cent 1o 40 per cent for two years with effect from January 1988: (iii) the Accelerated
Depreciation Allowance was extended for a further two years: and (iv) an Enterprise
Rehabilitation Fund was established with an initial funding of M$ 500 million to provide
loans at preferential rates of interest to Bumiputera firms undertaking industrial restructuring,
In addition, a Cabinet Committee on Investment was formed to further expedite as well as
o simphity the procedures for investment applications. A number of additional steps were
tahen o reduce administrative delays at the federal and state fevels in processing applications
tor hicensing and tax exemptions.,

The above changes in the regulatory and policy frameworks clicited a favourable response
trom forcign and domestic investors alike. Following a moderate recovery in 1987, a sharp
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increase of over 21.6 per cent in private sector investment was achieved during 1988. There
were indications that private fixed investment peaked in 1989.

The governmient is fully committed to an objective evaliation of the existing industrial policies
and recommendations as embodied in the Malaysian Industrial Policy S:udies (MIPS) and
the Industrial Master Plan (IMP). In view of recent structural changes in the economy and
recent industrial strategic thrusts o develop exports of high value-added products. the
Government of Malaysia is striving to formulate the Second Outline Perspective Plan (SOPP)
tor the period 1991 —2000 and the Sixth Malaysia Plan (1991 —1995). The government also
intends to review tarift and tariff-related incentives and their impact on the manufacturing
industry.

C. ECONOMIC STRUCTURE

With a per capita income of about $2.050 in 1989 Malaysia is firmly placed in the middle
income ranks of developing countries. High income growth over the last two decades reflected
the country’s vich resource base and prudent macroeconomic management towards achieving
cconomic growth and structural changes. As a major producer of rubber, palm oil and tin,
Malaysia started its industrialization process much later than the Asian Newly Industrializing
Economies (NIEs). Table 1.2 shows that manufacturing activities accounted only for roughly
14 per cent of GDP in 1970. This share had increased to nearly 20 per cent by 1980. due
largely to the spurt in foreign investment in the Free Trade Zones (FTZs), mostly in garments
and clectronics. and import-substituting investment.

In the 1980s. the Government of Malaysia tnitially embarked upon an ambitious development
strategy with emphasis on public sector construction-related infrastructure and investment
in heavy manufacturing industries such as automobiles, cement. and iron and steel. This led
to unsustainable fiscal and external current account deficits. Subsequent adjustment measures
including industrial deregulation, cuts in public sector involvement in the economy. and the
promotion of both local and foreigr: direct investment provided a strong boost to manufacturing
output and cxport growth. A symbolic milestone in Malaysia’s transition towards an
industrializing nation was passed in 1987 when the manufacturing sector took a Icad over
agriculture as the largest in the economy both with respect to production and export.

The performance of the traditional cconomic activities. agriculture and mining. continued
to remain vulnerable to fluctuations in commodity prices. and structural constraints within
the sectors. Both sectors together accounted for slightly less than 45 per cent of GDP in 1970.

By 1980 the share of agriculture in GDP fell to 22.9 per cent, down from 30.7 per cent
in 1970, and that of mining and quarrying fell to 10.1 per cent, down from 13.8 per cent
in 1970 (sec Table 1.2). The 1980s experienced a further fall in the GDP share of agriculture
for several consecutive years, while the share of mining in GDP oscillated around 10 per
cent. According to the Central Bank's forecast for 1990, agriculture accounts for 19.8 per
cent of GDP in 1990, while mining contributes 9.9 per cent to GDP.

The most notable feature of the developments within the agricultural sector was the rising
prominence of palm oil and cocoa output at the expense of rubber production. These two
product categories were ~ together with tropical timber — also the major agricultural export
carners. Within mining activitics, the production of tin continued to suffer a downtrend in
the face of depleting reserves after 1980, which was reinforced by the collapse of the
International Tin Council bufter stock operations in 1984, This trend was reversed in 1989,
However. the constant share of the mining sector in GDP was brought about mainly by the
increasing contribution of petroleum production.




Table 1.2, Long-term trends in origin and demand components of GDP, 1970~ 1989, selected years

(In constant 1978 prices)

1970 - 1975 1975 - 1980 19801985 1985— 1989 1970 1975 1980 1985 19897
(Per cent change per annum) (Share in GDP)

GDP 7.1 8.5 5. 5.4 100 100 100 100 100
Agriculure, foresiry and fishing 4.8 4.6 32 5.0 30.7 27.6 229 20.8 20.5
Mining and quarrying 0.4 8.8 59 4.5 13.8 9.9 10.1 10.5 10.1
Manutacturing 11.5 11.7 52 12.2 13.9 17.0 19.6 19.7 25.3
Other industry 7.4 13.1 5.8 -0.3 5.0 5.1 6.3 6.4 52
Services, ete. 9.3 9.0 5.7 18 36.5 40.4 41.3 42.5 40.0

Imports of goods and services 5.1 15.7 4.7 9.3 43.) 39.1 537 52.5 60.7

Private consumption 57 9.9 3.7 1.3 55.3 51.6 54.9 51.3 4317

Guvernment consumption 10.2 9.0 4.0 1.6 14.2 16.3 17.4 16.5 14.2

Gross fixed investment 12.4 14.1 s 0.4 19.2 244 3 33 25.8

Exponts of goods and NFS 5.9 9.8 7.1 13.1 50.9 48.0 S0O.R 558 74.0

Groa domestic savings 19 16.0 6.1 2.0 27.5 236 3.0 4.5 n.0

Source: World Bank, Malavsia: Matching Risks and Rewards in a Mixed Economy, Vol 111: Statistical Annex, Report No.7208-MA (Washington,
October 1988); Bank Negara Malaysia, Annual Report 1988, (Kuala Lumpur, March 1989); Ministry of Finance Malaysia, Economic Report 1988/89

tKuala Lumpur, October 1988).
@ 198S - |9KR.
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The performuance of the service sector has tradittonally been aligned with growth in the magor
ceonomie sectors. During the 1978 senvices evpanded even more rapidly than GDP. and
this sector’s share in GDP increased significantly until 1980, Since then. growth has somewhat
slackenad. mannly 1 response to slower expansion of government. community . social, and
personal services. bui the share of senvices did not change much in the 1980, The overall
rapid growth was principally due to substantial expansion and high investments in transport
and communications as well as finance. insurance. real estate. wholesale and retail traders.
hotels and restaurants.

Savings and investment rates are high in Malay sia compared with countries at similar levels
of development. Gross national savings accounted for 331 per cent of GNP in 1988, and
tell marginally t0 29.9 per cent in 1989, The savings-imvestment gap widened considerably
in the carly 1980s reaching a peak of 14 per cent of GDP in 1982, with a sharp increase
in public sector imvestment and a dechine 1n private savings. Since 1987, however. the rate
of savings his exceeded the investment rate. The investment rate peaked at above 37 per
cent of GDP an 1982, Having dechined steadily to about 24 per cent in 1987t rose to 29
per cent in 1988,

Since 1980, private savings have been increasingly generated by the housche ld sector rather
than by corporations. and are being channelled into hagh return low risk assets which finance
government deticits. The redistribution of savings from corporations to houscholds has also
comstrained private invesinent by introducing a mismatch between the risk profiles of savers
and investors. This his occurred because a sizeable portion of houschold savings is channelled
through non-bank institutions, such as provident and mutual funds._ iasurance companies and
co-operatives. Thes purchase government securities and other high quality assets and reduce
the avanlability of equity and other risk-finance to the corporate sector.

One consequence of high public mvestment and large overall deficits has been an exponential
rise in total public internal and ¢xternal debt. While the government has successtully managed
external debt by limiting new borrowings. refinancing old. high interest rate debt. and prepaying
other foans., thereby maintaining the debt service ratio at very comfortable levels. it has steadily
built up internal debt to finance expenditures. The burden of servicing this debt is substantial
{interest alone amounted to over 10 per cent of GNP in recent vears) and subject 1o sharp
fluctuations 10 response to global changes in interest and exchange rates.

The bulk of forcign direet investment was directed at resource-based industries and the
exploitation of focational advantages in FTZ (electrical and clectronies industries. sarments).
While the government as constantly improving the macrocconomic policy environment to
sustain the pace of ecconomic recovery . private imvestment is considered as the key to growth
prospects in the 1990,

D. ECONOMIC PROSPECTS

Having recovered well i the Tate 1980s. the cconomy of Malaysia s, on the threshold of
anew decade. facing mixed prospects for sustaining o robust pace of ceconomic expitnsion.
Whether the recovery can be sustained beyond 1990 will depend on policies implemented
1o deal with the structural weaknesses facing the ceconoms .

The structural weaknesses and resihience of the Malay sian cconomy became apparent in the
second hall of the 19RO, The narrow andustrial base. the dependence on commodities that
continue 10 be vudnerable 1o growing competition from low -cost cconomies i the region.,
the problem of unemploy ment. a shortage of shills, an over-sized public sector and an over-
regulated coonomy constitute the mam weahnesses ol the cconomy . The resihienee ot the
ceonomy stems from, inter alia. reduced budgetary deficit, better management of exiernal
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debt. tax reforms. changes in the investment incentives and tantt protection. realistic exchange
rate management. other financial reforms and privatization. The long-term growth prospects
will depend not only on the global and regional envi .>nment. but also the domestic
environment. *

The principal sources of growth in the medium term are expected to be the private sector
on the demand side and the manufacturing sector on the supply side. The growth in private
sector investment is expected to remain strong. The present environment. with low exchange
rates. low interest rates. and reduced corporate taxes. is favourable for domestic and foreign
investors. Also. measures have been taken over the past two years to streamline administrative
procedures and liberalize the business environment. Further relaxation of the Industrial
Coordination Act and pragmatic implementation of the New Economic Policy could fuel a
healthy pace of economic expansion.

In quantitative terms. both IMP and World Bank projections indicate that Malaysia’s GDP
could continue to grow at about 6 per cent (in constant prices) well into the 1990s. Concerning
manufacturing value added (MVA). IMP projections were surpassed by actual events in 1988
and 1989. It appears more likely that manufacturing will continue to sustain a double-digit
growth rate.

To achieve these results. investment growth should continue to outstrip GDP growth. although
by smaller amounts. According to the Central Bank. $8.79 billion worth of private investments
will be needed to meet the 1990 GDP growth forecast of 8.3 per cent. Fixed investment
growth will need to average about 9 per cent over the next decade. This may be made possible
only as a result of private consumption growing faster than GDP. providing the demand stimulus
to support investment. Additionally. public investment should start to pick up once the public
tinance situation stabilizes in 1991, Foreign direct investment should also continue to be a
prime mover in investment growth over the medium term. Thus. investment-ted growth iy
in the offing.

Prospects for export growth are less favourable in the 1990s according o the World Bank
projections_** Petroleum exports are likely to stabilize at the 1988 level: rubber. tin and
saw log volume growth is also expected to be flat. The sole remaining arcas of dynamism
will be in palm oil. manufacturing. and other exports. Overall, 1988 — 1991 nominal export
growth would decline to 8.3 per cent. and maintain this level approximately thereafter.

Imports would grow faster than exports as intermediate inputs for manutacturing pick up
and as the structure of domestic demand shifts towards private consumption and investment.
Nevertheless. because exports start from a base that is greater than the import level. the
merchandise goods balance 18 projected to deteriorate slowly over the next decade.

With continued fiscal restraint and as a result of the government’s debt prepayment programme.
the projected seenario shows a considerable long-term improvement in Malaysia’s external
debt position. Total medium- and long-term debt would fall marginally from 74 per cent
of GDP in 1987 to 72 per cent by 1997, The overall debt service ratio, iemporarily raised
by the debt prepayment programme. would fall. These indicators all point to the continued
position of strong creditworthiness held by Malaysia, which should enable the country 1o
obtain good terms on bank credits and to move into new . more suitable and diversified financial
markets for ity development requirements.,

* For anadytcal mterpretations of sources of growth an the long term and three alternatine groswth scenarios
tor the porsd 1991 20000 see Malas sian Institute of Boonomie Rescarch, Malavsia s Lone Runge Foonomn
Optlook 1991 20000 Prospecrs for Doadbling the Sational Per Capata icome tRuala Lumpur, Nosember 19509

© Workd Bank . Mulis s Mardhung Risks and Rewands i g Myved Toomonn oW ashangton, October 1988, Repont
N TN M

i



STRUCTURE AND PERFORMANCE OF
THE MANUFACTURING SECTOR

A. GROWTH AND STRUCTURAL CHANGE

At Independence in 1957 the manufacturing sector accounted for less than 8 per cent of GDP
and was hezvily dominated by primary processing activities with relatively large
establishments. * Processing of estate-type agricultural products (mainly palm oil and coconut
oil processing) accounted for more than half of the manufacturing output, though enterprises
in these manufacturing activitics constituted less than 4 per cent of establishments. The two
industries which ranked next in output size were also mainly primary processing: food
manuf cturing (grain and oil milling) and manufacture of wood (saw-milling). The changing
composition of MVA over the decades clearly shifted away from the dependence on processing
of primary commodities towards the exploitation of the country’s relative comparative
advantages based on the availability of labour and skills. However, this comparative advantage
is now at stake in some scgments of manufacturing due to the rising unit cost of labour.

Manufacturing growth and structural change gained momentum only in the 1960s when official
policy. disillusioned by a steady worsening of the country s terms of trade. turned its attention
to the development of manufacturing. Manufacturing output recorded an 11.5 per cent increase
per annum between 1960 and 1970 and the sector’s share in GDP had risen to around 4
per cent by 1970, partly as a result of a variety of fiscal incentives and physical facilities
provided for investment in manufacturing, such as tax exemptions, tariff protection. financial
assistance and industrial sites.

The sources of rapid industrial expansion. cspecially until 1968, were domestic demand
cxpansion and import substitution; exports played only an insignificant role. Virtually
uninterrupted growth of output was accompanicd by substantial structural change. Processing
of estate-type products lost its dominating position during the 1960s while the food industry
rapidly cxpanded and had overtaken the former industry in terms of gross output by 1968,
when the shares of the two industries represented §8.5 and 22.7 per cent, respectively. Other
industries which stenificantly increased their output shares included tobacco, rubber, textiles,
wood products, chemicals, petroleum and coal products, non-metallic mineral products, basic
mictals and metal products, i.c.. industiies producing non-durable consumer goods or
intermediates, as well as industries producing consumer durables and investment goods such

* Sec Luty Hottovann and Tan Siew Ec. Industrial CGroseeh, Emplovment, and Forewgn Inve  1ent i Penimsular
Malavsa, Oxtord Universiny Press (Kuala Lumpur, 1980).
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as electrical and non-electrical machinery and transport equipment. However. Malaysia's
industrial sector continued to depend on primary commaodity processing activities by the end

of the 1960s.

The casy phase of import substitution was nearly completed by 1973 when around 90 per
cent of durable and non-durable consumer goods and intermediate goods were produced
domestically . * By the late 1960s manutacturing industries tended to become more export-
oriented. and external demand emerged as a major source of industrial growth in the 1970s.
The increasing orientation towards world markets stimulated continued rapid growth of output
and was accompanied by a changing composition of manufactering production.

Gross manufacturing output increased at 10.8 per cent per annum during 1970 — 1980. much
taster than output of all resource-based industries except processing of estate-type agnicultural
products (sce Table IL1). Leading growth industries were textiles and wearing apparel.
clectrical and electronic machinery and appliances. transport equipment. and other
manutactures. most of which had attracted foreign capital and were located in Free Trade
Zones (FTZs). The large increase in the production index of the electrical industry was mainly
accounted for by the production of electronic components and sub-assemblies for incorporation
in office machinery. radios and television sets. Export-oriented products listed under “other
marufacturing” comprise mainly scientific and optical instruments. This industry had registered
phenomenal output growth in the 1970s. based on the production of protessional. scientitic.
medical. optic and photographic apparatus. measuring and controlling  instruments.
photographic and cinematographic supplics. as well as watches and clocks.

The rapid output growth of transport equipment constitutes a special case. This industry.
which produces passenger and commercial vehicles as well as two wheelers (mopeds.
motoreyeles and scooters). was launched in 1967 when the Malaysian Government approved
the establishment of 6 assembly plants. In the 1970s. it became a core activity for the
government’s drive into second-stage import substitution. The industry was promoted by high
tarifts. stringent import licensing and quantitative restrictions. Output largely consisted of
assembly of imported parts and components. replacing imports of completely built-up four
and two-wheelers. Because of the small size of the domestic market. production could not
be cxpanded significantly in the 1970s to reach the minimum cfficient scale. and linkages
to other domestic industries remained negligible.

In the first half of the 1980s. manufacturing production grew on average at a slower pace
than during the preceding decade. and the growth rate of the production index even wrned
negative in the wake of economic recession in 1985 (see Table IL1). The pace of manufacturing
expansion fell short of the Fourth Malaysia Plan (1981 - 1985) target of 11 per cent.
Manufacturing output registered no more than a 5.3 per cent increase in real terms during
the Plan period.

Internal and external factors contributed to the slow pace of industrial growth in the first
halt of the 1980s. The 1981 ~ 1982 recession in industrialized countries combined with a
deterioration of Malaysia’s terms of trade discouraged private investment which was further
dampened by excess capacity, falling profits, rising costs of iinance. public influence on private
decision-making and loss of competitiveness in trade due 1o rising unit labour costs in
manulacturing. Notable exceptions to this trend were petroleum refineries and output of
construction-related materials (cement, ete. ), which benetited from the government-induced
construction boom in 1981 - 1984, Furthermore. strongly export-oricated activities such as
the clectrical machinery industry in particular were able to sustain their rapid expansion
feast until 1984 (see Table 11.1).

* Fordetils, see Che Peng Lim “From smport substitution to export promotion: i stady of changes o Malay sia’s
ndustrial poliey . Kivimam Yoneda cedo. Trade and Indistrial Policies of Asian Conntries. fnstitate ol
Developing Economues (Tokyo, 1982, pp 41 98
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The recovery after the recession was again led by export-oriented industries. notably electrical
machinery and rubber products. In the second half of the 1980s. the 2lectrical machinery
industry was firmly established as the largest manufacturing activity in terms of its share
in manufacturing value added (MVA) (see Table 11.2). Qutput expanded rapidly in 1987 and
1988. in particular with respect to the production of semi-conductors and other electronics
components. This notable performance. which was mainly attributed to the continued high
export orders from the United States. Japan. Europe. and Hong Kong. was the result of the
upsurge in end-user demand for personal computers. telecommunications equipment. consumer
clectronics products and motors as well as the relocation of Japanese investments overseas
and the introduction of new product lines and capacity expansion by local manufacturers.
In line with the strong external and domestic demand. the output of radios and television
sets. houschold refrigerators and air-conditioners too grew rapidly by 33.1 per cent and 49.8
per cent in 1987 and 1988. respectively.

A major factor contributing to the rapid expansion of the production of electrical goods was
the redeployment of several transnational firms to Malaysia. Malaysia is emerging as a leading
producer of colour television sets. besides being the world's second largest producer of air-
conditioners. A slower expansion of the electrical machinery industry in 1989 was largely
due to slower growth of electronic components resulting from a slump in demand for final
products.

As more new manufacturing establishments came on stream 1o meet the strong upsurge in
excernal demand for latex products. output of the rubber-based industrics. led by a remarkable
growth of £39.5 per cent in the production of rubber gloves in 1988, rose significantly and
the industry ranked as the third largest in Malaysia with a 7.8 per cent share in MVA in
1988 (sce Table 1.2). This significant performance follows from the greater world-wide safety
consciousness which has resulted in a phenomenal increase in the world-wide demand for
examination gloves and prophylactics. Currently. Malaysia is a world leading exporter of
examination gloves. There were 42 establishments manufacturing examination gloves with
a total installed production capacity of 2,492 million pairs per year in 1987, Another 108
similar establishments were approved by the Malavsian Industrial Development Authority
(MIDA) in the first seven months of 1988. Other rubber products whose output also expanded
sharply included processed latex as well as tyres and tubes in response to the higher domestic
demand for passenger cars and heavy transport cquipment. Following a significant rise in
1988. production of rubber products faltered to 15.2 per cent in 1989 as rubber re-milling
activity declined sharply in the wake of falling demand for latex products.

The growth performance of the other export-oriented subsectors showed mixed trends. The
production of wood-hased products (excluding furniture) had rebounded strongly in 1987,
but output growth stackened 10 a more moderate pace in 1988 and faltered further in 1989,
The industry suftered a declining trend in its contribution to MVA since the peak of 11.9
per cent in 1976, (Since 1985, the industry s share in MV A has oscillated around 6.5 per
vent.) Similar declining trends were observed with respect to other primary processing activitios
such as leather and tur products. footwear. furniture. non-metallic mineral products and non-
ferrous metals. Given the competition from other fabour abundant countries. the success of
such a specialization in Eabour- and shill-intensive industries depends on unit labour costs
in Mabavsia as compared to neighbouring countries such as Thaland and Indonesia. The
relatively high labour costs in Malay sia seem to have dampened the recovery of the texules
and wearing apparel industey . Since 1986, value added of textiles increased only moderately
while that of wearing apparcl exceeded the manutacturing average. The industry share o
MVA dechined from almsost 7 percent in 1978 to 5.5 per centin 1988, The tetile snd wearing
apparct industry almost doubled sts production in TYRY as o result of a sigmificant increise
in the production of synthetic textiles. knitwear and wearing apparcl. Rapid expansion of
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Fig. 1. A. Indices of manufacturing production by branches of industry, 1981 - 1989 (1981 = 100)
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Fig. ILA. (continuedy
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Fig. ILA. (continued)
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Table 11.2. Compesition of manufacturing value added, 1970- 1988
(Pcreentage at constant 1980 prices)

1970 1971 1972 1973 1974 19RS 1976 1977 1978 1979 1980 1981 19K 19K} YRS YRS 1986 1987 1URH

Total manutactuning 100.0 1000 100.0 1000 100.0 100.0° 1000 1KLL 1000 100.0 100.0 1000 1XLG 1000 100.0 100.0 100.0 100.0 1000

Food products 204 190 182 178 170 182 177 170 168 66 164 1S3 ISR 152 149 7.5 IK9 7.3 178
Berverages 22 2 2 2 28 24 240 280 27 A 2 29 26 22 Ly 2. 1.9 1.8 1.8
Tubacco R T o K T . K N | RN 29 30 2K 27 29 26 28 2S5 3 2 2.1
Texnles 28 027 32 35 28 17 44 43 46 44 43 4 R, T U SR DY) K P A P 31 3
Wearing apparel,

vwept footwear 1.2 1.3 16 1.7 12 g 22 2 2322 2 2.0 Lo 2 22 22 24 24
Leather prosducts (L] [IN] 0l ol o 0. 01 0.1 0.1 0. 0.1 0.1 01 0.1 0.0 0.0 0.0 0.0 0.0
Footwear, eaeept

rubber or plastic 0.5 0.3 0.5 04 04 0.8 0.5 0.8 0.4 0.3 0.1 0.3 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Wood products,

eweept turnmiture 109 106 11X 118 108 102 11y 1LE 100 97 92 RBE Y0 96 70 66 63 66 63
Furniture, exeept

netad 1.3 1.2 1.4 1.4 1. 1.2 1.4 1.4 1.2 11 1.1 1.0 Lo o 0K 07 07 07 07
Paper and praducts 06 07 07 00X 07 07 0% 08 08 04 1.0 Lt 1.0 Lo 08 1.0 1.0 1.0 10
Printing and

publishing S8 56 60 47 49 19 4S5 44 44 44 44 S 52 42 39 40 40 Ay 3R
Industrial chenmcals 16 16 13 1R 1.9 16 16 1S 1.6 1.7 1.8 1.7 4 1.4 1.4 1.6 1.4 1.4 1.4
Other chenucals 26 26 29 30 1 28 28 26 2K 10 Al 0 227 27 2Ss 2v 30 2E 28
Petroleum refineries 1.2 w7 89 72 66 7.1 64 SR S8 S6 57 5S4 S6 64 64 64 62 57 Se
Miscellancous

petroleum and coal

products 0.1 (1N 0.1 0.0 0.0 0.1 1 0] 0.1 0.1 0. 0.1 01 0.1 0.1 0.! 0.1 0.1 0.1
Rubber products %1 R4 X.2 R.5 ¥.0 ¥.2 7.8 7.6 7.0 6.8 6.7 7.0 7.0 6.K 6.6 6.7 6.4 7.4 7.8
Plastic products 1.3 b6 22 22 2 201 20 1y 1.9 19 19 22 23 1.9 Iy 20 20 20 220
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output was also due to upgrading programmes implemented by several textile and wearing
apparel producers. The incustry endeavours to make inroads into new market destinations
in the Middle East, Japan, Australia and Hong Kong.

Most of the domestic market-oriented industries also participated in the recovery in 1987
and 1988 when domestic demand increased alongside with disposable incomes and export
sales improved as manutacturers enjoyed better price competitiveness in overseas markets.
During the first seven months of 1988 increased domestic consumption stimulated the tood.
beverages and tobacco industries to step up production by 14.4 per cert compared with the
same period in 1987. In particular. the production of dairy products. flour and palm oil products
increased sharply by 20 per cent. 18.8 per cent and 16 per cent. respectively. Increases between
11 and 13 per cent were also recorded in the production of prepared animal feeds. palm kernel
on and biscuits. Within the beverages industries. the production of malt liquors and malt
had expanded favourably by 16.8 per cent during the period under revizw. Similarly tobacco
manufacturing had also increased by 20.1 per cent compared with the same period in 1987.
The 3 subsectors taken together accounted for 21 .4 per cent of MVA in 1988. i.c.. together
they constituted the second largest industrial subsector. Food products, beverages and tobacco
sutfered faltering rates of growth in 1989.

Output of iron and steel basic industries rose by 19.7 per cent in 1987 and accelerated by
25.2 percent in 1988, Underlying the sharp output increase were the more buoyant domestic
manutacturing and investment activitics as well as the ability of the local manufacturers to
diversity into the export market. aided by the more competitive ringgit. This was reflectea
by the 28.3 per cent inc-2ase in the output of iron and steel bars and rods following the increase
in export volume as well as improvements in construction activities in the first seven months
of 1988. Similarly. the cutput of galvanized iron sheets as well as welded iron, steel pipes
and tubes increased significantly. This basic metal industry registered only a modest growth
of 9.1 per cent in 1989 as a result of raw material shortages and rising costs of imported
serap metals. In terms of MVA| the industry has maintained a roughly 2 per cent share
throughout the 1970s and 1980s.

Similar rather constant shares of MVA were recorded for industrial and other chemical
products. The industry’s rapid growth of output in 1988 and 1989 was stimulated by rising
domestic demand for paints and cleaning materials in line with buoyoent activity in the
construction sector and increased assembly of motor vehicles. Growth was also attributable
to the increased demand for industrial gases by the electronies, steel and beverages industries.
On the other hand. the output of fertilizers and pesticides declined in 1989 duce to lower demand
by the smallholders™ sector.

The contribution of the transport industries to MVA declined considerably in recent vears
trom over 4 per cent in the early 1980s to no more than 2.2 per cent in 1988, The production
index showed a sharp reduction of output in 1986 from which the industry did not fully recover
until recently. Yet, “sHowing a slight turnaround in 1987, output growth in the transport
cquipment sector aeeelerated to 75.2 per cent in 1988, largely attributable to the higher domestic
demand for passenger cars and commercial vehicles. The higher disposable incomce arising
from improved commadity prices together with the introduction of new models and the
suceesstul penetration of the national car. PROTON SAGA, into the overseas market boosted
output growth in the sector. The manufacture and assembly of motor vehicles. motor cycles
and scooters as well as the production of motor vehicle bodies grew significantly in recent
vears. However. production of motor vehicle parts and accessories declined sharply in 1989,

Buoved by strong external demand and recovery in the construction sector, particulatly towards
the latter part of the year, the construction-related industries recorded high growth rates in
198K, OF significance was the turnaround in the non-metallic mineral products industry, which
registered o record growth of 19.9 per cent after three consecutive years of decline. The
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Fig. I1.B. Composition of manufacturing value added (MVA). 1970, 1980 and 1988 (Percentage)
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turnaround in non-mctallic production was due to the recovery in local demand as well as
the aggressive efforts of several major cement producens to diversity into the export market
in view of the excess in production capacity. Although the production of cement increased
by 8.5 per cent to 3.5 million tonnes in 1988. there were reported shortages of supply in
the domestic market towards the end of the year when domestic demand picked up. In 1989
non-metallic mineral products recorded a 26.0 per cent increase in output.

B. MANUFACTURING EMPLOYMENT

Malavsia’s labour force was estimated at 6.6 million in 1988. growing at 3.1 per cent per
annum. The growth of total employment averaged only 2.6 per cent in 1986 - 1989. The
discrepancy between labour absorption and labour force growth resulted in increasing
unemployment during the 1980s. reaching an unprecedented level of 8.1 per cent in 1988
compared 1o 5.6 per cent in 1983, The revised estimiate of unemplovment stood at 7.6 per
cent tor 1990.

In 1975 - 1986. employment creation in manufacturing. however. clearly outpaced the growth
it labour force (Table 11.3). At the three digit ISIC level. six industries accounted for more
than 60 per cent of total employment of the manufacturing sector in 1986. These industries

Table 11.3. Growth and structure of manufacturing employment, 1975~ 1986

Employ ment
erowth Share in total
tper centy (Percentaged
Manutacturing subsector (ISIC) 1975 - 1986 1975 1986
Total manufacturing (300) $.04 100.0 1000
Food products (311 KRS 129 12.6
Beverages (313 2.86 I4 1.2
Tobaceco (314) - 22R 9 09
Texules (321 -0.30 10.0 6.2
Wearing apparcl. except footwear (322) 9.02 37 6.1
Leather products (323) 207 0.2 0.1
Foutwear. except rubber or plastic (324) -39 0.5 0.2
Wood products. except furmiture (331 1.78 155 122
Furmiture. cxeept metal (332) 4.20 1.7 1.7
Paper and products (341) 591 1.2 14
Printing and publishing (342) 2.558 5.0 43
Indu~trial chenucals (351 4.38 1.1 1.2
(ther chemicals (352) RIS} 22 20
Pctroleum refineries (353) 6.04 0.2 0.3
Misc. petroleum and coal products (354) 15.16 0.4 0.2
Rubber products (355) -0.07 9.3 6.0
Plastic products (356) 6.62 2. KN |
Pottery, china. carthenware (361) 1138 0.2 04
Glass and products (362) n 0.5 0.5
Other non-metallic mineral products (369) 558 iy 1.6
fron and steel (371 180 22 2.2
Non-ferrous metabs (372) 13.35 0.3 0.7
Fabricated metal products (381) 154 46 44
Machinery, except clectrical (3I82) 298 32 2R
Machinery ciectric (383) 894 0.8 17.9
Transport cquipment (3R4) 4.62 30 4.1
Professional and scientific equipment (3RS) 1688 03 [
Other manufactured products (390) R 1.0 1.6

Source: Statistics and Survey Unit, UNTIX). Based on data supplied by the Umited Nations Statistical Ottice,
with estimates by the UNIIO Secretanat.
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include food products. textiles. weanng apparel. wood products. rubber products and clectnical
machinery. The largest employer was the industry producing clectrical mackinery which
accounted for roughly 18 per cent of wtal employment in the manufacturing sector in 1986.
Food and wood priducts contributed more than 12 per cent cach to total manufacturing
employment.

The structure of industrial emplovment has changed considerably over the years. During
1979 - 1986. employment in the tobacco. textiles. footwear and rubber product industries
declined even in absolute terms. In some industries the creation of new jobs lagged behind
the manufacturing average. and the share of these industries in total emplovment declined.
cespecially 0 wood products. However. high emplovment growth and rising shares in
manufacturing employment were recorded in wearing apparel. paper and paper products.
petroleum and petroleum products. plastic products. pottery . china and carthenware. other
non-metallic mineral products. non-ferrous metals and clectrical machinery. as well as
professional and scientific equipment.

The availability of skills and the occupational status of the work forcee 1s given in Table 11.4.
Around 35 per cent of the work force had a skill basis for agricultural production in 1985.
By contrast. people with protessional and technical skills and administrative and managerial
skills constituted only 6.5 per cent and 1.1 per cent in total employment. respectively. Durnie
1985 — 1986. many middle-level managers were Laid off as a result of the contraction of busines .
operations. Many of them left for Austrahia. New Zealand and Singapore. With the economy
rchounding since 1987. the services of these professionals are now needed.

The major role of manpower planning in Malaysia was in the past to provide trained and
cducated personnel for the public sector. including the parastatal sector. In particular. the
Malaysian manpower policy aimed to increase the supply of Malay High-Level Manpower
(HLM). Under the New Economic Policy. launched in 1979, "Bonded Government
Scholarships™ ensure the services of beneficiaries to sponsoring departments for a minimum
of 7— 10 vears after graduation. As a result. the number of the federal public service employees
expanded almost four-told during the period 1979 - 1983.

The Bonded Scholarship was used for university education abroad and in local universities.
The number of scholars sent abroad was almost twice as large as the number educated at
Malaysian universities. Although this large-scale investment in HLM development was justitied
under the NEP. there were no uniform selection criteria, nor any attempt to match human
capital development with manpower requirements. especially in technical. scientific and
professional categories.

At the degree level. the majority of enroled students have specialized. especially in arts and
humanitics. Accordingly. these faculties accounted for more than half the universities™ output
in the period 1981 — 1985, By contrast. roughly 14 per cent of enroled students preferred
technical studies in 1985,

It was found that there was an indication of a serious social over-investment in HILM
development. especially through the bonded scholarship policy. and that there was a high
ratc of uncmployment among graduates, cven among those with Bonded Scholarships.
regardless of their ethnic background.

In contrast to over-investment in HLM development. investment in training facilities and
quality instructors has remained far below requirements. The lack of engincers and technicians
impedes the efficient transfer of technology to Malaysian industry. Transnational corporations
have a major role in transfer of technology. but forcign firms arc less interested in creating
a pool of engineers and technicians for the country . The technology that has been transferred
to Malaysia thus far is predominantly producing (or assembling) technology. and not product
technology. In order 1o receive high level product technology from foreign firms, Malaysia
needs 1o generate an adequate pool of qualified engincers and technicians.




Table 11.4. Employment by major occupational groups, 1980, 1988 and 1990

Employment Average unnual
growth raic

Occupational 198O 1988 1981 — 19KS 1986 - 19%)
group 000 Per Cent ‘000 Per Cent ‘00 Per Cemt "(NX) Percentage
Professional and technical 2881 6.0 356.7 6.5 405.6 6.6 4.4 2.6
Administrative and managerial S14 1.0 62.0 11 73.9 1.2 38 RN )
Clernal 350.9 7.3 415.8 7.6 471.6 7.7 3.5 2.6
Sales 1711 9.K 570.9 10.8 682.4 11.2 9 16
Serviee 118.2 8.7 §27.0 9.6 6247 10.2 4.7 15
Agriculwral 1.864.4 8.7 1.907.4 .9 1,955.9 2.0 0.5 0.5
Production 1.372.8 28.5 1.628.7 29.8 1.899.6 3 3s 1
Total 4,816.9 100.0 §,468.5 100.0 6,113.7 100.0 2.6 2.3

Source: Fifth Malaysia Plan.

«’ Estimates are derived on the basis of data from the Population and Housing Census, 1980,
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As of carly 1988, the industrial trmming division of the Ministry of Labour operated five
industrial training institutes. which are located at Prar near Pinang. Kuala Lumpur. Kuala
Terengganu. Johor Bahru and Labuan. The Ministry of Labour is also responsible for managing
the Centre for Instructor and Advanced Skill Training located at Shah Alam. Sclangor. There
are ten Industrial Training Institutes under the Department of Manpower. Ministry of Human
Resources. Several other industrial training institutes are planned to be established in the
foreseeable tuture. During 1986 — 1990, the number of skilled and semi-skilled workers
graduating trom public training institutions is expected to increase by almost 100 per cent
{sce Table H.5).

The institutional restructuring of the training system is aimed at enhancing private sector
involvement in the planning and implementation of vocational programmes. The government
has formed a National Vocattonal Training Council (NVTC) to supervise all public sector
training institutions. The private sector. with representation in the Council, the Trade Advisory
Committees and in the Standards and Certification Committee. is involved in the development
of training activities. including the determination of training needs. standards. and the structure
of the curriculum.

Table IL.S. Number of skilled and semi-skilled workers graduating from public training
institutions, 19811990

Course T981 - 1983 [986 - 199
Engincering trades 47001 88212
Mechanical trades 24.77% 47.595
Electrical trades” 13,543 3294
Civil engineering trades R.62] K932
Other engineering trades? 149 R
Building tradev %.162 18.776
Printing trades’ 360 675
Commerce 9.230 13,704
Agriculture 4,459 5738
Home science® 5.847 6,446
Others? 2954 6.163
Shill-upgrading 1.437 4.382
Total 79,630 144,096

Source: Fipth Malavsia Plan, 1986 1990,

a  Includes peneral mechames. general machining. ool and dic making. motor vehicle mechamies, welding, sheet
metal works, fabrication. marme eagineerig, and manutacturing courses.

b docludes clectocal installation and mamtenance. radio and TV servicing. retrigeration and air comlitoning,
clectnical Iittmg and armature winding. and clectronic engineering.

o Includes construction.

dIncludes material technology and fosd processing technology

e Includes carpentry and jomery . woodwork machinery. brichkkaving. and plumbing.

£ Includes hand composing. machine composing. offset printing. bookbinding, and fetierpress

¢ Iacludes sewing. cooking and catermg. cosmetology . and har-dressing

I Includes survesing, architectural drattsmanship. photography, Liborators science. dispensing optics. computer
programming and mtormation provessing, contectioners amd hotel caterimg, heavy plant operation. architectare,
and quantity sursevimg
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C. LABOUR PRODUCTIVITY, WAGES AND SALARIES

Although data pertaining to labour productivity are available at current prices covering the
period between 1975 and 1986, some trends emerge. The share of value added in gross output
has tallen in [4 out of the 28 subsectors of manutacturing (see Table 11.6). Dezlining value
added shares reflect several independent influences. in particular higher costs of imported
inputs due to the depreciating ringgit and profit erosion during the recession period 1975 - 1986.
Increasing value added shares in gross output were associated with above average growth
of labour productivity. i.c.. value added per employee. in 14 subsectors of manufacturing.
A higher labour productivity was. in most cases. achieved by switching to more capital-intensive
lines of production as indicated by declining shares of wages and salaries in value added.
most notably in chemicals. petroleum and coal products. glass and other non-metallic mineral
products. non-ferrous metals and transport equipment.

On average. manufacturing showed a higher labour share. as reflected by wages and salaries.
in value added in 1986 than in 1975. Higher labour shares do not, however. necessanly indicate
a more labour-intensive production process. They may rather reflect increases in the
remuneration for employees which could not be passed on to the consumers via higher output
prices.

An understanding of the relationships between wages. productivity and product prices is
necessary in order to determine the extent to which wage claims by workers are in line with
product prices which influence a firm’s ability to pay. During the first halt of the 1980s nominal
wages rose by 13 per cent per annum, while labour productivity increased by 4 per cent.,
lcading to an 8 per cent increase in unit-labour cost in the manutacturing sector. The increase
in the unit-labour cost coupled with an appreciation of the ringgit exchange rate resulted in
the loss of competitiveness of selected manufactures. High wage increases may have impeded
the international competitiveness of some manufactures such as textiles. Jeather products and
tootwear. as well as rubber products. Employment declined in relative or even in absolute
terms in these subsectors. Other export-oriented subsectors such as wearing apparel and
clectrical machinery. which were faced with similar wage increases were, however, able
to expand employment at far above average rates. In both of these industries. creation of
new jobs seems to have been achieved by investment in labour-intensive lines of production.

During the recovery phase conditions improved for virtually all manufacturing subsectors.
The Central Bank’s Annual Survey of Industrial Trend: showed that capacity utilization had
risen to 71 per cent in 1987 and to 80 per cent in 1989, with almost one-third of surveyed
firms operating at close to full capacity. However. indices of unit-labour cost presented in
Table I1.7 strikingly reveal a significant decline in the unit-labour cost in the manufacture
of clectrical machinery and appliances. Table 117 also shows that the unit-labour cost has
declined since the 1985 — 1986 recession in almost all subsectors of manufacturing, with the
exception of textiles and wearing apparel which experienced a rise in wages in 1988, This
was partly due to the downward adjustment of nominal wages and partly a result of
improvements in lubour productivity.

D. TRADE IN MANUFACTURES

Manutactured goods accounted for around 50 per cent of Malaysia’s exports in 988, compared
with 21 per cent in 1970, In the carly 1970s. more than 70 per cent of the country s exports
comprised primary commaodities, especially petroleum, rubber. timber, palm oil and tin. The
relatively high share of manufactures in total exports in the 1980s reflected the emphasis
on export-oriented industrialization which Malaysia pursued since 1968 after an initial phasc
of import substitution. Nonctheless. the country’s composition of manufactured exports
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Table 11.7. Indices of unit-labour cost of selected manufactures, 1975 - 1988

Teutiles and Rubber Foud Iron Electncal Tranvport
weanng products products stevt machinen cyuipment
apparel apphiamces

Year (1975 = 100) (1981 = 10

1975 100.0 100.0 0.0 100.0 X 645
1976 914 103.6 044 943 16.4 LR
1977 014 105.6 HET 1011 174 83.2
1978 4.6 1235 199 1336 554 7.6
1979 118.8 1399 1304 162.4 67.5 0.5
1980 1329 157.6 1334 166.7 863 852
19%1 15714 171.6 I66.1 193.3 100.0 100.0
1982 1%6.3 2121 Ix7.4 2051 852 1249
1933 203.3 2414 I85.8 2029 679 139
1984 17522 I82.4 1528 2799 93.0 1289
1985 I82.2 832 148.9 3774 93.0 1239
1936 178.9 171.7 130.5 4312 750 176.0
1987 1394 157.6 1335 3741 666 1329
1938 206.2 1345 4.7 3624 639 IR

Source: Gan Wee Beng and Soon Lee Ymg. Productiviry. Prices and Wage Gap in Malaxsian Manufacturing
Sector” (Kuala Lumpur. 1989). Reproduced from Malay sian Institute of Economic Research. Narional Economic
Outlook . 1990 - 199] (Kuala Lumpur. 1989).

