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PREFACE

In response to the request of the Government of Malaysia, the Government of
Japan has decided to conduct a study on selected industrial product development in
Malaysia, and entrusted the study to the i apan International Cooperation Agency (JICA).
'JICA has sent to Malaysia a study team headed by Mr. Heihachiro Aoki, Japan External
Trade Organization, from January 31 to March 30, and from May 22 to June 5, 1988.

The team had discussions on the study with the officials concerned of the
Government of Malaysia and conducted field surveys in the study-related areas. After the
team rcturned to Japan, further studies were made and the present report has been

prepared.

I hope that this report will serve for the development of the selected industrial
products and contribute to the promotion of friendly relations between our two countries.

I wish to express my deep appfeéiation to the officials concerned of the
Government of Malaysia for their close cooperation extended to the team.

September 1988

Eonanta

Kensuke Yanagiya

President

JAPAN INTERNATIONAL
COOPERATION AGENCY
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I INTRODUCTION

‘ Thxs is the Fmal Report of the Study on Selected Industrial Product Development
_'m Ma]aysm _ :
. This study ls based on the Scope of Work for the Smdy on Selected Industrial
| Product Development in Malaysia agreed between the govemment of Malaysm and the
Japan International Cooperation Agency on August 1,1987.
o The study was made from the latter half of January 1988 to August of the same
_year The fleld survey was ran from January 31 to March 30 and further part from May
' '22 to June 5.
| _ The study’ attempted to obtam the current state of the later menttoned four
mdustrtes, analyze the same and formulate a cornprehens1ve program for the
_development of those mdustnes and export promotion.

1. Background and Objective of Study

Many of the Asian countries are still facing severe economic conditions due to the

: slump in prices of pnmary products, etc. in recent years, with the attendant decrease in
| foretgn exchange earnmgs, the burgeonmg cumu]attve debts, eic. For this reason, these
countnes are stnvmg to butld up local compames SO as to strengthen their economic
structures and to. push forwa:d with aggresswe programs for mcorporatlon of foreign
'7 _ mvestment in order to bl]lld-up raptd]y export orlented mdustnes contributing to
: _acqulsmon of forelgn currency mstead of promonng 1mport—subst1tutlon type mdustnes
-Japan, in response to requests from these Asian nations, must extend comprehensive and
_ concentrated economic coopcratton in ali areas to. help the development of the export
l_onented mdustnes of these counmes _

' Malaysm is currently pushmg forward w1th the promotlon of 12 sectors, pnmanly
'export-ortented 1ndustrxes of the type usmg exlstmg resources, in line with the "Industrial
:Mastcr Plan (IMP) 1986- 1995" Wthh was officmlly announced i in January 1986 The
: Malaysta Export Trade Centre (MEXPO) selected certam key products for export
: promotion and the IMP is env1saged as the pll}ar of the economic plan and atms at an
| '_annual 8 9% increase in exports of manufactured goods from 1986 to 1995 _

_ '_ Smce the GS conference of the ﬁnanc1al heads of 5 advanced nations in September
1985 the yen has been apprec:atmg in value and the U.S. dollar has been depreciating,
The currencies of the Asian NIES also are under pressure for reevaluauon upward against
“the U.S. dollar.  This has led to a rapid change in the international environment for
- exports. In particular, in the'high]y labor-intensive manufacturing fields, Japanese and
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NIES companies have been increasingly investing in the ASEAN fegion in export-
oriented indusiries. Under the Fifth Malaysia Plan, whlch began in 1986, Malaysia has
“been striving to enlarge the role of the pnvate sector achteve greater efflcxency in the
management of its econony, and promote industrial development In line with this, it has
'relaxed its restrictions on foreign mvestment for export-ortented manufacturmg 1ndusmes
and has come out aggresswely to promote fmelgn 1nvestment ' ' '

 The present study on selected industrial product development in Malaysm aims at
comprehenswe cooperatton for the development of strategic export industries. - The
objecttve of this study is to survey and analyre the state of selected mdustnes ln ‘the
'.Malaysmn mdustnal sector and to formulate a comprehenswe program for development of
the same for promotion of exports Further it seeks to orgamze mformatmn on J apanese
firms wishing investments and joint ventures in these industries 5o as 1o promote joint

ventures and technical tie-ups between Japan and Malaysia.
7 2. Im'plementation ot” Study

In Aprtl 1986 the Malayswn government submltted a request to the Japanese
Recewmg '[hlS, the I apan Intematlonal Cooperatton Agency (JICA) sent a contact mission
in September 1986 to dehberate wnh the Eeonormc Plannmg Umt Prtme Minister's
| Department (EPU) the Mlntstry of Trade and Industry and the Malayslan Industrial
Development Authority (MIDA) and reaehed agreement with them on the basic obJeetwes
and content of the techmeal cooperatlon m mdusmal sector development between Japan
and Malays:a Based on t}ns, the JICA sent a short-term expert 10 M]DA from February '
1o August 1987 to select the target industries, resultmg in the selectlon of the later
menttoned mdustnes IICA then sent the Prehmmary Survey Team in August 1987 and
sxgned the Scope of Work meludmg the selected 1ndustr1es with~ the Malaysmn s1de
'Domestlc preparatory ‘work for this study began in the latter half of January 1988 and was

followed by a field study from’ Januaty 31 to March 30 and partly from- May 22 to June 3.
| After the ﬁeld survey, a questtonna:re survey and 1nterv1ews were conducted on related
domestic compames and third- country studies were run on the cornpeung eountnes ‘and
export markets for the mdustrles concemed A comprehenswe analyms was then made

and thls report prepared
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3. Industries Surveyed

The industries to be studied arc as follows:

 Subsector Product
Engineering _ '('a)‘Mcﬁlds and dies
(b) Automotive metal parts

Non-Metallic products (c) Chinaware (tableware and decorative ware)

© (d) Glassware (except sheet glass)

The industries surveycd were selected based on the list proposed from the

Malaysian side.

As mentioned eérlier, the Malaysian government has selected the following 12

industries for priority development in its Industrial Master Plan 1986 - 1995.

(A)  Resource-based industries -

[11
2]
1l
4]
[5]
[6}
7]

Rubber Processing Industry
Palm Oil Products Industry
Food Processing Industry -

‘Wood-based Industries

Chemicals and Pelrochenncal Industncs

‘Nonferrous Metal Products Indusny

Non-Metallic M}_ncral Products Indusiry

(B) Non-resource-based Industrics

1.
(2]
{31
14}
5]

Electronics and Electrical Industry
Transport Equipment Industry .
Machinery and Engineering Products Industry

‘Ferrous Mctal (Iron and Steel) Industry

Textilcs/Apparcl Industry

Furthcr ‘the Malaysian Expon Trade Centre (MEXPO) has demgnated the
followmg as important items for export:

Foodstuffs (including cocoa, seasomngs frults and qeafood) feed beverages,

o tobacco cement, prccmus stones, ceramics, glass, furmturc, wood products rattan

products, chemical products, fertilizers, pharmaceutlcals, oils and fats, textiles, apparel,
weaving thread, weaving cloth, carpets, handicrafts, jewelry, electronic and electric
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products and parts, musical instruments, machinery, metal predlic't's,'; sports 'gee’dé:'feys,'
cut flowers, rubber products, plastic products, footwear leather goods statmnely, and
auto accessories. _ '

The Malaysian government, while concentrating on the priority llldllSﬁ‘lGS and key
export items selected by the IMP, MEXPO, etc., has. also been con31denng industries and
items covered by a development study in view of trends in actual corporate investment
from Japan, the NIES, etc. The 6 sub- sectors and products proposed after the study were
as follows: ‘