Fig. I1.D. Share of manufactured exports in total exports, 1988 (Percentage)
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remained rather lopsided. with just 3 subsectors, namely textiles and textle products. electnical
and electronic machinery as well as miscellancous manufactures. contributing between two-
thirds to three-fourths of total anutactured exports in the 1980s. In contrast. exports of
resource-based products such as food. wood products and petroleum products suftered a drastic
fall in their shares of total manutactured exports.

Malavsia's clectrical and electronies industry has emerged as the single most important foreign
exchange carner within the marufacturing sector (see Table 11.8). In particular. the clectronics
industry developed very rapidly from virtually nothing in the carly 1970s. In the 1980s it
accounted for over half of manutactured exports. The output structur: was dominated by
compunents (30 -85 per cent of output) and within that subsector, semiconductons represented
80~90 per cent. However. Malaysia had not developed a sizeable electronic equipment
industry. cither for consumer or industrial electronics products. The industry's growth has
been inextricably linked to investments by transnational semiconductor firms which came
to Malavsia in scarch of cheap labour tor the wsembly of semiconductors.

In the recent export-led economic recovery. exports of electrical machinery and electrical
appliances grew significantly due largely to higher exports of television sets. radios and air-
conditioners, particularly to the United States. Japan. Singapore. Australia and the European
Community (EC). The broad group of electronic components. electrical appliances and other
electrical machinery rose sharply by 37.9 per cent to fetch an export carning of MS 15,164
million in 1988. compared with a 29.5 per cent increase in 1987, By 1989 electrical machinery
and appliaaces accounted for almost 57 per cent of manufactured exports (see Table 11.8).
The textiles and garments industries were the second most important toreign exchange carner
in Malavsia. accounting for 8.4 per cent of manufactured exports in 1989, Malaysia is a
relatively small textile producer by world standards. but has been highly successful in the
garment sector, essentially commissioning work for foreign clients. The country has a
competitive supply of polyester fibre. but all its cotton requirements are met by imports.

Fig. ILE. Share of electrical machinery and appliances in manufactured exports, 1988
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Whereas the textile industry has been attuned to the domestic market under relatively high
ctfective protection. the garment industry has developed predominantly as an enclave industry
for exports. with local fabour as the only major domestic input. The garments sector has
continuously modernized and expanded its share in the lucrative markets of the United States
and the EC. However. the industry is now increasingly exposed to external and internal
vulnerabilities. Overall world consumption of fibres is projected to grow considerably slower
in the future (1.6 per cent) than it has in the past (4.6 per cent per annum siace 1950).
Furthermore. quotas under the Multifibre Arrangements (MFA) have been steadily tightened.
For those products included under the MFA. Malaysia falls within the category of countries
tor which growth is limiited to 6 per cent. In addition. recent and ongoing invesiments into
highly efficient and largely automated cquipment. particularly in developed countries and
newly industrializing economies. are likely to cause an even stronger shitt to supply high
quality. high tashion textiles and garments to those countries. Textile labour costs bave also
risen quickly in Malaysia and are now well above those in some of its principal competitors
— China. Indonesia. Pakistan and Thailand.

Fig. IL.F. Composition of manufactured exports, 1988 (Percentage)
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Table IL.8. Compasition of manufaciured exports, 19831989
(Percentage)

1983 1984 1985 1986 1987 YRR 1989

Food, beverages and tobacco 7.1 6.7 6.3 6.3 6.0 A 19
Textles, clothing and footwear 9.7 9.2 0.4 10.8 1.3 90 R4
Wood pridducts 5.0 14 29 R 4.2 14 10
Chemicals and petroleum products 0.8 127 12.8 9.1 K3 LA 6.5
of which.

Petroleum products 6.1 7.4 7.9 4.2 7 20 2.7
Non-metallic nuneral products 1.1 1) 1.2 13 1S 1.7 1.8
Manutactures of metal 2.8 2.4 29 4 X 4.4 19
Electrical machinery and apphances 4.8 54.0 2.3 55.6 54.2 6.3 §6.7
of which:

Electronie components RUR ] .2 ISR R.0 L2 2.3 27K
Transport cquipment s 4.7 4.6 14 16 i 4
Other manufactures SR A 6.6 6.6 7.2 101 1.4
Total 100 100 100 100 100 100 100

Sowrce: Government of Malay s
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Despite stift competition from other textile-producing  countries and increasing  neo-
protectionism in developed countrics, exports of textiles. clothing and footwear expanded
turther by 18.5 per cent in 1988. The strong growth of the sector reflected largely the increased
export competitiveness of all textile items. clothing and footwear. Other contributory factors
« the substantial gains in export carnings were the ability of local manufacturers to increase
exports of non-quota items particularly to the EC countries. better utilization of gquota
allocations. and increased exports of higher value apparel to the United States. Nevertheless.
having utilized more than 80 per cent of the allocated quota of exports to the United States,
as stipulated under the MFA, Malaysian textile and apparel exports are secking diversification
into new destinations. especially to non-guota countries and areas such as Japan. Australia.
Hong Kong and the Middle East.

Almost all other manufacturing subsectors have also contributed to manufactured export
expansion in recent years. but their shares in total exports have remained small or even declined
(sce Table IL.8). A sharp fall in the share of transport cquipment in manufactured exports
in 1988 was caused largely by lower orders for ships. boats and floating structures. which
had been the largest contributor to growth in the sector since 1984 as well as reduced exports
of commercial vehicles. Nevertheless, exports of the national car. PROTON SAGA. increased
to 864 units in 1988 from 312 units in 1987 to meet orders from several countrics. including
Ircland. New Zealand. Jamaica. Sri Lanka. Brunci Darussalam. Bangladesh, Malta. India
and more recently, the United Kingdom of Great Britain and Northern Ireland. In the case
of petroleum products, depressed prices of crude o1l had resulted in fower export earnings.

Malaysia’s manufactured export performance is heavily influenced by its competitiveness
relative to neighbouring East Asian countries. A major impetus is hkely to come from additional
pressures on the unit labour costs of the successtul NIEs. Large current account surpluses
in those countries are heing transformed into foreign exchange reserve accumulation and
pressures to appreciate the currency. In addition, wage increases in local currency terms in
those countries tend to outstrip productivity gains. The NIEs are also likely to come under
increasing pressure to adjust because of their large trade surpluses with the United States.
They face increasing threats of neo-protectionism in the form of non-tarift barriers including
voluntary export restraints. anti-dumping charges. restrictive quotas and abolition of the
generalized system of preferences (GSP). Malaysia stands to gain from these external
developments both in terms of its ability to compete directly with the Asian NIEs and through
the forcign investment inflows it could attract in the future. The NIEs themselves have become
major exporters of capital and promoters of industrial redeployment to tavourable locations
that provide relative satety against protectionism and few distortions affecting export-oriented
industries. It Malaysia continues to succeed in this regard. the recent tempo of foreign direct
investment flows could be sustained.

Three-fourths of Malaysia’s exports are destined for four markets: the other member countrics

of the Association of South-East Asian Nations (ASEAN), Japan. the United States. and the
European Community (see Table 11.9). Within the ASEAN group. Singapore is by far the
most important market. While the relative amount exported to these markets has remained
constant over the past five years, there has been some change in the direction of exports.
Singapore’s share of Malaysia’s exports has decreased slightly — by 4 percentage points
~ ay Malaysia began to export more directly to other countries and less through Singapore.
The refative share of exports to the United States has increased by about the same amount.
The United States is Malaysia’s largest market for manutactured goods. During 1986 - 1989,
exports to the United States exceeded those to the EC. making the United States the third
fargest market for Malaysian goods (overall exports) after Singapore and Japan. Japan and
the EC are large importers of raw materials from Malaysia. The principai export destinations
also constitute the main origins of imports.
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Table I1.9. Destination of exports, 19831989
(Pere. aage)

Destination 1983 1934 1985 1986 1987 1988 1989
ASEAN countries 28.5 26.7 25.8 21 2422 R 255
of which:

Singapore (225 (20.h (199 d7.h 8.2y (9.3 (19N
Japan 19.6 223 44 225 19.5 16.9 16.1
India 24 36 28 6 29 25 1.3
Australia 14 .6 1.7 21 2.2 2.4 22
European Community 14.6 12.6 14.5 14.6 4.3 144 154
United States 13.2 13.6 129 16.6 16.6 i7.4 i8.7
USSR 2. 1.3 1.2 0.9 0.8 0.6 0.9
Other 18.2 8.3 16.7 18.5 19.5 214 19.9
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Bank Negara Malaysia. Quarterly Bulletin, various issues.

Fig. I1.G. Destination of manufactured exports, 1987
(Percentage)
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Malaysia’s heavy dependence on manutfactured imports is revealed by the fact that in 1981
manufactured imports accounted for 81.5 per cent of total imports, and this share had declined ‘
only to 76 per cent by 1987. The performance of imports during the 1970s and 1980s was

largely influenced by domestic demand for intermediate ard investment goods including basic
metal, machinery, clectricai/clectronics and transport equipment. Imports of intermediate 1
and investment goods accounted for 75 =80 per cent of total imports in the 1980s (see Table

11.10).
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While manutactured imports continued to increase over the vears, there was also a sigmficant
increase in the level of import substitution for some industries. By the carly 1970s. Malaysia
had already completed the import-substitution phase for several light manufactures such as
beverages and tobacco. wood products and rubber products. During 1973 - 1981, the “casy’
or “first stage” of import substitution was further intensified for the remaining Light
manutacturing subsectors. namely food products and textile products. as retlected by the tall
in their import ratios from 29.2 per cent and 85.9 per cent in 1973 to 171 per cent and
38.5 per cent in 1981, respectively. There was also a substantial improvement in the level
of import substitution for some heavy industry products. particularly paper and pulp. petroleum
products and transport equipment. However. the level of import substitution for most
intermediate and investment goods was inadequate to meet the demand for these goods as
indiciated by their persistent dominance in the import basket of the 1980s.

Table 11.10. Compeosition of imports, 1983 — 1989
(Percentage)

[YR3 1984 1985 1986 1987 1988 1989

Consumption goods 19.0 9.7 218 229 225 236 2N
Food 56 58 6.0 0.0 37 54 4.7
Beverages and tobaceo 1.0 0.7 0.7 0.7 0.6 0.5 0.1
Comsumer durci fes 4.0 19 4.8 52 bt 78 7.5
Other 8.4 hits 10.0 109 .8 vy 9.3

[nvestment goods RIR 32 RIN 288 284 .2 RE IR
Machineny 10.7 1.0 0.8 8.7 8.2 89 10.6
Transport cquipment 54 4.1 4.3 I 37 33 6.0
Metl products 6N 6.4 37 A 56 6.0 6.5
Other Q.0 i4 10.4 gy 109 10.4 1.2

Intermedute goods 47.¢ 463 46.5 47.5 480 16 427
Manutactuning inputs 284 . 94 4.8 36.2 0 RRRY)
Constructiion inputs 3v 37 30 23 23 26 2.5
Agriculture inputs 1Y 23 2.5 24 23 24 7
Crude petroleum 53 8 7 20 1.5 () (N
Other bl 6.5 78 6.1 h h I |

fmport lor re-export 1.5 i1 (IR oY I.1 10 11
Tin ore 14 0.8 0.7 07 0O.R 0.N
Crude natural rubber 0.2 0.4 0.2 0.2 0.3 02

Total 10 100 100 L)) 10 100 HW

Sowerce Banh Nevara Malasse Quarrerly Bullean tKaala Lumpur May June 1990

Japen. the ASEAN member countries. the United States. and the EC were the principad orieins
of imports to Malay sia (see Table L TH, accounting for some three-fourths oi the total over
the past five sears. In 1987, Japan became the Targest single source of imports tor the country
replacing the ASEAN region. However, Jupanese exports to Malaysin. comprising mostly
capital goods, have declined inthe T980s, in relative terms. with the tall-ofF in capital tormation
and the strengthening of the yven i recent years. The Japanese share now stands at 24 per
cent, up 37 per centover TOR60, as o result of increased imports of electrical and clectronic
intermediate imports, compared with @ 26 per cent share recorded i TOR4. The share ol
imports tron the United States has inereased over the sears, Timports from the United States
include electrical components Tor export-oriented manubacturing activities,
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Fig. 11.H. Composition of manufactured imports, 1988 (Percentage)
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Fig. IL.I. Origin of imports, 1987 (Percentage)
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Table 11.11. Origin of imports, 1983 - 1989

(Percentage)
Origin 1983 1984 [Y8S 1986 1987 1988 1989
ASEAN countries 18.8 9.4 224 21.5 20.8 18.7 8.8
of which:

Singapore (139 (130 (59 1S (14D (13D (13e
Japan 25.2 26.3 23.0 20.5 217 23S 4.2
India 0.7 0.8 0.8 0.3 0.8 0.7 0.7
Australia 4.2 4.0 4.1 42 4.1 4.1 KR
European Community 14.0 13.4 4.4 i4.6 13.4 13.4 139
United States 16.2 16.3 15.2 18.8 18.7 17.7 169
USSR 0.1 0.1 0.1 0.1 0.2 0.2 0.3
Other 20.8 19.7 20.0 19.5 203 217 214
Total 1000 1000 1000 1000 1790 1000 100.0

Source: Bank Negara Malaysia. Quarterly Bulletin. various issues.

E. INVESTMENT AND FINANCING PATTERNS

Predominance of public investment

The government’s participation in economtic activities through direct public investment was
hitherto the favoured option in order to achieve the intertwined objectives of increasing the
participation of Malavs in manufacturing and commercial activities and enhancing cconomic
growth. The heavy expenditure of the public sector has been pivotal in sustaining the rapid
growth rate of the economy since 1975, Public investment constituted about 40 per cent of
iotal invesiimeni in the carly 19705, incrcasing to 50 per cent in 1982, By 1985 it had surpassed
private investment with its share accounting for 55 per cent of total investment. Since 1986.
however. public investment has been curtailed in the wake of plummeting oil prices leading
to a fall in government revenue. In 1989, private investment totalled M$ 13.6 billion, compared
to public investment at M$ 7.5 billion.

During the 1980s, an important contributor to the growth of the non-financial public enterprises
(NFPEs) scctor has been the government’s endeavour to establish a heavy industrial base.
The creation of the Heavy Industry Corporation of Malaysia (HICOM) in 1980 set the stage
for the government’s involvement in large industrial projects. Since its creation. HICOM
has invested in 1S companies. including PROTON SAGA and Perwaja. with a capital
investment of over M$ 2 billion. Allin all, the share of NFPEs in manufacturing value added
was estimated at around 24 per cent in 1986, one of the highest ratios in the non-socialist world.

Often the expansion of autonomous corporations and holding companies has been in arcas
not envisioned at the time of their establishment and with little comparative advantage for
public ownership. As 4 consequence. they have probably displaced private investment and
have certainly added to the external debt and 1o the fiscal burdens of the government,
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According to the Central Information Collection Unit (CICU) as of September 1988. of the
1.171 NFPEs (for which information was collected by the CICU). 38 companics have been
sold ur privatized. The remaining 1.133 companies included companies in the ficlds of
agriculture, construction, ¢xtractive processes. finance. services. manufacturing and
transportation. The major concentration is in the areas of manufacturing. services. agriculture
and finance. Out of these 1,133 companies. 286 companies have been identified as non-
operational companies (see Table IL12).

Table 11.12. Government companies by industry and status, 1988

Industny Operational Non-operational Texal
Agriculure 108 35 143
Building and construction 89 40 129
Extractive industries 19 6 35
Financial institutions 102 12 P4
Manutacturing 250 X2 332
Services 22 71 297
Transportati-n hR) 6 o
Others - 4 4
Total 847 286 1.133

Source: Ministry of Finance, Malaysia. Economic Report 19838 89 (Kuala Lumpur. 1988).
« This categorization does not accessartly correspond o that of the System of National Accounts.

The latest financial data covering 770 NFPEs indicate that 387 companies recorded accumulated
profits amounting to M$ 4.6 billion. while 383 companies suffered accumulated losses of
MS$ 5.6 billion in 1988. The classification of these companies by the size of government equity
holding is shown in Table I1.13.

Table 11.13. Performance of government companies, 1988
(Millions M$S)

Government Number of Accumulated Number of Accumulated
cyguiny companics profits companics lonaes

(Pereentage) tMS) I1MS)

20 - 3 hA %3 13 107

0 S0 70 177 47 RUM

More than S0 262 4.208 303 h N AR

Total 387 4.868 383 5.610

Semree: Ministrs of Finance. Malavsia. Economic Report 1988 89 (Kuala Lumpur, 198X).

Crucial role of the private sector

Following an investment boom in the carly 1980s. there was a marked decline in new capital
formation in Malaysia, particularly in the private sector. Gross capital formation in the private
sector did not increase significantly until 1988, The share of private investment in GNP was
helow 15 per cent in 1987, Excluding oil and gas investments. it was around 10 per cent,
which was well below the average share during the 19705,
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Private investment in manutacturing rose by 26.4 per cent in 1988, compared with a decline
of 1.7 per cent in 1987, Paucity of data does not permnt an analysis of the private investment
pattern across the subsectors of manufacturing. However. some idea about subsectoral
investment pattern could be gauged from a survey of 220 karge companies by the Department
of Statistics (DOS). The survey furnishes information on capital expenditure in manufacturing
subscctors during 1985 — [988. The pattern of investment in manufacturing reveals a significant
increase in the share of electrical products over the vears (see Table 1 14). Capital expenditure
in electrical products was estimated to have increased by 42.8 per cent in 1988, This was
in anticipation of higher sales in 1988 and 1989. Buoyed by the rising demand for passenger
cars and commercial vehicles a MS 29.6 million capital expenditure was planned in transport
cquipment for the vear 1988, However. this was 24.9 per cent lower than the level of investment
in 1987. On the other hand. in tood manufacturing. total investment planned tor 1988
represented a 16.9 per cent increase over 1987, Most of the investments were tor the
manutacture of new products and expansion of capacity to cope with the rising demand.
Similarly investment in textiles also rose significantly in 1988, Other manufactures. such
as rubber products. industrial chemicals, plastic products and fabnicated metal products were
expected to incur higher capital expenditure in 1988, Enterprises in this segment of
manufacturing were operating at almost full capacity to make a positive supply response to
rising demand.

Table 11.14. Sectoral investment pattern- . 1985 1988
(Millions M$S)

Sector Industny 1985 1986 1987 [YSN?
Rubber 364 0.5 18.0 R
Paln: oil 1212 ied NT.T 1372
R 232 (19 RUX 131.3
XN 32 14.4 1.6

Manutacturniag 63].5 6132 6354 Tav 0
(I RILIY (A1) thnh

Food 92 ] 123 hRY 663
(4.5 (IN3 IN.O) 18.60

Tesnles 7 A 82 154
05 [ 0.7 12

Petrolcum refining RGN T 1234 e 7
12 [P (IN.th s

Non-metallic nuneral products ns s 38 49
35 4.9 0.5 R

Elecirical produers 1528 155.4 22 330
(242 253 133 4y 0.7

Transport cquipment 274 634 3.4 296
4.3 (10,3 th () 12.5)

(nher manutactured products 2563 17700 207X 237N
(4. (289 1R R

Construction 0.l ] 4 12
Wholesale and retasl trade 1283 ISS 8 6.6 1204
Hotels 14 (TR X6
Banks and other timancid nstitutiops 251 6 2159 176 3 163 2
Insurance, real estate and business services IX0 73 X3 X3
Tranvpon 20603 bio 4 AL NS
Total 1.491.5 1.6 1.364.5 1.693.7

Sowrce: Mty of Finance. Malavsia, FEoononie Reporr JOSS ¥ (Kuala Lumpur, [985)
o Based on the Survey of 220 large companies by the Departinent of Statistics

b Eachuding peteolenm and gas

o Scecord halt ot 1986 onky

o Capital expenditure planned lor U8R

Notes Figures s parcntheses denote pereentage shares of ivestment i manutacturing
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Although foreign investment accounted only tor a small share in GNP (roughly 2.5 per cent)
it was heavily concentrated on manufacturing activities. and within manutacturing on subsectors
such as electrical and electronic products. rubber and food products as well as chemicals
and chemical products. The response to the government's policy of investment liberalization.
which started with a relaxation of toreign equity guidelines. is clearly retlected in the upsurge
of proposed called-up toreign capital from MS 750 million in 1987 to slightly over MS 2
billion in 1988. More than one quarter of this total amount was approved for investments
in the manufacture of clectrical and electronic products where domestic investment plays
only a minor role. According to the Malaysian Industrial Development Authority (MIDA)
approvals. foreign investment has outpaced private domestic investment in manufacturing
In recent years.

Table 1115 provides an indication of the geographical pattern of capital inflows. Projects
approved with foreign participation in 1987 and 1988 show that Japan was the most important
source of foreign investment. contributing roughly one-third and one-quarter of total approved
investment in 1987 and 1988. respectively. The newly industrializing economices of Taiwan
Province. Singapore and Hong Kong have increasingly emerged as important foreign investors
in Malaysia. reflecting rising labour costs in these countries which encourage a redeployment
of labour-intensive manufacturing subsectors. Among the non-Asian nations, the United States
and the United Kingdom were major sources of foreign investment. with the United States
taking a lead over the United Kingdom in recent vears.

Table 11.15. Origin of foreign equity in approved projects, 1981 — 1988
(Millions MS)

TYST - Y85 1987 [YNN

Australi 13%.749 29.650 Y XN
Austria 17.689 . 3430
Bahamas 4.867 1570 .
Belgium 6,330 4.000) 3.087
Canadi 14.830 11.203 387
Dennvark. Sy 3025 sS4
Federal Republic o Germany 67291 10,056 25574
France 4 XM 15,050 131,750
Holand 6,724 - Q2508
Hong Kong 17587 27827 129518
India 20765 28250 32050
Indonesia 1 156 LY IRBRLY
Ttaly [4.529 50600 16,000
Japan 92829 ARITIR % i NORI
New Zealand \- (33 . ,“5”
Norway G605

Pakistan P41

Philippines RAS Y] )

Republic ot Korea 22.R816 [.9us 23,300
Satht Arabig 29,322

Sugapore F65 381 PRS0 AR
Swaden 14 338 04 b1 204
Switzerland 20,980 §457
Tarwan Provinee ERILER 118,439 iNg 2
Thanland i, 880 635 15321
Uonted Kingdom 201,730 21021 94800
Cmted States 139,980 6n].272 288N
(nhers N8 818 i, UYL Vi uxnT
Total 1,801,541 750,003 2,000,475

Sewerces MDA Report onthe Pertormany ¢ of the Indistread Secior tkaala Lampur, 89890 Ly Modssi Plan
JoSn 1990 tkuala Lompur, [9%86)
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An underdeveloped small-scale sector

Declining contributions of the small-scale enterprises to fixed assets. value added and
employment characterize the pattern of industrial investment in Malaysia. Table 11.16 shows
the size structure of manufacturing tirms for 1978 and 1986. Firms with less than 100 employees
represent about 81 per cent of establishments. but only 30 per cent of employment. 21 per
cent of value added and 18 per cent ef fixed assets in 1986. In all categories, these firms’
importance in manufacturing has declined since 1978. Growth has instead been more rapid
in medium-sized firms. employing 100—200 workers. Large firms have also increased their
share in value added and fixed assets. The decline of firms with less than 100 workers is
also thought to be both cause and symptom of an industrial structure that is characterized
by limited backward integration from the large exporting and final goods producer to smaller
producers of intermediates.

Small-scale industries are currently engaged in producing mostly finished goods such as
foodstutts. turniture. handicrafts. fabricated metal products. wood-based products, textiles
and clothing. The medium-scale industries are more active in the processing of beverages
and tobacco. ¢lectrical and electronics products. chemical products and non-metallic mineral
products and the production of automotive components and parts.

Financing. marketing and technology upgrading are the major problems aftecting the growth
of small-scale firms. Downstream financing. quality control and technical assistance from
medium- and large-scale firms are largely absent in Malaysia. In fact. the industrial structure
in Malaysia does not seem to be conducive to backward integration for two reasons. First,
the preponderance of transnational and foreign companies in Free Trade Zones implies that
a major segment of manufacturing probably already has a well-developed upstream linkage
with subsidiaries or affiliates abroad. and there is little incentive to develop domestically-
located upstream firms. Second. the comparative advantage of Malaysia stll lies in assembly
activities. especially in the electronics and apparel subsectors, where the scope for upstream
linkage is small because of limited comparative advantage in intermediate production. As
the manufacturing structure evolves towards other final goods. however, including wood.
rubber. other resource-based products and automobiles. the scope for integration may increase.

Table 11.16. Size structure of manufactaring firms, 1978 and 1986
(Percentage)

Total Number of Vilue of Value Fived
Size group  emiployment ustablishiments ol output added ety
by aumber
cmployees 1978 JORO 197X 1986 1978 1URG 1978 19RO 1978 1986

Below 50 161 663 ({3 126 9.0 17 94 j0.3 X4
50 99 . 143 163 16.7 13.6 139 14.2 1.3 12.5 9.4
Below 100 0.4 K26 Ri.i 262 234 259 20.7 A | V7.7
Hy R 185 8.7 1R 1% 8 21X 178 17.5 16,3 10.1
200 and

ihove . St R7 7.7 AR S4.7 862 6% oYy 6589

Sowerce: Department of Statisties, Survey of Mannfacturing Industries, various issues,




A recent study * revealed that 68 per cent of domestic-oriented firms marketed their products
through direct sales while 29 per cent marketed their products through agencies. The small
size of the domestic market has been one of the tactors contributing to the low rate of capacit~
utilization of less than 45 per cent among the firms surveyed.

Currently many small- and medium-scale industries (SMIs) are occupying land with temporary
oceupation licences while others are tenants. Most of these SMIs are located in areas that
arce not designated as industrial sites. The insecurity of tenure generated by this situation
tends to foree the SMIs to relocate. resulting in unnecessary expenditure for these firms which
have limited access to capital. Even SMIs which own their factories or land are taced with
problems of not having enough land or building space to expand.

The Malavsian Industrial Master Plan has formulated various new development strategies
ior the modemization of the small-scale industries in order to enhance their participation
in the industrialization process. Towards this end an extensive network of modern ancillary
firms will need to be developed. with a focus on creating maximum linkages among industries.
The government is aware of the fact that inadequate finance is inhibiting the expansion of
small-scale manufacturing activities. and new imtiatives are under way to direct more
institutional finance to small firms.

Sources of industrial finance

With a high gross domestic savings rate of around 37 per cent Malaysia has been able o
mobilize sizeable financial resources for industrial development. In 1988 the How of capital
tfunds was as large as MS$ 24.9 billion, representing an increase by MS (0.6 billion over the
1987 level. The higher 1w of tunds arose because of a strong surplus in the current account
and corporate investment. which was. however. more than oftset by a net capital outtlow
in terms of net repayments and prepayments of external debt by the government.

The sourcing and tunding of capital for industrial development in Malaysia is supported by
a well-developed capital market with a broad range of private and public sector financial
institutions. i.¢.. Central Bank (Bank Negara Malaysia). commercial banks. finance companies.
insurance funds. merchant banks. development finance institutions and savings institutions.
More than 70 per cent of total assets are held by the banking system which comprises the
Central Bank. commercial banks. merchant banks. finance companies and discount houses.

Given a significant increase in the total assets. the loans and advances extended by the financial
institutions to the private sector and non-financial public enterprises increased significantly
by MS 8.3 hiifion, representing an 11 per cent increase in 1988 compared with only a marginal
increase of less than 1 per cent in the previous vear. About MS 2.5 hillion of the increase
in 1988 was channelled into the manutacturing sector (see Table H.17). The manufacturing
sector thus became the largest recipient of foans in 1988, though the housing and real estate
sector kept its position as the largest debtor due to carlier commitments.

These guidelines of the Central Bank have been introduced in the past in order to ensure
that priority sectors (namely the Bumiputera community, enterprises engaged i agricultural
tood production. house buyers and small-scale enterprisesy have ready access to bank credit
it reasonable costs, In the past. these regulations have proven to be severe restrichions for
the lending activities of the private banking institutions in Malaysia. When the old lending
suidelines had expired at the end of 1987, the government imposed fess restrictive lending
guidelines in March 198X in order to ensare an orderly supply ot loans and cquits 1o the
manubacturing sector.

Insttute of Deselopun Boonomies, Changes i the Indistrad Sevuction e and the Role ot Small and Mediim
Scale Industries or S Foononpes the Cove of Malavsa vEokvol Febraany 1987
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Table I11.17. Credit flows® to main sectors. 1987 and 1988
(Billion MS)

Annual change As at end of 1988
Sevtor 1987 198X (Percentage)
Loans 04 8.3 %30 %99
Agriculture -0.1 03 54 L
Mining 0.1 04 i1 .2
Manuracturing 0.1 25 13.6 4.8
Construction 0.1 04 59 64
Real estate 0.6 04 123 13.3
Housing 0.6 1.5 4.2 154
General commeree -0.3 0.7 I3 122
Business services -2 (18] 19 21
Transport -0 0.2 1.4 L3
Consumption credit .. 1.0 KR 4.1
Other 04 0.8 12.1 13.0
fnvestment in corporate seeuritics 1.3 07 9.3 10.1
Credit 1o private sector 17 9.0 Y23 i00.0

Sowrce: Ministry of Finance., Malavsia 1988 89, p. 82
a Includes credits to non-ninancial public enterprises.

Under the new guidelines of March 1988 commercial banks are required to extend new loans
amounting 1o at least MS 300 million to small-scale industries. At least halt of this zmount
is to be credited to Bumiputera companies. These guidelines pertaining to MS 3(X) million
loans are also applicable to loans given under a special loan scheme of the Credit Guarantee
Corporation (CGC) and loans due to the Enterprise Rehabilitation Fund (ERF). The CGC
is a special finance institution providing guarantees for loans to small-scale enterprises. The
members of the CGC are the Bank Negara Malaysia and the commercial banks. The ERF
of MS 500 million has been set up by the government to encourage the banks to extend
assistance to ailing Bumiputera enterprises. The commercial banks were required to lend
at feast 20 per cent of the total loans outstanding, as at 31 December 1987, to the Bumiputera
commumity and for agricultural food production. Similar regulations have been implemented
for finunce companies.

Within the banking system, the commercial banks maintain their leading position accounting
for more than 60 per cent in the bunking system and more than 40 per cent of the total assets
outstanding (see Table 11 18). There are currentiy 39 commercial banks operating in Makaysia.
of which 16 arc toreign incorporated. AH major banks have computerized their operations
to expedite the process of transactions. Further improvemients in the banking system are
expected from a new code of conduct dictated by the Central Bank.

The focus of the commercial banks™ fending activities has dramatically turned towards the
manufacturing sector in [98K. even though the real estate and construction sector still recorded
the highest level of debt outstanding (sce Table T 19, This change in the fending activities
of commercial banks was duc to the strong cconomic expansion and the change of lending
guidelines in 1988, In 1988, M$ 1,974 million were allocated 1o the manutacturing sector,
comparcd with M5 159 nulfion in [9R7. This represented ncarly il of the total loans extended
by the commercial banks in 198K, Within the manutacturing industry the bulk of credits went
into the processing of raw materiaisy and the production of clectrical machinery and appliances.
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48 Structure and Performance of the Manufacturing Sector

Another source of financing for larger manutacturing enterprises is the Kuala Lumpur Stock
Exchange (KLSE). The KLSE is a voluntary association of stock and sharebrokers. At the
end of 1988. the shares of 164 industrial companies were listed at the KLSE. However, the
crash of the New York Stock Market on 19 October 1987 led to an immediate decline in
trading. Hence. in the carly part of 1988 cautiousness among investors dampened market
activities. However. due to the optimism stimulated by the recovery of the economy in 1988
the monthly trnover in the second halt of 1988 gained momentum and reached around MS$S
| bitlion.* However. the KLSE is still highly vulnerable to developments on the Stock Exchange
of Singapore (SES) because of its historical link. In order to reduce this vulnerability and
to stabilize its activides the Government of Malay st decided that in 1990 the KLSE is to
be separat. d from the SES by delisting all Malavsian-incorporated companies trom the SES.

F. INDUSTRIAL LOCATION

The tocus on regional balance in industrial development was apparently Licking in the promotion
of industrizl development by the Malaysian Government in the 1950s and 1960s. Tax holidays
eranted under the Pioneer Industries Ordinance of 1958 and. in particular. the establishment
of industrial ostates and Free Trade Zones. had a discniminating impact on the regional
dispersion of manufacturing activities. ** All industrial estates that were set up in the 1960s
were concentrated around urban arcas in regions with higher than average income levels **#
Furthermore. investment in infrastructisre such as roads and highways as well as the
communications network tended to be directed towards the same arcas. Thus. there were
significant incentives tor industrial enterprises to settle down in more developed regions which
were reinforced by agglomeration advantages from the proximity to urban arcas.

This resulted in a rather skewed pattern of regional dispersion of manufacturing activitios
in Malavsia. By the carly 1970s. three-quarters of manutacturing output originated from the
richer Western states of the country . eapecially from Selangor. neighbouring Kuala Lumpur.
and Pinang which benefited from its harbour and the carly establishment of a FTZ.

The only other major concentration of industrial activities emerged in Johor. across the
causeway from Singapore. All other regions especially those with low income levels such
as the Northern States could not attract more industrial investment and tended to lose importance
in relative terms.

Beginning in the carly 1970, increasing stress was placed on a more even regional dispersion
of industries in cconomic policy-making. In contrast to marginal policy measures in the Second
Malaysia Plan (1971 = 1975) towards regional balance in industrial development. the Third
Malaysia Plan (1976 - 1980) spelled out measures to improve the relative degree of
industrialization in the lowest income states. These included the establishment of new growth
centres and the location of a number of government establishments in these arcas. In order
to encourage investment in the fess developed states o broad range of measures was adopted.
including Niscal incentives. the development of industrial estates and ready -built factories as
well as the improvement of electricity . interregional ighways, marketing centres and ports.

© Bank Newara Malassin, Annial Reporr TOSS (March 1985

< See Dean Spimanger. Idstealianon Polices and Recionad Fconomie Development i Malaysia iSmgapore.
[NATA]

In FOSS . states wiih tigher than average pes capria mcome mctuded Ruaka Lumpuor. Schangor and Neeen
Semhilan i the Central Region, Pulan Piang o the Nosthern Regon and Terenpeancee m the Bastern Region
Al other states had per capare incomes below the natwnal average. According 1o the Frith Malaysi Phan. the
regional distribution of income was mot cxpected 1o have changed simmificantly by 1990
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50 Structure and Performance of the Manufacturing Sector

Attention was focused on creating external economies in less developed areas and on preventing
cxcessive growth of the already existing urban centres. The policy was also intended to place
particular stress on the integration of the growth centres with their hinterlands.

These policies were however partly oftset by the government’s continued ettort to attract
toreign direct investment to newly established FTZs. all of which were located in more
developed areas. leading to a rather limited degree of regional spread of manutacturing activities
(sce Table 11.20). The Northern States continued to remain the industrial hinterland while
the main thrust of industrial investment still tocused on Penang. Selangor and Johor as it
did in the past. These three Western States attracted three-fourths of all proposed projects
in 1988 (see Table 11.20). Among the Southern States, Malacca, with its FTZ. and Pahang,
the State bordering Kuala Lumpur to the East. recorded an upsurge of proposed capital
investment in 1988.

Sabah and Sarawak. the two outlying states, have remained industrially less developed than
the Northern States. Manutacturing activities in these two states encompass a few large-scale
operations with heavy government and/or foreign participation. These include the Sabah Gas
Industries. which produces methanol and hot briquetted iron, and the ASEAN Bintulu Fertilizer
which produces ammonia and urea. In 1988, a proposed major investment project with financing
trom France was meant for the production of unwrought aluminum in the Aluminium Industry
of Sarawak.

In August 1990 Malaysia, Indonesia and Singapore approved the formation of a “growth
triangle” designed to attract toreign capital. The triangle encompasses Malaysia’s Johor State.
Indonesia’s Batam Island and Singapore. This triangle would help to combine the land. labour,
water and gas of Malaysia’s Johor State with the managerial talent available in Singapore.
and would foster industrialization in Johor State within the framework of the “growth triangle”.

Table 11.21. Location of approved projects by State, 1987 and 1988

(Pereentage)
Number Total proposed
of Potential capital
approvals cmplos ment mvestiient
Location 1987 198X 1987 TORY 1987 YRR
Northern States s0 9.7 5.6 12.6 28 6.4
Trenginu 0.7 1.3 0.2 20 0.2 21
Kelantan 1.0 1. 1.2 1.1 0.1 0.6
Perhis . 0.2 . 0.1 . 0.1
Kedah R 6.8 41 U 25 i6
Southern States 2y REN RN R 6.4 02
Puhang 23 12 64 34 RIR) 9.0
Malacca 10 I8 (W] 54 13 167
Johor 275 276 236 ALY 19X AR
Western States 621 AR SR} 387 708 (R
Perak 4.0 6 S 26 77 "Wy Yy
Sclangor 382 0 M7 i3 Il 0
Nearr Sembilan 0 24 13 20 X 0N
Penang (R 1o W7 (R 17 Ui

Total 298 662 5430 121,39 A348.2 7.484.7

Sowrce MIDAL Report om the Pertormance of the Manutacturnre Sector ToSS ckaabe Lumpar, Limsary 1984
o Bather actual beares or i MS aallion




POLICY FRAMEWORK FOR INDUSTRIAL
DEVELOPMENT

A. NEW ECONOMIC POLICY

The year 1990 marks the end of a twenty-year perspective Plan which spelled out the new
cconomic policy (NEP) for the period 1970—1990. The NEP embaodied the twin objectives
of cradicating poverty and restructuring Malaysian society. The objective of a more even
distribution of income and wealth was therefore accorded top priority in the Sccond Five-
Yzar Plan (1971 - 1975). the first in the series of four Five-Year Plans destined for the
implementation of the NEP. In tunc with the prime objective of increasing the participation
of Bumiputeras (indigenous Malays) in industrial development. industrial policy has been
in favour of the Bumiputeras. Accordingly. it aimed to increase Bumiputera participation
in corporate equity from around 2.4 per cent in 1970 to 30 per cent by the year 1990,

In pursuit of the above objective special credit facilities for Bumiputera industrial firms.,
restructuring of corporate equity . and special regulations governing the composition of equity
in foreign-owned companies were initiated. The government set up numerous trust agencics
to own and hold shares on behalf of the indigenous community. A number of public enterprises
have also been set up in commercee and industry. The theoretical underpinnings oi the NEP,
however, encompassed a growth rather than a redistributive strategy in order 10 eradicate
poverty by the year 1990,

Policies and programmes for industrial development as embodied in the Fifth Malayvsian Plan
(1986 — 1990) and 1n the IMP are focused on aceelerating growth and on enhancing development
of selected industries more attuned to the country’s resource availability and comparative
cost advantage. moving from an essentially inward looking ., domestic-oriented sector to once
which is more outward-oriented. Basic strategies and direction for industrial development
include:
(i) aceclerating outward-oriented industrialization. with a focus on large-scale oxpansion
of manufactured cxports:
(i) developing resource-based industries for export:
(i) diversifymg and upgrading non-resource-based industries for export:
(iv) selectively promoting strategic heavy industries to support cxport industries:
W) making positive adjustments in the industrial structure, modernization and rationalization;
(vi) developing technology and manpower: and
(vin) taking into consderation existing infrastructure when planning the physical location
for new industries.
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52 Policy Framework for Industrial Development

In line with these strategies. policies tor industrial development in 1990 focus on the foliowing:

(1) widening the range of manufactured products for exports:

(i) strengthening the industrial base. meving away from mere assembly type processes
to more indepth manufacturing processing. producing components and parts locally:

(i) encouraging more vertical and horizontal integration both within and inter firms in
order to increase more value added to Malaysia’s manufactured export:

(iv) cnhancing the participation of small- and medium-scale subsectors in the mainstream
of industrial activities by developing an extensive network of modern ancillary firms
which are able to supply high quality components and parts to large tirms:

(v) creating a conducive environment for private sector involvement and R & D activities:

i) development of technically competent and <reative human resources to cater tor
Malaysia’s industrial requirements in post 1990.

The private sector is expected to play the key role in achieving the targets set out for industrial
development. Foreign direct investment will continue to be promoted. both as a source of
technology and to complement domestic investment. The private sector is expected to contribute
more towards R & D activities. training of industrial manpower. improvement of gquality
of products, search for new markets. and improving the competitiveness of Malaysia’s exports.

The incentive system will focus on expansion of private investment. capital formation. export
grovth. value added production and on increasing linkages. The incentives are continuously
reviewed to make them simpler and more effective.

The Fifth Malaysia Plan (1986 — 1990) completes the final phase of the Perspective Plan.
Although the poverty eradication objective of the NEP is almost achieved by 1990, ettorts
will need to be tocused on reducing the incidence and occurrence of poverty among the hard-
core poverty groups.® The performance of the Fifth Plan in restructuring the Malaysian society
tell short of the envisaged targets. Ttis estimated that in 1990 the share of Bumiputeras in
corporate ownership is around 20 per cent. compared with 56 per cent for other Malavsians
and 24 per cent for foreigners. A number of issues became apparent in the courss @ he
Fitth Plan. and it became clear that a longer time span would be required to implement the
restructuring process. Although the mid-term appraisal®* of the Fitth Plan argued that the
ownership strategy under the NEP was not the primary factor affecting private investment.
evperience during the review period brought into focus suggestions for pragmatic approaches
1o toster the pace of industrialization in Malaysia. The government decided to introduce
tlenibilty inits policy approach in order to foster private investment and growth. Equity
conditions imposed on foreign investors were relaxed. A number of other measures included
the relasation of licensing requirements under the Indusirial Co-ordination Act (1CA) as well
as the relivation of the guidelines governing Foreign Investment Comuttee (FIC) rules. The
uplementation of industrial policy is thus being inercasigly attuned to tlexibility and
pragmatism to ensure that both domestic private investment and foreign imvestment are not
stitled.