(A) Engmeermg Sector

1. Premsmn castmgs -

2. Precision moulds and dies

3. Metal furniture o

4. Auto parts

5. Non-motorized two-three wheelers

®) Non-Metalhc Products Sector .
1. Ceramic artware and arucles of adomment and d1splay '
(e.g. Porcelain figurine and p1cture ‘frame)” '
2. Lamps and shades and amcles of adomment
3, Glassware '

(C) Food Processing Sector _
1. Canning of fruits and fruit juices
2. Oleochemicals h

(D) Electronics Sector _
1. Computers and computer peripherals
@) Microcomputer ~ ©
(i) Monitors/Video display unit
@iii) Printer -
‘(w) Keyboard
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2. Office Electronic Fquipment
(i) Word pfocessor_
(ii) Photocopying machine
(iii) Facsimile machine
(iv) T elex machine
3. Components and supportm g services/activities
(i) Cathode ray tube . = _
(i) Stamping and pléting of leadframes
.- (iii) Manufacture of ceramic paek_ages/substrate_s _
 (iv) Drawing of gold and aluminium bonding wires
.. 4T el_eéommunicdtion equipment and parts

(E) Rubber P_roducts Sector
1. Rubber footwear
2. Automotive parts

{F) Timber Products Sector
1. Furniture and fixtore (Wooden knockdown furniture and rubberwood furniture)

After further review, the above-mentioned industries were selected for the first
year study.

4. Scope of Study

ThlS study surveys the- selected industries and formulates a comprehenswe
pl ogram for selected 1ndusmal development and for export promotlon

The detalled items surveyed by thlS study are as follows, based on the Scope of
Work:agreed on August 1, 1987

(1) To overview the present situation of the selected industrial products:
a) Production items and their production, trade-and manufacturers; _and
b) Investment, technological partnership, finance, téxation, introduction of foreign
'~ capital, etc. . |

(2 —To_'.st_udy_the;ex_i_é;_tin_g status .of manufacturing establishments in Malaysia for the
.. selected industrial products.  These studies are to cover the following areas:
. ..:a) Manufacturing processes and specifications



b) Technical level (quality control, eic)

¢) Product development (desn gns, etc)

d) Business administration (business management fund—ratsmg, etc)
e) Sales strategies (market research, marketmg, ete)

f) Relation with penphe1y mdustnes (raw materlals equlpment etc).

(3) To study the export markets of the selected industrial produ'cts: =
a) Supply and demand, and import situations in major importing countries; and
b) Marketability of the selected industrial products in major importing countries.

(4) To recommend policies and measures for the development, technical upgrading and
export promotion strategies for the selected industrial products. The areas to be
covered are as follows: . S

a) Systems and policies
b) Technical improvement
¢) Product improvement
d) Sales strategies -
' e)"Bl'l’s_in'es's administration
fy Manpower development:
- g) Improvement of infrastructure relating to the selected products. -

(5) To undertake cost-analysis studies for the selected industrial products which are to
include cOst—comparison studies for the production of simi_lar pfoducts in Japan, -

(6) To undertake a study and survey to ascertcun and 1dent1fy Japanese enterpnses for the
selected industrial products which are keen to undertake dlrect mvestment and/or

technical collaboration in Malaysia. The study/survey is t0 cover the followmg
a) Survey on enterprises intending direct investment and technical collaboratlon

b) List of enterprises.
5. Methodology of Study

This study comprises the field surveys both in Malaysia and in‘Japan. It was |
conducted with the aim of formuiatmg a comprehenswe program for industrial
development and éxport promotion based on the survey and analys1s of the present status
of the selected industrics. For the surveys in’ Malaysra interviews’ ‘done through direct
visits to the companies in selected indistries were used as the prinicipal method 1In order



to get the maximum results from the short-time visits, a written interview guide and
factory'visit check lists were prcparéd (See ANNEX-7 and 8). HoWever for performing
the survey, the in-depth mtervxew survey method basically was adopted in which the
mtemewees and mtervwwers exchanged opmlons freely.

Because the compames which were covered by direct visits are limited in number,
a mailed quesuonnalre survey and telephone interviews were conducted in Malaysia.
- Because of the neccssuy for tabulation, mailed quesuonnalres were also sent to the
companies visited for interviews. “The questionnaire which was used is attached in
ANNEX-3, and the resﬁlt's are tabulated and shown in ANNEX-5, Telephone interview
surveys were conducted for thé purpose of checkmg the level of knowledge concerning
existing incentive systems.for each industry in Malaysia and the incentive usage. These
results are tabulated and shown in ANNEX-6. -

Tabl_e I_.S-=1 Bre_akdow_n of Fi:_'ins S_urvefed in Malaysia

No. of firms = No. of firms. . No, of firms No. of firms
- estimated - interviewed. _which received covered by
o questionnaires telephone

interview
Mouds&Dies =~ = 60 26 . . 4409) 3
" Automotive Metal Parts - 37 19 25(10) 9
Chinaware 50 2 7M) 3
Glassware o 8 5 o 4() 3

Note: Figures in parentheses indicate the number of respondents.

. - For. the domestic survey, a questionnaire survey in addition to a written survey,
etc., was-used for the purpose .of exploring the possibility of technical cooperation
particularly with Japanese enterpnses _

. questwnnaue was sent to each of 1 ,097 Japanese companies in four industrial
grdups and replies from 217 companies were received. The industrial classification of the
target companies is as shown in Table 1.5-2. Moreover, additional information was
collected concerning necessary items by the direct interviews and by telephone interviews.
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Table 1.5-2 Breakdown of Firms Surveyed in Japan -

Questionnaires - Respondents ~ Response
- . Tsent . o T ratio (%)
Moulds & Dies ’ 6T - 95 o 14.2
Automotive Metal Parts .. 206 - 18 R 37.9
Chinaware s 38 - 21.7
Glassware ' Lo 45 o R 133
TOTAL N K 217 oo 1980

- For the pﬁrpose of idemifying the ta.rgéted industrial export'markct for Malaysia - ‘
and the present status in competmg coumnes, a survey p]an was drawn up for the third-
countries survey in addition to a survey in Japan; and it was carned out by using the
sewwes of specialized research agcncms m the related countnes ~The name of countries
and regions in ‘which the survey was takcn through the overseas spcmahzed research
agencies are as shown in Table 1.5-3. '

Table 1,5.3 Countrles and’ Regmns Covered by the Market Ana!ys:s
' in the Third Countries . -

Moulds & Dies Automotive Metal Parts ‘Chinaware . Glassware -

Korea U.S.A. US.A. " Thailand
Hong Kong Korea _ - Thailand - L
Singapore ; ' ' | I_ndonesia_

By compiling the information thus 'obtained, the present condition of the selected
industries, the condition of the expor_t'.mar'ket_,' the conditions in‘competing countries, and
the existing political and institutional systems were. analyzed, And, the problbhi"aieas in
the industrial development and export promonon m these industries were pmpomted out'
* and promotion prograras were driawn up. . b :

The work process is as indicated in Flg I 51 and the Process’ of Formulation of
Comprehenswc Industrial Promotion Programs are as shown in Fig. 1.5-2. '
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Tig. 1.5-2 Process of Formulation of Comprehensive Industrial
Promotion Programs

Questionnaire surveys in
Japan -

1. Present stams of
oveiseas projects

2. Planncd overseas
projects -

3. Problems with OVETSeas
projects -

4, Expotts from overseas

affiliates, €ic.

Pre-siudy in Japan

1. Collection of gxisting
data
2. Preparation of

Quequonnalrc suweys in
Malaysia

Lguesl'mnnaircs

Interview surveys in
Malaysia -

1. Moulds & dlcs
2. Automotive metal paris

. 3, Chinaware

4, Glassware - - )
5 Government agencies

ventures -

1. Export trend _

2. Problems wuh busmess
admmlstranon

3, Intention fo éngage in
technical tie-ups and joint

4, Operation rates, elc.