The Fth Plan actively pursaed the process of privatization. with a view to reducing the
size and presence of the public sector i the cconomy. The public sector programme and
ity financing were revised downward during the Plan period in fine with the changes in the
nucrocconomic situation, particularly in the beginning of the Plan period. However. the

Povernan Malavsia s measared on the basis of a omimnns expenditure level on poverts hine income (1 .
swhichos the i peeded tor subsistence For the sear 1987 the PLE was about MS 350 per month tor
2 howscholb ot S TTE persons i Pesinsular Mabay st MS 29 per month 1o houschold oF $ 22 pegsons in Saras ik,
and MS S3pee month tor houschold of 330 persons i Sabah See Mid Term Review of the Pt Malas s
Plan o 19w cRuaba Bampur, 23 Tune 1980, p 18
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government continued to accord priority to projects which were important tor the eradication
of poverty and deemed essential for greater private sector expansion. A tentative plan for
the privatization of 246 Non-Financial Public Enterprises (NFPEs) outlines a range of possible
methods of privatization. i.c.. direct sale. management contract. leasing. management buyouts.
licensing and restructuring methods.,

It was during the preparation of the Fifth Plan. when the Malaysian economy taced a sombre
economic climate. that a team of experts from the United Nations Ingustrial Development
Organization (UNIDO) and the Malaysian Industrial Development Authority (MIDA) presented
the Industrial Master Plan (IMP) for the period 1986 —1995. The Sectoral Tetk Forces for
the implementation of the IMP have been actively involved in addressing the key issues
highlighted in the Plan. The IMP is an indicative Plan outlining policy direction and prioritics
towards utilizing the country’s natural resources and accelerating growth in the manufacturing
sector in order to facilitate growth as well as the redistributive aims of the NEP.

B. INDUSTRIAL MASTER PLAN (1986 — 1995)

The Industrial Master Plan represents a comprehensive study of 12 industries. 7 of them
resource-based and 5 non-resource-based. with a view to providing the basis for subsector-
specific industrial policies up to the year 1995. The IMP identifies rubber products. palm
oil products. food processing. wood-based industries. chemical and petrochemical industries.
non-ferrous metal products and non-metallic mineral products as resource-based industries,
and electronics and electrical machinery. transport equipment. machinery and engincering
products. iron and steel. and textiles and apparel as non-resource-based industries. These
industries were studied to identity factors inhibiting their growth and to suggest a new
framework for development, indicating new directions for policies and their implementation.

The conceptual framework of the new development strategies was thus designed by identifving
priority industries in terms of priority product groups in cach manufacturing subsector. The
major thrust of the strategy is characterized by an outward-oriented industriafization approach.
The IMP advocated. inter alia. incentives for import-substitution and climination of
discrimination against exports. The IMP also argues the case for a free trade regime. keeping
the infant industry considerations to the minimum. In view ol the development rationale and
constraints the IMP entails “sclectivity” in promoting heavy industries, which need to be
strategically selected to lay the solid foundation for a more balanced growth, enabling Malay sia
to leapfrog to an advanced industrial society by the turn of the century.

The indicative strategic direction in the selected subsectors of manufacturing merits attention.

Rubber products: export thrust

The main objective of the IMP i~ to develop this subscctor into an export-oriented industry
with particular emphasis on the export of tyres up to MS$ | billion by the year 1995, and
to raise Malaysia’s share in v orld production from 0.4 per cent in 1985 to 1.5 per cent in 1995,

The key development strategy designates the tyre industry as the priority product area. The
strategy explains the initiatives needed to overcome the barriers to world market entry and
access to technology. The strategy also aims at strengthening the Rubber Rescarch Institute
of Malaysia. with a view to carrying out applicd rescarch tor the development of the country’s
rubber industry in general and the tyre industry in particular. The IMP advocates the
development of ancillary industiies including synthetic rubber by declaring them priority
products in duc course.
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Pualm oil products: developing downstream products

The strategy for the future development of the industry suggests turther downstream
development of palm oil based on products bevond processed palm oil and the establishment
of palm kernel oil-based industrics bevond the present crude palm kernel stage. The IMP
also recommends rationalization of the refining and fractionation subsector with a view
cnhancing the production efficicney and competitiveness of processed palm oil.

The IMP identifies oleochemicals and processed palm kernel oil as priority and promising
product arcas tor export. Foreign invesiment is encouraged in oleochemicals production. The
establishment of a market promotion tund was also recommended by the IMP.

Food products: accent on modern technology

The objectives of the IMP in food processing relate to the development of a modern food
processing sector. the creation of comparative advantages in export-oriented and import-
substituting industries and the establishment of industries utilizing more local raw materials
and substituting them for imports.

Among the food processing industries. cocoa products. fruits and vegetables and animal teeds
are listed as priority products. The IMP suggests policy micasures to gain comparative
advantages in food processing by reducing the cost of production. The government could
intensity R and D effonts. including the application of genetic engineering. in order o improve
the quality of cocoa and pincapples. According to the IMP. eftorts will need to be imtiated
in order to enhance the supply of local raw materials and to substitute them for imports.
particularly supplics of inputs for the production of animal feed. The Plan also recommended
the establishment of a biotechnology Rescarch Division.

Wood products: restructuring and rationalization

The main objective of restructuring and rationalization is to transform the wood-based industry
into a major resource-hased industry and o make its downstream products significant
contributors o exports. As part of realigning the fragmented production structure a furniture
complex for Peninsular Malaysia and timber processing zones for Sabah and Sarawak were
recommended.

Within the subsector the joinery-mouldings and turniture industries were listed as prionity
industries. while the sawmill and plvwood vencer industries were destined for restructuring
and rationalization. The IMP also encourages greater utilization of existing resources. including
rubberwood.

Chemicals: looking inwards

The strategy for Malaysia’s chemical industry as presented in the IMP favours the development
ol the industry as a domestic market-oriented industry . ideally a sound petrochemical industry
based on natural gas feedstock.

In the petrochemical subsector, the IMP prefers a backward integration approach to forward
integration. For example, the start of the cthylene plant will need to be delayed until demand
for ethylene derivatives justifies s viable scale of production. The IMP designates polycthylene.
polypropylenc. vinylchloride. vinylacetate and methanol derivatives as priority products. In
the 'inorganic chemical industry, chlor-alkali and sulphuric acid plants are carmarked for
madernization. In the fertilizer subsector, the IMP lists urca. nitrogen and compound fertilizers
as priority products. The IMP also Favours the development of a special pesticides segament
for :ruhhcr and oil palm trees.
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Non-ferrous metals: a phased approach

The IMP strategy for aluminium and copper aims it developing this segment in an orderly
manner as an import-substitution industry. The Plan recommends the postporement of
production until cheap clectric energy is developed. Plant expansion in the semi-fabrication
of aluminium and copper from imported metals should proceed only on the basis of
cconomically viable local demand.

The IMP recommends the development of the tin segment as an export-oricnted industry.
The strategics proposed include lowering the floor price of the commadity to encourage market
growth as well as measures to gain comparative advantage in tin production.

Non-metallic mineral products: fuller utilization of domestic resources

The key development strategy encourages fuller utilization of the non-mictallic mineral resources
of Malaysia. and the development of this manufacturing subsector as a domestic market-
oricnted industry . The IMP identifies ceramics, tiles, cement composite products and float
elass products as priority products. The IMP also argues the case tor a special energy tarnift.
particularly for the priority products.

Electronics and electrical industries: wanmting a local entrepreneurial initiative

The long-term and broad development objectives aim at establishing an indigenous electronics
industry through local entreprencurial leadership as well as aceelerating the development of
the industry. with particular emphasis on consumer and industrial clectronies for export.

The IMP aims at: establishing base for the development of the clectrical industry : developing
indigenous capabihity i the road transport cquipmient industry : establishing a local shipbuilding
and ship repairing base to support the maritime sndustry: and ensiaring an organized iron
and steel industry .

Muachinery and engineering industry: creating a strong base

The IMP strategy aims at layving a strong foundation tor the development of machinery and
engineering industries in support of heavy industries in the 1990, The strategy places emphasis
on the development of product technology against the country s continued dependence on
producing technotogy. 1.c.. mainly assembly knew-how.

The Plan identifies the basic component modules as priority products. The IMP recommends
the establishment of a special development fund tor the machinery industry to supplement
financing services through subsidies. grants and credits for locally produced products.

Iron and steel: towards prudent planning

The IMP strategy ensures that Malaysia will develop a planned and organized iron and steel
industry which is viable and competitive in the domestic market. The Plan recommiends two
phises covering the period 1986 1990 and 1991 1995, The first phase pertains to existing
tacilitios of the industry and tries to lay down a foundation for a sound gronth in future.
while the sceond phase indicates the long-term options: (1 mecting the demand by importing
from competitive international supplicrs: and (2) establishing integrated steel mills producing
crude steel slabs and Mat products. For option 2 o course o action for investment iy
recommended by the IMP.

Textiles and apparel: modernization and rationalization

The textile industry is expected o grow through madernization and rationalization, while
the apparcl segment is expected to take maximum advantage of its export potential by cxpanding
production facilitics if necessary.
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Apart from these specitic programmes, the government’™s tan policy has improved the
investment climate i Malavsia, This can be attnbuted to a tax reform implemented in the
Tiscal year 1989, As a part of this reformy corporate tx was lowered from 40 to 35 per cent
cveept tor the ol sector. In addinon. the development tan is envisaged to be phased out
eradually . In 1990 the development tan which aftects both individuals and companies will
he reduced from 5 per cent to 4 per cent. The eventual abolition of this tax coupled with
the reduction of the corporate tan s exypected to enhance the competitiveness ol Malay sia
as a host country tor investment.

Industries located in Free Trade Zones enjoy minimum tax formalities both in evports of
processed goods and in imports of raw naterials. components and machinery. FTZ type of
facilities are also available in the form of Licensed Manufacturing Warchouses (LLMW), when
the establishment of an FTZ s impracuical. Some new instruments for Bumiputeras came
into etitect as a result of the retormulation of the NEP. The government has been tinalizing
its plans for a so-called New Entreprencur Fund. which was due to be launched in January
1990, This new fund is supposed to support indigenous (Bumiputera) involvement in small
and medium-scale projects. Apart from these incentive schenes provided by the Federal
Govermment. there are some additional incentive schemes of the particular State Governments.
Under these programmes the state provide industrial sites tor industrial plants and have
established special industrial parks or arcas in which the basic infrastructure. i.e.. power.
witer and communications, is available. Most of these sites are now partly or tfully developed
and cover an arca of more than 12 million square metres. Industrial estate prices range from
MS 7 1o 13 in less developed arcas to MS 17 to 44 per square metre in prime arcis. More
ol these industrial sites are £2° - developed and planned.

Private investment was estimated to have risen by 36,3 per cent in 1989, An added boost
to the momentum of private investment wis the continued support given by the government
to promaote local and foreign investments. Several revisions were made to the 1986 Act. with
a view to rationalizing the incentive structure. With effect from the assessment vear 1990,
a one pereentage point reduction i the development tax from 3 per cent to 4 per cent was
introduced. A “second round” of proneer status was introduced for new companies set up
by existing or ex-proneer compianies priducing the same promoted product or activity . With
aview to promoting small- and medium-scale industries the 1990 budget announced the setting
up of an Industrial Technical Assistance Fund with an initial contribution of M$ 30 nallion
by the government. The Fund is intended to provide matching grants and loans to assist SMIs
in conducting feasibility studies and research and development. In order to promete linkages
between small- and medium-size industries. all new clectronic projects are now reguired to
achieve at least 50 per cent ot local content by the third year ol operations o be cligiblie
for pioncer status or investment tax allowance. This conditionality is applicable o ex-pioneer
status or existing electronic companies whech re-invest in similar lines of products. To ensure
greater access to the Export Credit Refinarcing (ECR) scheme by the small exporters and
new manutacturers. a new Export Credit Investment Guarantee (ECIGY scheme was Liunched
in March 1990,

D. FOREIGN INVESTMENT INCENTIVES AND ADMINISTRATION

Iicentives

Matlay st has o good record s a host conntry for toreign directimvestiient. The attractiveness
of Matlaysia as i host country has been increasingly enhanced duc toan array ol incentives.,
deregulation and conducive adninistrative procedures. Basically all incentives of the (986
Promotion of Investment Actacerue to both domestic and foreign investors. In the same sein,

subsequent amendments are also applicable to foreign investors,
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The tavourable attitude towards foreign investment has been further enhanced by bilateral
agreements with major investor countries on double taxation and investment guarantees. Double
taxation agreements avoid the incidence of double taxation on international income such as
business profits. dividends. interests and royalties that are derived in one country and remitted
to another country. This, therefore. removes the “tax barrier” to international trade and
investment. ¥

The purpose of investment guarantee agreements (IGA) is to ensure against non-commercial
risk such as expropriation and nationalization and to allow for the remittance and repatriation
of capital. It is hoped that IGA will inculcate confidence in foreign investors and prevent
arbitrary action on the part of a recipient country. Most of these agreements include a guarantee
that there shall be no expropriation or nationalization except for a public purpose. In this
case prompt and adequate compensation has to be given by the host country. Furthermore.
these agreements include permission to remit or repatriate profits or equity capital on investment
in any convertible currency.

The tavourable environment for foreign direct investment has been recently complemented
by additional measures to attract toreign companics. Preferential treatment will be given to
transnational companies which establish their regional headquarters in Malaysia. The Ministry
of Trade and Industry provides both fiscal and other incentives for the establishment of so-
called operational headgnarters (OHQs) starting from the fiscal year 1990,

OHQ status will be given only to manutacturing sector firms. thus excluding all transnationals
in the finance sector and other service industries. The OHQ treatment provides for tax
deductions for management income. dividends. licence fees. and interests. For these income
sources. a reduced income tax rate of [0 per cent will be applied for a period of 5 vears.
In addition. tax exemptions are given. when a transnational company undertakes foreign direct
investment under OHQ status. The dividends from this investment will be exempt from taxation
tfor a period of ten years #*

Firms obtaining OHQ status are given tive work permits for expatriate statt and even more
if the case is judged reasonable. Morcover. these companies are allowed to hold foreign
currency deposits. to take credits from Malaysian banks and finance institutions and to retransfer
profits and equity. In addition. OHQ firms are assured preferential treatment when they apply
tor telecommunication extensions.

Foreign investment administration

The legal framework codified in the Industrial Co-ordination Act of 1975 (ICA) requires
all persons engaging in any manufacturing activity to obtain a licence. All manufacturing
companies with sharcholders” funds of M$ 2.5 million and above or engaging 75 or more
tull-time employees need to apply for a licence that allows for investment or the expansion
of the production capacity and the diversification of products.

The burcaucratic procedure governing the approval of all investinent projects has been improved
substantially. as the entire decision-making process was concentrated in one government
institution. namely the Malaysian Industrial Development Authority (MIDA) which has
functioned as the so-called Co-ordination Centre for Investment (CCh since October 1988,

© Acvording to the provisions of double taxation agreements, business profits are taved only in the countey 1n
which the transnational company s located. Tax s levied i the contracting country on so much of the pronit
as 18 attributable 1o the permanent establishment in the country i which the permanent establishment is located.
In addition, most of the countries of residence which iave entered into double tasaton agreements with Malay sia
accord Gk spaning credits, These eredits are given. i oo tax rate of a Jower e rate s pasd in the host country,
as s the case with the tax exemptions granted under the Promotion of [nvestnent Act, 1986

v

Frrms which are already reprosented i Malay si and subsequently apply for the OHOQ status, do not fall
under this special e regulations,
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The main function of the CCT s o process decisions on applications for manufacturing licenses.
In addition. the CCHis in charge of all applications tor tax incentives under the Promotion
of Investment Act 1986 expatriaie posts and customs duty exemption. This is a substantial
improvement in investment administration. since domestic and toreign imvestors need only
approach MIDA o obtain most of the approvals required at the tederal fevel with respect
o manutacturing.

While the MIDA has becomie the sole institation in charge of the approval of foreign direct
investment projects. the Ministry of Trade and Industry continues to consider applications
in the light of the NEP in general. In the case of a controversial decision on the part of the
MIDA a special otfice in the Ministry of Trade and Industry . which is directly supervised
by the Minister. will serve as an arbitration court.

The past pertormance of the MIDA with respect to project approval reveals further insights
into the government’s emphasis on streamlining investment administration. [n 1988, the number
of apphications and approvals for manutacturing licences increased substantially

Out of 619 applications from torcign investors 470 were approved in 1988, compared with
228 out of 253 in 1987, Given the increase 1n applications the government is tending to become
more seicctive with respect te foreign direct investment.

The Largest number of approvals have been given to firms producing rubber products. teatiles
and clectronios. This holds true both tor domestic and toreign investors. In terms of total
proposed capital investment. there is @ bias towards basic metal products. electronies. rubber
products and chemical products both for foreign and domestic firms.

Fquity guidelines

Forcign investors are allowed to hold the majority equity participation in export-oriented
firms. Forcign investors can obtain a majority of 31 per cent of equity il the export share
of production ranges between 20 and 50 per cent. I the export share exceeds this range.
even [0 per cent of the stock capital can be obtained by foreign investors. Firms with an
cxport share helow 20 per cent are classibied as domestically oriented. so that toreign partners
are allowed to hold a maximum share of 30 per cent. For firms engaging in the extraction
and processing of mineral ores forcign majority in equity participation may be allowed.

There is a transitory regulation allowing torcign investors to hold a 100 per cent share. if
they are not in a position to Oind a local partner or if the firm exports 50 per cent or more
ot its production. This exceptional rule also applies to companies employing more than 350
full-time Malaysian workers. Initially . this was a transitory regulation apphicable tor 5 vears
from | October 1986 until 1 December 1990, but the government has made it clear that it
will not he prolonged bevond 1990, However, once a company is appro. ed under these equity
guidelines, it will pot be required to restructure its equity at any time, even alter the year
1990, provided that the company complies with the conditions of approval. Due to these
exceptions. the pereentage of wholly foreign owned comparies and joint ventures with foreign
majority wits well above 40 per cent of all projects approved. while joint ventures with a
Malaysian majority ranked well below 20 per cent in 1988,

E. SCIENCE AND TECHNOLOGY POLICIES

A substantial institutional base for the support of scienee and technology (S & Ty has been
established since 1975, The major part of S & T activities 1s undertaken by government
istitutions as well as various university rescarch laboratories. The former comprise six statutory
and cight departmental rescarch institutions in the various ministrices. In the agricubtural, forestry
and fisheries processing sectors there are four institutions which are in charge of S & T as
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well as R & D. There are the Rubber Research Institute of Malavsia (RRIM). the Palm Oil
Research Institute of Malayvsia (PORIM). the Malaysia Agricultural Research and Development
Institute (MARDI). the Fisheries Rescarch Institute in Pulau Pie . and finally the Forestry
Rescarch Institute of Malaysia (FRIM).

The major part of industrial and mining research is carried out by 4 research institutions.
The Standards and Industrial Research Institute of Malavsia (SIRIM) focuses on the
development of indigenous technologies. This institution s in charge of the adaptation and
transter of imported industrial technologies to small- and imedium-scale industries. The other
three institutions have a clear sectoral orientation. The Malaysian Institute of Micro-electronic
Syvstems (MIMOS) undertakes both basic and applied research in microelectronics. while
the Nuclear Energy Unit (NEU) provides training and research in the application of nuclear
science and technology. Research activities related to the mining sector are carried out by
the Mines Rescarch Institute of Malaysia (MRIM).

Many areas of applied rescarch conducted by these government institutions have been
complemented by the universities. These areas include agriculture. torestry. animal husbandry .
fisheries and food processing. the use of solar energy and medical rescarch. There has been
increasing R & D collaboration between universities and industry. In order to facilitate
technology interchange between the academic and the industrial sector. so-called industrial
liaison units within each of the local universities have been established to enhance the diffusion
of technologies and innovations to the industrial sector.

Despite this well developed infrastructure for R & D and S & T. there was an absence of
overall direction and comprehensive strategies on S & T until 1985, Under the past decentralized
system in S & T planning and organization most of the research institutions were guided
by sectoral goals. while research institutions and universities established their own objectives
and priorities. During the Fitth Plan period the governmient has attempted to centralize planning
and implementation of R & D and S & T in order to achieve a higher productivity in R & D.

In this respect. the National Council for Research and Development (NCRD). which was
founded in 1975 as the major science policy organization. has been strengthened to provide
more effective intersectoral jurisdiction in planning and management, while independent
institutions are in charge of the evaluatic ~ and assessment. The NCRD is expected to undertake
a comprehensive review to examine the overall direction of rescarch objectives and priorities.,
in line with national science and technology policy as envisaged in the Fitth Plan.

The strengthening of the NCRD will be accompanied by an increased allocation of funds
that will be centralized under the central Rescarch and Development Fund. In this respect.
several arcas have been identified as kigh priority for government support. These activities
are classified as “high-technology R & D arcas’ and “strategic activities”™.

The “high-technology R & D arcas™ include mainly the tficlds of microclectronics. Laser
technology and clectro optics. biotechnology . materials technology . manufacturing technology
as well as software technology. The government regards these rescarch eftorts as a contribution
to productivity gains and innovations, which are to support the development of the country's
cxport-oriented industrial sector. Especially. microelectronics have been identitied as an
important clement in achicving industrial competence. In this respect research as it is undertaken
by MIMOS will be further supported. Founded in 1985. MIMOS has put an emphasis on
technologices having potential applications in innovative high technology products for local
distribution and cxport. It has been active in demonstrating the potential of microclectronics
to the local industry and providing training in integrated circuits.

By contrast. the activities classified as strategic may not directly lead to productivity gains
in the manutacturing sector. but they may contribute to the monitoring of matural resources
and the enhancing of R & D productivity. Hence, strategic rescarch programmes locus on
oceanography. urban climatology and the establishment of rescirch and trvning centres,
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Howcever. the government’s rescarch policy does not only aim at S & T activities in the public
sector but also attempts o foster related activities in the private sector. During the Sixth
Plan peniod. the private sector is expected to inerease its role in R & D especially in resouree-
based and high-technology programmes. Towards this end. the government pians to provide
bouth tax and other incentives to encour.ge private sector participation.

This S & T policy is to be complemented oy increased transter of technology from abroad.
In the past most agreements on technology transter have been concluded under the so-called
“Technical Assistance and know-how Programme’™. which s administered by the Ministry
of Trade and Industry. In the 1981 — 1985 period. the Largest number of agreements registered
with the Ministry of Trade and Industry have been in the tood. clectronic. electrical and
motor-vehicle industries.

The government is attempting to improve the administration of technology transter by
concentrating it in one governmient institution. Formerly . the formulation of strategies for
technology transfer was due to the Co-ordinating Council for Industrial Technology Transter
(CCITT). which was founded in 1982, The responsibility of the council was transferred to
the NCSRD in 1985, which is to consider the establishment of regulatory . administrative.
and technical instruments for effective technology transter and absorption. In addition. special
cemphasis will be placed on the commercial exploitation of focally-gencrated technologies.

F. KEY ISSUES AND OPTIONS

The reformulation of the New Economic Policy in the 1990s s likely to focus on the
achicvement of Malaysia’s ambitious economic vision of joining the ranks of the newly
industrializing cconomies.®* The government endeavours to reach this goal by the turn of
the century by building up an advanced export-oriented manufacturing structure along with
a cohesive strategy to utilize the country s resource potential for industrial deepening. However,
to achieve the full potential of the manutacturing sector in order o rapidly transform the
Malaysian cconomy. attention will need to be focused on increased productivity . efficieney
and competitiveness.

In the current wave of investment-led growth, privatization is & central feature of the industrial
strategy. But the spread of privatization and its growing acceptance does not necessarily mean
that the high pace of industrial expansion will be automatically sustained. Privatization has
become a more complex phenomenon in Malaysia as it has become entangled with the
redistribution objective of the NEP. Malaysia™s privatization programme cncompasses an
unfamiliar objective. A complex system of government-owned assets was created in order
to enable the indigenous Malays to achieve increasing participation in corporate cquity. The
so-called “equitable” participation of indigenous Malays in the process ol industrialization
could be redefined as “active” participation. The existence of a large pool of Bumiputera
cntreprencurs by the late F980s meant that many of the public sector activities could be
privatized to further increase individual Bumiputera participation in the industrial sector. A
New Entreprencurs Fund totathing M$ 250 million was launched by the Central Bank in
December 1989 in order 1o encourage new Bumiputera entreprencurs to venture into new
projects. The inclusion of other Malays in Bumiputera enterprises would enable the tormer
to contribute capital. entreprencurial skills and ensure higher levels of efficiency . All privatized
industrial units will thus need 1o be assessed interms of efticiency . particularly ain view of
the tact that productive efficiency s increasingly being eroded in several segments of
manutacturing due to cost escalation.,

©Such o s ision was expressed an the bndostriad Master Plan presented m 1985 See Govermment ol Malavsia,
Medim and Loy Lerm Industriad Master Plan Malassa 19861995 (Koala Lampur, 19%5), p 73
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Malavsia faces a “rich natural resource dilemma’. Although the country is endowed with
abundant supplics of natural rubber. oil palm. petroleum. natural gas and timber. Malaysia™s
competitiveness lies in clectronic assembly . textile end-products and tabric manufacturing.
The relatively higiv wage rates in resource-based occupations have meant that Malaysia could
not compete effectively against other low-wage countrices. For example. the minimum wage
paid to plantation workers in the mid 1980s was about 82 per cent higher than in Indonesia.
It ix not surprising to note that a major buver of Malaysian palm oil. India. shitted its purchases
to Indonesia in carly 1990 because of lower prices. A tax on the export of crude palm oil
in Malavsia 1s pnmarnly intended to encourage domestic use for further processing. Crude
palm o1l accounts tor 75 per cent of the country s 1 million tonne s of existing stock. A release
of this stock to the world market could make Malavsian palm oil more vulnerable to a possible
downward slide in prices. Thus. a higher degree of industrial processing is warranted in order
to strengthen Malayvsia™s natural comparative advantage.

Priority accorded to the inflow of foreign investment is based on the assumption that it will
provide the greatest impetus tor technology upgrading. This may spearhead the process of
the country’s resource-based industrialization. enhancing the natural comparative advantages
of the existing resource base and producing medium to high value added manufactured products
which could compete successtully on the world market.

A host of attractive incentives has been announced to attract investors. both domestic and
torcign. However. industrial restructuring cannot be achieved by incentives alone. To encourage
private investment and to promote efficient industrialization. the structural issues relating
to wage structure, tariff protection as well as mobilization of resources will need to be resolved.
Given the resource endowment of the Malaysian economy. a revitalization of the agricultural
sector and the strengthening of linkages with the industrial sector would enhance the strategic
tactors of rapid industrial transtormation of the Malaysian economy.

In managing the transition of the economy to NIE status. Malaysian policy-makers will need
to monitor the symptoms of overheating. In 1990 the Malaysian economy is expected to grow
faster than carlier projections. Although the cconomy is well on course in terms of growth
rate. inflation and debt-service payments. imports continue to grow taster than exports despite
a cheap Malaysian ringgit. The intervention of the Central Bank to support the currency and
higher interest rates have already created strains on the cconomy. Massive capital inflows
call for a prudent monetary policy in order to manage excess liquidity. New wage demands
could surface and build up inflationary pressure. Thus, the major issue is to achieve a successtul |
transition of the cconomy without building up macrocconomic imbalances in the 1990s.

G. CONTOURS OF THE SECOND PERSPECTIVE PLAN AND SIXTH
FIVE-YEAR PLAN

With a 9.4 per cent growth of real GDP in 199%). compared with an carlier forecast of
8.3 per cent. the cconomy of Malaysia is poised to set a comfortable stage for lsunching
the Sixth Malaysia Plan (1991 - 1995) and the Second Perspective Plan for the 19908 The
carlier forecast was altered largely by i sudden upswing in the world oil prices. At the time
of writing. detailed information on these Plans was not available. (The Plan documents are
likely to be made available to the public in mid-1991.) The prevailing ethos of post 1990
policy pronouncements suggest that the twin objectives of poverty eradication and restructuring
are 10 be retained and various mechanisms will be fine-tuned in order to aceelerate agricultural
modernization, rural development and the pace of industrialization,

O
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The budget tor 11 is designed to spur both demand- and investment-led growth through
an array of individwal tav-cuts, Tower duties and tax reductions for growmg companies. A
series of v reductions includes a reduction in development iy onandividuals and compames
from 4 per cent to 3 per cent as well as a 30 per cent tax abatement on income carned from
all overscis investment projects. Dividends pad from such imcome are also exempt. The
cxeess protit tax of S per cent on inconte exceeding MS 300,000 has also been reduced. The
1991 budget abso calls tor cuts inimport fevies. The generous budgetary: proposals stem fargely
from an ostinuated L1 per cent rise in Federal revenue in the face o a sharp surge in world
vil prices. Although the povernment estimates renxin tentative given the volatlity of world
oil prices. the budget seems to ensure an overall ccononue growth rate of over 8 per cent
in [991.

The bright picture 1s, however. not without its bletmshes. A IS per cent increase in governnient
expenditure, a series of tay cuts and @ strong increase in consumier lending coupled with the
resultant stimulation of domestic demand could aggravate the intlationary pressure. High
inflows of imported machinery 1o support toreign mvestment could widen the current account
deticit. According to the Economic Report 1990 91 of the Ministry of Finance. the current
account deticit will widen trom MS 3300 million in 1990 o MS 4,022 nullion in 1991,
It is clumed that these will be offset by a proportionate increase i the ceconomy s productive
capacity in 1991,

The main item on the agenda tor the sapid expansion of productive capacity is privatization,
The sale of State assets is ikely to be more ambitious in the 1990, Aroumnd 250 public sector
assets valued at about $3.9 billion are destined for transter to the private sector i the near
tuiare. The Proton Natonal Car, Malaysian Railway s, postal and water supply services. the
sovernment oil company Petronas and the National Electricity: Board have already prepared
plans for selling part of their shares to the public. Investors seem to have responded favourablhy
tor the public floatation of State enterprises on the Kuala Lumpur Stock Exchange. Thus privaee
investment. both domestic and toreign. s likely to be the nunn propellant. In continung to
encourage foreign direct mvestment emphasis is being given to ettective transter of technology
manageril skills, triamimg of local manpower and greater R & D activities.

The government sees a close ink between the speed of privatization and the spirit of New
Economic Policy. During the down-turn of the cconomy in the mid- [980s certiun key provisions
ol the NEP were relaved. These included waiving of emiplovment requiremients for export-
oriented industries s well as relaxation of rules pertiining to Malay participation in corporate
cquity in selected segments of manutacturing. In the face of the robust expansion of the
ceonomy, it is matural that the relaved NEP guidelines may be re-imposed. However, the
aceent is on Cefficieney " 1t is being increasingly reatized that tramipg of Bunmiputeri nanagers
and entreprencurs as well as shill development of the Malay work force would signihicantly
enhance the active participation of the Malay s in the country s industrialization process. Thus,
developing a technically competent and creative pool of shilled Libour foree and resilient
entrepreneurs is an important objective of development strategy i the 1990s 0 Eftorts are
under wiy 1o augment resources for the newly created Shill Deselopment Fund. which s
capected to be Tinanced by special levies on companies” pasioll

The strategies and directions for industrial desclopment i the 19908 are Bkely o focus on

the tollowing:

(0 strengthening the industrial base by moving away frons more assembly type processing
1o industrial deepening based on locally produced parts and components:

(i) creating astrong infrastructural base for sostining ahigh pace of industrial expansion:

(i widening the range of manubactured exports:

(iv)  encouraging more vertical and horizontal integration, both intra hiems and nter firms,

i order toincrease bigh value added manutactured exports:
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(vi)
(VI

(vin)

enhancing the participation of small- and medium-scale subsectors in the mainstream
ot industrial activities by developing an extensive network of modern anciiiary firms.
capable of supplying high quality components and parts to large firms:

creating a conducive environment for private sector involvement in R & D activitios:
cnhancing the contribution of the private sector. toreign direct investment in particular.
i training industiial manpower with more transparent transi r of knowledge and know -
how: and

substantial tocus on technology development as a toilow-up of the launching of the
Industrial Technology Action Plan in carly 1990 and the proposed National Human
Resource Development Programmes. Measures will be undertaken to strengthen the
S & T base of the manutacturing sector. including the strengthening of the institutional
and support infrastructures. ensure widespread diftusion and application of technology |
build-up competence tor specialization in the kev emerging technologies as critical
generic technologies for the tuture. strengthen institutions and the mechanisms for the
development of echnological proficieney (adequate quantity and quality) of the human
resource hase. and to create S & T awareness and appreciation in socicty i order to
provide a conducive climate for imvention. innovation and technological advancement.




IV

INDUSTRY BRANCH PROFILES:
RETROSPECTS AND PROSPECTS

A. FOOD PROCESSING: OVERDEPENDENCE ON RAW MATERIAL
IMPORTS

The resource base

Although Malaysia has a rich agricultural resource base. the food processing industry depends
heavily on imported raw materials, with the exception of the production of oils and fats.
cocoa manutacture and canned pincapple processing. Data pertaining to the agricultural resource
hase tor food processing in Malaysia are presented in Table IV L.

Oil palm

Oil palm is the prime catalyst of agricultural growth. which cnables Malaysia to retaining
its position as the world’s largest producer with around 60 per cent of total world production.
The land arca under oil palm reached 1.95 million hectares in 1989, about one-third of
Malaysia’s cultivated land. replacing rubber as the most important agricultural crop in the
country. A significant increase in the production of crude palm oil in 1989 was duc to a
turther expansion in the matured arca under oil palm, a significant increese in peak production
arcas, tavourable weather conditions and increased use of fertilizer.

Crop losses due to [abour shortage were estimated at around M$ 49.7 million in 1988 compured
with MS 24 million in 1987, A pragmatic approach was adopted by the government in order
1o resolve this problem by approving a temporary reprieve for illegal immigrants to register
with the Immigration Department. About 27 000 forcign workers responded to this call in
1989, whic' provided some relief. Labour shortage is confined mainly to harvesters and
weeders. The Palm Ol Rescarch Institute of Malaysia (PORIM) has undertaken rescarch
into labour-saving technology .

Cocoa

Malaysia is the world’s fourth largest cocou producer accounting for around 8 per cent of
world cocoa production. The rapid development of this relatively new crop was due 1o a
massive programmie beginning in the carly 1980s and initially involving the planting of cocoa
as a single crop and as an intercrop with coconut. In 1988 cocoa was predominantly grown
as i monocrop in Sarawak ., which accounted tor 73.2 per cent of national output and 77.0
per cent of total arca under cultivation. In Peninsular Malay st cocoiis planted as an intercrop
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or as a smallholder’s crop. As shown in Table IV 1 there has been a steady increase in cocoa
production. The government is endeavouring to sustain the vpwird trend in production despite
shortages of labour and plantation management expertise. Eight new high vielding clones
have beea developed by the Malaysian Agricultural Rescarch and Development Insitute
(MARDD. Given the optimistic projection of cocoa output tor the year 2000, Malavsia might
emerge as the third largest producer of cocoa by the turn of the century.

Coconut

The total arca under coconut cultivation both as 2 monocrop and an intercrop fell for seweral
consecutive years. The downward shide in the area under cultivation was mainly due to the
ongoing conversion of coconut plantations into other crops. especially cocoa and oil palms.
Concomitant with the decline in the area under cultivation. Malaysia’s production of coconut
ail also fell markedly.

Paddy

The production of paddy in Malaysia meets only 59 per cent of domestic consumption needs.
The phasing out of paddy cultivation outside the cight main growing arcas resulted ina
significant decline in paddy production during 1985 — 1987 (sce Table V. D).

Despite further shrinking of crop arcas. yield increased moderately in 1988 through
improvements in water supply ard farm management. This increase vas mainly due to a
6 per cent rise in production in Peninsular Malaysia which harvested 83 per cent of total
output in 1988, In order to boost output the government plans to encourage the use of idle
paddy land for cultivation.

Pepper

The increase in pepper production stemmed from the favourable prices since mid- 1984,
However, production responded very slowly because of the decline in the planted arca. The
Pepper Subsidy Schemie also facilitated pepper production. In addition. newly planted arcas
in $arawak anc Johor came into production, leading to a 10 per cent increase in the arca
under cultivation. As a result. cutput increased to 19.000 tonnes in 1988 and 27.(0X0 tonnes
in 1989, A significant share of 97.4 per cent of output was from Sarawak.

Despite this recovery, the pepper industry continues to face problems ot labour shortage and
rising production costs limiting the scope tor further expansion. In the arca of research and
development the Malaysian Agricultural Research and Development Institute (MARDI focuses
on yicld and quality improvement. Apart from the development of high yvield strims, eftorts
are also being undertaken to improve agreaomic practices and post-harvesting technology

Fruits

Except for pincapples. production of fruits is being carried out on a small scale. As shown
in Table 1V.1 the production of pincapple recorded an upward trend during 19%5 - [98Y.
The planted arca declined by 7.1 per cent in 1988, but output rose significantly due to
productivity gains achicved by the estate sector, which accounted for 87 per cent of the total
output in the same year. For instance, the estates of the Pineapple Cannery of Makaysia were
able to increase their yields by more than 70 per cent tollowing the adoption of a new planting
system which enabled increased planting density . *

Fish

Malaysia is endowed with a coastline of around 2.250 kilometr s with potential Tfor deepsei
fishing and i vast potential for oftshore fishing on the East Coast and in Sabah and Sarawak,
As aresult of over lishing, however. the depletion of ' westal waters reduced fish

Yo Business Condtons Malavsia, (haly 27, 1989
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landing cach vear during 1983 — 1986. The upward trend in fisheries. apparent since 1987,
is reflected both in marine fishing and aquaculture. The rise in yield trom marine tishing
is due to more intensive inshore tishing. and to deep-sea tishing. Particular attention is being
paid to deep-sea fishing and attempts have been made to enter into joint ventures in deep-sea
tishing with Thai companies. Fresh water tishing and aquaculture are also fostered with keen
participation by the private sector.

There is considerable scope for expanding aquaculture in Malaysia in view of ity
underdeveloped potential. i.c.. ample suitable arcas. both coastal and mangrove. a variety
of species and favourable climatic conditions. Total aquaculture production. which consists
mainly of cockles. increased sharply from 8.100 tonnes in 1980 to 69.300 in 1988. As envisaged
in the Fifth Malavsia Plan 10400 hectares will be developed for aquacalture by 1990, providing
a capacity of more than 200,000 tonnes by the year 2000. With more intensive efforts to
enhance deep-sea fishing as well as fresh water fishing and aquaculture. raw material supplies
may meet the processing requirements.

Livestock

The livestock sector in general continues to be of relatively minor importance for the agricultural
sector. Only the poultry sector experienced increased investments in 1988 reflecting its
increasing significance in the country. Table V.1 shows that production of poultry increased
sharply in the 1985 — 1989 period after the government had launched restructuring programmes
for the sector. Meanwhile, poultry production has exceeded the self-suftficiency level with
a surplus for exports. Apart from that. the other subsectors of livestock production. i.c..
heet. eggs. milk. pork. have been experiencing a relatively slow pace of expansion. Malaysia
is practising a new dairy breeding system in order to increase meat output. The meat processing
and dairy products industries face supply constraints.

Table IV.1. Agricultural resource base for food manufacturing, 1985 - 1989
(Thousand tonnes unless otherwise specified)

ftems JURS JUR6O 187 [RA [98Y
Crude palm oil 41330 4.544.0 45330 5.0300 60,0950
Palm kernel ol S123 S80.0 5639 6240 73600
Cocoa 108.0 132.0 9.0 2280 250.0
Padidy 1.826.0 1.745.4 1.622.9 [.785.5 1.679.5
Copra” 19.6 19.5 19.4 193 192
Pepper 191 154 14.2 9.0 27.0
Pincapple 15325 145.5 150.2 174.0 IR2.0
Fisheries:
Marine SK0.8 5651 8353 867.0 ht AN
Aquaculture 517 St 47.9 61 s o3
[asestock:
Beel 169 171 181 191 2002
Mutton 0.6 0.6 0.8 (1] 09
Poultry 2425 20K 0 A2 S0 2895 3178
Egps 34389 374101 LAY 1.039.6 12904
Pork 1653 1599 1663 1764 IR}
Milk 23,7250 26.240.0 27.730.0 202350 20150

Source: Mid Term Review of the Fipth Malavsia Plan, 19861990, Baok Negara, Annual Reporr 1989 (March
199,

o bstimate.

b Peimsular Malay s,

¢ Measured in milhions

o Mueasured in thousands of Bitres
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Production of food producis

Between 1982 and 1986. the output value of the food processing industry grew from MS
4.4 billion to M$ 4.6 billion. registering an average annual production growth rate of 1.1
per cent. With a 19.7 per cent share in the output of the food processing industry in 1986.
the sugar industry stood as the largest segment of the food industry. excluding oils and fats
and rice milling. This was followed by the cereal-based products subsector (18.6 per cent).
the prepared animal feed subsector (15.9 per cent). the dairy products subsector (15.4 per
cent) and the beverages subsector (12.5 per cent) (see Table 1V.2).

Domestic demand for all food products is projected to increase from MS 5.6 billion in 1985
to MS$ 9.8 billion in 1995 due to higher levels of disposable incomes and natural population
growth. However. Malaysia still does not produce enough to cater for its domestic market.
resulting in the country’s heavy dependence on imports. In 1987. Malaysia spent more than
MS 1.8 billion on food imports. accounting for over 6 per cent of total imports. The imports
included rice (29 per cent of the amount consumed). fish (16 per cent). beet (50 per cent).
vegetables (51 per cent). and milk and milk products (58 per cent). Food imports are projected
to rise further to M$ 5.2 billion by the year 2000.

Table IV.2. Total output of the food processing industry by subsector, 1982-1986

Percentage growth

(MS'000) Percentage per annum
Industry
Subsector code 1982 1986 1982 1986 1UR2 - (986
Meat processing 3o 34,420 68142 0.8 1.5 18.6
Dairy products 321 654711 703.307 15.0 154 1.8
31129
Fish products 346G 260.553 273,831 6.0 6.0 1.3
Cereal-based 3163
products 36y 780,409 850,948 17.8 IX.6 22
371
372
31214
6
Frutis and RIBRY|
vegetables RINKY]
processing Miesd 195,557 228,822 4.5 30 1.0
Sugar and sugar RIRE. (1)
confectionen 3190 RT7K.K06 Y0i.434 0.1 1.7 0.6
Coftee, cocoa,
teit and spice
manufacture 31212
Zroup 31218 79,554 KU 039 I X 1.9 24
Prenared ammal
feed 3220 619132 724.241 141 159 40
Miscellancous
products noe.c. 3219 124,189 159,890 28 LI (N
Boverages LAREI 745,036 564,500 171 128 66
0
11340
Total 4,375,567 4.569.289 1000 100.0

Sovrce Department ol Statistios . Industrial Survess 1982 and 1986
a Excluding edible ols and tats and rice nilhing
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Exhibit IV.1. List of priority product areas in food processing

b Cocoa and covoa products 23)  Covoa butter replacens
2 Cotfer tsuch as cocoa butter
5 Te substitutes, covoa butter
4y High fructose syrup alternatines. cocoa

5 Coconut products except butter madifiens. covoa
copra and crude coconut butter equiralents). palm
uil ol mud fraction. special

6 Fruit processing olein I and special olein

Ty Vegetable processing Hi

8)  Cereai processing 245 Margarine. vanaspati.

9 Starch and proteins shortening and other

I Herbs or spices manutactured tat products

1 Essential oils 25y Crude palm kernel olein

12y Fodder or other ammal and stearin. ncutralized

teed ingredicnts or retined and bleached

13 Tobacco palm kernel olein and

14 Flowers or ornamental stearin and neutralized

toliages refined. bleached

IS5 Honey deadorized palm kernel

16)  Meat olein and steann

17 Livestoch products 26 Hydrogenated and or

I8 Aquatic products. including interesterified oils and
seaweed oil blends. ali © pes

19 Agricultural waste ond 27y Crude palm kernel oil
by-products 2%y Refined palm oil

20 Sugar 29y Neutralized palm kernel

21 Aguacuiture feed ol

Refined. bleached amld
deadorized palm kernel ol
Palm kernel meal

22y Fatty acids and their derivatives, fatty osters 3
and their derivatives inclusive of metallic
esters. fatty aleohols and their derivatives. i
tates anunes and their derivatives and
eheenne terude or refined)

Selected food products

Palm oil products: need to expand downstream processing

Major processing activitics relate to the crushing of paim kernels into crude palm kernel oil
(CPKO) and palm kernel meal. as well as the turther processing of CPKO into higher value
added products. These higher value added products can be classified into two broad groups.
namely. processed palm kernel oil (PPKO) products and oleochemicals. Most of the PPKO
products are used for the manufacture of edible products. Oleochemicals are used in the
production of tatty acids and glycerine.

Crude palm oil production stood at 5.6 million tonnes in 1989, representing a 191 per cemt
increase over the previous year. In line with the significant icrease in crude palm oil
production. output of palm kernel rose dramatically by 22.5 per cent to reach 1.8 million
tonnes in 1989, At the end of 1989 there were 53 refineries. with o total approved capacity
ot 1.7 million tonnes of crude patm oil, well above the national output level of crude palm
oil. Of the total aumber of refineries. 48 were located i Peninsular Malaysia. four in Subih
and one in Sarawak.

In the case of oleochenicals. the government granted approval for the setting up of 29 factories
with a total processing capacity of 963,340 tonnes. In 1989 five of the factonies were in
operation. Thus, there has been a proliferation of refineries, with overcapacity . in recent
years, The objective of encouraging the export of igher value added products was achicved
through the imposiion ol cxport duty on crude palm oil, and the estension ol the graduated
cxemption of processed padm o daties. However, negative margans were experienced by
refineries due nxanly 1o cost escalation and busers seeking the most competitive prices.
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In the highly competitive world palm oil market. refatively high cost Malaysian palm oil
has to compete against the often subsidized substitutes. Although world-wide demand tor
palm oil and other fats 1s expected to rise from 70 million tonnes in 1989 o 100 million
tonnes in 2000, Malaysia will need to sharpen its competitive edge and look for new export
markets. India is a principal importer of Malaysian palm otl. This hitherto major export market
is currently experiencing a significant rise in the domestic production of vegetable oil.
suggesting that India may soon cease to exist as a major export market for Malaysian palm
uil. India has already reduced its palm oil purchases from 1 million tonnes in 1987 t6 260.000
tor > in 1989, India has also shifted its purchases to Indonesia because of lower prices.
Malavsia is currently looking tor new mackets. Several trade missions were sent to China.
the Islamic Republic of Iran and Egyvpt in order to promote the sale of palm oil in these
countries. With a view to gaiming a stronger foothold in the highly competitive world palm
oil market. local utilization of palm oil for a higher degree of processing is also encouraged.

Malaysia’s palm oil production is forecast to register a marginal increase trom 6.05 million
tonnes in 1989 10 6.23 million tonnes in 1990. This is attributed partly to talling vields from
ageing trees and to cuts in the use of fertilizer by high cost growers who are most aftected
by the current low prices.

With a view te arresting the price declines on the world murket. Malavsia is endeavouring
to create a conglomerate of palm oil exporters. As the world demand for palm oil and fats
is expected to rise. the planned international palm oil conglomerate may create an oligopolistic
price structure to command better prices.

Cocoa products: vast potential for processing industries

The production of cocoa butter is mainly export-oriented while other products. such as cocoa
powder and chocolates. are produced mostly for the domestic market. Cocoa liquor and cocoa
paste are produced in small quantities.

The cocoa products subsector provides linkages to the sugar and dairy products subsectors.
With the introduction of modern technology. particularly in large-scale processing. the industry
is becoming increasingly capital-intensive.

In 1990 Malaysia agreed to join the Cocoa Producers” Alliance (CPA)Y. The two-year extension
of the international cocoa agreement may provide @ temporary reprieve in a depressed world
market for cocoa. Malaysia still exports around two-thirds of the country™s cocoa beans in
unprocessed form. However. new projects tend 1o be of an integrated nature. ic.. from
cultivation of cocoa to the processing of the cocoa beans to tinal products. The world's major
importers of cocou butter. cocon powder and chocolates are the United States. EC, Federal
Republic of Germany . United Kingdom. Netherlands. France. Belgiam and Switzerland. In
Asia. Japan and Australia constitute potential markets for cocoa products. Chocolate
manufacturers could benefit from joint venture agreements with well-known chocolate firms
in the world. Marketing arrangemients tor the use of brand names and transter of technology
could pave the way for successfully penctrating world markets.

Cereal preparations: revealing import dependence on raw materials

Wheat flour constitutes the main output of this segment of manutacturing, Wheat tlour is
turther processed into noodic s and bakery products. The malls depend heavily on imports
of raw materials. At present there are six flour mills in Malaysia. The performance of three
listed companies s reported in Table IV 30 In terms of turnover Federal Flour Mills recosered
from the recession of 198RS and 1986, while Malayan Flour Mills and United Malasan Flour
Mills suftered adechine. Despite anincrease in post-tas profitin 1987, the dividend per share
dechined i Federal Flooar Mills and staznated o the other two mnlls. Wheat processing nulls
use advanced technology




Table IV.3, Performance of the three listed flour milling companies, 1985 — 1987
(Thousand M$)

Federal Flour Mills

Maulayan Flour Mills

United Maluyan Flour Mills

1985 1986 1987 1985 1986 1987 1985 1986 1987
Share caputal RS.000 K5.000 85,000 IS0 35,000 35.000 6,000 6,000 6,000
Turnoser 347,761 513017 628,102 175,522 179,352 173,181 56,2358 §2.317 48,626
Pretas protit 32.620 42.677 47.341 10,650 10,587 14.516 3.694 1.29) 3886
Post-tuny profn 26.843 27.256 Mooz 6,249 7,792 K84 1.978 1,520 1.740
Dividend per share
pereentage)d 17.5 17.5 7.2 10 10 10 12 12 12

Sowrce: Business Times, duly 270 1988).
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Canned fruits: R & D for enhanced potential

This subsector plays an important role i enhancing the export pertormance of the
manutacturing scetor. For instance. in 1984, Malayvsia exported MS 68 million of canned
fruits. mainly pincapple. of which MS$ 6.5 million went to Japan, while in 1985 wotal cxports
fell to MS 56 million though Japan increased its imports to MS 9.8 million. There is still
potential in the Japanese market for canne ! tropical fruits as only 30 per cent of the canned
pincapple consumed in Japan is imported from Malaysia. As it is important. the covernment
cmphasizes the role of R & D for this subsector: and this role has been complemented by
the Malaysian Agricultural Research and Development Institute (MARDI. The latter has
s far identified several local fruits such as guava. soursop. starfruit. passion fruit. mango.
tamarind. jacktruit. mangosteen and rambutan that can be processed into juices. jams. Jellies,
slices in syrup and sugar confectionery.

Beverages: exploring new avenues

The major items are soft drinks. fruit-flavoured and fruit drinks and sova bean milk. Production
is principally meant for the domestic market. although some is destined for the export market.
mainly Thailand and Singapore. In 1989 the soft drink sub-group constituted approximately
68 per cent of the estimated MS 400 million non-alcoholic beverage market.

The malt and malt liquor industry produces mainly beer and stout. The total beer and stout
market is about one million hectolities annually. shared almost equally by three brewers:
Guinness. Carlsberg and Malayan Breweries Ltd. (MBL). The scope for the production of
protein-based or other nutrient-based tortified soft drinks. e.¢.. milk-flavoured drinks. will
need to be investigated.

Meat processing: scope for import substitution

The major outputs are canned chicken. canned pork and meat sausages whose production
is mainly targeted at the domestic market. During 1982 — 1986. the meat processing subsector
grew at an average annual rate of 18.6 per cent.

Malaysia’s total production of meat products. excepting canned meat. has been estimated
at 1.500 tonnes a year. Local production is around 20 per cent of the import value. The scope
for import substitution will need to be examined. with a view to reducing the country’s import
bill for meat imports.

Fish products: towards self-sufficiency

Most of the processing firms are small-scale operators. processing fish crachers and other
fish products through drying. salting and fermentation. A large share of the subsector’s output
was represented by frozen seatood and canned seafood. mainly for export. For example,
in the carly 1980s. frozen prawns and preserved crustaceans respectively constituted about
39.2 per cent and 32.8 per cent of the total exports of the subsector.

A new development in this subsector has been in aquaculture. There have been substantial
investments from Japan and Taiwan Provinee in addition to new ventures by the Unilever
company and major Malaysian companies., including the Lion Group and Guthrie. For Malay sia
to achieve self-sufficiency in processed fish products. it could mtensity efforts to develop
chilled. extended shelf-lite products. as well as the capability for producing high value live fish.
Domestic demand projections for processed food products are presented in Table [V .4,

Projected domestic demand for all tood products shows increasine trends in the future owing
to tactors such as increase in population as well as increase in real disposable income. * Other

© Based on PR census dta onpopulation srowth e clasticts ot demand and real disposal ot See Medim
and Lo dorm Indusiial Moasicr Plan. TOSO 1995 L ood Prowesans Iidiusan A ueast P985
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Prospects

Generally the prospects for the food processing industry seem promising due to the growing
external and internal demand. Morcover. there is much scope for increasing its contribution
to the economy in terms of output. employment and savings in foreign exchange. As the
country is endowed with a good agricultural potential. it is possible to expand agricultural
production in order to case the raw material supply constraints. Identification of idle and
marginal land suitable for growing durian. rambutan. banana. jacktruit and starfruit could
significantly enhance the scope for developing a sound raw material base for developti:g new
product lines in the food industry.

B. RUBBER PRODUCTS: IMPROVING EXPORT PERFORMANCE

The resource base

Malaysia remains the largest producer of natural rubber in the world. but only less than 5
per cent of the country s rubber production is used for the manutacture of rubber products.
Smallholdings constitute the leading segment in the production of natural rubber in terms
of output and cultivated arca. With smailholdings being more vulnerable to price fluctuations.
the weak price for rubber in 1989 led to a 10.5 per cent fall in smallholding output. which
accounted for 69.2 per cent of total rubber output in the same year. Production in the estate
sector tell less sharply by 8.9 per cent in 1989. Since 1989 the planted arca under cultivation
continued to decline as a result of large-scale conversion of rubber holdings into oil palm
and cocoa-growing arcas. Rising production levels in recent years have thus been due to a
significant increase in the yicld per hectare. Table V.S shows that despite lower production
in smallholding estate sectors in 1989. vield per hectare rose significantly in Peninsular Malaysia
which harvests over 95 per cent of total rubber output in Malaysia. The productivity gains
were due mainly to the use of more high-yiclding clones. better agronomic practices. proper
application of fertilizer and a widespread adoption of controlled upward tapping. particularly
by smallholders.

Table IV.5. Rubber: area. production and yvield. 1988 and 1989

Eastates Smallholdings

1988 (CRUA 198% 1989
Thousand hectares

Planted arca n inl 1,403 1.486
High viclding area RIS IS 328 1.3260
Mature arca 119 RKY 7l 983

Replanting 6 ] 15 2

New planting X 7

Production
t Thousamd tonnesy A8 438 1. 180 983

Yield tKy matore
hectarer? i 480 1.512 .02 1,222

Sonrces Malaysian Rubber Rescarch amd Desclopment Board: Depariment of Aencaltare, Sababand Sarawak,
amb Department ot Statistios

a Peninsalar Malinvsis only

B Prehimunary
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Malaysia’s current emphasis is on research and development in order w achieve turther
increases in productivity and to reduce costs. especially labour costs. New devices such as
low intensive tapping. controfled upward tapping and rain gutiers have been introduced recently.

In terms of rubber grades. there was a shift away from Ribbed Smoked Sheet (RSS). bringing
its share of total output down to 20.6 per cent in 1988 from 25 per cent in 1987, At the
same time, latex output increased markedly as a result of favourable demand conditions. Latex
production accounted for 18.6 per cent in 1988 compared with 15.1 per cent of total output
in 1987. Standard Malaysian Rubber (SMR) kept its share almost constant at 57 per cent
of total output in 1988.

Emerging trends in rubber products

Rubber products uccount for around 8 per cent of MVA 1.8 per cent of GDP. 2.7 per cent
of manutactured cxports and around 3 per cent of manufacturing employment. The country
produces & wide range of intermediate and tinished goods. including tyres. inner tubes.
tootwear. latex goods, industrial rubber goods and a variety of general rubber products.

Malaysia manutactures and utilizes major inputs such as carbon black. clay. whiting, zine
oxide and stearic acid that are produced locally and the materials are generally accepted
internationally. On the other hand. the sector has also developed forward hinkages with the
automotive and transport equipment industry . the footwear industry, the construction industry
and the machinery and equipment industry.

A major feature of the rubber products industry s the existence of a large number of small-
and medium-sized tirms which are mainly producing for the domestic market. They are
generally weak in export trade and are unable to compete in terms of price. quality.
specifications and services with the few large companies established wholly or jointly by
foreign transnationals.

Latex products and general goods® accounted for over 40 per cent of total output of rubber
products in 1987 (see Table [V.6), tollowed by tyres (31.9 per cent) and footwear (15,1
per cent). The output growth of the rubber industry wis signiticant in the 1970s. After sluggish
growth trends in the first halt of the 19808, production picked up in 1986 and was sustained
at a high pace of 20.8 per centin 1987, A striking S1.7 per cent increase in output was recorded
by inner tubes in 1987,

Latex products and general rubber goods maintained a high pace of expansion throughout.
While the exparsion of latex production has been buoyed mainly by the growing external
demand, particu.arly for gloves, the production of general rubber goods has been largely
oriented towards the domestic market. Among the fatex products, the production of rubber
gloves grew at a high rate, increasing from 198 million pairs in 1983 1o 397 million pairs
in 1987. During the first nine months of 1988 output reached 862 million pairs. At present.
there are 79 rubber glove manufacturing plants, the bulk of which are small- to medium-
scale in size. Most of the larger rubber glove manutacturing companies are foreign-owned.
The largest importer of “Madce-in-Malaysia™ rubber gloves is the United States which accounted
for 42 per cent of Malaysia's total export value of rubber gloves during January -August 1988,
The other major export destinations are EC. Japan, Saudi Arabia and Canada (see Table IV.7),

*Lates products include dipped goods tgloves. balloons, catheters and prophy lictic voodsy, toam: prodac s
tittresses and custion upholsters | clothimg aceessories and carpetunderiay s owellas Les theead and adhesives,
while general rubber goods comprise products ranging Trom sports goods fo sheeting amd matting. rollers, hot
water hottles, floor covermyg, rubber bands, toys and gencral mouldings oF non mdusteial use
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Table IV.7. Export destinations of rubber gloves from Malaysia’ . 1983 — [988
(Thousand of M$)

Expont 1983 1984 1985 1986 1987 1988
destination

United States 33417 30468 11.788 15.302 52045 156.137
United Kingdom 16.166 16.349 212 13.030 38.570 23 841
Japan 9. 047 10.760 17.728 9 400 30101 18.5322
France 2.730 1.562 5.030 3540 23451 15,150
Federal Republic of Germany ELTIR 10,923 12.740 9,492 24799 20810
haly 7.427 8.633 10.428 7.754 17.640 13,534
Netherlands RJRRA 4,337 31830 3.3 7.337 5.992
Saudi Arabia 1.746 2174 553 2.995 542 7.282
Sweden 2.625 1.852 2.593 1.909 1.606 4.245
Canada 3538 3.936 4.651 2462 4488 5714
Others 14.207 19,369 20.529 13.379 424 30.321
Total 106.565 110,585 141.099 84.635 242,334 303.548

Sowrce: Department of Statisties. External Trade Statistics (various issucs).

a The export figures prior o 1986 include “articles of apparel and clothing accessories of unhardened vulcanized
rubber” under the CCON Code J013.000. Since 1986, exports of gloves have been reclassified as “surgical gloves”
and “gloves of unhardened vuleanized rubber noe s under CCON Codes 4013110 and $0. 13,190 respectively .
b January-August 1988,

The production of tyres in Malaysia rose from 4.26 million picees in 1983 to 5.17 million
picces in 1987, A major initiative is focuscd on the development of the tyre industry as a
priority segment of the rubber industry. Production oi inner tubes grew from 4.9 million
picces in 1983 to 10.4 million in 1987, representing an cverage annual rate of 16.1 per cent
per annum. There is an increasing trend towards predu ttion of butyl inner tubes in view
of the current emphasis on the production of radial and commercial vehicle tyres using buty]
inner tubes.

The rubber footwear industry accounted for about 1.1 per cent of the total value of
manufacturing output and 0.2 per cent of the country’s gross domestic product (GDP) in
the mid-1980s. Nevertheless, the rubber footwear industry ecmploys the largest number of
workers among the rubber products subsectors because of its labour intensiveness. There
are more than 30 companics ergaged in the manufacture of footwear, and they manufacture
mainly footwear with rubber roles and uppers of textile and rubber. In this sector. utilization
of natural rubber is low and the industry is dependent on a large assortment of imported
materials.

Industrial rubber goods produced in Malaysia include belts. hoses and tubes, mountings.,
fenders. automotive components and all types of mouldings for industrial uses. During
1981 — 1983 the fastest export growth was recorded by hoses and tubes. followed by belts.
Among the exports of other rubber products toys and sports products grew significantly in
the {970s. Exports of toys and sports goods maintained double-digit growth rates in
1981 — 198S.

Progress in import substitution

The degree of achicvement of import substitution by the production of rubber products was
partly evidenced by the fall in the annual average rate < vowth of imports of rubber products
from 19 per cent during 1971 1980 o 6 per cent during TOR1 - T98S. and a negative growth
rate of F1.8 per centin 1986, However, when the cconomy recovered from the recession
of 1985 and 1980, there was a sharp rise i the imports of rubber products. This was due
fargely toa signiticant increase i the demand for general rubber goods. mner tubes. hoses
and tubes, tyres and tootwear.
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Exhibit IV.2. List of priority rubber products

1y Tyres. all types

2 Retreading ot aireraft tyres

3) Tubes

4) Precured retreads

5) Monlded rubber products

6) Latex dipped products

Ty Extruded rubber products

8) General rubber products

Y) Foam rubber products

10y Rubberized tabrics

11) Intlatable rubber products

12) Conveyor belts, transmission belts, V-type belts and other rubber belting
13) Engincering components of rubber (e g, building mounts, antivibrations mounts)
14) Reclaimed rubber

15) Rubber compound

16) Rubber-based (elastomeric) speciality coating

Although the above trends lend credence to the fact that during the phase of rapid economic
expansion rising domestic demand for several rubber products continued to be met by imports,
Malaysia’s achievement in the import substitution of certain rubber products is revealed by
the change in the composition of rubber imports. The share of tyres in Malaysia’s rubber
import profile fell significantly from 25.9 per cent in 1970 to about 15.2 per cent in 1987,
wlhile that of latex goods imports dropped markedly from 12.8 per cent to 3.8 per cent during
the same period. indicating the substitution of domestic output for imports. However. Malaysia
continues to depend on imports for several categories of rubber products.

Major constraints

The growth of Malaysia’s rubber manutacturing subsector is constrained by the relatively
small population and the absence of a strong domestic demand for rubber products cither
as final or intermediate goods. For example. the country’s need for motor vehicle tyres is
still small.

The fairly small size of the rubber product manufacturing units in Malaysia renders them
unable to benefit from ecconomices of scale. and the units are unable to spend on costly equipment
or to promote development in research and technology. This in turn makes them relatively
less efficient in comparison to their counterparts in the industrialized countries and the
industrially more advanced developing countries. The average sales of two major tyre plants
in Malaysia in the carly 19808 were equivalent to only one-seventh of the average sales of
two tyre plants in the United States.

The manufacture nf most of the rubber products for export is hased on relatively simple
technology and emphasis is on products of low value added: for example gloves. The bulk
of the rubber products companies, especially those which are locally owned. are generally
lacking in quality control. These small-sized companies cannot aftord to install quality control
cquipment.

The cost of imported raw materials and inputs such as synthetic rubber, compound chemicals,
cords and textiles are high, partly due to expensive freight and import duty charges. Tt s
notable that the cost of freight is a key determinant in the export competitiveness of rubber
products. For example, Malaysian tyres are not price competitive on the international market.
A Malaysian made tyre costs 15 per eent 1o 20 per cent more than a tyre exported by the
Republic of Korea or Tuiwan Provinee.




Industry Branch Profiles: Retrospects and Prospects 79

The transnational companies and joint-venture companies do not carry out rescarch and
development locally as they depend on their parent companies or toreign partners for technical
know-how. The small-scale locally owned companies do not have their own R & D activities
due to financial constraints and lack of expertise.

Tarift and other protectionist barriers imposed by the industrialized countries have also
contributed to the poor export performance of the rubber products industry. For example.
the export of canvas footwear and rubber boots is subject to quota limitation in the EC market.
and to import duties of 37.5 per cent in the United States. 21 per cent in the Republic of
Korea and 10 per cent in Japan.

Prospects

World natural rubber production stood at 5.10 million tonnes in 1989, In the wake of a
downward slide in prices. production of natural rubber in Malaysia fell by 200,000 ton es
in 1989. a change not experienced tor decades. However. much of this decline was offset
ov rising Thai rubber production which iccvidid wound 16.7 per cent increase. With the
only exception of Sri Lanka. cther major producers of natural rubber experienced significant
increases in output in 1989. There was a sharp uplift of 18.5 per cent in Africa. with rapid
increases in production in Nigeria (44 per cent). Cameroon (17.3 per cent) and Cote d'Ivoire
9.8 per cent). In 1989 the production of natural rubber grew by 1.8 per cent in India. 6.0
per cent in China and 2.3 per cent in Indonesia. The year 1989 represented the seventh
consecutive vear in the upward swing of world rubber consumption (natural and synthetic
rubber). Economic growth in the EC and North America rather than in Asia influenced a
significant increase in world rubber consumption.

The outleok for matural rubber prices in 1990 does not seem bright in the face of an excess
of latex concentrate as well as 2xcess production in the tyvre and vehicle industries. However.
the present depressed prices may generate a negative supply response from producers. As
Malaysian smallholders did in 1989, Thai smallholders have also started reacting to depressed
prices. If other producers also follow this. there may be a slowing down of growth in rubber
production. which may Iead to a possible rise in the prices of natural rubber on the world
market.

VCorld consumption of natural and svathetic rubber reveals that the barriers between the two
categorics of rubber are being increasingly dismantled. As shown in Table IV 8 the yvear
1989 demonstrated the complementary as opposed to the substitutional aspect of matural rubber
and synthetic rubber. Eastern Europe. a major producer of svathetic rubber. experienced
the highest growth in the consumption of natural rubber. while major natural rubber producers
in Asia registered the fastest growth in the consumption of synthetic rubber. A 3.7 per cent
increase in the world consumption of synthetic rubber in 1989 was marginally higher than
that in natural rubber consumption. Worid consumption of syathetic rubber in total rubber
consumption renained unchanged at 66,2 per cent in 1989, Clear indications are that sy nthetic
rubber miakes deep in-roads into the production of rubber products. Even natural rubber
producers such as Thaikand. Indonesia and Malayvsia are contemplating the establishment of
production facilities for selected synthetic rubber products. Influenced by the suceess stories
ol the Republic of Korea and Taiwan Provinee, transnational corporations and big firms from
Europe, United States and Japan may find these facilities in other Asian countries attractive
for joint endeavours.

Thus, a key resoarce-based mdustrs i Malaysin is inereasingly exposed 1o rapid struciural
change m the global rabber mdustry . Amadst emerging challenges, Malas sis stoving (o
emerge asankjor exporter of tvres and tubes by the year 1995, Other rubber products identified
tor further expinsion include automotive components. Ltex dipped goods. engimecnng and
industrial rubber goods and rubber sports goods. Faced with an oncompetitive cost structuse,
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the Malavsian rubber manufacturers are forced to strive hard o thrive in the world rubber
industry which is entering a quality phase. Quality control has now assumed great importance
in all aspects of manutacture and use. The users of rubber products are imposing performance
staudards. These tremds hanve brought with them competitive elements that demand fine tuning.
sophisticated processing and avoidance of contamination. Prospects for selected rubber products
will need to be analysed in the context of these developments in the global rubber industry .
particularly a very high degree of sophistication that has already gone into the production
process.

Around 70 per cent of natural rubber is consumed by the transportation sector. largely in
tyres. Buyers in this sector now look for high quality rubber. Although Malaysia natural
rubber is of relatively high grade. the intrinaic quality of the rubber as it leaves the tree does
not alone determine quality. Types and grades of rubber stem essentially from methods of
cedection. treatment and processing. This calls for the use of sophisticated methods and
technology . Despite a signiticant increase in the use of svathetic rubber in tyres. it is the
case that truck tyres. aviation tyres. large off-the-road tyres and solid fork Lift tyres have
high natural rubber contents. However. prospects depend on cost competitiveness and the
capactty of the manufacturers to cope with demanding specifications.

The consumption of natural rubber in the non-tvre sector of the automotive industry ranges
from hose and belting through seals. mounts. suspension and moulded products o safety -
related devices. wires, cables and seating. In these product arcas performance requirements
are changing in response to changes in vehicle weight. the fuel used and environmental pollution
legislation. A recent in-depth study * of the non-tyre automotive market for speciality clastomers
points out that clastomer suppliers and components manufacturers are now faced with two
major challenges: location of vehicle production is changing: and more ecologically sound
specifications are coming into force due to environmental protection requirements. Malaysia
may stand as an exception to the first challenge in view of the increasing redeplovment of
vehicle manutacturing units to the ASEAN region. The present move towards the creation
of a semi-common market for vehicle components in the ASEAN region seems to be to the
advantage of Malaysia which could supply these elastomers by virtue of its raw material base
and production facilities.

The most striking recent development in the Malaysian rubber industry has been the vigorous
cxpansion in the production and export of examination gloves. The growth trend in glove
making, and other dipped goods, consoms in particular. is largely the result of 4 sigmiticant
increase in world demand due to the rising fear of AIDS infection. The global demand for
1988 was estimated at 6 billion pairs. By the end of the year the revised estimite rose 1o
around 20 bilhon. Concomitant with the rising demand. glove manufacturing capacity world-
wide is also expanding rapidly. China has stepped up its glove manulacturing activity (o
manufacture around 2.5 billion pairs annually. Taiwan Province also emerged as a market
leader with massive production capacity for all types of disposable gloves. Glove manufacturing
capacity has been expanding though on @ smaller scale in Thailand. Indonesia and Republic
of Koree. In 1988, of the 80 glove making companies, around 15 were estabiished as part
of large international companics with good market access. These companies have manufacturing
and marketing expertise to prdduce high quality, casily marketable gloves. But small
manufacturers are faced with the problem of linde experience of the fine process control and
complex technology of dipping. They also suffer from fack of access to markets. These firms
are vet to establish their foothold in the established export market. With substantial assistance
to these industries. a much larger local industry could serve the export market.

Malay sia has 1o heep abreast of new trends in rubber technologs | Indigenous rescarch and
development has hitherto focused largely on the primary sector rather than rubber product

.

For o brct summary of the stads . see Rubber Developmenss (1980, Vol 42 No 3, p 88
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manufacturing. There is 1 need to capitalize the current capability of the Malaysian Rubber
Rescarch and Development Board (MRRDB). Rubber Research Institute of Malayvsia (RRIM).
Malaysian Rubber Producers™ Research Association (MRPRA) and Malaysian Rubber Burcau
(MRB) into a force in order to take advantage of the latest technological devices. Technical
co-operation by bilateral donors. multilateral organizations and parent companies of
transnational corporations wil' need to be directed to the development of new products. efficient
production methods leading t» higher productivity. cost compeativeness and better quality.

C. TEXTILES AND CLOTHING: THRIVING GARMENT EXPORTS

The resource base

The textile industry relies on imports for most of its raw materials. These include cotton.,
acrylic fibre, woollen yarn and fabric of fine count (of cither 100 per cent cotton or polvester).
rayon woul and even rubberized waterproot fabric for apparel making. Compiementary imports
include embroidery thread. certain types of buttons. buckles. studs. ete.

Industry structure

The textile industry in Malaysia accounts for around 6 per cent of MVA. employs about
100.000 workers. and ranks second in the country s export profile after clectronic and electrical
goods. The Malaysian textile industry can be broadly divided into two subsectors, namely.
textiles and wearing apparel. In the textile subsector. activities are contfined main!  to
polymerization (production of man-made fibre). spinning (natural and man-made fibre yarn).
texturizing of man-made fibre varn, weaving and knitting a wide range ot tabrics. In the
knitting subscctor activities are concentrated on various types of garments and include a wide
range of textile products such as carpets. rugs, ropes. twine. towels. narrow tabries. socks,
laces and also textile goods such as bedlinen, tble linen and headwear.

The textile industry comprises a relatively small number of companies engaged in spinning.
weaving and tabric processing: a significant number of firms are engaged in kmtting and
a large number of companies are involved in apparel manufacturing (see Table IV.9). There
are about 160 textile and apparel manutacturers who are members of the Malavsian Textle
Manufacturers Association, Morge than half of them produce woven apparel. knitted fabrics
and knitwear. as well as undergarments. of which the majority is for the export market. In
1988 there were only 30 companies with paid-up capital of MS 5 million and above. and
only 35 companies emploved more than 300 workers cach.

Table IV.9. Structure of the testile industry, 1988

Number of Manddactuning Tnstalled
LS avtiv iy produgt Capc ity
o | Svothetne hbre
- Fabric processing 2000 mathon sqgirare metres
i Spinain SO2000 spandles
i Woeaviny 22T lownins
M Rotted conmds
194 Kmittinee SO0 kit achines
LT Coatnmients LMY sewany i hines

Senrre s NMalavsian Teatide Manutactorers Mssocnnion
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Textile and garment production

In the textile subsector there has been a gradual and steady increase in output over the vears.
Whereas the cotton fabric segment grew modestly at 6 per cent during 1983 — 1988, the appare!
segment of the textile industry recorded spectacular production increases in volume terms
during 1983 — 1988 (sce Table IV 10). The relatively high pace of expansion in the apparci
subsector has been attributed partly to new technologies used in the garment industries.
particularly in the larger plants. A few of the medium-size plants have begun to use smaller
computer-zided marker drawing machines.

Exhibit IV.3. List of priority textiles and textile products

D Man-made fibre. all tpes excluding polyester staple fibre
21 Silk. silk yarn and fabries of silk

3 Contnuous yarn or filament yvarn of man-made fibres

4) Woren fabries of higher counts

5 Special tabries for upholstens and furmishing tabrics

& Commission dycing. bleaching. printing and finishing facibities of high standard tor yarn

and fibre

Ty Cord tabrics including tyre-cord tabrics

%) High qualin, made-up garments and made-up textile aricles
N Made-up garments
10y Natural tibre

1 Bauk printing

12y Kmitted fabrics
13 Accessories tor the tevtle indusiry

14 Knitted articles

-

Among the two segments of the textile industry. the apparel subsector is more export-oriented.
The ratio of cxports to output was around 63 per cent in the carly 1980s. The corresponding
ratio for textiles was only around 25 per cent. Countries which are signatories to the Mulufibre
Arrangement (MEA) represent the main outlet for Malaysian apparel exports. with the United
States and the EC constituting the largest mitrkets. On the other hand. yarn and tabrics exports
are destined mainly for non-MEA countries. Since Malaysia does not produce natural fibres
such as cotton, wool, silk, jute, ete, ity entire raw material reguirements are imported.

Domestic demand projections

Domestic consumption of apparel is projected to grow at an average annual rate of 7.8 per
cent during 1991 - 1995, This torecast is based on the assumption that GNP in real terms
will grow at 6 per cent per annum, and that the income clasticity of demand for apparel will
be 1.3, Domestic consumption of textiles is mainly o derived demand originating primarily
in the apparel subsector. While around 70 per cent of the output of apparcl will be targeted
for the export markets by 1995, domestic demand s expected 1o constitute a migor source
of growth in the clothing industry. With i projected population of 20 miilion tor 1993 and
current indications of i sustained pace of cconomic recovery coupled with a rise in disposable
income, these projections seem realistic,

Export performance

With the setting up of & sumber of export-oricnted factories i the 19705, cxports of both
textiles and apparel grew significantly during the decade. growing at 26.6 per cent ped annum
in 1981 prices. Apparel exports grew faster than testile exports. Inthe carly 198OS appare]
exports suffered a decline in the wake of the recession in the nigor export nxirhets. As the
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global ¢conomic recovery since 1983 offered new opportunitics. clothing export carnings
rose from MS 0.96 billion in 1983 1o MS 2.04 billion in 1988. representing an average annual
rate of 24 per cent over the period. The United States. the EC and Japan continue to be the
major markets tor textile made-ups (see Table VLD,

Table IV.11. Exports of textiles and apparel by destinaton. 1986 - 1988
tIn million M$)

Expont ~alue Pereentage
gronth
Country j9R6 1987 [9ax JON6 — [YS8

Jan v Nov)

United States 709.63 917.71 1247 16.6
EC 34524 579.79 631.2 223
Japan 62.02 112,50 154.8 ise

Source: New Straits Tines (10 May [989).

The growth of clothing exports is estimated to reach a slower rate in the 1990s. moderating
at 14 per cent by 1994, This reduced growth takes into account changes that take place in
the global textile industry. Exports of textiles are also targeted to grow modestly as more
of the domestic production is being absorbed by the growing apparel scgment. There has
already been a gradual decline in the ratio of exports to textile productior.

Export prospects

The export target tor 1995 is set at MS 3.5 billion. with 77 per cent or MS 2.7 billion stemnming
tfrom apparcl products. With an estimated export value of MS$ 3.6 billion in 1989Y. the export
target set in the IMP has already been achieved. However. future prospects for exports will
need to be analvsed within the perspective of an increasingly complex and competitive
eavironment intluencing the globalization of the textile industry.

In the 1950s and 1960s. Hong Kong. the Republic of Korea and Taiwan Provinee emerged
as dynamic exporters of textiles and made-ups. Recently textile producers of these countries
were undercut by a new generation of low-cost praducers. The basic factors that have enabled
these NIEs. Hong Kong in particular. to maintain the momentum of export growth include
efficient quota administration to encourage maximum utilization of quota for all quota-restricted
items., retention of “scarcity rent” through upgrading in quality terms, greater control over
material sourcing to product development. internationalization of garment operations through
subcontracting and increasing use of sophisticated equipment. According to recent estimates. *
tetile productivity in Hong Kong has risen faster than that in the United States, more than
offsetting the refatively rapid growth of wages.

Thus. productivity gains amoang ostablished producers tend 1o erode the low-cosi advantage
of emerging competitors. Access 1o low-cost Lanour was hitherto considered as @ “short-cut
route” 1o undercut prices in corapetitive markets. But the relocation of textile industries is
being increasingly determined by their potential to thrive in an ever-increasingly competitive
environment. Productivity gains achieved through avtomation eapecially in spinning and
weaving have led to changes in the balance of competitive strength in the global textile industry .

©See Jewde b tDecember [9RK) po 1SS
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Malaysia’s share in world exports of textiles and clothing is less than 1 per cent. Hong Kong
and haly remain the leading exporters. cach retaining a 10.1 per cent share of world exports
of icxtile and clothing, tollowed by the Federal Republic of Germany (9.1 per cent). Republic
of Korea (7 per cent). China (5.9 per cent) and Taiwan Province (5.6 per cent). The United
States is the world’s leading importer of textiles and clothing (17.7 per cent). followed by
the Federal Republic of Germany (13.6 per cent) and France (6.6 per ceno).

Malaysia’s comparative advantage lies in the wearing apparel segment of the textile industry.
The quality of apparel is largely dependent on design and other skills rather than technology
embedded in machines. Continuous effort on the part of local firms to improve their skills
and designs is absolutely necessary to remain competitive and to expand market share.

Although Malaysian companies have achieved high rates of quota utilization in the United
States market. there remain unused quota volumes in the EC market. A selective approach
will need to be adopted with a view to seizing opportunities within the range of these products.
Producers could also exploit the scope for enhancing exports of non-quota items to the MFA
market. In addition to product diversification there is also a need to diversity into new market
arcas such as West Asia. Australia and selected developing countries. A conscious effort
is needed to increase productivity substantially which could permit expansion of the industry
in the competitive world market.

The key clements of investment strategy could focus on consolidating the gains alrcady achieved
and on selective rationalization and modernization initiatives for productivity and quality
improvements. Greater emphasis will reed to be placed on apparel than on primary textiles.
There is also a need to adopt a cautious attitude towards new investments in primary textiles.
Imports of high quabty fabrics and materials are incvitable in order to further accelerate the
export drive of quality made-ups.

D. CHEMICAL INDUSTRY: MIXED PROSPECTS

Industry structure

Malaysia’s chemical industry has a narrow base. with industrial chemicals accounting for
around three-fourths of output. Industrial chemicals include industrial gases. fertilizers,
pesticides. syathetic resins, plastic materials and man-made fibres. Other chemical products
are paints. varnishes, lacquers. drugs and medicines. soap and cleaning preparations, cte.
Table IV.12 presents a disaggregate picture of the country’s chemical industry . revealing
the structure of S-digit Malaysian Industrial Classification. This disaggregate structure shows
the rapid increase in the share of industrial gases in chemical industry s output. rising from
7.8 per cent in 1982 to 44.8 per cent in 1986. Proven reserves of natural gas are estimated
at S3 trillion cubic feet. Malaysia currently ranks 13th in terms of world gas reserves. Output
of liquefied natural gas rose from 6,398 million tonnes in 1988 to 6,700 million tonnes in
1989, There are about 12 companices producing gases. Annual sales of industrial gases totalled
between MS 480 million to M$ 90 million in the late 1980s,

Malaysian Oxygen (MOX) is a leading company producing gases, with a market share of

hetween 60 per cent and 70 per cent. MOX has been in the business for the last 40 years
and supplies nearly 1O per cent of nitrogen needs to the domestic electronics industry and
haxs a major portion of the oxygen market. MOX is affiliated to the world™s two fargest gas
companices, the British Oxygen Company group and L"Air Liguide from which MOX tap
their R & D achievements and expertise.

Progress has been made in the development of the petrochemicals sector. In February 1989,
PETRONAS. representing government interests and in charge of gas exploration and
exploitation. signed two joint-venture agreemenlts - one with a Japanese company for the

J
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production of methyvl tertiary butyl cther (MTBE) propylene and another with a Finnish
company tor a polypropyviene project. The MTBE propylene plant will have an annual
production capacity of 300,000 tonnes per vear. The plant will utilize raw matenials, such
as butane and propane trom the PETRONAS Gas Processing Plant in Kertih. and methanol
tfrom the Sabah Gas Industries” pland based in Labuan. The polypropyvlence project involves
the manufacture of raw materials input for the plastics industry.

In August 1989. PETRONAS cntered into a joint-venture agreement with Sarawak State
Government and two private companies for the establishiment of a plant to produce niddle
distillates from natural gas. The nuddle distillates synthesis (MDS) project will be the world's
irst commercial plant to produce maddle distillates from natucal gas. The plant. focated in
Bintulu. Sarawak. is scheduled tor completion by end-1992.