Calculation & analysis |

|Calcﬁlation'& analysis|
I -

1. Confirmation of
intentions to move to
Malaysia

2. Collection of basw dala
for cost analysis -

Interview surveys in Japan

‘ [ Analysis

| Cost analysis|

Telephone interview

Finding out of specific
probleims,

| 1. Awareness of systems

surveys in Malaysia

2. Utilization of systems

i1

1. Technical aspect
2. Corporate managemem

Contents of the report

1. Introduction

T1. Summary and
recommendation

IT1. Industrial and export
promotion policies and -
foreign invesiment

| policies -

v, Moulds & dies

V. Automotive metal
VI: Chinaware

| VIL Glassware

3. Relation with pcripheral

: industries

4. Systems

| 5. Others

Calculation & analysis B

Study of measures 10 solve

problems by industry

- Market analysis of Lhud

countries -

V1., Recormmendation

Pmposal for ,
comprehiensive mdusmal
promotion programs

1, Trends in main export
markets
2. Present status of

competing countries

1. Moulds & dies

2. Automotive metal parts
3. Chinaware:

4, Glassware . -

5. Systems and policies:

Integration and priorily e
ranking of the proposed
Programs. :
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The JICA Industrial Product Developmeht Study Team was organized by the members listed below

Heihachiro AOKI Team Leader/Economist

B Japan External Trade Ofganization (JETRO)
Issei KOIDE Deputy/Economist/Export Promotion & Investment
- | | Tapan External Trade Organization (JETRO)
Sumihito HIRAI Development Economist/Industrial Policy
Japari External Trade Organization (JETRQ)
Junko SEKIGUCHI . Economist/Export Promotion
| Japan External Trade Organization (JETRO)
Takehide TERANISHI Economisy/Engincering & Machinery

- Japan External Trade Organization (JETRO)
Yoshitsugu MATSUMOTO  Economist/Non-Metallic Products
' Japan External Trade Organization (JETRO)

Takashi NOBEHARA Deputy/Development Economist/Management
| . The Sumitomo Business Consulting Co., Ltd.
Mitsuo SHIMIZU Industrial Engineer/Production Engineering
The Sumitomo Business Consulting Co., Ltd.
Shuichi KUROZUMI ~ Industrial Engineer/Moulds & Dies
DSK Corporation
Minoru EBINO Industrial Engineer/Auto Parts
Mazda Auto Corporation

Nobukazu YAMAUCHI - Industrial Engineer/Chinaware
_ : Japan Ceramic Engineering Co., Ltd.
Hiroteru HAMANO - Industrial Engineer/Glassware
| Shin Nippon Glass Co., Ltd. -
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1. SUMMARY AND RECOMMENDATION

1. State of Industrialization

Malaysia -'est'abllishc‘d its Pioneer Investment Ordinance in 1958, soon after its

. independencé-in 1957, so as to start to build up industries to cut down on imports. This
program of promotion continued through the subsequent First Malaysia Plan of 1966 to
1970, the Second, Third, and Fourth Mal_aysia'Plans, and the current Fifth Plan. During
this time, Malaysia introduced its New-Economic POlicy, in 1970, aimed at eradicating
poverty and achxevmg equal distribution of i income among its component racial groups.
This was designaied as a fundamental guldelmc in economic p011c1es up to the year 1990,

In the 1970s, good perform‘mce in exports of primary. products and the start of
expcnts of crude oil, among other factors, enabled Malaysm to sustain high economic
growth and led to progress in-the 1970s in elimination of imports of light industrial

'good_'s, such as wood and rubber products, i.e., the "easy” or "first phase" of import-
sﬁbst_itution industri_alization.

In the 1980s, Malaysia entered the second phase of import-substitution
industrialization and took up the task of industrialization in the heavy machinery and
chemical fields. Toward this end, it established HICOM, the Heavy Industry Corporation
of Malaysia, in 1981 and pushed forward with the Proton Saga Project, etc,

In the 1980s, however, the prices of crude oil and primary products plummeted,
resulting in stagnation in exports. Further, fiscal expenditures for promotion of
industrialization in the heavy machinery and chemical sectors increased. On top of this,
cumulative foreign debts rose.