The share of fertilizers and pesticides in the chemical industry suffered a marked decline
during [982—1986. In the fertilizer subsector. Malaysia has at present ene urea production
plant. onc ammonium nitrate plant. about 10 compound granulated tertilizer plants and about
80 fertilizer mixing plants. Although Malay sia is self-sufficient in nitrogenous fertilizer. it
is still completely dependent on imported phosphate and potash. Domiestic supply of inorganic
chemicals wmounts to 25 per cent to 35 per cent of demand. Malavsia®s self-sufficiency in
nitrogenous fertilizer stems from the ASEAN Bintulu Plant that came on stream in the
mid- 1980s. with a production and marketing strategy aimed at the ASEAN region. The plant
has an mstalled capacity of 495,000 tonnes per annum of granubar urca. Urea frons this plant
was expected to replace ammonium nitrate as the major nitrogen source in Malavsia because
of urca’s low cost advantage. Estimates of the tuture nitrogen nutrient necds of Malaysia
suggest that the output of the Bintulu Plant will be tully absorbed by the domestic market
in 1990, Export demand within the ASEAN region justifies substantial investment in additional
nitrogen capacity.

Domestic refineries processed 169,717 barrels per day (bpd) of crude il to manufacture
gasoline and fuel oil in 1989, As the volume of crude ol sourced from domestic production
rose by 8 per centan 1989, the intake of imported oil by the refineries fell signiticantly .
In [98Y crude wil processed at the three refineries at Port Dikson and Luton stood at 142,125
bpd. representing an 8.9 per cent increase over the previous yvear.

The relatively young plastics industry in Malaysia accounted for 3.2 per cent ol the output
of Malayvsia’s chemical industry in 1986, There are about 600 local plastic manutacturers
with a total anmead wirnover of about MS 800 million. About 300 of them are members of
the Malaysian Plastic Manutacturers” Association and account for about 80 per cent of the
turnover. Most of the manutacturers are located in the more developed states of Sclangor,
Pinang (Buttcrworthy and Johore. The plastios industry is characterized by sowll to medium

sized establishments that are mainly fanily owned.

Imports of plasties and resins accounted for 23.4 per cent of total chemical imports i 1980,
This was due to increased demand by plastic fabricators in the manufacture of components
and parts for the electrical, clectronic and awtomotive industries. Malay sia’s major source
of resins are two Singapore-based producers. Phillips Petroleum Singapore and The Polvoletin
Company (TPC), which supply halt of the 150,000 tonnes consunied locally . Malay sia also
imports resins from Japan, Faiwan Provinee. Saudi Arabiia. Poland. Canada and the United
States.

The share of drugs and medicines in the output of the chemical industey stood at 3.6 per
cent in 1986, compared with 5.3 per centin 1982, There are about 200 local pharmaceutical
manutacturers in the industry. Most of them are members of the Malaysian Organization
of Pharmaccutical Industries (MOPH which only approses membership for those companies
which have o factory and have at least one pharmacist on the payvioll.
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The manutacture of paints, v_rnishes and lacguers accounted for 3.4 per cent of the chemical
industry s output in 1986 ICI Paints Malavsia is the leading paint company in the country.
The company is o subsidiary of the Chemical Company of Malavsia. ICH Paints Malavsia
recorded a pre-tax profit of MS 3.2 million for the vear ending 31 December 1988, compared
with a profit of MS 1.7 million in 1987, Turnover wvas also higher at M$S 78,3 million in
1988 compared with MS 721 million in 1987, The demand tor paint is projected w increase
from 36.6 million litres in 1988 to 41.4 million litres in 1990,

Exhibit V.4 List of priority chemical and pharmaceutical products

Dy Chenmcal dervatives obtained from methy I and cthal alcohol
2y Plant and vegetable extracts tor the piarmaceutical
pertfumeny . cosmetios and food flavouring industries
3 Antibiotics
4 Baswe manutacture of pharmaceuticals
5 Baswe manufacture of fertilizers
& Basic manutacture of pesticides
Ty Chemical dervatinves of petroleam. maural gas or coal
%) Fimne chemicals
91 Ammal vacene and climcal dignostic reagents
10y 2.4-Dichloro phens! acetic acids. meths | chloro pheny b acetic acids
1D Synthesized raw materials for advanced ceramics
12) Specialized paints and coatings
13) Common salt
14 Soap. cleaning preparations. cosmetios and other toilet preparntions
15 Chemical deriv aves from inorganic sources
L) Reoveling of chemicals and plastic wastes
17y Injections, sterde solutions and gelatine capsules
I8) Carbon black master batch
191 Industrial gases. whether compressed. biquetied or in sohid sate
20 Chemical for fire extingunhers
2D Ferulizers
22y Sodum carboxy T mcthy | celtulose

In terms of labour absorption. the chemical industry s contribution to total emplovment is
small given the capital-intensive nature of the industry. Table IV, 13 shows the structure of
employment across small, medium and farge enterprises in the chemical industry in Peninsular
Malavsia during 1981 - 1986. While employment per establishment fluctuated markedly over
the period. total employment in the chemical industry stood at 14506 in 1986, According
to MIDA, the chemical industry, excluding the oleochemical subsector, employed 15,757
persons by December 1987,

Prospects

IMP projections indicate that the chemical industry is expected to grow at an annual rage
of 8.4 per cent during 1990 - 1995, As can be seen from Table V.14 plastics and resins.
organics and inorganics are likely to be growth leaders with around 10 per cent annual average
increase in domestic demand during 1991 - 1995,

Domestic demand tor fertilizers is expected to grow at a medest annual rate of 4.8 per cent
during 1991 1995, compared with an estimate of 7.2 per cent in 1986 1990, These
projections are based on usage rates by crop and expected Land development by major crops.
Itis generally assumed that Tand development for cocoa and oil palm will continue to expand.

The country 's abundant gas reserves and growing nutrient needs provide the impetus tor the
development of fentilizer manutacturing. 10is very Dikely that usage of compound fertilizers
will grow substantially in the 1990s in view of more intensive cultivition of sclected crops
and mechanical application of tertilizers, as well as increasing awareness of compounds. Vhis
resource-hased industry could be developed to turther enhance surplus fertilizer production
for the subregional market.
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The prospects tor the petrochemical industry hinge ieavily on the domestic market. Malavsia
cannot be highly optimistic about export possibilities due to the regional plants in Singapore
and Thailand and also due to severe competition trom Saudi Arabian plants which are based
on free associated gas. New plants will need to be more competitive internationally if they
endeavour to enter the export market.

An increase in the domestic usage of petrochemical finished products could provide
opportunitics for a wide range of fabricated and processed petrochemical products. There
is a wide variety of applications for which petrochemical products can be used in Malaysia.
A few examples are bottie crates for beverages. pipes. toyvs. and other agricultural and
construction applications. Thus. strengthening the fabrication segment could constitute a major
development force tor the industry. There s a need to review the capabilities of the plastics
fabrication sector with a view to enhancing its potential to seize new opportunities. The fast
expanding electronics industry in Majaysia has generated a growing demand for plastic precision
products and this requires the establishment of high precision plastics operations. Opportunities
also stem from the growiag demand for houschold wares. industrial products. automotive
parts such as linings and padded panelling for construction and houschold purposes.

The global chemical industry is being increasingly characterized by the emergence of new
materials such as high-strength components and engineering plastics. However. some of these
products are yet to demonstrate their long-term prospects for developing countries.

E. WOOD-BASED INDUSTRY: INTENSIFYING DOWNSTREAM
PROCESSING

The resource base

The forest arca in Malaysia is estimated at 20.4 million hectares. encompassing 61.8 per
cent of the total land arca of Penirsular Malaysia. Sabah and Surawak. Details pertaining
to arcas of natural wood vegetation estimated by the Food and Agriculture Organization of
the United Nations (FAQ) at end-1985 are presented in Table V.15, Malaysia’s forest resources
are vast and. with sustained reatforestation. this resource base could be enhanced further.

The fluctuations in the output of saw I s and sawn timber as shown in Table IV 16 largely
retlect changes in export demiand. Despite these lluctuations. Malaysia still stands as the world's
largest producer of tropical hardwood.

After a vear of commendable growth in 1987 output of saw logs faltered marginally in 1988,
but rebounded well in 1989, The main source of the increase in output was a higher level
of logging in Sarawak. which more than oftset the combined decline of output in Sabah and
Peninsular Malaysia. The output of saw logs in Peninsular Malaysia declined by 10.6 per
cent in 1989, The State Government of Sabah introduced measures to control logging activities
in order to conserve forest resources. Logging activities in Sarawak were intensified in Y89
1o keep pace with the rising demand from traditional buyers. Japan and the Republic of Korea.
and to cater for farger demand in new markets, Thailand in particular.

In the face of rising international demand and prices. production of sawn timber rose from
6.3 million cubic metres in 1988 10 6.9 million cubic metres in 1989, The restrictions imposed
on exports of sawn timber by both the Philippines and Indonesia had resulted in o rise in
demand as well as prices for Malaysian timber, Malaysia faces o dilemma as world demand
and timber prices continue 1o rise in the wake of the imposition of tighter conditions for the
export of timbher by neighbouring countries. The sawmillers want to take advantage of high
prices on the world market. while the downstream manufacturers suffer from a shortage of
raw materials, In 1988 Malaysia’s log export carnings reached a record of M$ 7.2 hillion,
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Table IV.IS. Areas of natural wood vegetation. 1985
tIn milhion hectare)

Forest npe Peninsular Sabah Sarawak Towl
Virgin productive forest (L) 147 307 54N
Logged productive forest 3.56 1.43 0.63 567
Managed productive forest 0.86 . 237 323
Total productive torest R 290 612 1438
Unproductive by legislation 0.69 018 010 0.97
Unproductive by terraim 1.0% 1.54 1.76 4.38
Total unproductive forest 1.77 172 1.86 535
Total forest arca 713 4.62 798 9.73
Total land arca 137 7.39 2.+ 3w
Forest as a percentage of land arca M 6252 o4 14 ;.79

Source: FAO, Tropical Forest Resource Assessment (Rome. 1986,

Table 1V.16. Production of saw logs and sawn timber, 1975— 1989, selected years
(In million cubic metre)

Type of woud 1975 1980 1983 [UR6 1987 TYRN [EA
Saw logs 9.2 279 09 Y RAN RRN) 3TN
Sawn timher 19 6.3 54 AN 6.1 6.3 6.9

Sowrce: Bank of Negara: and Economic Report. various issues.

which surpassed the carnings trom crude petroleum. The year 1989 was also another good
year tor timber exports. The export boom has intensitied the competition for raw materials
among the downstream manufacturing industries. such as wood moulding. pencils. doors.
wooden frames as well as furniture.

Efforts to enhance the forest resources continue. The reatforestation programme initiated
by Sarawak in 1990 is aimed at establishing 1.500 hectares of new forest plantations, The
programme also aims at 10,000 hectares of new forest plantations annually in the 1990s.
In Peninsular Malaysia. another 42.000 hectares of forest plantations are planned for the
period 1989 - 1993, Sabah was the pioncer in establishing commercial timber plantations.
Around 20,000 hectares of fast growing Acacia manginm trees were planted in the last 16
years. The State Government of Sabah has increased the rovalty rates imposed on log exports,
and lowered the royalty rates on logs for focal processing in an ctiort to encourage downstream
processing. OF the total volume of legs produced in Sabah. 30 per cent was allocated for
domestic processing in 1989,

Doswnstream processing

Malaysia’s wood resources are now on i downstream tranl in order to maximize returns from
timber exports through value-added products. The export of furniture and moulding products
is projected at M$ 400 million and M$ 1.2 billion respectively in 1995, In pursuit of this,




94 Industry Branch Profiles: Retrospects and Prospects

the government is encouraging provessing ot timber into downstream products. However,
unlike the drastic banning of raw and semi-processed material exports in ncighbouring
countries. Malay sk is aiming at a phased approach in gradually imposing a ban on log exports,
with 2 hoat of attractine incentives for greater use tor downstream processing. Sawn logs,
phwond. veneer. woud mouldings and furniture dominated more than half of all umber export
carnings in 1989, However. furniture made up onby a small part of total carnings ol more
than MS 63 billion in 1989,

A growing aumber of fumiture manufacturers in the Taiwan Provinee have redeployved their
operations to Malaysia because of the rising value of the New Taiwan dollar and higher labour
coals. According to the Malavsian Industnial Development Authority . entreprencurs from
the Taiwan Province invested MS 250 million in the turniture industry in 1989, Eftorts are
under way to ensure regular supply of sawn logs trom Sabah and Sarawak o Peninsular
Malayvsia in order o case the ranw matenal shortage. Sabah and Sarawak consume only 20
per cent of locally produced fogs.

The Government of Sarawak reccived 82 project proposals in the first half of 1989 for
downstream processing. entailing a total capital investment ot $H9 million. Of the 82 project
proposals. 43 are sawmills, 21 turniture making enterprises. i) plywood and vencer mills,
5 chopsticks makers and 3 other processing units. Around $46 million of the total proposed
equity of $127 million comes from toreign sources.

Foreign investments and joint ventures are important means of upgrading downstream activities
in the wood-based industry . There are already such investments trom the Republie of Korea.
Australia and Taiwan Provinee. The Japanese firm Tokyvo Menka Kaitha Ltd.. one of the
biggest trading houses in Japan, has expressed interest in investing between S25 mitlion and
S100 mitlion on an integrated timber compley in Sarawak . * Feasibility studies are under way
tor the production of plywood. particle-board and other wood products in a 20.23 hectare
site in the industrial arca in Bintulu.

Exhibit IV 5. List of priority wood-based p1roducts

b dntegrated umber compley

21 Plywood, tancy plywond. pre-tinshed and printed plywomd

31 Budding and isulating boards . such as block -boards. Linunated boand. batien board. mediam-densits board.
soft bogard, hard board, wager board. Tamina board. particle board and chipboard

41 Fimber moubdbings. all 1y pes

51 Pre-tabricated housing umits and components

M Woeden cabincts tor electncal or clectrome products

T Bulders carpentry amd jomerny . assembied parguet tlovning pancls

X1 Wonnden starroases

2 Waooden dooes and windows

10y Prosducts dernves from atiization of womd waste (e.g L activated charcoal, wonsd brigquettes. sosnd wonly

11y Waonnd pollets

2y Artwles of arned wonnd

131 Rubber wonnd vencer

14 Woaden pencil shas

151 Wonnden houschold articles

Constrainty

The intensiiication of dow nstream activities has ity own inherent problems in Malay s Exports
of unprocessed or semi-processed produacts still persist in Malavsia. The quest for achieving
a higher degree of processing is hampered by buoyant international demand and prices for

*See g Dimber Qune 19%9), p 26
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raw wood. Local demand is yet to create quality consciousniess. Products are often targeted
tor the lower end of the market. A major obstacle is lack of expertise. The growth of the
woodworking and turiture industry is particularly impeded by the lack of technical know-
how. OQut of 45 mills_ only five or six operate with proper production and management control
systems.

Prospects

Malavsia is striving to emerge as a major base for downstream wood prodacts. This could
be achieved by good product desiga. quality. prices and service. This would facilitate the
further establishment of many companies in the furniture complexes and timber processing
FAL L

Integrated timber complexes are encouraged. with a view to tacilitating the manufacture of
sawn timier and plywood for pre-tabricated houses. doors. window frames. wall pancls.
cte. Establishment of these complexes is encouraged especially in the States of Sarawak and
Sabah. Wood waste utilization is an arca which could be developed for the manufacture of
fibre-board. particle board. mouldings. wood briquettes. wood wool. activated carbon and
laminated wood products. There is scope for the manufacture of rubber-wood., especially
laminated beams which enjoy a big world market. The manufacture of knock-down turniture,
wooden toys. sporting equipment. souvenirs and handicrafts items are accorded top priority
in encouraging private investment.

F.CEMENT INDUSTRY: POISED FOR FULL-CAPACITY UTILIZATION

The resource base

Abundant reserves of limestone rocks in Malaysia have meant that this important segment
of the non-metallic mincral industry has a natural advantage for commercial exploitation.
In mid-1980s hydraulic cement represented about 36.8 per cent of total non-metallic mineral
products. while cement and concrete products accounted for 32.2 per cent. The third major
subsector of the non-metallic ceramic industry produces pottery. china, carthenware and
structural clay products.

Recent trends in cement production

Buoyced by a peak demand for 4 million tonnes of cement in 1984, outstripping the supply
of 3.8 million tonnes. huge investment was made in cement production. As a result, an
additional 3.4 million tonnes of capacity came on stream by the year 1987, But a devastating
imbalance between supply and demand occurred when domestic demand plunged 10 2.7 million
tonnes in [YR7 . *

The installed capacity of leading integrated and grinding plants stood at around 7.8 million
tonnes in 1988, Annual rated capacities of leading cement plarts are reported in Table IV 17,
In the face of rising international demand and a pick-up in domestic consumption the industry’s
overcapacity became an asset. The capacity utilization rate rose significantly in 1988 and
1989. Local sales in Peninsular Malaysia totalled 3 million tonnes in 1988 and a 15 per cent
increase was projecied for 1989,

Cement sold in the central arca of Peninsular Malaysia, which accounts for S0 per cent of
the total market, has a price fixed by the government at around M$ 190 per tonne, compared
with an cxport price of around M$ 102 Imports are subject 1o a tariff of around M$ 80 a

T See TMalay s’ cement overcapacits becomes anasset oo mach o soon”, Far Fastern Fconome Revien
122 June 1980y, p. 82
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tonne. Based on the rated capacity of manufacturing units, the Malaysian market for cement
is divided into percentage shares for each producer. This prevents the more etficient producers
from expanding their market share. The three government-owned plants. Cement Industry
of Malaysia (CIMA). Kedah Cement and Perak Hanjoong Simen have over 50 per cent of
the country s total installed capacity but enjoy access to only 46 per cent of the domestic market.

Table IV.17. Annual rated capacity of leading cement plants, 1989
(Thousand tonnces)

Integrated planis

Assoctated Pan Malaysia Cement 2,100
Cement Industries of Malay sia © 1.000
Kedah Cement 1.200
Malava Industrial and Mining Corporation o)
Perak-Hanjoong Simen 1.200
Tasch Cement” 1.200

Total 6.760
Grinding plunts

Malaya Industrial and Mining Corporation 120
Cement Manufacturers Sarawak” 150
Cement Industries Sabah 500
Total 1.070

Sowrce: The Cement and Concrete Assoviation of Malaysia. Kuala Lumpur Stock Exchange.
a Government or State-owned.
b Publicly hsted.

With the price of cement in the domestic market being fixed at a price higher than world
market price. plants eenerally tend to sell more of their output dearly domestically. But the
quota agreement on local market shares necessitates the quest for accelerating the export drive. *

Constrainty

Two major constraints facing the cement industry are an inetticient market distribution network
in the domestic market and lack of competitiveness in the international market. Inept market
distribution results in scarcity in some arcas and excess supply in other parts of the country.
The cement industry is also faced with the problem of price competitiveness because of high
cost of production. Japan. Taiwan Province and the Republic of Korea are able o sell their
cement at much lower prices.

Prospects

As the upturn in residential construction activity evident since the second half of 1988 continues
on the heels of a sustained pace of cconomic expansion, the cement industry is poised to
utilize its full capacity. The buoyant activity in the construction sector is cxpected to continue
in view of the continuing low interest rate for housing loans and a significant increase in
new sales permits issucd for private developers. The construction sector is expected to benefit
from overall industrial expansion characterized by the continued expansion of industrial estates.,
factories. warchouses and infrastructural projects.

* Durmg the fiest halt ob TORK. Mabay st cxported o Bangladesh ¢130.000 tonnesy. Bruner Diarasalam (5.000
tonnesy, Maddives £2.000 wnnes), Nepal (248000 tonnes)y, New Zealand (3000 tonnes). Sigapore (b, 00 tonnes),
Sri Lanka (22,000 tonaesr, Tabit (24,000 tonaes), Fasan Provinee (13000 tonnes), Viet Nam (18000 {onnes)
and Hong Kong (1000 tonnes). Chinker exports o Bangladesh totalled 77000 tonnes, Singapore 381000 tonnes
atd Sre Lanka 90000 tonnes
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G. TIN-IN-CONCENTRATES: EXPLORING AVENUES OF
SECONDARY PROCESSING

The resource buse

With proven tin reserves of 1.1 million tonnes Malaysia encompasses the largest reserves
in the world. The bulk of tin production is located in the alluvial deposits in the States of
Perak and Sclangor. Dredging and gravel pumping are the two major mining methods
accounting for about 85 per cent of total output.

As shown in Table 1V .18 there were 330 mines in operation in 1989, with 41 gravel pump
mincs and 2 other modes of mining re-opened in response to improved tin prices on the world
market. Malaysia stands as the fourth largest producer of tin-in-concentrate in the world
although the contribution of tin mining to the country’s GDP s mweagre.

Table 1V.18. Nu.uber and type of tin mines, 1988 and 1989

TYRR 1989 1988 1989
Change

Number of mines
(as at end of year)

Gravel pumps 144 18S -X 41

Dredges 12 3 1 I

Other [ 112 ]
Total 287 kX |} -7 43

Source: Department of Mines.
« Prelimimary .

Recent production trends

Following a § per cent fall in 1988, the output of tin-in-concentrate recorded an 11 per cent
increase in 1989, rising trom 28.866 tonnes 10 32,034 tonnes (see Table [V.19). In 1989
Malaysia’s tin-in-concentrate output accounted for 17 per cent of aggregate world output.

Table IV.19. Production of tin-in-concentrate, 1988 and 1989

I'ype of niming 19K 1989 1988 JORY

Percentage change

Produchion (tlonnes)

Gravel pumps 9,799 13,203 154 54
Dredges 13,140 11.963 34 Q2.0
Other 5.027 6. K08 5.0 119
Total 28,8660 3200 5.0 11.0

Sowrce: Department of Mines
a Prelimimary .
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In the face of a world-wide increase in tin production. total commercial stock at the end of
1989 stood at 30.700 tonnes. In its effon o reduce the glut in the world stocks the Association
of Tin Producing Countries (ATPC) decided to extend its supply rationalization scheme for
ancther ten months covering the period March 1990 — December 1990, Under the scheme
Malaysia’s share of the export quita was reduced to 25.096 tonnes and. conscguently | its
export gquota tor 1990 stands at 39.379 tonnes.

Amidst nising domestic production Malaysian smelters imported 23857 tonnes of tin-in-
concentrates from Australia (338 per cent). China (10.7 per cent). Bolivia (10.7 per cent).
Zaire. Indonesia and Myanmar (30.3 per cent). The higher level of imports and rising domestic
production have meant a signiftcant rise in the level of tin metal output to 50,630 tonnes
in 1989, maintaining Malaysia as the world’s largest producer of tin metal with 28.3 per
ceat of total world tin metal output.

In view of the highly volatile conditions on the world tin market. efforts are under way to
promote the local tin-based industry. In recent years. domestic tin consumption increased
tfrom 400 tonnes in 1980 to 1,944 tonnes in 1986 because of the growth in the tin plating
industry. solder manufacturing and the solder industry in the country. The development of
additional tin-consuming industries such as the tin chemical industry. especially organotin
compounds. is expected to lead (o a turther increase of domestic tin utilization in the future.

Avenues of secondary processing

The International Tin Research Institute furnishes information® on a wide diversity of traditional
and new uses of tin-in-concentrates particularly in tin plating. soldering. coating and metallurgy.
Intensive applied rescarch and information dissemination for downstream tin-utilizing
manufacturing activities. where a market potential for tin has been established. could contribute
to the continued growth of this industry. Tin-based manufacturing activities are expected
to be further developed in arcas such as the metal packaging and canning industrics as well
as industries utilizing various application of tin compounds as in plastics. ceramics. clectronics.
glass and wood. Thus, duc to the versatile nature of tin. research efforts will need to be
intensified to explore the full potential of tin for industrial application.

Constraints

In terms of the quality content of Malaysian tin, Thailand and Brazil arc potential competitors.
Malaysia’s competitive -dge is croded by the lower production costs in other tin-producing
countrics. The sharp increase in production costs in Malaysia relative to other tin-exporting
countries can be attributed 1o the high cost of energy. which accounts for 20-50 per cent
of total production costs in Malaysia.

Malaysia’s competitive edge in the world tin market has also been severely affected by the
increasing production from countries which did not adhere to the quotas stipulated by the
International Tin Council (ITC). especially Brazil and China.

The relatively high price of tin in comparison with other base metals such as copper. lead
and aluminium has cncouraged substitution, leading to falling demand for tin. Consumption
particularly of tin plate, which is a very important market for tin. has fallen dramatically.

* The work of the Institute s directed towards the development of aew uses tor tin, based on the saentine and
techmcal study of the metal. ts alloys and compounds, and owards industrial processes which use tin or which
way provide tuture markets s quarrerly ournal entitfed “Tin and s oses” carnes a resersonr of imnovative
wheas on a higher degree of processing of this metal,
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Thus. the tn industry in Malaysia is faced with a number of market and structural problems.
Higher labour vosts and operating expendituie make investment less attrzetive. In mid- 1990,
the Malaysia Mining Corporation. the largest mining company which operaies 21 mines.
said it might have to close some of its nuaes it prices tell below MS 15 per kilogram. The
company s production cost was between MS$ 16,30 and MS 17.00 per Kilogram in June 1990
A higher degree of secondany processing could pave the way for rejuvenating the ailing industry.

Pr npects

Although the closing down of high cost mines has reduced the costs of production significantly _*
there is a necd to rationalize mining operations in order to enhance the international
competitiveness of Malaysia’s tin producers. With a view to assisting the ailing tin industry.
the government has released soft loans to the tune of MS 70 million and reduced elect ity
tarilts for tin producers by 25 per cent. However. prospecis for the industry do rot depend
on concessions alone. The tin industry in Malavsia will need to thrive on the development
of secondary provessing. The task facing the industry is o review and strengthen the country s
legal. regulatory and fiscal arrangements to facilitate investment inflows into innovative
industrial applications of tin.

H. AUTOMOBILES: ACCELERATING THE EXPORT CRIVE

Recent rrends

The major thrust is to encourage the development of the component manufacturing subsector
in order to develop indigenous capabilities of manutacturing passenger cars and other vehicles.
The entry of the domestic-built car Perustutaan Otomobil National (PROTON SAGA) into
the automebile industry occurred when the economy plunged into deep economic recession
in 1985, Thus. Malaysia’s first national car rolled off the line with starting trouble on the
demiand side. As shown in Table [V.20 the production of passenger cars suffered marked
declines during 1985 - 1987. Although the production of commercial vehicles rose temporarily
In 1985, cconomic recession took its toll in 1986 and 1987 (see Table IV.20). These
recessionary praduction trends which persisted until 1987 were also paralleled by trends in
the sales of passenger cars and commercial vehicles as reported in Table 1V.21.

Buoyant domestic demand for passenger cars and commercial vehicles in line with the expansion
in business activity and higher disposable incomes led to a year of significant growth of the
automobile industry in 1988, However. the year 1989 experienced a substantial decline in
the production of vehicle parts and accessories. This was offset by significant output gains
achieved in the assembly of motor vchicles. motor cyvcles and scooters. The introduction of
several new car models in 1989, together with the better export performance of the national
car sustained a high pace of expansion. However. due to a sharp fall in the production of
vehicle parts and accessories. the transport equipment industry as a whole recorded a relatively
moderate growth rate of 9.7 per cent in 1989, compared with an impressive increase of 75.2
per cent in 1988, albeit from a low base.

Fxport-drive of the national car

The production of Malaysia’s national car PROTON SAGA is part of an ambitious MS 230
million project which is in the hands of PROTON SAGA. a joint venture formed in May
1983 between the Heavy Industry Corporation of Malaysia (HICOM) and two companies

* Anthe st halt a1 F9RS prodduction costs averaged MS 193 ke dredgees, MS 23 7 ke for granel pumips amd
MS 216 kg tor open cast nunes. while by the seconmd Balt of TO87 this had been reduced 10 MS 12 MS 150
amd MS V9 hy
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Tabie 1V.20. Manufacture and assembly of motor vehicles. 19721989

{Units)
Par- Per-
Passenger centage Cemmercial centage Percentage
Year cars change vehicles change Total change
1972 24.703 . 6.121 .. 30.824 .
1973 41345 674 7.430 214 48.778 58.2
1974 52891 279 11323 524 64214 ns
1975 391719 =259 9.3217 -17.7 18496 -245
1976 44231 129 817 -129 S48 79
1977 35477 254 9308 14.7 64,785 238
1978 62.298 12.3 1604 247 73902 141
1979 59.570 -44 14.027 209 73.597 - 04
1980 79.249 330 21.814 555 101.062 373
1981 86,4138 9.0 19.882 - 89 106,300 5.2
1982 83.617 -3.2 16.044 -19.3 99.661 -6.2
1983 97.768 16.9 20.789 296 118.557 19.0
1984 94.273 -6 26.730 286 121.013 2.1
1985 70,147 =256 35772 kXK } 105919 -12.5
1986 H.100 -37.1 17.318 ~5i.6 61.418 ~42.0
1987 34138 =226 12.594 =273 46732 -239
1988 60.665 77.7 18.999 509 79.664 70.5
1989 40.370 46.3 15482 1183 55,852 61.0
Source: Department of Statistics. Monthiv Manufacturing Statistics. (various issues).
a January - Junc.
Table 1V.21. Sales volume of motor vehicles, 1973 - 1989
(Units)
Per- Per-
Passenger ventage Commercial centage Percentage
Year can change vehicles change Total change
1973 41.345 .. 9.478 .. 50,823 .
1974 $2.891 279 13.303 40.4 66,194 0.2
1975 15.541 - 328 13,088 1.6 48.626 26.5
1976 41.638 7.2 13,495 KN | 55010 (R
1977 52871 27.0 15.89% 17.8 68,768 247
1978 60,004 i35 17,089 75 77.003 121
1979 61.677 2R 16,702 ) 78.379 1.7
1980 R1.479 2 2R.5K2 AN 11006 40.4
1981 K7.384 7.2 22822 0.2 110,206 0.1
1982 84.770 10 21.K110 4.4 106581 33
1983 9319 6.5 17,130 M 107,449 (L]
1984 LR R 19 23107 49 w917 23
YRS 631,857 264 RN BRI K2R ] 95.000 Ii6
1986 47.02% 264 20,819 KX 67.847 286
1987 15.205 250 13,73 RE X)) 48,996 27K
19R8 S31.5%2 SIX 1X.060 s 71.592 3000
JORY 0993 7.3 14,317 10613 35,310 AR

Source: Makaystan Automotive Component Parts MunuFacturers” Association.

. January

Junc.
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of the Mitsubishi Motor Company and the Mitsubishi Corporation. As per the deal. the Japanese
group is reguired to transter a complete set of car-building technologies as well as technologies
for running a car construction plant in order to develop new cars in the future. The plant
ix designed to preduce 80.000 cars a year in a double shitt operation. Its capacity on a single
shift operation was 54.720 units in mid-1988. By mid-1990. the 200.000th car rolled oft
the production hne. Local content accounts for around 60 per cent of the car and local vendors
supply 45 per cent. PROTON registered a MS 32 million net profit on a turnover of M$
820 million in 1988 8Y. Linkages with ancillary local industries are seen as a kev benetit
of the project.

As the domestic market is too smali to sustain the industry . the national car is being steered
into export markets. PROTON SAGA"s success in penetrating the export markei is evident
from the fact that by May 1989 a total number of 2,965 cars were exported to the United
Kingdom. Another 1.720 cars were exported to the same market destination by June 1989
Table IV.22 shows that PROTON SAGA is penetrating other markets in Asia and Africa.
As the export market and domestic demand augured well for PROTON SAGA. the plant
capacity at PROTON SAGA was recently increased. However. its capacity currently stands
at 80000 upits. compared with the planned capacity ot 120,000 for its fifth vear.

Table IV.22. Export destinations of Malaysia™s national car, February 1990

Export destnation Number of cars
Unsted Kingdom 12074
Ircland I. 1)
Singapore P.od
New Zealand 168
Jamaa INS
Bangladesh I7s
Brunct 1400
\Malta 1o
St Fanka )
Nauru I2

Newrce Madavsian Motor Traders Nssoviation

Now that the Malay sin national car is capable of competing both in the domestic and export
markets. it may be beneficial o reduce the high tant? rates imposed on the components imported
by assemblers. The reduction of import and exeise daties for its competitors may mcan exposure
ol the natonal car 1o 4 more competitive environment. While phasing out protection for
PROTON SAGA. ditention will neeld to be focused on improving qualits control and the
marheting ssstem as well as research and deselopment.

Problems fucing car assemblers

Currently there are 10 car assemblers.© These assemblers survived in recent sears with a
30 per cent share of the domestic mtarket only because PROTON SAGA 'S production level
didd not heep pace with demand.

Fhose assemblers are Sseedinh Motor Asscibhicos eV olvor, Assemibly Serviees s Tovons, Darthatsin, Tan Chone
Motor Nssembhios eNasans Subati Nudo, Nssociated Motor Industes tBMW  Fond Fand Roser. Suziskt. Muosda
passenees vebicloo Onental Nasemiblers clomdin Kl Motor cHonda, ion Suzaks oSuzohsy, Cole il € RN
Binrane oMercedes. Mitsmehi, Mazda commenond sehn oo Latle Concessionaires amd Nufommonn ¢
Sanutacturers «Ciroen, bsazu, Tatn
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A higher local content requirement is likely to be enforced by the vear 1995, Higher minimum
local content requirements pose a series of problems for car assemblers. At present. the local
component industry is characterized by small-scale production and low-technology products.
such as seats. batteries and tyres. The enforcement of higher local content requirements would
mean a new jayer of investment and technology in the components industry.

The component suppliers are faced with the problem of proliferation of models. More than
200 models (including vans) are produced. This constitutes a serious constriunt to butlding
up a strong base for the components industry in Malaysia. An attempt was made by the
government either to close all assembly plants except three or to restrict model variations
to three a year. The wdea was abandoned due to resistance by assemblers. As things stand.
a few of the assembly plants will need to be closed down in view of the fact that many new
models may nrot meet the new local content target. One possibility would be to fine tune
PROTON SAGA's component suppliers which produce around 60 per cent of components.

Yet another problem facing car assemblers 1s soaring price. During 1985 —1988. the price
level of passenger cars in the domestic market has increased significantly. For instance, the
prices of cars in the 1300 cc and higher capacity categories increased by an average annual
rate of 9 per cent and 12 per cent. respectively. However. over the same period. the average
inflation rate grew by only I per cent per annum, and the average per capita income declined
by 2 per cent per annum. The main reasons for the rising prices are a high import duty on
components and a weaker ringgit in comparison to the ven in the past three to four years.

Exhibit 1V.6 List of priority motor vehicle components and accessories

D Manutacture of motorized vehickes

2y Engines of all types and their parts

3 Transmissions, finat drives and wheels of all nvpes. including thaeir parts

41 Chassis bodies including fuel tanks and their parts

51 Suspension systems, stabihizing systenis and therr parts

6) Elearnical or clectromes systems. instrumentation and their parts

7v Fuel systems, brakhing systemis, 1gnition systems, steering sysiciis, cooling systenis.
wr-inlet systems. exhist systems and engine-starting systems and their parts

%) Any other automonive component ind accessories

Prospects

Prospects for the transport equipment industry depend on a high degree of technological
development, skills and precision at all levels of the production pracess. It properly developed
the industry could create extensive linkages with other industries. Foranstance. the industry
has a potential linkage to the steel. non-ferrous mietals, chemicals. electronies, glass and textiles
industrics.

It is hoped that with the increase in the demand for motor vehicles, existing assembly and
production capacity can achieve the ceconomies of scale neceded 1o boost the etficiency of
the industry . Equally important is the need to emphasize the importance of the export market.
Without the expansion ol the export market, it would be very ditficult for Malaysia to turther
develop its own indigenous motor vehicle industry.

The rationalization and restructuring of the motor vehicle industry would provide the scope
for a healthier domestic industry as well as boosting it supporting industries. namely the
component parts manufactoring industries. The declopment of an awtomotive industry in
Malaysia is hampered by the proliferation of different rakes and models and an excess number
of assembly plants competing for the small domestic market. Restructuring initiatives are
under way towards achieving cconomics of scale and imtegration within the industry. The
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strategy could be focused on reducing the number of vehicle assemblers to co-exist within
PROTON. reducing the number of makes and models to a level where economies of scale
could be achieved. strengthering the operation of the National Car project and on phosing
out existing issemblers into other activities such as the manutacture of parts and components.
The strategy for restructuring could also include upgrading of plants and scale. as well as
reorganization: of management structure of these plants. Assembly plants could also be
encouraged to diversity into other specific activities. The development of a local components
industry as a base for upgrading local engineering and technical skills is essential. Some of
the component parts identified include electrical parts. upholstery . suspension. brake svatem.,
engine and transmission. clectronic tuel injectio’. computerized monitoring systems. power
steening. anti-lock braking systems and four-valve per evlinder engines.

Malaysia could seize opportunities stemming from a movement towards a quasi-common
market for car components within the Asseciation of South-East Asian Nations (ASEAN).
The aimis to create a free-trade arca for car components produced in its six member-States.
An agreement between Malaysia. the Philippines and Thailand towards this end is in the
offing. This “strategic alliance” would cut dov'n the costs of ASEAN cars. Within the framework
of such a quasi-common market. components trom any of the countries couid be treated as
local content at home. Malaysia could count on such agreements to help investors in their
scirch for local souring of components.

I. MACHINERY AND MACHINE-TOOL INDUSTRY: NEW
OPPORTUNITIES FOR DIVERSIFICATION

Industry structure

The machinery and machine-tool industry accounted for 7 per cent of MV A in 1988, The
industry “s share of total employmient is less than | per cent. but its contribution to manufacturing
cmployment stands at 7.2 per cent. The industry is dominated by a Large number of small-
scale. Tocally controlled firms producing simple product ts pes.

The manufacture of fabricated metal products represents the largest segment of the mdustry .
while the foundry subsector constitutes one of the smallest activities within the industry (see
Table 1V.23). The value of output generated by Fabricated metal products stood at M$ 1,087
million in 1986, compared with M$ 73.9 million worth of products procuced by foundries.
The production of castings and simple fabricated metal components and structures is uite
widespread. catering to a substantial proportion of the country 's needs. However, in many
cases. focal producers are merely copying original forcign designs. For more sophisticated
cquipment. the production of which requires advanced technologs | local capabilities are limited.
The industry had been traditionalls and is stll eriented almost entirely 1o the needs of the
resource-based industries such as tin mining. timber processing. palm oil processing. rubber
processing and the construction industries.

During 1982 1986, the production of machinery and niachine tools coods tell from M$ 2,217
nllion 1o MS E93E milhion, representing a 3.4 per cent ansual decline. With the single
exeeption of the manufacture of cutlery . hand ools and general hardware. all subsectors of
the industry suttered stuggish or negative gromth rates during 1982 1986 (see Table 1V .23,
This was principally duc to the ccononne recession in 1983 and 1986 when overall demind
icll sharply . The number of companies in the industry tell from 1S3 in 1984 10 1,082 10
FORT7. as the recession in F98S and 1986 led 1o the closure of 61 units,

The decline of tnomiming bas adversely atfected the expansion o the machinery industry
morecent years. Howeser, the andustry has not been able tully to exploit the opportanities
resulting from the expansion of other industrial activities, partly due 1o Lick of ceonomies
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Table IV.2A vcontmuedd
Percentage Percentape Percentige
share share growth
ISIC MIC Deseniption 1982 1986 19%2 1986 1982 - 1986
N2 Manufacture of machinery exeept electrical 876,007 770,008 s MY R 5
Q
3x210 Manufacture of engines and turbines 2.316 2,596 0.1 0.1 29 s
-
=
220 Manufacture of agricultural machinery and ;
cquipment 97,088 34,588 4.4 1.8 -227 a
3
IR0 Manufacture of metal and woodworking g'
machinern 24 845 11,820 1 .6 -16.9 Y
Q
RERRTY Manutacture of special inuustrial machinery §
and cquipment exeept metal/woodworking v
machinery 90,958 9R.859 4.1 h 2. ]
)
-
IR Machinery and equipment n.e.c. 660,803 622,142 29.8 32 = 1.8 é
v
Fotal 2,217,040 1,931,283 100 100 -4 3
~
“
Source: Industrial Surveys, 1982 and 196, g
Q
b=
®
Q
»
=
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of scale and partly due to technological complexity. Developments in the rubber and timber
industries and more recently the palm oil sector tend to increase the scope tor the expansion
of the machinery industry.

The machinery industry is highly dependent on imported items. The import to consumption
ratio of machinery . equipment and the mould and die subsectors is over 90 per cent. Overall
imports of machinery are around six times in excess of the value of local production. The
major import items are heavy machinery and equipment. such as machine-tools. machinery
for specialized uses and civil and construction machinery. In 1988 imports of machinery
related products totalled M$ 6.7 billion. accounting for 15.5 per cent of the country s total
imports. Imports of machinery alone accounted tor 8.9 per cent of total imports.

Pattern of investment

Between 1973 and 1981, the investment in the industry increased from MS 318.6 million
in 1973 to MS 653.1 million in 1981 (in constant 1981 prices). However. its relative share
of total industrial investments declined from 7.7 per cent 10 6.2 per cent during the same
period. In 1987, the total paid-up capital of the industry was MS 1.196 million with total
fixed assets of MS 1,125 million.

The distribution of firms across the main subsectors of machinery industry in Peninsular
Malaysia as presented in Table IV.24 gives some idea about the pattern of investment. There
has been an overall decline in the number of firms in toundry. metal tabrication and machine
shops.. However. the number of precision engineering firms rose from 42 in 1984 10 53 in
[987. largely due to the emergence of a significant number of firms in Pinang. Details presented
in Table V.24 should be interpreted with caution as it reports only the members of the
Federation of Malaysia Foundry and Engineering Industry Association. These firms represent
only a fraction of the totai number of firms in foundry and piccision engineering. although
the Federation members constitute a sizeable number in metal fabrication and machine shops.
There are exceptions to the general pattern of producing simple fabrications in a few large-
scale establishments. which produce more sophisticated components mainly tor their own
use based on technology provided by their foreign joint-venture partners or hicensors.

Constraints

Although the total consumption of machinery and equirment in Malaysia is quite large. as
retlected in the substantial annual imports of investment goods into the vountry. the domestic
market for the various types of equipment is nonctheless highly fragmented. A very wide
range of machinery and equipmient is used in the country, but the demand for cach individual
type of equipment is gencrally not significant enough o form a viable market base for local
producnuon.

There are several unfavourable factors which reduce the competitivenes of Tocal products
against imporis. These include the lack of cconomies of scale in production in view of the
limited local market: relatively high costs of raw materials: and predominanty  small
manufacturing units which employ outdated and - inefficient production cquipment and
techniques. These and other problems have resulted in i high cost of production which places
tocal industries at a disedvantage in terms of competitiveness not only against imports but
also on the export markets. The Tack of quality control facilities, particulurdy i smaller tirms
where quality control is mostly performed by visual inspection. has resulied in inconsistent
product quality .

Most local engineering firms lack the resources to imvest in testing tacilities which could
help to improve the quality of their products, They theretore hise to rely on outside sourees

tor technical assistancee.
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The Standards and Industnial Rescarch Institute of Malaysia (SIRIMD has only limited resources
and capacities to proside the qualuy control suppornt and the wide variety of other technicad
senices needed by the smudler scale industries. The Institute s developing ity programme
ol support to the automotine components. plastics. metalworking and clactronies industries.
This programnxe includes among others product design and product deselopment tfor consumer
and engincening products. and machine design for the plastios industny .

The existing toundn and supporting engincering services industries which provide castings.
other exsential components and supporting engincering senvices for the machinery production
sector are 0 the initial stages of development. They are only capable of servicing the
replacement part and simple equipment aceds of the tin mining and other resource extraction
and processing industries. Despite their long history most of the toundry ind supporting
engincering sers ices industries have remained small in operations and poorly equipped. They
eenerally do ot have the resources o modernize and diversify in order to cater for the
increasingly sophisticated needs of the other industrial sectors.

Hence. in order to strengthen the basic production capabilities ot the machiners and machine-
tool industry . priority. must be given to upgrading the supply and technological capabilities.
The Industrial Master Plan rescarch studies draw attention to a lack of organized eftorts in
the mdustry . At present there s the Federation of Malavsian Foundny and Engincering
Industries  Associations whose members comprise mainly small-scale enterprises  and
workshops. The Association’s present activities are mainly  directed  tonards making
reprosentations on behalf of indiv idual members on matters relitng to government regulations.
Some attempts are also made o assist members m bulk purchases of raw materials. There
are ne other organized cfforts such as to promote the products of the industey . or to epsure
better quality standards.

To turther strengthen the primary production sector, it has been suggested that oae or more
toundrny compleves should be established o increase the supply of good guality castings,
torzings and other basic components. Facilities tor the supply of smaldl and medium castings
and forgings must be established. The production of Large castings and forgings may be
considered at o later stage as the mdustry moves on to produce heavy equipment such as
heavy construction equipment. lerge material handbing cquipment and heavy industnial process
cquipment. The basic objective is to bring together the foundries and related industries at
one focation to tihe advantage of common testing cquipment. rescarch and desclopment and
commen facilities.

The Industrial Master Plan addresses specificalls the problems and the issue of promoting
local souremg of components. with a view to ensuning that the products produced in the country
are aceepted and incorporated into dow nstream uses. It is amed primanly at creating a demand
tor loval products.

There are two basic considerations for encouraging greater use ol focal products. The firvt
concerns the quality and price of local products while the second deals with the preference
of the users for their tradinonal sources of supply which. i this case. are mannly mmports.
The quahty snd price of local products relates essentially o the strength ot the sndustey in
ternis ot techmcal competence and production efficiency

With s exasting capabilities ind the induostny s continued dependence on imports. the machinen
and machine ol idustry will need to be geared o enhance its contribution towards the provess
of mdostrishizanon The level of desclopment in the machiners industry s i principle measured
by the level of technology development within the andosiry . This i turnoas reprosented by
a combingtion ot the fesels of accomplishment i producing technologs ™ and product
technology ™ Producing technology s detined as the ability o prowdace the products, wiale
product technology s measured i terms of ability 1o desien or redesign products
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Exhibit 1V.7 List of priority machinery and machinery components

Dy Imdustrial processing machinen
Agricultural machinens and equipment
31 Miming and muneral processing machinen including equipment for vl and gas exploration
and evnnction
Power gencration machinen
3 Matenial handling machineny
6) Industnal machinery and eyuipnent includine engines. maotons. generators,
comprosson., welding equipment. fans amd blowers
Tr Machine ool

o

e

8 Machinernn components including ball bearings. valves. pumps. gears and gear boves. couplings
and awvhanical scals
9 Duplicating machines

i Typewriters. all nvpes

Hh Comstruction nachiners and parts thereot’

12y Automatic gate systems. burglar alarm sy stems and parts thereof’
I3 Printing rolls and embossing rolls

Viewed from the present state of Malaysia’s machinery industry. the requirements for a
breakthrough in producing and product technologies are the upgrading of existing basic
production capabilitics and improvements in process skills. There is a need to establish and
strengthen engineering centres in order to supply good quality castings. forgings and other
basic components including large castings and forgings. While producing technologies can
be more easily acquired through licensing. joint ventures or other arrangements. design skills
are more difficult to develop. A very important long-term need for the development of the
machinery industry in Malaysia is theretfore the creation of a significant pool of personnel
with the required technical skills and design capabilities. [t is of paramount importance to
enhance technical skills. The private sector is being encouraged to play a more etfective role
in training in order to ensure a regular supply of trained technical personnel.

Prospects

Mechanization of agricultural operations. booming construction activity and higher local content
requirements of the motor vehicle industry seem to augur well for Malaysia's machinery
industry. provided technological constraints can be overcome. Progressive mechanization
of the agricultural sector is in the offing due to a shortage of labour. particularly in the estate
sector. The machinery-based companies could scize this opportunity to design the required
machinery and equipment. This is likely to become an increasingly important activity given
the manpower shift from the agricultural to the urban-based industrial sector.

The ASEAN countries (particularly Malaysia. Indonesia. Thailand and the Philippines) are
at comparable levels of industrialization and they still have a sizeable agricultural sector.
These countries constitute an attractive subregional market base for many of the industry’s
products.

The current construction boom is creating a demand for construction machinery and equipment.
The technological base for producing large construction machinery will. however. need to
be created.

Higher local content requirements imposed on vehicle manufacturers provide yet another
opportunity for the cxpansion of the machinery industry. As mentioned carlier, new avenues
could be explored within the subregional perspective.

Market information concerning the domestic demand as well as the establishment of a
technology transfer mechanism to provide advice on the sourcing. purchase and maintenance
ol all types of machinery and equipment would facilitate the expansion of the machinery and
machine-to0l industry.
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J. ELECTRONICS AND ELECTRICAL INDUSTRY: MAIN CATALYST
OF EXPORT-LED GROWTH

Changing structure of the industry

Malaysia is now the world’s biggest exporter of semiconductors and the third-largest producer
after Japan and the United States. As a driving force behind the country’s dynamic
manufacturing sector. the electronics industry has contributed to the rapid industrial transition
of the economy. which has emerged as an industnially more advanced developing country
on the global map of industrialization.

The export carnings of the electronics and electrical industry stood at $5.5. billion in 1988.
representing around 56 per cent of all manufactured exports of Malaysia. compared with
48 per cent in 1980. The share of manufactured exports in total exports rose from 22 per
cent in 1980 to about 50 per cent in 1988. This lends credence to the fact that the electronics
industry has developed an edge over other rapidly growing manufactured exports and even
expanded its dominant role in the country’s manufactured export profile.

The structure of the industry is now characterized by a rise in the share of consumer clectronics
in an industry long dominated by components manufacture. semiconductors in particular.
Since the industry’s formative years in the carly 1970s. the Malaysian electronics industry
has remained structurally unchanged. lopsidedly skewed to the components subsector.

Activities in the manufacture of ¢lectronic components mainly involve the assembly and test
activities of semiconductors imore than 80 per cent) and other electronic devices from imported
basic units such as wafers or chips. For the consumer electronics subsector. the contribution
to total output was about 10— 13 per cent in the first half of the 1980s. The activities are
mainly concestrated in the assembly of home entertainment products and clectronic houschold
goods. The industrial and commercial electronic subsector. which accounted for only a small
share of the electronics output, 7 per cent in i986. mainly manufactures cquipment such
as telecommunication equipment. telephone switching. radio phones. multiplex equipments.
telephone exchanges. junction boxes and mobile radios.

At present, with the advancement of technology . semiconductor assembly operations. which
were labour-intensive and largely manual-oriented in the carly [970s. have been replaced
by automated micro-processor controlled equipment. This has been made possible because
of the dominance of the transnational corporations (TNCs) in this subscctor. whose activities
are being greatly influenced by rapid technological changes originating in their parent
companics.

In 1970. there were only four electronics companies producing consumer clectronic products.
However. by 1988, the number of clectronic companies had increased to 187, comprising
118 components companies. 45 consumer electronics companies and 24 industrial clectronics
related companies (sce Table 1V.25). In the case of the electrical industry . at the end of 1986
there were more than 110 clectrical firms operating in the country with minimum paid up
capital of M$ 250,000 or 25 workers.

Table 1V.25. Number of electronics companies in procuction, 19701988, selected years

Number Percentage
Subsector 1970 1986 1YR? [DLY 1970 19K6 1987 JORS
Components . 6y K9 s . 50.5 616 03]
Consumer clecironios 4 2K n 45 1HX).0 2410 236 240
Industrial clectronies - 19 X 24 . 1h 4 129 128
Total 4 116 140 187 100 100 100 100

Somree: MIDA.
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The production level of selected electronics and electrical goods between 1980 and 1988 is
shown in Table 1V.26. Among these mznufactured items. radio and television sets. sound
reproducing and recording equipment show the highest growth rate. Malaysia is expected
to become the world's top producer of colour television by 1990 or 1991. At present. there
are already many television manufacturing companies. mostly originating from Japan and
the Republic of Korea. which have established locally based operations. The latest success
story for colour TV sets is that of the Sharp-Roxy Electronics Corporation. which is now
manufacturing and exporting colour TV sets designed and made by Malaysians. For air-
conditioners. the growth rate was 18.7 per cent over the period 1980 — 1988, and Malaysia
is now the largest producer of room air-conditioners in the world. Production of semiconductors
and other electronic components and communication equipment and apparatus also showed
an upward trend between 1980 and 1988.

In 1989. the electronic components part subsector grew at a moderate pace of 11.3 per cent
in 1989 compared with 20.8 per cent in 1988. The slack was compensated by the continued
buoyancy in performance of electrical goods. The overall growth rate of 27.9 per cent achieved
by consumer electronics in 1989 largely reflected higher production of radios and television
sets as well as room air-conditioners. In the face of rapid expansion of domestic business
activities. industrial electronics also recorded significant increases.

Exhibit IV.8 List of priority electrical and electronics products and components

1) Colour television receivers and parts thereof

2) Audio or video cassette recorders or players and parts thereof
3) Tuners

4) Computers. computer peripherals and parts thereol
5y CAD. CAM or CAE cquipment and parts thereof
&) Controllers, all types

7) Modems

#) Telephones including cellular radios. walkie-talkies and accessories.

components and parts thereof

9) Telecommunications equipment and parts thereof
10 Intercoms

1H) Optical fibre products and pants thercof

12) Counters

13y Piczoclectric frequency units

I4) Voice and data synthesis equipment

15) Earphones

16) Hearing aids

17) Microphones

18) Smoke detectors. fire alarms, clectronic counters
19) Automatic fare collection machines
20) Automatic traffic control equipment
2H Automatic vending machines
22) Automatic parking meters
23) Automatic teller machines
24) Computing scales
25) Cash registers
26) Telemetering equipment
27 Telex machines
28) Photocopying machines and parts thereof
29) Robots and robotics

30 Electrical lawn mowers

I Ovens

12) Washing machines and parts thereol
34 Vacuum cleaners and parts thereof

) Floor polishers

15) Shavers

36) Hair dryers

I Decorative lights

38%) Industrial turnaces and parts thereof

393 Bution cells
403 Rechargeable celis or batieries
$1) Dischargeable tubes
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Exhibit 1V.8 (conrinued)

42) Antennac

43) Speaken

H) Micruswitches

45) Power supplics

46! Quartz crystals

47 Sensons and tramducens

48) Solar oells

49) Motons, all typey

S Relays

31 Reviston

52) Capacitors

53) Prinked cirvuit boards

5 Printed circuit board connectors and parts thereot
55 Charge-couple devices

56) Displays - clectroluminescent plasma. liquid crysal
57) Ceramic substrates or packages

58) High-density memory storage media
59) Gold and aluminium bonding wires
60) Headers and cans

61) Lead-frames

62) Magnets or femie cores

63) Semiconductor wafer fabrication integrated circuit design
6h Semiconductors, all types

63) Semiconductor testings. all ypes

66) Electronic modules

67) Magnetic heads

63) Magnctic webs and pancakes

69) Static converton

70 Compressons for refrigeraton

TH Wire harness

72) Timer switches

73 Thermostais

74y Power tools

75 Electric door bells

76) Proeective switchgear and parts thereof
77 Electric cookers

78 Electric rice cookerns

-

The overall expont performance of the clectronics industry exceeded the targets set by the
Industrial Master Plan for 1980. The total exports of the electronics industry exceeded the
IMP target by 44.6 per cent (sec Table 1V.27). Among the three subsectors, the largest
difference hbetween the actual performance and the IMP target was that of consumer electronics.
The exports of this sector which was valued at M$ 904 exceeded the IMP target of M$ 371
million by 143.7 per cent. This remarkable growth of the consumer electronics subsector
was attributed to increased exports of television and radio broadcast receivers. However,
for the industrial clectronics subscctor, exports reached M$ 143 million which fell short of
the IMP target of M$ 207 million by 30.9 per cent.

In terms of import requirements, the total value of imports exceeded the IMP target by 61.4
per cent. This indicated that Malaysia continued to import a substantial proportion of its material
inputs. The import values for both the clectronic components subsector and industrial ¢lectronics
subsector far exceeded the IMP targets by over 70 per cent. On the other hand. the consumer
clectronics subsector, which imported M$ 315 million. fell short of the IMP estimate of M$
470 by 33.0 per cent.

Of the three major categorics, clectronic component exports continue to account for the largest
share. However, the clectronics export profile of Malaysia is changing. The share of
components in exports fell from 94.2 per cent in 1980 to about 82.S per cent in 1987, and
that of consumer electronics rose to 15.6 per cent in 1987 after having suffered a marked
decline from 60 per cent in 1975 10 5 per cent in 1980, Exports of industrial clectronics
accounted for 1.9 per cent of clectronics exports in 1987, compared with 34.0 per cent in 1975,
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Table 1V.27. Trade performance of the electronics industry against the IMP targets, 1986
{Million ringgit)

Percentage

Expont Impont differcnce
Subsector Target Actual Target Actual Exports Imports
Electronics components 4.250 5931 3.219 5.563 RN 728
Consumer electronics 37 904 470 315 143.7 -330
Industrial clectronics 207 143 429 767 -309 78.8
Total 4.828 6.979 4,118 6.645 4.6 61.4

Source: MIER. Seminar on Chunging Dimensions in the Electronics Industry in Malaysia, 14— 15 March 1988.
“Trends and prospects in the electronics industry ™.

The United States is the major export market. accounting for about 26 per cent of the total
exports of electronic components in 1980. This share has increased significantly since then
and by 1986, half of the component exports were sold to the United States. Other major
markets are Singapore. Japan. the United Kingdom. Hong Kong and the Federal Republic
of Germany.

The principal export market for consumer electronics was the Federal Republic of Germany
which imported a total of M$ 21.8 million worth of consumer electronics (or 19.9 per cent)
in 1980. However, with a significant increase in exports to the United States since 1980,
by 1986 the latter had overtaken the Federal Republic of Germany as a major buyer of consumer
electronics from Malaysia, with 33.4 per cent destined to the United States.

Rapid influx of foreign investment

There are several factors contributing to a rapid influx of foreign firms into Malaysia’s
electronics industry.

— The substantial appreciation of foreign currency such as the yen and the New Taiwan
dollar has motivated companies from Japan and Taiwan Province in similar industries
to relocate their plants 2nd start new ventures in Malaysia, especially since 1985.

— The four NIEs (Taiwan Province, Hong Kong. Singapore and Republic of Korea) were
not granted preferential duty treatment for their goods by the United States under the
Generalized System of Preferences (GSP) scheme. This has encouraged them to relocate
some of their projects to Malaysia.

— Government promotional incentives and investment policics are favourable to the investors.
Morcover, the concept of free trade zones (FTZs) which was pioncered in 1972 encouraged
the flow of direct foreign investment particularly into the clectronics subsector.

— Good infrastructure, relatively cheaper and younger trainable labour and relatively
inexpensive land arc other contributing factors which have allowed forcign investment
in electronics to gather momentum.

In the carly 1970s. major tnited States semiconductor makers began redeploying the more
labour-intensive assembly to Pinang and later to other places. They were followed by Japanese
competitors. In the past four ycars the Japanesc clectronics giants such as Matsushita, Sony
and Sharp have rapidly expanded their operations in Malaysia. In recent years there has also
been a big influx of small- and medium-sized firms from Taiwan Province and more recently
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from Hong Kong. The new comers are redeploving units to Malavsia with a view to escaping
high wages at home and the ctfects of strong currency on eyport competitiveness.

In 1989 the Osaka-based Matsushita. which is already the biggest electronies nanutacturer
in Malaysia, announced plans for a new MS 100 million air-conditioner plant to be built near
Kuala Lumpur. The new venture brings Matsushita’s total investment in Malavsia to MS
900 nullion. Malayvsia is getting the biggest portion of the Sony redeployment schemie destined
for Southeast Asia. Sony is also planning to double its output of high-fidehity audio equipment
in its existing plant in Pinang. This brings Sony s total investment in Malay s to more than
MS 300 million. One of the new plants 1s the first to manufacture micro-sized floppy disks
produced outside Japan. Thus, Malavsia has become Sony s biggest manutacturing base in
Southeast Asia. Similarly . Sharp has made Malay sia one of tour world-wide production centres
tor the manufacture of colour televisions. Sharp is also stepping up new investments. Along
with the big transnational corporations. small clectronics firms in Taawan Provinee seem to
have been determined to make a new home in Malaysia. In 1988, Taiwan Provinee investors
ranked second only to the Japanese. with around MS 830 mullion of approved mvestment.
There are indications of a flood of inquiries from Hong Kong manvlacturers about investment
possibilities i Malayvsia.

Kev issues

There is heavy dependence of the domestic industry on transnational companies, which mainly
carey out assembly operations based on imported basic materials or components. The low
level of usage of local materials within the industry not only hinders technology transfer but
also ohstructs the growth of local ancillary and supporting industries. In addition, there s
still a fack of linkages among the companies located in the Free Trade Zones and those located
outside the FTZs.

A major constraint has been the absence of a big end-user’™s market in Maky sia. unlike o
Taiwan Provinee and the Republic of Korei. The domestic market for electronic and clectrical
products is relatively small and thus is unfavourable o small-sized and Malkay sian-owned
companics. These ocally -owned companies generally cannot compete with transnational
companics in the international market.

The level of technology utilized by Tocal firms is relatively fow compared to other advanced
developing countries. Most of the local electronic companies are assemblers of consuin
products and industrial cquipment while the foreign compinies in Malaysia obtain high
technology equipment and techniques from their parent companies located abroad. The
clectronic companies sspecially those in the consumer and industrial clectronios sectors, are
relatively labour-intensive and do not involve as much sophisticated machinery and automated
precision equipment handling. Morcover. there is very Little product design and R & D work
heing carried out by the transnational corporation-operated plants in Malaysia. such work
being concentrated in their parent countries or in other Astan NiEs.

There have been inadequate prosisions foreseen tor the disposal of neutralized waste generated
by the clectronies Tirms operating in the country.

A shortage of experienced engineers exists particularly in the arcis of process enginecring.
production control, clectro-mechanical engineering and production and control nimagement.
These shortages may be due to emigration of some of the experienced technical personne!
from the clectronics industry, particularly over the Tast 203 vears,

Signs of strains on the infrastructural facilities are cmerging in the wake of o rapid increase
in the number or foreign firms. The country s infrastructural problems will need (o be
anticipated 0 order to keep pace with demand tor new facilities.
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The industry is likely to undergo structural change from labour-intensive assemblies to high
technology. more automated and capital-intensive operations. In order to meet this challenge.
technology at both the product development and process level will need to be upgraded.

The objective of the industry’s future development strategy could be in tune with creating
favourable conditions for the pursuit of a “niche” approach and the enhancement of inter-
industry and inter-firm linkages within the economy. Over-dependence on the transnational
companics could be reduced by promoting joint ventures between foreign and locally owned
clectronics firms to facilitate the transter of technology. Moreover., the government could
also help create a domestic market tor certain electronics products through its procurement
policy.

Significant scope exists tor producing appliances for the domestic market. In the case of
electrical products. existing products which have potential for further expansion in output
include motors. power factor correcting capacitors. liquid dielectric transformers and generating
sets. while new product arcas include:

— fractional horsepower motors:

— low-voltage switchgear (excluding houschold electrical accessories) up to 450 volt:
— electric welders:

— industrial furnaces:

—~  static converters; and

— clectric insulation equipment.

Prospects: the international perspective

In view of Malaysia® status in world’s electronics as one of the most active sites for
semiconductor assembly and testing. it is essential to analyse the prospects for semiconductors
within the global perspective. *

There are indications that the global semiconductor industry . after growing by more than
30 per cent in 1988, may enter into a mild recession by the end of 1990. Production may
actually decrease in 1990 by 3.3 per cent to $56.5 billion. But some observers have predicted
that world-wide production will recover in 1991, As demand and supply have been erratic,
prices have also osaillated.

A new generation of newly industrializing cconomies have been trying to induce Japanese.
United States and Western European companies to relocate their manufacturing operations.,
Malaysia has been particularly active, giving various tax incentives to foreign corporations,
and allowing manufacturing equipment and many materials to be imported duty-free.
Consequently. many United States corporations have been expanding their manufacturing
operations in Malaysia. Previously. wlalaysia was used as a manufacturing site only for
assembly and test work., the so-called back-end of manutacturing. Recently, however, Natioml
Semiconductor. Motorola and Fujitsu announced that they would augment their Malaysian
operations by adding wafer fabrication, the so-called tront-end of manutacturing in which
clectronic circuitry is ctched on to silicon wafers that are then sawn into individual
semiconductor dies.

Fujitsu’s expansion in Malaysia is also due to the soaring value of the yen. which makes
overseas manufacturing investments comparatively cheaper. Although the high yen value has
not yet forced Jupanese companies substantially to relocate their manufacturing to offshore
sites. amy further appreciation of the currency s value would increase the aiready strong pressure
to do so.

© The tollowing analy ses draw ona sursey ol the global semicondactor industry contiwmned 1 the UNIDO Global
Report tor 1989 90, See Indusirs and Development. Global Reporr 1989 90 (Vienna, 1989, pp. ISV 170
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Malaysia was the main destination tor United States exports ot electronic components and
devices in 1988, and it was number two, behind Japan. for exporting those products to the
United States. The figures. however. are misleading. Much of the $1.2 billion worth off United
States exports o Malaysia were semi-finished products that needed to be assembled and tested
there. After the work was done. Malaysia shipped the finished products back o the United
States. which accounted for much of the $1.6 billion in imports that vear. The same can
be said ot Singapore. which bought $670 million worth of United States electronic components
and devices in 1988 and exported $990 million worth back to the United States. In contrast.
the electronic components and devices shipped to and from Japan and Western Europe are.
generally speaking. finished products ready for use in electronics end-products.

United States companies are continuing to expand their manutacturing in Asia. Motorola.
for example, has announced that it will spend $300 million on a semiconductor and
telecommunications factory in China. The company also states that it will build a $47 million
wafer fabrication facility in Malaysia by 1991,

Because of the high-valued ven. the Japanese. too. are doing more manufacturing offshore.
Sony is building its first overseas wafer fabrication facility. which was scheduled for start-
up in Thailand in 1989. For South-East Asian countries. government assistance comes in
the form ol certain incentives tor foreigners to manufacture there. For example. as discussed
carhier. the Government of Malaysia gives tax breaks to foreign companies to induce them
to manufacture semiconductors in Malaysia.

Most industries analysts expect countries other than Japan. the United States and those of
Western Europe to play an increasingly large role in the global semiconductor industry. The
semiconductor market of those countries is expected to grow from 13 per cent of the total
world-wide market in 1988 to 20 per cent in 1993, Those figures are based on the fact that
production of clectronics equipment — end-products like personal computers. video cassette
recorders and telecommunications gear that use semiconductors — is rapidly moving 1o Asian
countrics.

K. ENERGY SECTOR: CHANGING DEPENDENCE FROM OIL TO GAS
AND ELECTRICITY

Malaysia is well endowed with a variety of energy sources. Due to the development of s
indigenous resources encrgy imports amounted only to 4 per cent of merchandise exports
in 1987 against 11 per cent in 1965,

The bulk of energy production can be attributed to Malaysia’'s oil and gas resources. The
energy balance presented in Table 1V.28 reveals that in 1985 almost 62 per cent of primary
energy supply and 65 per cent of secondary energy supply were provided by crude oil and
petroleum products. The most worrying aspect of this concentration on oil is the envisaged
decline in crude oil production in the 1990s. This could force the country to reverse its current
status as a net oil exporter in the next decade. unless oil production is matched with current
replenishment of oil reserves.

In order to reduce the country s dependence on oil the government is fostering the diversification
of the energy supply side by making use of the country’s resource base. which is sull Jargely
untapped. This policy centres around the so-called “Four Fuel Strategy ™ which aims at providing
an adequate and sceure supply of energy in the form of natural gas. hydropower and coal.
besides oil. Natural gas. hydropower and coal accounted for 18,1, 2.9 and 2.8 per cent of
primary energy supply in 1985, According to the objectives of the Fifth Malaysia Tian, oil
is to be substituted for natural gas and both domestic and imported coal. The share of crude
oil in primary cnergy supply is expected o decrease o 41,7 per cent, while ninural gas and
coal are to increase moderately to 20,8 and 8.7 per cent until 1990 (see Table 1V, 28). These
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Table 1V.28 (continued)

Encrey demand by sector

1980 1985 Annual rate of
(Planned) increase (percentage)
Source Pl Percentage P PJ 1981 - 1985 1986 — 1990
(Planned)
Agriculure LR 8.7 53 40.7 6.1 4.2 2.9
Mine  and quarries 19.2 AR 15.3 18.6 2.8 -4.4 4.0
Manulactures 109.5 28 162.2 2425 6.2 8.2 8.4
Construction K8 14.7 i 13 0.8 8.3 0.0
Transport and
communication S13 154 833 110.9 10.2 5.9
Commerce and finance 25,1 7.5 34 44.1 59 5.7
Services CR 29 13.2 17.0 6.1 5.2
Domestic 80.9 213 119.3 173.2 8.1 7.7
Total 334 100.0 476.7 668.9 7.4 7.0

Source: Information Malaxsia 1988 Yearbook: Fifth Maluvsia Plun.

« Primary energy supplics means unconverted energy.
b Encrgy demand takes into account the last consumer.

$10adso0i4 pue $12adS0113Yy :S3J1j0i4 Yyoueig Ansnpuy

6L1L



120 Industry Branch Profiles: Retrospects and Prospects

projections have been derived from the so-called National Energy Planning Study (NEPS),
which features a comprehensive energy planning approach completed in 1985, Morcover,
biomass (firewood. palm oil refuse) recorded almost 18 per cent of primary energy production.
Following the Fifth Plan these two traditional sources are to keep their share in the primary
energy suppiv of the country.

Most of the country’s oil and natural gas reserves are located ott the sheres of Trengganu,
Sabah and Sarawak. Proven reserves of crude od are estimated at 3.5 billion barrels. By
mid-1980s. 53 trillion cubic feet of natural gas rescerves had been discovered. Malaysia ranks
22nd and 13th in the world o1l and gas reserves. respectively. In the recent past Malaysia®™s
il policy has tended to support the OPEC agreements. Production was decreased trom 510.000
barrels per day in 1986 to 503.000 bpd in 1987. A further decline occurred in 1987 as
production targets were initially cut to 497,000 bpd in order to assist OPEC’s eftorts to raise
petroleum prices to $18 per barrel. Although prices slipped well below this level (S16) Malaysia
eventually increased its output to 540.000 bpd in 1988. The target tor 1989 was even raised
to 562,000 bpd against a fall in prices o $14 per barrel. This extraction policy which runs
counter to the OPEC strategy can be attributed o the need for government revenues.

In view of the depleting known resources measures are being undertaken to encourage more
intensive exploration activities. The national oil company. PETRONAS. represents the
government’s interest and is responsible for the exploration and exploitation of vil. The authority
has the ultimate responsibility of determining the country’'s level of petroleum production.
Furthermore, PETRONAS determines the sale price of Malaysian crude. which generally
tollows the sales price of Arabian Light. However. due to its very low sulphur content the
price of Malaysian crude shightly exceeds that of Arabian Light.

Given the lack of local expertise and the capital intensity of petroleum-related activities,
PETRONAS enters production sharing contracts with forcign oil companies including Shell
and Esso. The opportunities to increase production in the future scem to be quite promising
in view of the suitability of 90 per cent of the oftshore arca for exploration.

Natural gas is cxpected to be the major non-oil energy supply source for Malaysia in the
future. In order to diversily its energy resource base the Peninsular Gas Utilization (PGU)
project was launched by PETRONAS in 1982, The goal of this project, which is the largest
cnergy project presently under way in the country. is to reduce significantly the use of oil
in the power sector, which presently accounts for more than 80 per cent of total fuel
consumption. and to deliver natural gas to the petrochemical industry as well as to end-users
in the domestic market. Stage [ of this project. which comprises construction and installation
of offshore gas production and gathering facitities as well as onshore gas processing and
distribution systems. was completed in March 1985 Since that time gas has been delivered
to a power plant, a steel mill and houscholds near the land terminal in the State of Terenggunu.,
As part of Stage I a 725 km cross-country pipeline will be laid thus establishing the base
for the country s futire gas grid. Plans are also under way for gas to be supplied to the towns
and to the industries in the main industrial arcas of the country . Stage I involves the construction
of the second gas processing plant and additional refrigeration facilities for storage.

Gioa s also utilized as a fuel and refrigerant in the NG plant in Bintulu. Sarawak. However,
the plant is not yet in a position to utilize its full capacity due to the lack of demand in this
part of the country.

Despite the increasing importance of gas as an energy source, an overall pricing policy for
gas used within Malaysia is yet to be determined. partly because it has been the subject of
a vigorous debate between the power authority seeking advantageous terms and PETRONAS,
which is also in charge of gas exploration and exploitation. As in oil production. PETRONAS
has tricd to develop its gas reserves by entering production-sharing agreeiments with foreign
companies. In this respect, contracts have been settled with Gult, Esso and Shell.
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Besides oil and gas. other resources are of limited importance tor the energy palance. Recent
estimates of Malayvsia™s coal resources place them in the order of 300 million tonnes. Though
the country has a history of coal mining. production ceased in 1960, There is currently no
commercial production of coal, since the price of imported coal. which is mainly provided
by Austrahia. China. Canada and India. talls short of domestic exploitation costs. In order
to serve the needs of the power plants and the tin producers Malaysia imports approxvimatels
500,000 tonnes of coal per vear.

The use of biomass. mainly firewood and palm oil waste. plays a signiticant role only in
the rural sector of the country . The National University of Malayvsia and the University of
Science in Malayvsia are reported to be studving the potential of non-conventional energy
use in co-generation systems., particularly in isolated power planis. with a view to increasing
the overall efticiency of energy use. A large-scale use of agricultural waste in industrial energy
production cannot be expected in the near future. The same applics to the potential of solar
encrgy production which continues 1o be untapped.

As far as renewable energy sources are concerned. the country 's hydropower potential scems
to be more important tor industrial production, though hydropower has a lower share in primary
encrgy supply than firewood and palm oil refuse. Table V.29 shows the shares of varnous
primary encrgy sources in electricity generation in Peninsular Malaysia. According to this.
oil has the largest share both in installed generating capacity and gross units generated. since
oil and related products are widely used in diesel power stations and in so-called combined
cycle stations. which use cither gas or oil.

Table 1V.29. Electricity supply by plant types in Peninsular Malaysia, 1987/88

Instafled gencrating Gross umits
capacity sencrated
Type MW Percentage GWh Percentage
nl J.930 40 TAI0 15
Hydro 1.251 26 4.3%6 2%
Combined oyele R 9 3865 24
Coul 0 0 -2 1}
Gas X0 [} 2 1
Diesel oy R) 38 1
Total 4.830 100 16,194 100

Sonrve. Natonal Electnony Board ot the States ot Malava. Hichlichin TYST 88
Note: Rural stations provading 12 hour supphy have been evluded

After oil. hydropower is the fargest energy source used for electricity generation. Given an
annual rainfall averaging 250 centimetres and favourable topographical conditions. Malaysia
is well endowed with hydropower, which is assessed 1o have a technical potential of about
123.000 GWh per year. However, the larger part of this hydropower potential is located
in remote arcas some distance away from the clectricity demand centres. Only 1 per cent
of this technical hydropower potential exists in Peninsular Malaysia, where some 82 per cent
of the popuiation lives, while Sarawak with only 9 per cent of the population is endowed
with 71 per cent of the hydropower potential.

Henee, hvdropower cannot make a further and substantial coniribution to the energy supply
for power generation, unless the grids of the peninsula and Sarawak are interconnected. This
concept, which ts under study. involves the construction of two major hy dropower stations
totalling 2,950 MW capacity and of some 800 km of high voltage transmission lines with
about 620 km of submarine cable across the South China Sca. It is envisaged that these projects.,
which are 1o provide 1.500 MW of base load capacity to Peninsular Malaysia. will materialize
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in the fate 1990s. It should to be noted that. given the cnormous financial requirements of
the projects. it is sull unclear if it will matenalize in time.

Apart from that. mim hyvdropower plants (50 —500 kW cach) will be an important feature
in the rural clectritication programme. which aims at supplying clectricity to 70 per cent
of all Malaysian houscholds by 1990.

Duc to the lack of a national iterconnected system. there are basically three independent
systems of electricity generation and distribution. The National Electricity Board (NEB) is
in charge of the so-called “national grid”. which covers the grid in Peninsular Malayvsia and
the related power plants. NEB gencrated 89 per cent of total electricity in Malaysia. while
it held 92 per cent of the total gencrating capacity in 1985, The Sabah Electricity Board supplicd
only 5 per cent in Sabah. while the Sarawak Electricity Supply Corporation produced roughly
6 per cent in Sarawak.

Basically. all electricity tantt rates are determined by the NEB. They are divided into three
groups. namely domiestic. commercial and industrial users. Since 1981, tariffs have been
adjusted to international standards. though industrial consumers continue to be subsidized
through special industry rates.

Power supply and demand forecasts are presented in Table IV.30. In the wake of the ongoing
industrialization of the country the power sector faces a steadily growing demand by houscholds
and industrial plants. Hence. electricity is at the centre of the government’s plans to further
improve the infrastructure services. According to the so-called Power Sector Investment Study
(PSIS). electricity production is expected to increase at an average rate of 12 per cent between
1985 and 1995. For this reason. the NEB has a programme for steadily diversifying its
dependence on petroleum to hydropower and gas for electricity generation. The programme
calls for the construction of about 200 mini-dams throughout the country. Further, the NEB
is also constructing a major 250 MW natural-gas power station in Paka/Trengganu. which
is the first of a series of gas-fired power stations to be built. By the year 2000. it is hoped
that hydropower and gas-fired plants will account for more than 50 per cent of power
generation.

Table IV.30. Pawer supply and demand forecasts, 1985 — 1990

1985 1990
SARAWAK
Generation (GWh) 760 (5.6) 1470 (1.h
Peak demand (MW) 150 16.2) W0 (1D
Required gencration
capacity (MW) 180 (6.5 RETV R
SABAH
Generation (GWh) T (S h 1200 (5%
Peak demand (MW) 40 (5% 0 6 d
Required geacration
capaciy (MW) 170 6.2) 280 6.4
PENINSULAR MALAYSIA
Generation (GWh) 12200 893 iX. 100 (87.1
Peak demand (MW) 2120 (R 130 (ke
Reguired generation
capacity (MW) 2540 2.0 1750 (RS.%)
TOTAL MALAYSIA
Generation (GWh) 13.660 (1000 20,770 (100 )
Peak demand (MW) 2410 (1 1640 (100.0y
Required gencration
capacity (MW) 2,760 (1on.0) 4370 (1004

Source: Information Malavva 1988 Yearbook
Note: Percentage share in total gencration, capacity or peak demand o given in parentheses.
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Table IV.31. Major product areas for investment, export and rationalization. 1989

Industn Major stems for Major atems for Major atems for
tnvestment export rationalization
Rubber Tyres Tyres: latex products:
general rubber goods
Palm: ol Oleochemicals: Olcochemicals: Palm il refinens

provessed palm kernel
oil: fat products

processed palm hernel
ail: fat products

and fractionation
subsector

Foud Cocoa products: Cocoa products:
truits vegetables: canned fruits and
animal feeds vegetables
Wond Furniture: joinery Furniture: pancl Sawmill subsector:
mouldings: rubber- products: joineny plywoad and vencer
wood products mouldings: rubber- subsector
wad products
Chemicals Fentilizers: HDPE: Fertilizers

LDPE: pulyprops lene:
vinylchloride: vinyl-
acetate: SBR: MTBE

Non-ferrous

Fabnicated products
of aluminium and
copper: tinplate:
solder: pewterware

Tinplate: solder:
pewterware

Non-metatlic
mincral
products

Cement: cement
composite products:
float glass: ceramic
tiles

Electronics and
clectrical

Consumer products:
parts and components:
some industrial
products

Consumer products:

parts and components.

some industrial
products

Machinery

Basic machinery
COMponents;
toundries; design
capabality

Iron and steel

Flat .ooducts (under
Option 2): light
and heavy scctions

Bar and rod
rolling subsector

Transport Passenger cars: Passenger cars Car assemblers;
cquipmient motor cycles: shipyards

ships (under

1500 T
Textiles Textiles amd Apparels Textiles
apparels apparels

Source: UNIDO:; Business Conditions,

Malavsia, 987,
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Fig. IV.A. Malaysia’s industrial investment boom, 1988 and 1989 (MS$ billion. number)
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Fig. IV.B. Projects with foreign participation approved by MIDA. 1986 and 1987
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Fig. 1V.C. Major foreign investors, 1989

+120% Japan 31.3 %

-12% Other 13.0 %

+165% | Fod. Rep. W. Germany 3.6 %

40% | United States 3.7 %

+18% | Hongkong 4.1 %

+229% | Groar Britain 8.9 % ..

e A

R ST, 155% | Taiwan 24.7 %

—ee

c117% | Singapore 10.6 %

E % change over previous yesr 1989 total: M3 8,568 million
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M. BILATERAL AND MULTILATERAL ASSISTANCE TO INDUSTRY

Malaysia receives considerable official development assistance in the form of loans and other
types of financial assistance. Ofticial Development Assistance (ODA) has more than doubled
between 1983 and 1987. In 1987 net disbursements of Official Development Assistance totalled
$363 million. In absolute terms and as a percentage of GNP. however. the ODA receipts
of Malaysia seem to be quite low compared with other ASEAN countries. This can be attnibuted
to Malaysia's relatively advanced stage of development. compared with other countries of
the Southeast Asian region.

The World Bank is by far the most important multilateral institution tor development assistance.
In 1987. the bulk of World Bank assistance was allocated to agriculture. energy and education.
Only 7 per cent of World Bank loans have been used for financing projects in the industrial
sector.

Besides the World Bank. the Asian Development Bank (AsDB) is of major importance tor
development assistance to Malaysia. The AsDB’s total lending to Malaysia stood at a cumulative
amount of $1.4 billon in 1987. comprising 63 loans for 61 projects. The loans were mainly
10 finance the foreign exchange components of projects, while only a minor share was provided
tor local cost tinancing. In 1987 the largest share of the AsDB loans was provided for projects
related to agriculture and agro-industry. Roughly 20 per cent of the AsDB loans went into
investment in infrastructure. i.c.. transport and communications as well as energy supply.

Malaysia has morcover become an important recipient of loans granted by the Islamic
Development Bank (IDB) since the country became a member in 1975, even though loans
by the IDB cover a negligible share of all ODA cxtended to Malaysia. In the 1975 - 1987
period the IDB provided financial assistance reaching $75 million. More than two-thirds of
these loans have been given as project loans foi foreign trade financing. The bulk of the
project loans has been used for the financing of vocational schools.

A mid-term review of the Fourth UNDP Country Programme Cycle for Malaysia was
conducted in February 1990. The Fourth Country Programme focused mainly on: strengthening
and upgrading institutional capability for planning and Plan implementation: support for human
resource development; and promotion of science and technology. Although the government
found it difficult to keep the programme within the perspective of these three common themes.
duge to the dynamic nature of changing nceds. the mid-term review reiterated the importance
of the stated objectives.

A mid-term review of the Industrial Master Plan (1986 — 1995) is essential in view of the
Second Perspective Plan for the 1990s and the Sixth Five-Year Plan (1991 ~- 1995) currently
being finalized. The UNDP technical co-operation prograznming for the Sth cycle will need
to be closely aligned to the contours of these Plans.