To deal with this situation, the Malaysian government came out with an aggressive
export promotion policy and, in October 1986, announced a new foreign investment

' pdlicy under which it showed a positive stance toward new foreign investment. Further,
in Febfuary '1986,'it'relea36d its _IndUStriall Master Plan setting forth the direction for
industrialization policies from 1986';0 1995 and announced policies for industrialization

7 iii expolt-orientéd sectors and development plahs for strategic industries. The IMP is an
"indicativ_c_ plan" by nature, but holds the important poéit_ion of a "pillar” of the industrial
policies of -'the.Malaysian government, and indicates the future directions Malaysia will

take. The IMP is a special type of industrialization plan calling for the public and private
sectors 1o support each other in the industriatization process. Revisions are being made in
it along with the state of progress. In March 1988, the Malaysian government released an

Sectoral Task Force Annual Report (1986 to 1987) detailing the progress made in the
IMP. '

1



The basic industrialization strategies under the IMP are as follows:

(1)  Outward looking industrialization

(2)  Promotion of heaizy industry

3 'Support to manuracturmg operations of- small- and medlum scale industries
(SMIS) and promonon of ancﬂlary mdustnes ' '

The Malaysian economy is 'sti’ut:tl.l'rally we'ak‘ in that it lacks linkages between the -
largé corporations, which are primarily foreign capital operations, and the local SMIs.
Therefore, the govel'nnlellt' has felt the need for promotion of local SMIs and promotion -
of supporting industries to back up the large corporations. It'is currently searching for
specific promotional measures toward this end.
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Industrialization Policies of Malaysia

Trends in indusirial  Foreign invesl-  National economic
Industrial policies  related policies ment policies plans

1858

1965

1967

1968

1969

1970

- 1972 -
1975

1976

1981 _

1982

| 1963

1985

1986

+ Diversification of Enforcement of
primary products  Pioneer Industries
« Import substitu- ~ Ordinance

tion industrializa-

tion (primary light =~

industries Amendment of . ist Malaysia Plan

' : Pioneer Industries (1966 to 1970}
Ondinance
Establishment of Positive
- _ FIDA -~ introduction

Inrodutionof . . Investment Iicenmive

expon-orie:méd _ Act {enforced 1971)

industrialization - - :

" Swess onfiscal  Increase of Non - Limitation on 2nd Malaysia Plan
guidance 1ype - Financial Public . foreign equity (1971 to 1975)
indusirialization  Emierprises ratio (i ensure
Creation of FTZ ~ "New Economic . ratio of Bumi

' Policy” capital) and,
(NEP, 1971 10 1990) simulianeously,
"Industrial . Separate treamment

Coordination Act” - for expon-oriented
investment {due to

pressing need for
industrialization)
3rd Malaysia Plan
(1976 to 1980}
» Heavy Establishment of  Indication of clear 4th Malaysia Plan
indusirialization -~ HICOM, siart of raies of local {1981 10 1985)
(secondary import - heavy indusirializa-  content in auto .
substitution), Hon project for paris
-medium level steelmaking, pero-
technology, capital chamicals, and
intensive automobiles’
» Resource proc- |~ Start of debt -
essed expori [ype  [nanagement
industrialization Privatization of -
Non Financial Public
T Enierprises
Emphasis on
consumer life :
© Amendment of Loosening of
- “Industrial . obligation 1o
Coordination Act" obtain manufac-
_ o . mring license .
Sironger exporn : Positive imro- ~ 5th Malaysia Plan
orientation "Promotion of - duction, loosening . {1986 10 1990)
Investment Act 86"  of resimiclions  Announcement of
C © Industrial Master
Plan

{1986 10 1995)