Technical co-operation pipeline project ideas under the auspices of UNIDO and UNDP include
policy assessment of the Malaysian Industrial Policy Studies (MIPS) and the Industrial Master
Plan: upgrading the Plastics Technology Centre’s technical support capability: sectoral
projections of the manufacturing sector; assistance to the Industrial Design and Packaging
Centre: high-level advice in the establishment of a Furniture Technology Centre; assistance
to an Action Plan for development and promotion of the industrial and general rubber goods
industry: preparatory assistance in formulating  proposals 1o develop the ceramics,
clectrical/clectronics and automotive parts industries; establishment of computer-assi:ted patent
processing and patent information services; assistance in the establishment of toundry and
engineering parts; and assistance to the Metal Industry Development Centre in disseminating
advanced technology in the metal industry.
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Assistance to the machinery and machine-tools industry s crucial as Malay sia cdges into
a higher degree of industrialization. The machinery industry in Malaysia is vet to match the
country s Ievel of industrial development. The basic thrust is to generate an adequate supply
of primary parts and ceanponents as the industrial base widens. This could also help reduce
imports and develop viable export potentials. The further dey clopment of the industry would
als result in the cubizacement of the country s design capabilities and create turther linkages.

The industrial restructuring and dey clopment programme launched with the Industrial Master
Plan as well as subsequent industrial pelicy announcements have addressed these issues. It
has been recognized that the basic facilities and promotional support provided had been
inadequate to effectively foster the development of supporting industries. * Attention will need
to be focused on the active promotion of the small- and medium-scale industry sector and
on greater divensification of manufacturing activities. The absence of a strong ancillary base
has siowed down the process of technology transfer and industrial linkages between small
and medium firms and large-scale enterprises. Production linkages through activities of
supporting industries or subcontracting b tween small- and medium-scale industry and large-
scale industry have been very limited. Indeed. one effect of the earlier policies had been
that little attention was paid to the creation of “supporting industries”. with different product
or process specializations along with the development of farger industries. In order to turther
deepen and strengthen the industrial structure. both in terms of linkages with other economic
sectors and in terms of a stronger interdependence of the various branches of manufacturing.
a comprehensive promotional approach aimed not only at final producers but also at supporting
industries would be required.

Foramanals tieal exposition of the techmical assistance ieeds of supporting industeies i Mabas e, see UNTDO),
Promorsor of Supporune Iidistries i Malavsia 1V weong [9%0
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A. METHODS OF CONDUCTING BUSINESS

Investors wishing to establish a manutacturing project in Malavsia are invited to contact MIDA.. From
the first fetter of enquiry through the process of setting up a manufacturing business. MIDA serves
as the central ageney from which information on industry may be obtained to assist investors in making
the right decisions.,

In Malaysia. a business may be carried on in any one of the following wayvs:

(1) by an individual operating as a sole proprictorship.
(i) by two or more (but no more than 20) persons in partnership.
ainy - by a locally incorporated company or by a foreign company registered under the provision
of the Companies Act. 1965

The above may be utilized by almostany form or type of business. In the case of partnerships, partners
are both jointly and severally liable for the debts and obligations of the partnership if assets are found
to be insufficient. Formal partnership deeds may be drawn up governing the rights and obligations
of cach partner but this is not obligatory.

All sole proprietorships and partnerships must be registered with the Registrar of Businesses under
the Registration of Businesses Ordinance. 1956.

Company structure

Companies in Malaysia are governed by the Companies Act. 1965. which provides tor three types
of companies:

(I a company limited by shares:
(2) a company limited by guarantee: or
(3) an unlimited company.

However. only the first type of company would be of interest to an overseas organization or investor.

Company limited by shares

This is a company where the liability of its members is limited by the memorandum of association
to the unpaid portion of the nominal value of the shares held by them. A company limited bv shares
can be either a private or a public company.

Private companies

A company having share capital may be incorporated as a private company it its Memorandum or
Article:

ta)  restricts the right to transfer its shares:

(h) limits the number of its members to 50, excluding emplovees and some former cmployees,
(¢)  prohibits any invitation to the public to subscribe for its shares and the debentures: and
() prohibits any invitation to the public to deposit money with the company .

Public companies

A company can be formed as a public company or. alternatively. a company which is incorporated
as a private company can also be converted to a public company subject 1o Section 26 of the Companices
Act. 1965,

A public company cannot offer shares to the public unless @ Prospectus which complies with the
requirements of the Companies Act has been registered with the Registrar of Companies. The proposil
for the issue or ofter of shares 1 the public should be submitted 1o the Capital Issues Committee
for approval first before a Prospectus can be accepted for registranion.

A public company can apply to the Kuata Lumpur Stock Exchange for permission to have its shires
quoted on the Exchange. subject to compliance with the requirements Laid down by the Kuala Lumpur
Stock Exchange.

Sowrce: MIDA. Incorporating « Manufacturing Company 'Ku - Loour, July TORK).
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B. PROCEDURE FOR INCORPORATING A MANUFACTURING
COMPANY

The first step for incorporation of a company is to make an application to the Registrar of Companices
on the prescribed Form 13A enguiring whether the propased name of the intended cempany is available
and it so. which action should be ken to reserve the name. A proposed name which is of a kind
which the Minister has directed the Registrar not o aceept for registration vide Gazette Notification
No. 4180 dated 3rd July 1986 will not be approved.

The following documents should be lodged with the Registrar of companies within two months from
the date of reservation of name for incorporation of the company .

(D Memorandum of Association.

() Anrticles of Assaciation.

(3 Stattory declaration of compliance.

tH  Consent of persons named as directors in the Memorandum or Articles of Association.

{5)  Centificate of identity in respect of the subscribers . and officers named in. the Memorandem
of Association.

(6)  Statutory declaration by a person before appointment as a director. or by a promoter before
incorporation of a company.

The Memorandum of Association is the document stating the name. the objects. the amount of authorized
capital (if any) with which the company proposes to be registered and the division thereof into shares
of a fixed amount.

The Articles of Association are the regulations governming the internal management of the aftairs of
the company and the conduct of its business.

On the issue of the certificate of incorporation. the subscribers 1o the Memorandum together with
such other persons as may from time 1o time become members of the company shall be a corporate
bady. capable of exercising the functions of an incorporated company and of suing and being sued
and having a perpetual succession under common seai with power to hold land but with such liabilir
on the part of the members to coniribute to the assets of the company in the event of it being wound
up. as is provided by the Act.

Requirements of a locally incorporated company

A company must have a registered office in Malaysia at which all books and documents required
under the provisions of the Act should be kept.

A company cannot deal with its own shares or hold shares in its holding company . Each equity share
ofa public company carries only one vote at a poll at any general meeting of the company . A private
company may. however, provide for varving voting rights for its sharcholders.

The Seeretary of a company must be a natural person who has his principal or only place of residence
in Malaysia. The directors of the company must be Malaysian nationals and at least two directors
must have their principal or only place of residence within Malaysia. Directors of public companics
must not normally be over 70 years of age.

Itis notincumbent that the director should also be a sharcholder. The company musi appoint an approsed
Company Auditor to be the company auditor in Malaysia.

Provisions concerning the winding up of companies are contained i the Companies Act. 1963, and
the Companies (Winding-up) Rules, 1972,

Capital Issues Committee

A public company may wish to have its shares listed on the Kuala Lumpur Stock Eachange. It the
public company wishes to invite the public to subseribe for its shirres it must 1ssue Prospectus which
has 1o be approved by the Capital Issues Committee and registered with the Registrar of Companies
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Any subsequent issue of shares by any public company whether it is listed or not. for example. right
wsues. requires the approval of the Capital Issues Committee. For further information please contact:

The Secretary.

Capital Ixsues Commitice.
Ministry of Finance,

I1th Floor. Khazanah Malaysia.
Jalan Duta. SO480 Kuala Lumpur
Telephone: (03) 2988044

Public listed companies

The more popular meaning in which a company is said to have turned public is that its shares are
to be listed on the Kuala Lumpur Stock Exchange. Technically any public company can apply to have
iselt listed on the Kuala Lumpur Stock Exchange if it conforms to the provisions of the Listing Manual
of the Exchange. A company applying for quotation of ordinary shares is. as a general rule. expected
to meet the following criteria:

t1 It has paid-up capital of at least M$ 5.000.000

() At least MS 1.250.000 or 25 per cent of the issued and paid-up capital (whichever is the greater)
s in the hands of the public and a minimum percentage of the issued and paid-up capital is
in the hands of 500 sharcholders holding not more than 10.000 shares each and not less than
500 shares cach as follows:

Nominal value of issued Minimum

and paid-up capital percentage

Not exceeding MS 50 million 15 per cent

Not exceeding M$S 100 million 12.5 per cent or

M$ 8 million whichever s
the greater

M3 100 million and above 10 per cent or M$ 15
million whichever is the
greater

For turther details contact:

The General Manager.,

The Kuala Lumpur Stock Exchange,

3rd and 4th Floor, Block A,

Bukit Naga Complex,

Off Jalan Semantan,

Damansara Heights,

50490 Kuala Lumpur

Telephone: (03) 2546433/2546513/2546662/2546815

For companies which are interested in turning public. the numerous local merchant banks will be
of uselul assistance as they are specialists in this field.

Government fee

When a company s first registered, the fee payable will depend on the amount of its authorized capital,
For detads. please reter to the Companies Act, 1965,
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Forms
These are technical in nature and should be reterred to:

The Registrar of Companies.

16th-20th Floor. Bagunan KUWASA.
Jalan Raja Laut.

50350 Kuala Lumpur

Telephone: (03) 2933733/2933732/2933735

A copy of the Companies Act. 1965 and the Companies Regulation, 1966. can be obtained from the
Goevernment Printers on payment of fee.

Source: MIDA, Incorporating a Manufacturing Company (Kuala Lumpur. July 1988).

C. REGISTRATION OF FOREIGN COMPANIES

A foreign company desiring to establish a place of business or carry on business in Malaysia must
apply for registration to the Registrar of Companies. subject to the approval of the Domestic Trade
Division. Ministry of Trade and Industry. When the approval has been obtained. such a branch must
lodge with the Registrar of Companies the following documents:

(1) a certified copy of its certificate of incorporation (or document of similar etfect):

(2) a certified copy of its charter statute on memorandum and articles or some other instrument
constituting or defining its constitution:

(3) a list of its directors and certain statutory particulars regarding them:

(4) where there are local directors. a memorandum stating the powers of those directors:

(5) a memorandum of appointment or power of attorney authorizing one or more persons resident
in Malaysia to accept. on behalf of the company. service of process and any notices required
to be served on the company:

(6) a statutory declaration in the prescribed form made by the agent of the company.

The appointed agent is answerable for the performance of all acts required to be done by the company
under the Companies Act. 1965. Any change in agents must be reported to the Registrar of companies.

Every foreign company shall. within one month of establishing a place of business or commences
to carry on business within Malaysia, lodge with the Registrar of Companies for registration. notice
of the situation of its registered office in Malaysia in the prescribed form.

A foreign incorporated company must file cach year. within one month of its Annual General Meeting.
a copy of the Annual Return and. within two months of its Annual General Meeting, a copy of the
balance sheet of the head office. a duly audited statement of assets used in and liabilities arising out
of its operations in Malaysia, and a duly audited profit and loss account.

The fees payable for lodging the various, forms as well as the fees for registration of o foreign company
can he transferred to the Registrar of Companies.

Choices open to foreign investors
An overseas organization wishing to invest in Malaysia has the following choices:

(1) Set up a branch o its own organization and hence register as a branch of a foreign company
in Malaysia.

(2)  Establish a scparate Malaysian company. for which the procedure has been described.

(3) Establish a joint venture with a Malaysian business organization or investor. Joint ventures
are encouraged by MIDA, and local capital to he combined with foreign technical skill is
plentiful. MIDA can assist in locating suitable tocal partners. A joint venture can be operated
as a company in Malaysia.
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Manufacturing companies

Companics wishing to set up manutacturing and or assembly establishments in Malay sta are required
to apply for a manutacturing licence trom the Ministry of Trade and Industry even though they may
be registered with the Registrar of Companies.

Source: MIDA . Incorporating a Manufucturing Company (Kuala Lumpur. July 1988.

D. LEGAL FRAMEWORK GOVERNING COMPANIES
(a) Companies Act 1965

The Act provides the procedures for the incorporation of companices with limited liabilitics and for
the running of companics after incorporation. Local and foreign companies intending to operate in
Malaysia must register with the Registrar of Companies with payvment of a registration fee which
varies with the amount of nominal capita! involved. For more information contact:

The Registrar of Companics.

16th-20th Floor,

Bangunan KUWASA.

Jalan Raja Laut.

50350 Kuala Lumpur

Telephone: (03) 2933733 2933732/2933735

by Industrial Co-ordination Act 1975

This Act stipulates that no person shall engage in any manufacturing activitics unless he is issued
with a licence in respect of such manufacturing activity.

For more information contact:

Director-General.,
Malaysian Industrial Developmaat Authority.
3rd-6th Floor. Wisma Damansara.
Jalan Scemantan.
50720 Kuala Lumpur
Telephone: (03) 2543633

and
Director,
Industries Division.
Ministry of Trade and Industry
Block 10, Tth Floor.,
Government Oftices Complex.
Jalan Duta.

S0480 Kuala Lumpur
Telephone: (03) 2540033 2848014254600

(¢) The Contracts Act 1950 (Revised 1974) (Act 136)

The law relating to contracts in Malaysia is contiined in the Contracts Act. 1950 (Revised 1974 (At
136). English law relating to contracts is applicable in Malaysia. by virtue ot the Civil Law Act. 1956
(Revised 1972) only in the absence of any cxpress provision in the Contracts Act.

For further information contact:

The Attorney -General's Chambers,
Bingunan Bank Rukyat.

Jalan Tangsi,

S0480 Kuila Lumpur

Telephone: (03) 2923077
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(d) Rovalty and technical assistance agreements

Companies which enter into such agreements must seck approval from the Ministry of Trade and
Industry.

For further information contact:

Director.

Industries Division,

Ministry of Trade and Industry,

Block 10. 7th Floor.

Government Offices Complex.

Jalan Duta. 50480 Kuala Lumpur
Telephone: (03) 2540033/254804-4/2546022

(e) Patents Act 1983 and Trade Marks Act 1976
(i) Patents Act, 1983

Malaysia provides adequate protection in the field of industrial property for local and foreign investors.
Patent protection in Malaysia is governed by the Patents Act 1983 and the Patents Regulations 1986,
which came into force on Ist October 1986.

Under the said Act and Regulation. an application for a patent can be made directly in Malaysia and
registration is eftective for the whole of Malaysia as opposed to territorial registration under the repealed
legislations relating thereto. Similar to the provisions in the legislations of other countries, an invention
is patentable if it is new . non-obvious and industrially applicable. The Act provides that a patent shall
expire 15 years after the date of its grant. The owner of a patent has the right to exploit the patented
invention. o assign or transmit the patent and to conclude licence contracts. Malaysia will also take
steps in the very near future to accede to the Paris Convention thus providing further safeguards in
the field of industrial property in the country. Malaysia’s industrial property laws accord the same
treatment for both nationals and foreigners.

(i) Trade Marks Act, 1976

Trade mark protection in Malaysia is governed by the Trade Marks Act 1976 and the Trade Marks
Regulations 1983. The above Act. which is madelled on the Acts of some of the industrialized countries.,
provides effective and adequate protection for registered trade marks in this country. If a trade mark
is registered, then no person or enterprise other than its owner or authorized users may use it, otherwise
infringement actions can he taken against them. The protection of a trade mark is not limited in time.
provided its registration is periodically renewed and its use continucs.

(D) Acquisition of Assets, Mergers and Take-overs
q .

For details on Guidelines for the Regulation of Assets, Mergers and Take-overs, please contact:
The Sccretary.
Forcign Investinent Commeittee (FIC).
Economic Pianning Unit,
Prime Minister’s Department,
Jalan Dato” Onn. 50502 Kuala Lumpur
Telephone: (03) 2300133/2933333
Fees to be paid to the Registrar by a company having a share capital:
For registration of a company whose nominal share capital does not exceed
M$ 25,000 MS$ 500.00
For segistration of a company whose nominal share capital exceeds M$ 25,000
the above fee of M$ SO0 with the following additional fees regulated according
to the amount of nominal share capital:
For cvery M$ 5.000 of nominal share capital or part of M$ 5.000 afier the
first M$ 25000 up to M$ 50.000 M3 25.00
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For every MS$ 5.000 of nonunal share capital or part of MS 5,000 after the
tirst MS 500000 up 0 MS 1.000.000 MS 20.00

For every MS$ 15,000 of nominal share capital or part of M$ 15,000 after the

fiest MS 1000000 up to MS 50.000.000 MS 10.00
For cvery MS 20,000 of nominal share capital or part of MS 20,000 after the

first MS 50.000.000 MSS

No company shall be liable to pay any greater amount of fees than MS 65,000 taking account of the
tees paid on registration in the case of an increase of share capital after registration.

Other fees
On application for scarch of name MS 10.00
On application for the reservation of a name MS 25.00

For granting extension of time for the reservation of name for a further period

after the first reservation MS 10.00
On lodging Articles of Association of a company MS 20.00

For registration of a foreign company . subject to paragraph (b) of item 17 of the Second Schedule.
Companics Act 1965. the fee is equivalent w the appropriate fee prescribed in respect of a company
registered or incorporated under Part TH of this Act: and where the toreign company has no share
capital and engages in trade. commerce or industry including transportation. the fee is also cquivalent
to the maximum fee in respect of a company with a share capital registered or incorporated under
Part I of this Act.

Source: MIDA. Incorporating a Manufacturing Company (Kuala Lumpur. July 1988).

E. LEGAL FRAMEWORK GOVERNING TRANSFER OF TECHNOLOGY

Policy

All manufacturing projects licensed by the Ministry of Trade and Industry should obtain the prior
written approval of the Ministry before entering into any agreement involsing foreign partners.

This is done to ensure that:

(H  the agreement will not impose unfair and unjustifiable restrictions or handicaps on the local party ;
iy the agreemeint will not be prejudicial to national interest: and
(i) the payment of fees tf applicable) will commensurate with the level of technology 10 he
transerred.

Txpe and nature of agreements

luhnulm_\ transfer agreements cover licence rights over specitic processes. formuliac or manufacturing
technology tmay be patented or unpatented): other knowledge and expertise necessary tor the setting
up of a plant: and provision of various technical assistance and supporting services.

Under these arrangements. specific agreements entered could be i the torm ot

(1 Joimt Venture Agreement
AR agreements (o set up a joint venture company between two or more parties involving local
and foreigners.

(i Technical Assistance
AR agreement between two or more partics where one party will provide the technical assistance
and know-how for the manufacture of certain products for a certain amount of fee royalty.

tiin) - Know-how Agreement
Basically the same as in (i) above.




140 Investment Information and Opportunities

i) Licence Agreement
Anagreement between Licensee and Licensor where the Fatter grants licence right to the Licensee
to use its patenis. trademarks and other industrial intellectual properties tor the manufacture
of certain products for a certain amount of tee ‘rovalty.

(v)  Patent and Trademark Agreement
An agreement between two or more partics where one party gives the right to the other 10
use its patents and trademarks for the manufacture of certain products for a certain amount of fec.

(v)  Sales Commission Agreement
An agreement between to or more parties where one party will provide marketing assistance
services to the other for a certain amount of sales commission fec.

(vi)  Turnkey Contract
A contract between two or more parties where the contract is awarded to one of the parties
to perform all stages from initial to final stages inclusive of consultancy . managerial. technical
services and others until the contractual projectis ready for immediate commercial production
or tinal use.

(viii)  Management Agreement
An agreement between two or more partics where one party will provide the management
services to the other in return for payment of management fee. This normally exists in the
management of international class hotels and to some extent in manufacturing.

Guidelines on transfer of technology
Agreements on transfer of technology must define in detail the following:

(1 technological content and principal features of technology or process.
(1) anticipated production,
(i) quality and specification of products.
(iv) - particulars of technical assistance services and manner in which they are to be provided.
The transter of technology must be effected through the following:
() Access to improvements
The technology to be supplied should incorporate:

(i) the Tatest development known to the supplicr
(1) access to innovations/breakthrough in technology . including new patents applicd for or
registered.

(h) Remuneration for technology

Payment or technology can be in the form of a “fixed lump sum fee” or 4 running rovalty” or a
vombination of limip suiv fee and running royaity for a specitied period of time, Lump sum payments
are usually allowed in cases where the know-how can he fully and completely transterred and absorbed
within a specified period of time. The method of payment that is preferable is the running royalty
based on net sales. Initial lump sum payments in addition to royalties are not encouraged by the Ministry.
Where such pavments are requested it should be only for the recovery of actual cxpenses incorred
by the Licensor for preliminary services provided 10 the Licenace.

wmh
L3314

nnal

(©) Method of payment

(0 Royalty is imputed in relation to the level of technology and principal elements of transfer.
Depending upon the merits of cach case. a rate of | per cent o S per cent of net sales can
he considered. Where technology transferred is not highly sophisticated. the rate allowed by
the Ministry is usually around 2 per cent of net sales. (Net sales is defined as £2ross siles loss
sales discounts o returns, transport costs tincluding freight). insurance. duties, taves and other
charges. and where applicable, cost of raw materials. parts and components imported from
the foreign Licensor concerned or its subsidiarics. )
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(1) Practice of itemization of service under separate agreements are discouraged.

uii)  Capitalization of know-how fees/royalty is not encouraged.

(iv)  For the motor vehicle assembly. heavy machinery. construction machinery and related industries
where basically assembly operations are involved. royalty payment is not allowed.

(d) Duration and renewal

(1) Duration of agreement should be adequate for full absorption of technology. The life of any
patent relating to the technology is also taken into consideration.

(1) An initial period of five years is normally approved and any renewal is subject to prior approval
of the Ministry.

{c) Training

A provision for adequate training for the focal company s personnel in the technology supplier’s plant
facilities as well as in-plant training in the local company’s plant should be incorporated and clearly
specified. In the case of the former. the number of personnel to be trained. the areas of training and
its duration, together with arrangements and the facilities to be made available for the training should
also be defined.

The costs of training should be borne by the technology supplier but all expenses related to salaries.
wages, living and travelling allowances should be borne by the local company.

() Patents and Trade Marks

Patents and trade marks may come as one of the components of the whole technology transfer package.
In the case of patents. it 1s of utmost importance that those patents involved in any pracess know-how
be explicitly defined in the agreements and the local company is granted the user rights over all such
patents. Where the life of the patent extends beyond the duration of the agreement concerned. an
arrangement should be made for continued use of the patent after the expiry of the agreement.

(g) Confidentiality/Secrecy

Ceonfidentiality of information should be confined to the duration of the agreement only.

(h) Guarantee/Warranty

The agreement should define guarantee with respect to the production capacity. product quality and
specifications and other features of the manufacturing process.

(i) Taxes

A withholding tax of 15 per cent is levied on payments made to foreign supplicrs of technology and
this tax has to be borne by the forcign recipient. Exemption under Double Taxation Agreement where
applicable has to be made to the Ministry of Finance separately.

(1) Sales Territory

The local company should be free to sell s produce (manufactured with the ficensed technology)
in the whole of Malaysia and all other countrics except where the forcign technology supplier is
manufacturing directly or where he has given exclusive rights to others or where he is legally not
empowered to allow sales based on his technology.

(k) Governing Laws and Arbitration

The governing laws for any technology transfer arrangement should be Malaysian laws and arbitration
proceedings must be conducted in Malaysia in accordance with either the Malaysian Arbitration Act,
1952 (Revised 1972) or the United Nations Commission on International Trade Law (UNCITRAL)
Arbitration Rules and conducted at Asian-African Legal Consultative Committee (AALCC) Regional
Centre for Arbitration, Kuala Lumpuor.
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Industrial and intellectual properiv protection in Malaysia
(2) Patents Act. 1983

Malaysia provides adequate protection in the ticld of industrial property tor focal and foreign investors.
Patent protection in Malavsia will be governed by the Patents Act 1983 and the Patents Regulations
1986. which came into force on st October 1986

Under the said Act and Regulations. an application for a patent can be made directly in Malaysia
and registration is effective for the whole of Malaysia as opposed to territorial registrations under
the repealed legislations relating thereto. Similar to the provisions in the legislations of other countries.
an invention is patentable if it is new. non-obvious and is industrially applicable. The Act provides
that a patent shall expire 15 vears after the date of its grant. The owner of a patent has the right o
cxploit the patented mvention: to assign or transmit the patent and to conclude licence contracts. Malaysia
will also take steps in the very acar future to accede to the Paris Convention thus providing further
sateguards in the field of industrial property in the country. Malaysia’s industrial propernty laws accord
the same treatment for both nationals and foreigners.

(b) Trade Marks Act, 1976

Trade mark protection in Malaysia is governed by the Trade Marks Act. 1976 and the Trade Marks
Regulations 1983, The above Act modelled along the Acts of some of the industrialized countries
provides effective and adequate protection for registered trade marks in this country. If a trade mark
is registered. then no person or enterprise other than its owner or authorized users may use it. otherwise
infringement actions can be taken against them. The protection of a trade mark is not limited in time,
provided its registration is periodically renewed and its use continues.

(c) Copyright Act, 1987

Copyright protection in Malaysia is governed by the Copyright Act. 1987 (Act 332) which replaced
and repealed the Copyright Act. 1969, The 1987 Act came into force on Ist December. 1987, The
Copyright Act. 1987 not only provides tor a better and more comprehensive protection of copyrightable
works but also many peripherai issues pertaining to copyright. The Act outlines the nature of works
cligible for copyright. which include computer software. the scope of protection and the manner in
which the protection is accorded. Duration of copyright protection has been increased from 25 1o
50 years under the new act. A unique feature of the Act is the inclusion of provisions for enforcing
the Act which include such power to enter premises suspected on having intringing copies. power
to scarch and scize infringing copies and contrivances. and a special team ot officers to be appointed
to enforce the Act. Foreign works are also protected if they are made in Malaysia and are published
in Malaysia within thirty days of their first publication in the country of origin. Protection accorded
to forcign works is similar to national works. The Copyright Act. 1987 also provides provisions for
Malaysia to extend the use of the Act internationally.

Source: Malaysian  Industrial Development  Authority  (MIDA). Malavsia:  Investment in the
Manufacturing Sector - Policies, Incentives and Procedures (Kuala Lumpur, March 1990).

F. INVESTMENT INCENTIVES

The principal incentives for the manufacturing, agricultural and tourism sectors are contained n the
Promotion of Investments Act, 1986 and the Income Tax Act. 1967, The tixes applicd to companies
in Malaysia are in the form of income tax of 40 per cent and development tax of § per cent.
Types of incentives available

A. For the manufacturing sector

1. Pioncer Status
2. Investment Tax Allowance (ITA)
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3. Abatement of Adjusted Income for manufacturing companies that are:
() Located in promoted industrial arcas
(1) Resident small-scale manufacturing companics
i) Complying with government policies on emplovment or capital participation
in industry
tiv) Exporting sclf-manufactured products

4. Accelerated Depreciation Allowance

5. Reinvestment Allowance

6. Double Deduction for promation of exports

7. Double Deduction of Export Credit Insurance premiums
8. Incentives for rescarch and development:

(1) Double Deduction of expenses incurred by a person on scientific rescarch
related to his business
(1) Industrial Building allowance for buildings used for purposes of approved
research
(i) Capital Allowance for plant and machinery used for purposes of approved
rescarch
9. Incenuives for Training:
(1) Industrial Building Allowance used for purposes of approved training
(1) Double Deduction of operational expenses
10. Industrial Building Allowance for buildings used as warchouses and as bulk
storage instaflations for storing goods for export

B. For the agricultural/agro-based sector

Pioncer Status*
Investment Tax Allowance (ITA)**
Agriculture Allowance
Export Allowance
Abatement of Adjusted Income:

(1) Located in promoted industrial areas

(11) Resident small-scale manufacturing companics

(i) For export of self-manufactured products

(v) For complying with government policies on employment or capital

participation in industry

Double Deduction of Export Credit Insurance premiums
Double Deduction for promation of exports
Accelerated Depreciation Allowance
Reinvestment Allowance
Incentives for rescarch and development
Industrial building allowance for buildings used as warchouses and bulk sorage
installations for storing goods for export

‘v d
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C. For the tourism industry

Pioncer Status

Investment Tax allowance (ITA)

Industrial Building allowance

Tax exemption for tour operators bringing in at least S00 forcign tourists

oo -

L . . N1 . ey . af1y I
Apart from companics. agro-based CO-OPETAIVE socielics. avsoctations, sole proprictorships s partncrships
solely engaged in agriculture are alvo cligible for these incentives.

** Trading companies which export agriculture proxduce and products manulactured in Malisy s are cligible
tor this incentive
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D. Other incentives

In addition to the above incentives provided for under the Promotion of Investments Act. 1986 and
the Income Tax Act. 1967, other incentives are also available. the principal ones being:

— Export Credit Refinancing Facility (available to the manufacturing and
agricultural sectors)

— Spevcial incentives for the rubber products industry

— Exemption from customs duties on direct raw materials'components. depending
on whether the finished products are for the domestic or export markets

— Exemption from customs duty on ncarly all machinery and equipment which is
not produced locally

— A Duuble Taxation Agreement which has been signed with various countries

Investors may seck guidance from MIDA on the types of incentives they are likely to obtain for their
propused projects.

Pioncer Steiuy

Companies granted Pioncer Status can enjoy a tax relief period of 3 years commencing from the date
of production. The tax relief is from income tax of 40 per cent and developnesnt tax of 3 per cent.

This incentive will be granted to companies manutacturing products or engaged in activities on the
hist of priority activities and promoted products.

To encourage expansion and reinvestment. pioneer companics undertaking manutacturing activities
are cligible for a turther S-year tax reliet period on meeting certain conditions as determined by the
Minister of Trade and Industry. The criteria are:
() The company”s fixed assets (excluding fand) at the end of the initial S-year period reaches
at least MS 25 million
or

(i) The company s employment level reaches at least 500 full-time Malaysian workers by the end
of the mitial S-year period

or

(i) Any factor that at the discretion of the Minister of Trade and Industry. would contribute towards
promoting and cnhancing the economic or technological development of the country.

In the agricultural sector, 4 company undertaking integrated agricultural activities and tulfilling any
ol the above conditions is cligible for the five-year extension.

The additional years of tax relief. however. applies only to the manufacturing activity of the company .
In the tourism industry a project granted Pioncer Status is limited to a five-vear tax relief period.

A list indicating the promaeied products and activities that are chgible for the extension of the tay
reliet period is found in Anney 1.G. Where a company diversifies into a different promoted activity
or product. separate Pioncer Status can be granted for the additional promoted product or activ ity
the G reliel period in this instance will commence from the production date of the additional promoted
product or activity.

Separate accounts are required o be maintained in respect of an additional promoted activits or promoted
product as well as activities or products for which Pioneer Status is not granted.

A company granted Pioncer Status is also entitled o the nital allowance and annual allowance on
quatitying capital expenditure and this expenditure incurred during the tax reliet period may be carried
forward and treated as capital expenditure incurred on the day follow ing the end of the tax relief period.
Proncer losses aincurred during the tax relief period may be carried forward and offset against assessishle
income 1n the post tax relicl period. but the amounts so carried forward must be net toss e, total

losses Tess total profits minde during the iy reliel period and after deduction of those pioneer fosses
which have been allowed against non proncer income.

D idends paid from the exempt income are exempted from tax i the hand of shareholders.




Investment Information and Opportunities 145

Investment Tux Allowance

This is an alternative incentive to the Ploneer Status and is also available to companies manutacturing
promoted products or engaged in promoted activitics.

A company granted the Investment Tax Allowance (ITA) may be given an allowance of up to 100
per cent in respect of qualitying capital expenditure® incurred within S vears from the date of approval
of the project.

A company granted ITA in respect of a promoted activity or product diversitying into a ditferent
promoted activity or product can be granted a separate ITA approval for the additional promoted activity
or product. As in the case of pioneer companies. separate accounts are required to be maintained.

In view of the time lag betwee: start up of the agricultural projects and processing of the produce.,
integrated agriculturai giojects are cligible for ITA for another § years for expenditure incurred for
their manufacturag activity.

Where an ITA is given to a company for a year of assessment. as much of the adjusted income of
the cospany for the basis period for that year as is equal to the amount of the allowance (or to the
aggregate amount of any such allowances as the case may be) shall be exempt from tax for that year
of assessment.

Where income for the vear is insufficient to offset the allowance which the company is eatitled to.
then as much of the allowance in question as cannot be given for that year shall be deemed to be
allowance to be given to the company for the first subsequent vear of assessment for the basis period
for which there is adjusted income from that business. and so on for the subsequent years of assessment.
until the company has received the whole of the allowance to which it is entitled.

The Minister of Trade and Industry has approved certain criteria to be used in awarding the Investment
Tax Allowance for manufacturing. agricultural and tourism projects.

Abatement of Adjustment Income

(1) An Abatement of 5 per cent of the Adjusted Incomie for a minimum period of S years is granted
to resident manufacturing companies located in gazetted “promoted industrial arcas™.

(i) An Abatement of 5 per cent of the Adjusted Income is granted to resident small-scale
manufacturing companies (i.c. companies with sharcholders”™ funds of not more than MS
500.000) for a period of § consecutive years commencing from the year of commencement
of business.

(1i)  An Abatement of 5 per cent of the Adjusted Ircome is granted to companices complying with
the governmieni's policies on capital participation or employment in industry on or after 1.1. 1986
ieaciuding those which complicd betore §.1.1986). Compiiance in this context refers to:

~ capital participation. where at Ieast 30 per cent of cquity should be held by Bumiputera
Malaysians throughout the year.

or

-~ where the racial composition of the employees at all levels for that year reflects the multicacial
composition of the country.
(iv) An Abatement of Adjusted Income for exports is granted to resident manufacturing companics
exporting. directly or through agents, products which are manufactured in Malaysia. ** The
amount of the adjusted income to be abated shall be an amount equal 1o

(a) a rate which is equivalent 1o 50 per cent of the proportion of export sales to total sales: and
(b) 5 per cent of the value of indigenous Malaysian materials which are incorporated in the
manufacture of the products exported.
Dividends issued out of the amount abated are tax exempt in the hands of sharcholders.
* To cnable manutactuning, agricultural and tourism projects granted the ITA to derive eviomm benehit from
this incentive, the term “qualifying expenditure” s defined differently to take into account the varied nature of
the projects in these three sectors,
*+ A number of products which have only been subjected (o basie processing are excluded. These are histed
in Appendix VL of MIDA, Maluvsia Incentives for Industery (Kuala Lumpur. T988).
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Accelerated Depreciation Allowance (ADA)

In order o encourage the establishment. modernization and expansion of industrics or activities. an
Accelerated Depreciation Allowance in the form of an initial allowance of 20 per cent and annual
allowance of 40 per cent is granted to companies incurring qualifving capital expenditure on plant
and machinery betore 31121988

Reinvestment Allowance (RA)

Companies engaged in manufacturing which incur qualifying capital expenditure for the purpuse of
expansion before 31.12.1990 can enjoy this incentive. The RA is in the form of an allowance of 40
per cent of capital expenditure on plant. machinery and factory building incurred on or after 1.1. 1988,
(For companies which incurred guaiiiving capital expenditure for the purpose of expansion before
1.1.1988. the previous RA rate of 25 per cent will apply.)

Double Deduction for Promotion of Exports

Certain expenses incurred by resident companics for the purpose of seeking opportunities for the export
of products manufactured in Malaysia are eligible for double deduction. The expenses that quality
are expenses incurred on:

— overseas advertising

= supply of free samples abroad

= export market rescarch

= preparation of tenders for supply of goods overseas

= supply of techaical information abroad

= public relations work connected with exports

—  cxpenses directly attributable to the exhibits and or participation required in trade or industrial
exhibitions approved by the Minister of Trade and Industry

= fares in respect of travel overseas by employees of companies for business

= accommodation and susteaance expenses incurred by Malavsian businessmen 29NN OVerseas
for business. subject to an upper limit of MS 200 per day

= cost of maintaining sales offices overseas for the promotion of exports.

Double deduction of export credit insurance premiums

To encourage exporters 1o penetrate into non-traditional markets. double deduction is allowed tor
premium payments in respect of export credit insurance insured with a company approved by the
Minister of Finance. This is ellective trom year of assessment 1986,

Incentives for research and development

(1 Expenses of a revenue nature incurred by a person on scicntific rescarch related to his business
and directly undertaken by hint or on his behalf are eligible for deduction. Revenue cxpenditure
incurred for rescarch approved by the Minister of Finance is eligible for double deduction.

(iiy  Industrial Building Allowance in the form of an initial allowance of 10 per cent and an annual
allowance of 2 per cent is available for buildings used for purposes of approved rescarch,

i Plantand machinery used for purposes of approved rescarch are chigible for capital allowinces.

Incentives for training
In order to upgrade Skills and improve productivity the folfowing incentives have been provided:

(1 Industrial Building Allowance (1BA) is granted 1o a company which has incurred cxpenditure
on buiklings used for approved industrial training. The incentive consists of an initial allowance
of 10 per cent and an annual allowance of 2 per cent.

(i Double Deduction of Operational Expenses is granted 1o a manubacturing company that has
meurred expenditure for approsed teaining. This incentive s effective from the year of
assessment 1988,
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Industrial Building Allowance (IBA)

A company is cligible for IBA in respect of buildings used as warchouses and as bulk storage installations
tor storing goods for export. The IBA consists of an initial allowance of 10 per cent and an annual
allowance of 2 per cent.

Agriculture allowance

Under the agriculture allowance. certain capital expenditures incurred in agricultural activities are
cligible tor deduction as follows:

(i) ¢xpenditure incurred on the clearing and preparation of land. planting of crops and construction

of roads for purposes of agriculture can be written off at the rate of 50 per cent per annum

(i) expenditure incurred on construction of buildings for the welfare of persons or living
accommodation can be written oft at a rate of 20 per cent per annum

i) cxpenditure incurred on the construction of any other building used tor the purpose of working

the farm can be written off over a period of 10 years. that is. at the rate of 10 per cent per annum

As long as companies incur the above qualifving expenditure they will be given this allowance.
irrespective of whether or not they have been granted Pioneer Status or the ITA. As pioneer companies
will not benefit from this allowance during their tax holiday period. the allowance will be available
for deduction against the post-pioncer income.

This incentive can be of substantial benetit and possibly extend the number of years that the company
is aot liable to income tax on its business income from agricultural activities.

Industrial Building Allowance for hotel building

The Industrial Building Allowance. which consists of an imtial allowance of 10 per cent and an annual
allowance of 2 per cent is granted in respect of capital expenditure incurred on a hotel building which
is used for the purpose of a hotel business carried on by a pioncer company. or a company granted
Investment Tax Allowance.

Tax exemption jor tour operators

Tour operators who bring in at least SO0 forcign tourists through group inclusive tours will be exempted
from tax in respect of income derived from the business of operating such tours. This incentive. effective
for the years of assexsment 1986 to 1990 inclusive. is given to operators registered and approved
by the Tourist Development Corporation of Malaysia.

Export allowance

This incentive. designed to encourage exports, is in the form of an allowance of 5 per cent based
on the FOB value of export sales, The export allowance is granted to:

(1 resident agricultural-cum-exporting companices. agro-based co-operative societios. associtions,
sole-proprictorships and partnerships which are solely engaged in the production and cxport
of agricultural produce and

(i) resident trading-cum-exporting companies which are engaged in trading and exporting of
agricultural produce and/or products which are manufactured in Malaysia.

This incentive is given as a deduction against the gross income of the company and as such will be
available for set-off against income from other sources in the same year. Any excess can also be carried
forward as part of business loss to be utilized in future years against any business income.
Companics which wish to avail themselves of this incentive should first cheek on the cligibility of
their products.

Export Credit Refinancing Scheme

In line with the government’s objective to promote the growth of exports, Malaysia’s Central Bank,
Bank Negara, has implemented an Export Credit Retinancing (ECR) Scheme which provides Malaysian
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exporters with short-term credit at preferential rates of interest to enable them to compete more
effectively in international markets. The scheme is administered by Bunk Negara and is operated by
commercial banks. The main features of the facility are as follows:

= The credit is extended by commercial banks to exporters of goods manutactured in Malay sia.
The maximum period of refinancing for all eligible products for pre-shipment is tour months.
and for post-shipment six months:

= Eligibility of goods for refinancing under the ECR scheme is determined through a “negative
list” concept. whereby products not listed in the negative list will be eligible for refinancing
under the pre-shipment and post-shipment refinancing schemes provided they satisty the 20
per cent value added and 30 per cent local content criteria. However. these criteria are being
implemented flexibiy taking into account special circumstances. C urrently. crude rubber.
vegetable oil products. cocoa products. agricuitural food products and textile products are
exempted from these requirements. For other products that do not fulfil the local content and
value-added criteria. exemption is given by Bank Nezgara on a care by case basis:

—  The current maximum interest rate for exporters under this tacility is 4 per cent per annum.

- The maximum amount of refinancing for cach firm is M$ 5 million on an outstanding basis
tfor both post- and pre-shipment). but higher limits may be given on a case by case basis upon
application to Bank Negara: and

— The minimum amount for refinancing. that is the minimum value of cach substitution bill.
is M£ 20.000 expressed to the nearest thousand ringgit. Exporters can “bunch” several smaller
bills to make MS 20.000.

Incentives for the rubber products industry

In linc with the government’s policy of encouraging greater utilization of indigenous raw materials.,
a discount of M$ 0.20 per kg of rubber will be given to manufacturers of export-oriented rubber products
who purchase their natural rubber requirements from any of three government agencies handling
smatlholder rubber. viz. Federal Land Development Authority (FELDA). Malaysian Rubber
Development Corporation (MARDEC) and Rubber Industry Smallholders Development Authority
(RISDA).