" Source: JETRO SénSof, ‘November 1987
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2. State of Industrial Promotion Policies
(1) Export Promotion

At the pxesent time, Malaysia is basmg 1ts 1ndustual pohcy on its IMP The :
current Fifth Malaysm Plan was also formulated along the’ hnes of the IMP The IMP
stresses most of all promotion of exports, and it 1s in thls area that the Malay51an
government is espendmg much of its effort The Mlmstry of Trade and Industry, the
Malaysmn Export Trade Centre, and other ¢ 01 gamzanons have been engaged in diverse
activities 1ncludmg the dlssermnatron of 1nformatlon on overseas markets pm’tlmpatlon in
exhibitions, reglstranon of exporters, and sponsortng of seminars. . Incentives are also
being provided for export promotion and preferentta‘t measures estabhshed for exports '

Further, - Malaysm established the Export Promotion Council, headed by the
Secretary-General of the Mlmstry of Trade and Industry, in 1985. This council plays-an
important role as a forum for the exchange of opinions on and study of recommendations
on export promotion among government officials: '

(2) Promotion of Direct Foreign Investment

Since the Investment Incentlve Act was estabhshed in 1968 Malay31a has
welcomed mvestment in export mdustnes Partlcularly in recent. yedrs, it has found a
rising need for export-oriented mdustnahzanon and thus has more Telaxed restnetlons on
investment and offered new incentives. 'Ihe new forelgn 1nvestment mcemlves
announced in October of 1986 ease the dpphcatlon of restrtctrons on foreign mvestment in
accordance with the export ratio of the products and the number of Workers employed,
enlarge the framework of employment of forelgn natlonals in accmdance with the paid-up
capital, and extend the period of the exempnon on income tax for ploneer industries from
the old 5 years to a maximum 10 years, Further, the 11censmg obhgdtlons under the
Industrial Coordination Act were eased in December 1985 and further eased in October
1986 in order to make acqtusulon of licenses unnecessary for compfmles ‘with capitals of
less than M$2.5 million and fewer than 75 permanent employees RN

Due in part-to the easmg of these restnchons the. value of approved forelgn
investment projects. soared in 1987. In partlcular the investment from Japan shot up,
supported by the yen apprecranon :

The Mdlaysmn Industrial Development Authorlty (MIDA) plays an 1mportant roIe
as the organjzation for promoting investment in Malavsra -

g



*Looking at the state of the infrastructure, Malaysia has 101 industrial estates
throughont the country. These industrial eéstates are managed by the State Economic
Devclopmem Corporanon (SEDC).

Further, Malaysm has 8 free trade zones (PTZS) for promonon of exports and has
licensed manufacturmg warchouses throughout the country

(3) SMI Promotion Policies-

The Malays1an economy suffers from the problem of wcak supporting industries.
‘The issne ‘at hand is how to promote ‘their developmont in the future. The Malaysian
: governmcnt has shown a positive stance toward the promotion of supporting industries
and the promotxon of SMIS enterpr:ses whlch forin the backbone of these supporting
industries. There are now sotiie 9 ministries and 30 orgamzauons involved in some way
“in the promotlon _of smalI and_rnedlum cnterpnscs in Malaysia. From the standpoint of
adﬁlinistrative efficiency, Maléysia should stady the establishment of a central body
cofresponding to Japan's Small and Medium Enterprise Agency and more focused, one-
d1mens1onal measures.

The current mccntwes (mvcstment incentives; export incentives, etc.) do not
diffe‘rennate accordmg to the the size of companies and apply e_qually to large and small
firms alike. In fiﬁa:icin'g, hoWéve_f, Ihé SMIs na’tur'a.lly have less financial ability
compared with the large corporations, so that in practice, the majority of the financial
incentives are used by the large firms. It may be necessary to study some form of special