A maximum discount of 20 per cent on the electricity bills will be allowed to manufacturers of rubber-
hased products. The amount of clectricity tarift discount is determined by the export fevel of the
company. Therefore. a company exporting 100 per cent of its output will receive a 20 per cent discount,
while a company cxporting 40 per cent of its output will receive an 8 per cont discount (e 10 per
cent of the maximum 20 per cent discount).

Source: MIDA. Malaysia Incentives for Industry (Kuala V.umpur, July 1988).

G. LIST OF PRIORITY ACTIVITIES AND PRODUCTS ELIGIBLE FOR
5-YEAR EXTENSICN OF TAX RELIEF PERIOD (PIONEER STATUS)

Industrics Products/activitics

I. Integrated agriculture (1) Cultivation and processing of cocou

2y Cultivation and processing of fruits

(3 Cultivation and processing of vegetables, wbers and
rOOts

3 Cultivation and processing of cereals

(51 Cuhivation and processing of herbs or spices

(6) Cultivation and processing of essential oil crops

(N Cultivation and processing of medicinal products

(8) Cultivation and processing of fodder crops or animal
feed ingredients




Investment Information and Opportunities 149

Indusinies Products/activities
(9 Floriculture and packaging or processing of its produce
€10y Sericulure and processing of its produce
(11 Apiculture and processing of its produce
(12) Breeding and rearing of livestock and processing of
livestock and livestock products
(13) Spawning. breeding or culturing and processing of
aquatic products
(14) Off-shore fishing and processing of its produce
1. Agncultural processing (1) High fructose syrup
2) Processing of agricultural waste and by-products
[H. Manutacture of rubber (1) Tyres. all types
products {2) Conveyor belts. transmission belts, V-type
belts and other rubber belting
(3) Dipped. extruded or moulded rubber products
IV, Manufacture of (1 Oleochemicals and their derivatives
palm oil and palm kernel
otl products and their
dernatives
Vo Manutacture of th Chemical derivatives obtained from methyl
chemicals and and ethyl alcohol
pharmaceuticals (2) Chemical derivatives from petroleuny/
natural gas
£3) Piant and vegetable extracts tor pharmaceutical
perfumery. cosmetics and food flavouring industries
(4) 2.4-Diochlorophenyl acetic acids., methylchlorophenyl
acetic acids
(5) Antibiotics
(6) Animal vaccines and clinical diagnostic
(7) Basic manufacture of pharmaceuticals
(8) Engincering plastic products
VI Manutacture of (1) Inicgrated timber complex
wood and wood (2) Medium-density board. wafer board
prexlucts (3) Timber furniture
VI Manutacture of (1) Integrated pulp and paper
pulp. paper 12) Sccurity paper
and paperboard
VI Manufacture (1) Man-made fibre. all types excluding
of textiles polyester staple fibre
and textile (2) Continuous yarn or filament yarn of
prodducts man-made fibre
(3) Commission dyeing. bleaching. printing and finishing
facilitics of high standards for yarn and fabrics
(4) Cord fabrics
IX. Manufacture of (1) Industrial ceramics
clay and sand- (2) Laboratory. chemical or industrial wares
hased products (3) Mcdium and high tension porcelain
and other non- insnlators
metallic. mineral products () Decorative glass and glassware
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Industrics Products/activities
(5) High tension electrical glass insulators
(6) Glass fibres (staple and continuous) for
X. Manufacture of (1} Plates. sheets. coils. hoops and strips
iron and steel of all grades of steei. either hot-rolled
and their or cold-rolled
products
XI. Manufacture of (1) Dressing and smelting of non-ferrous
non-ferrous metals other than tin metal
metals and their products
XII. Manufacture of (D) Machine wols
machinery {2) Machinery components including ball
and machinery bearings. valves. pumps. gears and gear
components boxes. couplings and mechanical seals
(3) Industrial processing machinery
(0 Agricultural machinery and equipment
(5) Mining and mineral processing machinery including
equipment for oil and gas exploration and extraction
(6) Power generation machinery
(7) Industrial machinery and equipment including engines.
motors, generators and compressors
XIIl. Supporting (1) Steel forgings
products/ (2) Tools. moulds and dies
Services
XIV. Manufacture () Engines. all types
of motor (2} Transmission and final drives
vehicles. components and
ACCENNOTics
XV. Manufacture of (1) Locomotives
other (2) Acroplanes and helicopters
transport (3) Pleasure crafts. hydrofoils and
cyuipment hovercrafts
XVI. Muanulacture () Colour television receiversmonitors
of clectrical (2) Video cassette records
and clectronic (3) Computers
products and (4) Printers
and components (5) Word processors
and parts (6) Disk drives
thereof (7 Facsimile equipment
(8) Photocopying machines
(9 Electronic typewriters,
(1) Compact disk players
(1'h Telecommunication equipment
(12 Vacuum cleaners
(13 Washing machines
(14) Microwave ovens
(15) Electronic cash registers
(16) Optic fibre products and parts thereof

(17)

Cathode ray tubes
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Industric . Products activitics

XVIL

(18) Waler fabrication

(19) Multilayer printed circuit boards
(20) Tape plaver recorder mechanisms
(21 Compressors

{22) Ceramic substrates or packages
¢23) Gold and aluminium bonding wires
(24 Stamping and plating of lead frames

Manutacture ¢ Medical. surgical. dental. veterinary

of instruments and cquipment and parts
professional, thereot. all types

medical. (2) Scientific gauges and measuring apparatus.
scientific. all types

measuring (3) Surveving. hydrographic. navigational.
equipment and meteorological, hydrological. geophysical
components and mstruments and parts thereof

parts thereof (4 Testing equipment and parts thereot. alltypes

Source: MIDA. Mualavsia Incentives for Industry. (Kuala Lumpur, July 1988).

H. NEW INCENTIVES, 1989 AND 1990

Reduc

A one

tion of development tax

percentage paint reduction in the development tax from 5 per cent to 4 per cent with ctfect

trom the vear of assessment 1990,

Rationalization of the incentive structure

Scveral revisions were made to the Promotion of Investments Act (PIA). 1986 as follows:

(n

(an

(un

A “second round” of pioneer status and investment tax allowance. New companics set up by
cxisting or ex-pioneer companies, producing the same promoted product or activity, could
qualify for a “second round’ of pioncer status or investment tax allowance on mecting certain
conditions. including the location of the project in a new building. with separate plant and
cquipment: cmployment of new staft (except key persoanel): offering capital investment (in
fixed assets) at equal to or more than the local cumulative cost of investment in any existing
company: and installing capacity similar to or larger than that of any existing companies:
Companies that apply for pioncer status on or after January 1. 1991 would not be allowed
to carry forward any unutilized capital allowances or unabsorbed losses during the pioncer
perind to the post-pioneer period: and

For the development of the rattan and wood-based industries. the following incentives were
announced in the 199) budget:

- Extension of pioneer status for the manufactuse of rattan and wood-based furniture and
components for an additional five vears, without having to comply with the present
criteria on capital and cmployment;

Companies exporting more than 60 per cent (80 per cent previously) of their component
products and with 51 per cent Malaysian equity would qualify for tax incentives under
the PEA. T9R6: and

Additional incentives tfor manufactarers of rattan and wood-based products (excluding sawn
timber and vencer) in Sabah and Sarawak. These include extension of pioncer status for
an additional five vears for manufacturers oriented towards exports, without having to
comply with present capital and employment criteria: cxtension of existing ineentives under
the PIA and full excmption from import duty and surtax on raw nuterials and components
(for all rattan and wood based productsy to manubacturers producing for the domestic market:
and double deduction on freight charges.
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Support for small- and medium-scale industries (SMls)

To promote the development of SMis. the 1990 Budget announced the setting up of an Industrial
Technical Assistznce Fund. with an instial contribution of MS 30 million by the government. o provide
matching grants and foans to assist SMIs in conducting feastbility studies and rescarch and development.

Additional condition for eligibility to pioncer status and investment tay allowance for the clectronics
industry .

In order o promote linkages between small- and medium-size industrics. the government introduced
an additonal condition for eligibility for pioncer status or investment tax allow ance to the clectronies
industry . All new electronic projects would have  achicve at least S0 per cent local content (defined
as value added plus local materials and components) by the third sear of operations o be cligible
tor pioneer status or investment tax allowance. The same condition could be applicable to cx-pioncer
and existing proneer electronic companics which have applicd to remvest in similar hines of products.
Nevertheless. exemptions would be considered if the proposed projects comprised only a part of the
wtal manufacturing process (that is. the major portion of the upstream and dow nstream activities is
being undertaken outside the country). as well as when the components are not avalable locally.

Launching of the new ECR and the ECIG Scheme

The Phase 1T reform of the Export Credit Refinancing (ECR) Scherie. which was initially implemented
on a pilot basis 1 October 1986, was launched nation-wide in November 1989, The reform was
concentrated mainly on the reorganization of the pre-shipment tacihity in order to expand the faciliny
to both direct and indircct exporters as well as to promote backward linkages. To ensure greater access
to the ECR Schemie by indirect exporters. particularly the small. new and unhnown manufacturers.
4 new export credit imsurance. guarantee (ECIGH schenie was faunched by the Makavsian Export Credit
Insarance Berhad (MECIB) in March 1990,

New Entreprencurs Fund

The MS 250 million New Entreprencurs Fund (NEF) was Launched in December 1989 in hine with
the government™s effort o achicve New Economic Pulicy through the pronvision of funds for new
ventures by Bumiputeras at reasonable cost.

Incentives for tourism
To develop the tourism sector. additional incentives were introduced., ncluding the foltowing:

(1 Double deduction for hotel and tour operators for specified cypenditure incurred on overseis
promotion and approved staft training:

(- Exemption of import and ¢xise duty on completely knocked down (CKD) components tor
local assembly of tour buses and Timousines (the Liter would be eftective from October 27,
1989 10 Decembes o9y

Gm Exemption of ser.. e tav for hotels with 25 rooms or less below 1o assist the deselopment
of sndler hotels;

tiv) - Abolion of service tax in Labuan; and

(v A MS 120 million Special Fund for Tourism was Lunched by the Central Bank on March
19. 1990 to sumulate aew fixed investments in the tourism sector by making avilable funds
at o maamum rate of 7.75 per cent per annum for 3 maximum of five S,

Development of the KISE

During 1989, the Kuaka Lumpur Stock Exchange (KLSE) undertook further steps o enhance s
cfficiency . madernize s operations and inject greater sophistication by adopting the tollowing nugor
AN

The KESE amended s listing gusdehines in Aprt - allow for the listing of Property frusis,
In December, the Exchange abso approsed the listing of warrants and transferable subseription
rights (TSR).
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The KLSE introduced its new sepi-automated trading system. SCORE (System on Computerized
Order Routing and Execution) in May. thereby doing away with the inetficiencies of an open-
outery system in executing and matching orders.

Amendments were made to the Exchange’s Articles of Association in August to accommaodate
non-member equity participation in member companics. up to an aggregate total of 49 per
cent of the paid-up capital of the member company. with each participation generally not
exceeding 10 per cent.

The Capital Issues Committee (CIC) revised its guidelines for the “New Issue of Securities
and the Valuation of Public Limited companies” in September. Among the major chaiges were
a higher range of price-carnings multiples to be used in pricing new issues: and additional
rules and regulations for compliance by public companies.

The delisting of alt Malaysian incorporated companies from the Stock Exchange of Singapore
(SES) by the end of 1989. with the aim of establishing the KLSE as an independent exchange.

The introduction of a fixed delivery and settlement system for transactions in securities in
February 1990.

Approval was given by the Capital Issucs Committee in February 1990 to stockbroking firms
with paid-up capital of between M$ 5 million and M$ 20 million to seck a listing. Listing
was previously only allowed for those which had merged with corporate partners or other
stockbrokers.

In mid-March 1990. the Minister of Finance amended the KLSE rule requiring every member
company with limited liability 1o have a paid-up capital of not less than MS$ 20 million in order
to strengthen their financial base. The member firms were given up to June 1, 1990 to comply.

Source: Economic Survey 1989 — 1990).

I. INDUSTRIAL COST STRUCTURE
WAGES

) Average monthly wage rates for selected occupations i the chemical indusiry . 1984

Ovcupaiions Wage rates
(M$)
Laboratory techaician Male 800 1000
Office clerk Male 350 800
Female 350 750
Typist Female 300 550
Book -heeping clerk Male 630 1200
Female 650 000
Supervisor Male 620 1600
Female 50 1000
Muiang machine operator Male IR0 620
Female 250 380
Cooker, chennead and related ProCessors Male RO O
Reactor convertor Male 420 XN
Pacher Maie 120 90
Female 250 7o

Newere ¢

Mimstey o Labour, (ccupanonal Wagees Survey ihanary 1985
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b) Average monthly wage rates for selected oveupations in the electronios industry .

1984

Occupations Wage rates
(MS)
Oftice clerk Male 330-670
Female 300 -700
Typist Female 290-750
Plant maintenance mechanic Male 390 - 1200
Female 310-920
Supervisor Male 69 - 2000
Female 640 — 1500
Production vperator Male 280520
Female 200-620
Quality control inspector Male 290-710
Female 260 -570
Matenial handler Male 250 - 500
Female 250 - 660

Source: Ministry of Labour. Occupational Wages Survev (January 1984).

¢) Average monthly wage rates for selected occupations in the plywood industry. 1984

Occupations Wage rates
(MS)
Laboratory techmcnn Male 750 -- 1000
Oftice clerk Male 300 - 475
Female 350 - 440
Book-keeping clerk Male 380 - 600
Ty pist Female 205 - 650
Plant maintenance mechanic Male 480 - 800
Production supervisor Male S90 - 1300
Female IR0 - 490
Rubber millnuin Male 450 850
Female 450 80
Rubber compounder Male 250 - 560
Rubber extruding machine operator Moule 270 560
Female 200 370
Rubber moulding press operator Mule 500 R70
Female 250 370
Rubber goads issembler Male 50 550
Female 250 500
Pacher Male 200 350
Female 200 &0

Sewerce. Ministry of Labour, Occupational Wages Survey (January 1984).
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d) Average monthly wage rates tor selected ovcupations in the textile industry.

1934

Occupations Wage rates
(MS)

Laboratory technician Male 150 -650
Oftice clerk Male 230 -640

Female 280-550
Typist Female 280 —-500
Plant maintenance mechanic Male 230550
Carpenter Male 280 -600
Production supervisor Male 450 - 1100

Female 350-610
Textile bleacher Male 200470

Female 190 - 360
Garment cutter Female 160-510
Spinner Female 160 - 280
Sewer Female 160480

Source: Ministry of Labeur, Occupational Wages Survey (January 1984).

¢) Average monthly wage rates for selected occupations in the plywood and particle board industry. 1984

Occupations Wage rates
(MS)

Laboratory technician Male 720-950
Office clerk Male 300 - 680

Female 255 -480
Book —keeping clerk Male 255 -460

Female 295 -700
Typist Female 235-450
Plant maintenance mechanic Male 400 - 1050
Production supervisor Male 390 - 1050

Female 350-820
Veneer cutter Male 200520
Plywood press operator Male 190 - 510
Plywoad core fayer Male 160~ 450
Tool grinder Male 300 - 600
Boilerman Male 350- 760
General worker Male 200- 350

Female 180 - 330

Source: Ministry of Labour, Occupational Wages Survey (January 1984),
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N Average monthly wage rates [or selected occupations in the industrial machinery and parts industry. 1984

Occupations Wage rates
(M$S)

Office clerk Male 300-760

Female 250-570
Book-keeping clerk Male 350-700

Female 350-760
Typist Female 250-500
Plant maintenance mechanic Male 280-950
Production supervisor Maie 530-1700
Moulder (floor foundry) Male 340-820
Moulder (pit foundry) Male 430-880
Machine setter operator Male 380730
Lathe setter operator Male 320-320
Metal products. filter assembier Male 320-820
Welder Male 390-920
Boiler maker Male 380-1000

Source: Ministry of Labour. Occupational Wages Survey (January 1984).

UTILITY RATES*

a) Electricity

1) Peninsular Malaysia

Some extracts of National Electricity Board (NEB) tariffs for industrial consumers from its 24-hour supply system

are shown below . Discounts** granted are enjoyed by the respective consumers on their electricity bills based
on these tariffs.

Tariff D - Low Voltage Rute

Industrial Tariff per unit
For all units MS$ 0.21
Minimum monthly charge MS 6.00

Tariff EI — Mcdium Voltage
General Industrial Tariff

For cach kilowztt of maximum demand per month MS  12.00
For all units MS 0.16
Minimum monthly charge MS  500.00

Tariff £2 - Medium Voluage Peak/Off ~ Peak Industrial Tariff

For cach kilowatt of maximum demand per month during the peak peried MS  17.00
For ail units during the peak period M$ 0.16
For all units during the off-peak period MS 0.08
Minimum monthly charge MS$  500.00

Tariff E3 - High Voltage Peak/Off Peak Industrial Tariff

For cach hilowatt of maximum demand per month during the peak period MS 1500
For all units during the peak period M$ 0.15
For all units during the off-peak peruxd M$ 0.07
Minimum monthly charge MS 500.00

* Detatled intormation available in MIDA, Malavsia Infrastructure for Industry (Kuala Lumpur, 1987),

** Effective from 1 September 1985, NEB tanfls were revised downwards by 4 per cent to 18 per cent. A new
peak/off-peak tarifl was also introduced. In addition, since 1 October 1986, discounts on monthly clectricity
bills have been given by NEB to the manufacturing (20 per cent), hotel (10 per cent) and mining (25 per cont) sectors.
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) Sabuh

Turiff IDI - Induszrial Class 1

Rates tor clectriciy consumed by an industrial consumer who s in the manufacturing or quarn ing business and
a consumer (normally under the government) whe utilizes energy for the purpose of pumping water:

Rute per unit

02,000 kWh per month MS 0.32
2.001 AWh per moath and above MS 0.26
Minimum monthly charge MS B

Tariff ID2 — Industrial Class 2

Rates tor clectricity for an industrial consumer taking supply above 500 kWh, with installation of maximum
demand metering:

Rute per unis

Above 300 AWh. maximem demand charge per AWh per month MS 1500
All units MS 0.23
Minimum monthly charge MS 1000

1) Serawak

Industrial premises Rar: per unit

Class 1 Claas I
Low Voltage Supply Stationy Stations
For the first 60 units MS 0.43 MS 046
For untts in excess of 60 units but not exceeding 3.000 units MS 0.20 MS 033
For units in exeess of 3.000 units MS 0.21 MS 04
Minimum monthly charge MS 6.00

These rates we applicable to industiial premises where industrial and manufacturing processes are carried out
and where crectric motors and plants are used in connection therewith. For industrial premises where the total
wattage of lamps installed exceeds 20 per cent of the total wattage of all clectrical equipment installed for the
purposes of this taritl. one horse power shall be deemed to be equinalent to 750 watts), tarift charges shall be
as for commercial premises.

Rate per unit

Class 1 Clawnw I}
Hich Voltage Suppiy Stations Stations
Maxvimum demand charge MS 12 per MS IS per Rilowan
hilowat
Running charge MS 0.17 MS 0.19
Minimum monthly charge MS 300.00

Available only to consumers under the industrial category whose expected consumption is 100000 units or over
pr month on application.

Definitions

“Industrial Consumer” includes a consumer who is in the manufacturing or quarrying business. and 1 consumer
who utilizes encrgy for the purpose of pumping water.

“Low Voltage™ in the context of warifl classification means a supply voltage below 6,600 volis,
“Medium Voltage” in the context of tariff classification means a supply voltage from 6.600 volts (v 66,000 volts.
“High Voltage™ in the context of tarift classification means a supply voltage of 132,000 volts and above.

“Kilowatts of Maamum Demand” for any month shall be deemed 1o be twice the Targest number of hilowat-
hours supplicd durning any consccutive thirty minutes in that month,

“Unit” means one kalowatt-hour.

“Peak” period means the period between 08.00 and 22.00 hours,
"OM-Peak” period means the period between 22.00 and 0800 hours.
Class 1 Stations: Kuching. Sibu. Min and Bintulu.

Class 11 Stations: All stations operated by Sarawak Electricity Supply Corporation (SESCO) except Kuching,
Sibu, Mire and Bintuly,




158 Investment Information and Opportunities

b) Water

Water rates vary from State to State. The rates currently charged tor industrial use in the sariogs States are as
indicated below:

Water rates tor industrial use
Stutes (MS per cu m per month)

Juhor 1.20
Kedah Darul Aman 0.86
Kelantan 0.70
Malacea:
Gazetted arcas 0.70
Non-gazetied arcas 1.03
Negeri Sembilan 0.65
Pahang Darul Makmur:
Gazetted arcas 092 for the fint 227 m?.
Subscyuent amounts charged at
MS 0.84.
Non-gazetted arcas 145
Penang 0.36  for the fint 20 m?

045 for amounts ranging from 20 m*® o 20,000 m*.
Amaounts above 20,000 m?® are charged at

MS 0.30.
Perak 0.9
Perlis 0.60
Selangor Darul Ehsan 0.88
Terengoanu .88
Sabah 0.90
Sarawak 0.95 for the first 25 m3.

Subsequent amounts charged at MS 1.20.

¢) Telecommunications

Rentals and fees

Telephone service
Minimum deposit

Reswential OMS 7500
Business SOMS 200.00-MS 500,00 depending on the sype off
business

Lane rentals:

1 Direct exchange lines (within 4 km radius of exchange)

Exchange line capaciry Business rate Residential rate
Above 10,000 MS 420.00 p.a MS 240,00 pua,
501 10,000 MS 360.00 pua, MS 20400 poa.
500 and below MS 230.00 poa. MS 120,00 pua.
Additional distance beyond s, per 0.5 ki route distanee or part thereol MS 2400 pa
W Internal extension lines within the same building MS 7200 pa

w o bternal extension hines
Up to 0.5 km route distance MS 9600 p g
For cach additional 0.5 kv route distance or part thereol MS 2400 py

Molnle radiophone service
Aveess fee \1* N () p.a
Radio hicence tee MS 5000 pog
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Karfon senvice

Minimum deposit MS 200.00 -
MS 500.00 depending
on the type of

business
Access foee MS 1.080.00 p.a.
Radio licence fee MS$ 50.00 p.a.
ATUR service (Automatic telephone using radio)
Minimum deposit MS$ 300.00
Access fee MS 720.00 p.a.
Access fee for cach extension MS$ 48.00 p.a.
Licence fee for cach station MS$ 50.00 p.a.
Telex senvice
Deposit MS 1.000.00
Linc rental:
Within 4 km radius of telex exchange MS$ 180.00 p.a.
Additional distance beyond radius. per 0.5 km route distance or part thereof MS$ 2400 pa.
When the line passes via one or more telephone exchanges to the telex exchange.
line rental per km radial distance or part thereof between the terminal exchanges MS 30.00 p.a.
Keyboard perforator MS 900.00 p.a.
Teleprinter (compleie) MS$ 2.090.00 p.a.

INDUSTRIAL LAND RATES

Range of selling prices of land in existing industrial estates by State (as at 31st December 1987)

Range of
sclling prices

Number of existing per square meter
State industrial cstates Ms$
Johor 13 10.76 — 75.35
Mclaka 7 2183 - 2.9
Negeri Sembilan 7 12.02 - 37.67
Selangor Darul Ehsan 14 13.45 — 86.11
Perak I 16.15 - 43.06
Penang 8 36.86 — 44,13
Kedah Daru, Aman 5 2115 ~ 52.80
Perlis 2 .16 - 21.53
Pahang Darul Makmur 9 9.26 — 96.88
Terengganu 1 14.50 - 38.00
Kelantan 5 8.65 - 32.30
Sarawak 6 53.82 - 75.35
Sabah 4 64.00 — 97.00
Federal Territory:

Kuala Lumpur 1 108.00
Labuan 2 107.64

Source: Malaysian Industrial Development Authority (MIDA) (May 1988).
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J. INDUSTRIAL ESTATES IN MALAYSIA, 1987

Industrial estare Total area ll('l'('ll'[’('ll thectares)
Penang

Mak Mandin 76.08

Prai 43821

Pra FT7. 120.86

Prai Whart FTZ 4.73

Pulau Jerejak 793

Bavan Lepas 1 3558 |
Bauan Lepas H 0 |
Bayan Lepas FTZ 1* 10.32

Bavan Lepas FTZ I 2392

Bayan Lepas FTZ (11 96.56

Scherang-Jaya 19.49

Perak

Parnit Buntar 8842

Tupai I* 951

Tupai 11* 17.28

Tupai 1Ii 1094
Kanunting* I58.64
Kamunting Tambahan 78.51

Kuala Kangsar 50.18
Jelapang* 7

Jalan Sclibin* 6409

Tasck* 149.33

Taman Meru* 49.53

Seri Manjong 16.27
Kampung Achch 214.33
Kanthan 30.37

Selangor Darul Ehsan

Shah Alam 47379
Ampang/Hulu Kelang* 16.37
Ampang/Hulu Kelang FTZ* 2647
Batu Caves* 49.80
Bukit Rajuh* 111.94
Sclat Kelang Utara 249.30
Pandamaran 61.84
Sungat Way/Subang FTZ. 4277
Cheras Jaya (Balakong) 42.68
Telok Panglima Garang FTZ* 21.28
Telok Panglima Garang 25.56
(1) Petaling Jaya (Section S1A and 52A)* 28.35
iy Petaling Jaua (Sclatan) 35.99
Seri Kembangan 3085
Bangi (Phase I and 1D 75.90
Federal Territory (Kuala Lumpur)

Sctapak 42.27
Melaka

Alor Gajah 68.79
Tanjung Kceling FT7.* R.O1
Tanjung Kceling Phase 1} 60.70
Batu Berendam FTZ* I8.48
Air Keroh* 102.51
Merhimau Tand 1T 7288
Bukit Rambai 1. 11, (I and IV 77.84
Johor

Tanjung Agas 79.72
Tongkang Pecah* 1518
Parit Raja 28.33
Sri Gading 58.48

Larkin and Tampor* 167.14
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Industrial estuate

Total wrea llt'l'l'll'[’('ll thectaresy

Pasir Gudang
Senan |

Scaai 11

Bandar Penawar
Kota Tinggi
Bandar Tenggara
Kluang
Segamat*
Tebran

Negeri Sembilan
Lukut Mini IE
Kg. Dioh*

Sg. Gadut*

Senawang*
Simpang Pertang
Nilai

Nilai Mini IE
Chembong 1
Chembong 1
Chembong Mini IE

Pahang Darul Makmur
Mu’adzam Shah
Bentong

Songsang

Peram

Semambu

Jeranwut

Gebeng

Maran*

Terengganu

Seri Bandi (Ulu Cukai*
Cenih Baharu (Cenih;*
Jukar |

Jakar I

Ketengah Jaya (Rusau Kerteh)*

Bukit Besi*

Al-Muktafi Billah Shah (Durian Mas)*
Dungun

Gong Badak

Kulai Ibai

Kerteh

Telok Kalong

Kelantan

Gua Musang
Tanah Mcrah*

Jeli 1

Pengkalan Chepa |
Pengkalan Chepa 11
Micl Lundang*

Kedal Darul Aman
Kulim

Mergong Barrage
Mergong H*

Mergong 11 (Extension)

Perlis
Jejawi
Chuping

F.057.88
40.47
70.01

3.00
12.4-
87.52
51.80
39.65
88.60

20.23
23.07
48.56
133.55
30.35
121.46
20.23
H.52
KRN L
12.14

26.30
105.22
62.32
57.25
187.00
45.32
278.42
14.16

20.62
20.22
45.4
16.19

1.21
12.50
37.59
2226

117.40

59.08
1.5

116.30

42.29
837
36.02
9.71
216.50
7.20

174.00
19.08
34,80

6.60)

13.35
1.2
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Indus'rial estate Totui urea developed (hectures)
Sarawak

Pending* 483.20
Upper Lanang 91.06
Bintulu Serviced 1* 13.89
Kidurong Serviced | .70
Kidurong Scrviced 11 26.93
Piasau I* 33.59
Prasau I 33.80
Limbang* 14.16
Sabah

Likas I* 50.20
Likas 1* 63.20
Lok Kawi | 55.00
Lok Kawi I 6.52
Sandakan I* 8.60
Sandakan [] 39.70
Tawau 1 13.80
Federal Territory (Sabah)

Labuan I* 2.20
Ranca-Ranca I* 111.29
Ranca-Ranca I 94.74

Source: Malaysian Industrial Development Authority (MIDA). Statistics on the Manufacturing Sector 1988.
* Fully Alloted Industrial Estate.

PROPOSED INDUSTRIAL ESTATES (as at December 31, 1987)

Proposed industrial estate Planned area (hectares)
Perak

Kamunting Tambahan Il §9.84
Gunong Rapat 15.78
Pengkalan 1 278.03
Pengkalan 11 342.77
Sri Iskandar 80.94
Tambun 40.47
Seiangor Darul Ehsan

Sungai Besar 26.76
Kalumpang 14.16
Sckinche 28.32
Kuala Sclangor 77.70
Sungai Choh 24.28
Pandamaran Jaya 26.70
Banting Phase | 19.02
Banting Phase 11 27.92
Beranang 141 64
Batang Kali KXNE]
Rawang Bt. 16 74.13
Olak Lempit 80.93
Salak Tenggi 24.28
Melaka

Durian Tunggal/Gapam 445.28
Bukit Rambai IV, Bahagian I (extension) 42.49
Merlimau 11, Bahagian 1] (cxtension) 8.3

l
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Planned industrial estate Plunned area thectures)

Negeri Sershilan

Gemas 20.23
Tt Jelebu 20.23
Relantan
Kemubu 58.72
Jeh Expansion 142.05
Penghalan Chepa 11 texpansion) 80.94
Kedah Darul Aman
Tanjung Pauh 80.93
Baling 97.77
Mergong Barrage

Tamhahan 21.66
Sarawak
Sijinghat 1.283.27
Sri Aman
Betong
Sarihet 56.05
Bintangor
Song
Bintulu Serviced 11 20.20
Kemena Phase | 129.00
Lutong 178.87
Sabah
Lahad Datu 1.62
Meruntum 85.83
Scpangar Bay 80.97
Kimanis 80.97
Semporna 71.40
Keningau 4.40
Papar .00
Ranau $.04
Beauton .25

Federal Territory (Sabah)
Labuan H 4.0

Pahang Darul Makmur
Rompin 103.60

Source: Makaysian Industrial Development Authorits (MIDA), Statistics on the Manupacturing < ctor 1988,
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ASIA and PACIFIC

Australia

Consul (Commercial)

Consulate of Malaysia (Commercial Section)

lith Floor, R & W House, 92. Pitt Street. Sydney.
N.S.W. 2000

Telephone: 2325737

Telex: TC SY D AA 26936

Hong Kong

Trade Commissioner (Investment)

Malaysian Commission (Investment Section).
23rd Floor, Malaysia Building, 4750
Gloucester Road, Hong Kong

Telephone: 5-270921

Telex: 60567 MIDAA HX

Japan

Director

Malaysian Industrial Development Authority,
Nichiginmae Kyodo Building. 2nd Floor,
3-2-4. Nihonbashi Hongoku-cho, Chuo-ku.
Tokyo 103

Telephone: (03) 279 -3082

Telex: MIN J27596

Korea, Republic of

Investment Attache

Commercial Section, Embassy of Malaysia,
4-—1, Hannam-dong Yongsan-ku. Seoul
Telephone: 7953032/7959203

Telex: MAWAKIL K 27382

Singapore

Trade Commissioner (Investment)
Malaysian Industrial Development Authority
5 Shenton Way, #26-05/07, UIC Building
Singapore 0106

Telephone: 2210155 (2 lines)

Telex: MIDA SP RS 28474

EUROPE

France

Commercial Attache

Buicau Economique. Embassy of Malaysia

42, Avenue Klcher, 75116, Paris

Telephone: 4727 -6696/4727 — 3689/4727 - 3691
Telex: MIDA 613031 F
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Germany. Federal Republic of

Trade Commissioner (Investment)

Malaysian Trade Commission (Investment Section)
6th Floor. ABC Haus. Bahnhofstr. | -9

D-5600 Koln-1

Telephone: (02221) 124007/124008

Telex: 888 1080 MA D

Switzerland

Director

Malaysian Commercial Bureau (Investment)
Weinbergstrasse 43. 8006 Zurich
Telephone: 01 -25] 2646

Telex: 816629 MIDA CH

United Kingdom

Trade Commissioner (Investment)
Malaysian Industrial Development Authority
{London Office). 17. Curzon Street.
London WIY 7FE

Telephone: 409-0411/493-0616

Telex: 24371 MIDA UK G

UNITED STATES

Chicago

Director

Malaysian Industrial Development Authority
Suite 3350, John Hancock Centre

875. North Michigan Avenue. Chicago,
Hlinois 60611

Telephone: (312) 787 -4532

Telex: 4330368 MIDA Ul

Los Angeles

Consulate General of Malaysia
(Investment Promotion Section)
World Trude Centre Building, 30,
South Figucroa Street, Los Angeles
California 90071

Telephone: (213) 621 -2661/2686
Telex: 4720504 MALA Ul

New York

Consul-Investment

Consulate General of Malaysia (Investment Section)
630, Third Avenue, New York, N.Y. 10017
Teiephone: (212) 687 -249|

Telex: NYMIDA 424869




Industrial Development Authority Overseas Offices 169 / !3 o)

MIDA REGIONAL OFFICES

Johor

Regional Director, MIDA. 7th Floor. Room No. 5
Kompleks Tun Abdul Razak.

P.O.Box 179. 80720 Johor Bahru, Johor
Telephone: (07)220550

Kedah
Regional Director. MIDA. 8th Floor. Wisma PKNK.
Jalan Sultan Badlishah.,

P.O.Box 192, 05720 Alor € -tar. Kedah
Telephone: (09) 783151

Kelantan

Regional Director. MIDA, Sth Floor. Bangunan PKNK,
Jalan Tengku Maharani,

15000 Kota Bharu. Kelantan

Telephone: (09) 783151

Pahang

Regional Director. MIDA. Suite 3. 11th Floor.
Komplek Teruntum.

P.O.Box 178, 25720 Xuantan, Pahang
Telephone: (09) 7507334

Perak

Regional Director. MIDA. 1st Floor, (Tower Block).
Bangunan Wisma Wan Mohamed. Jalan Kelab.
P.O.Box 210, 30720 Ipoh. Perak

Telephone: (05) 513036/513833

Sabhah

Regional Director. MIDA, 4th Floor
Bangunan Bank Negara Malaysia.

P.O.Box 11915, 88730 Kota Kinabalu. Sabah
Telephone: (088) 211411/211412

Sarawak

Regional Dircctor. MIDA. Room No. 404, 4th Floor,
Bangunan Bank Negara,

No. 147, Jalan Satok. P.0Q.Box 716,

93714 Kuching, Sarawak

Telephone: (082) 52375/52251

Terengganu

Regional Direcior, MIDA, Ist Floor, Bangunan UMBC,
Jalan Sultan Ismail,

20300 Kuala Terengganu, Terengganu

Telephone: (09) 627200
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Finance companies (locally incorporated)

Bank-owned

. Arab-Malavsian Finance Berhad
2. Chew Geok Lin Finance Bhd
3. Chung Khiaw Finance (Malaysia) Bhd
4. Credit Corporation (M) Bhd
5. D & C Finance Bhd

6. Hock Thai Finance Corporation Bhd
7. Kewangan Bumiputera Bhd

8. Kewangan Utama Bhd

9. Kong Ming Finance Corporation Bhd
10. Kwong Yik Finance Corporation Bhd
I'l. Malaysian International Finance Bhd
12. Mayban Finance Bhd

13. Mortgage and Finance (M)

14. Overseas Chinese Finance Corporation
I5. Overseas Union Trust

16. Public Finance Bhd

17. Sabah Finance Bhd

18. Southern Finance Company

19. UMBC Finance Bhd

Non-bank owned

I. Asia Commercial Finance (M) Bhd
2. Bolton Finance Bhd

3. Boon Siew Finance Bhd

4. Cempaka Finance Bhd

5. City Finance Bhd

6. Delta Finance Company Bhd

7. Equity Finance Corp Bhd

8. Eu Finance Bhd

9. First Malaysia Finance Bhd

10. Hong Leong Finance Bhd

11. Interfinance (M) Bhd

12. JP Finance (M) Bhd

13. KCB Finance Bhd

14. Kewangan KGN Bhd

15. Kewangan Pckembarjaya Bhd

16. Kewangan Usaha Bersatu Bhd

17. Kuala Lumpur Finance Bhd

I8. Magnum Finance Bhd

19. Malayan United Finance Bhd

20. Malaysia Boraco Finance Corporation (M) Bhd
21. Malaysia Credit Finance Bhd

22. Pertama Malaysia Finance Bhd

23. Petra Finance (M) Bhd

24. Supreme Finance (M) Bhd

25. Tenaga Finance Bhd

. Visia Finance Bhd
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Merchant banks in Malavsia

I. Amanah-Chase Merchant Bank Bhd

2. Arab-Malaysian Merchant Bank Bhd

3. Ascambankers Malaysia Bhd

4. Asian International Merchant Bankers Bhd
5. Asiavest Merchant Bankers (M) Bhd

6. Bumiputera Merchant Bankers (M) Bhd

7. D & C Nomura Merchant Bankers Bhd

8. Malaysian International Merchant Bankers Bhd
9. Permata Chartered Merchant Bank Bhd

0. Pertanian Baring Sanwa Bhd

1. Rakyat First Merchant Bankers Bhd

12. Utama Wardiey Bhd

Source: Information Malaysia (1988).
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Johore: (Perbadanan Kemajuan Ekonomi Negeri Johor). 8th-10th Floor, Tun Abdul Razak Complex.
Jalan Wong Ah Fook. P.O. Box 307. Johor Bahru.

Kedah: (Perbadanana Kemajuan Negeri Kedah). Wisma PKNK. Jalan Sultan Badlishah. Alur Setar.

KRelantan: (Perbadanan Kemajuan Iktisad Negeri Kelantan), T.9 - 11. Bungunan PKINK. Jalan Tengku
Maharani. P.O. Box 142, Kota Bharu.

Melaka: (Perbadanan Kemajuan Negeri Melaka). Bangunan Dewan Negeri. P.O. Box 221. Melaka.

Negeri Sembilan: (Perbadanan Kemajuan Negeri. Negeri Semibiian). Banunan Pelancongan, Jalan
Paul. P.O. Box 158, Scremban.

Pahang: (Lembagan Kemajuan Negeri Pahang). T.16. Kompleks Teruntum. Jalan Mahkota. 25000
Kuantan.

Pinang (Pulau Pinang): (Perbadanan Pembangunan Pulau Pinang). [. Jalan Sungai Nibong, Bavan
Baharu. P.O. Box 967. Pulau Pinang.

Perak: (Perbadanan Kemajuan Negeri Perak). Jalan Kelab, Wisma Wan Mohamed. P.O. Box 217,
Ipoh.

Perlis: (Perbadanan Kemajuan Negeri Perlis). 2nd Floor. Bangunan Wisma Kemajuan. Kangar.
] £ g ) £

Sabah: (Perbadanan Kemajuan Negeri Sabah), SEDCO Complex. P.O. Box 2159, Kota Kinabalu,
Sabah.

Sarawak: (Perbadanan Pembangunan Negeri Sarawak), T.6—11. Menara SEDC. P.O. Box 400,
93902, Kuching.

Selangor: (Perbadanan Kemajuan Negerni Selangor). Persiaran Barat. Oft Jalan Barat, Petaling Jaya.

Terengganu: (Perbadanan Memajukan Iktisad Negeri Terengganu). 2nd Floor, Wisma Maju. Jalan
Paya Bunga. Kuala Terengganu.

Source: Information Malaysia (1989). p. 275.
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Conmpany

Main activities

Turnover
(Thousand MS)

Sime Darby Bhd

Shell Retining Co.
ESSO Malaysia Bhd
Federal Flour Mills

Tan Chong Motor Holdings
Holdings

Rothmans of Pall Mall Bhd

Tractors Malaysia

Malaysian Tobacco
Company

Berjaya Corporation
Chemical Company of
Malaysia

UMW Holdings Bhd

Gold Coin

Raleigh Bhd

Guinness Malaysia
Bhd

Malayan United
Industrics

Matshushita Electric
Company

Malaysian Mosaics Bhd

Hong Leong Industrics
Bhd

East Asiatic Company

Malayawata Steel

Hume Industries Bhd

Malayan Cement Bhd

Uniphone Tele-
conmunivations

South Pacific
Textile Endustrics

Plantations, manufacturer of footwear. heavy
cquipment. motor vehicles and tractors

Processing and retining of petroleum crude
Refining and production of petroleum and ammonia
Manufacturer of animal feed. flour milling

Production and assembly of motor vehicles
motor vehicle component parts

Manufacturer and importer of cigarettes. pipe tobaccos
and cigars

Caterpillars and tractors

Manufacture. import and
marketing of cigarettes and tobacco products

Manufacture and sale of galvanized wire ropes and
other wire products

Manufacturer of fertilizers, agrochemicals and
chlor-alkali products

Vehicles

Milling and marketing of feeds for livestock.
veterinary products. agrochemical and electric equipment

Assembly of bicycles

Brewers of beer

Cement manufacturing

Assembles consumer appliances and clectronic
equipment

Manufacture and sales of mosaic tiles

Manufacturer of mosaic tiles, carbon papers,
typewriter ribbons, etc.

Manufacture and sales of nutritional products,
pharmaceutical products

Manufacturer of reinforced steel bars

Ashestos, cement. concrete, steel products.
plastics. rubber, clectronic devices

Cement

Telecommunications equipment

Textifes

+4.220.300

1.085.498
974.376
968.690

915.186

765.330

675.853

489,207

477.369

468.497

383.383

338.i72

328.708

291.111

284.527

269.872

246889

246,103

241,180

192 883

182.651

181,636

144,401

112.776

Sowrce: Asian Finance. “The Big SO0 m Asia® (15 December 1989y, Ava T988.  Measures and Migmtudes
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