incentives limited to just SMIs. ' |

- (4) Human Resource De'véIo‘phaént

Eco_nc)mic do_v'elopmeht-’is supported by human resources. This development of
the same is’ being 'ij'erfox'med l_)'y’thé Ministry of Labor, Majlis Amanah Rakyat (MARA),
the Ministiy of Education; and:the Mindstry of Youth and Sports, among others. The
, Gov‘er_n.rhcnt has approw{ed the establishment of a National Vocational Training Council
(NVTC) based on the recomméndation of the IMP 50 as'to coordinate the labor training
-activities prekusly handled dlversely by various orgamza’uons v ocanonal training is
also conmdered neccssary to raise the quahty of workers to meet with the needs of
,_mdustpy._ For_ example, in _rnoulds and’ dies, the mdustry has been seeking the
;es't_ablishﬁ-lent_-fof :asystem to slipply'skillcd engineers with higher level abilities. In
' response, MARA and the Industrial Training Institute of the Ministry of Labor are
~ considering the start of a hi gher level mould and die training course.
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~ Further, : the Mianistry of Labor introdaced a system for do'nbl'e income deductions

for costs of training, starting 1987, to promote in-house tralmng programs, .. oo

Managerial training is being offered by the National Productlwty Center ihrough
seminars and the like to raise levels of awareness.

(5) Scientific and Technical Promotion Policies

At the foundation of m(lustmal promotion may be sald to be str engthened ab111t1es
to absorb technology and promouon of technical transfers, “The 1mportance of sc1ent1fic
and technical promotion was recognized.in the IMP JIn parncular emphasm was placed
upos the role of the government, ‘taking cue from the experxences of Japan and South
Korea. The government has established an internal Coordmatmg Councﬂ for Industrial
Technology Transfer (CCITT) to - move - toward 1mplementauon of the IMP
recommendations. In October 1987 the CCITT estabhshed under it a special comm1ttee
for formulating a comprehensive and. teChIllC'll promotlon policy. This commlttee isto
complete its final report by Mar_ch 1989._fa,nd ._subm1t the _same to tl_le Ma__lay_s_l_an
government,
The Standard and Industrial Research Insntute of Malaysm (SIRIM) plays an
important role as the government s 1mplementmg organization for promotlon of science
and technology. In SIRIM is MIDEC for molds and dies and the Ceramic Dep‘u‘tment for

Ceramics.
(6) Financial System

In terms of financial incentives, Malaysiaoffers' .'inetilu[io_xfnal'ﬁn.anolggith_irough:i__ts_
development banks (Malaysian Industrial Develop'ment Finance, Development Bank of
Malaysia, and two other main banks)-and-a loan .guarantee_é.y_slem .‘fol'. SMIs under the
Credit Guarantee Corporation. However, the zieeent bu,si_nessj_é_lu_@p 'an,d:h_igh;_ir}_te_re_st
rates and the insufficient collateral of the SMIs have reéulted in slow use of thé'CGC
The New Invesiment Fund, which was started in 19835 to provide low mterest loans 0
fund capital investment in industry will be. termmated upon full utllxzauon of its- allocated
funds totalling M$1.7 billion. This was done at a tlme when the rate of use by pnvate '

-manufacturing enterprises was rising. This, fa(,t alone has led to calls from the private
sector for the restoration of this type of system . The Bank Negara, however ‘came out
with a statement at the end of. Malch 1988 assertmg that it was not conszdermg

resurtection of the NIF.
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One of the measures taken by Japan to divest itself of its trade surplus was the
establishment of the ASEAN Japan Development Fund (AJDF), worth a total US$2
billion. The portion earmarked for Malaysia is reportedly. to be administered to private
businesses through the MIDF and 3 other devclopnient banks.



3. State of Export Pro'mot'io'n Policies '

Malaysia began promotmg exports w1th the estabhshmcnt of the 1968 Tnvestment
Incentive Act. Under the act, pioneer status gwon to import- -substitution type industries
under the 1958 Pioneer Ind_usmes -Ordanance__was extended to cover export-oriented
industries and p'rcféreiiti'ai tax treatment was given without distinction as to whether the
industries were founded by foreign or domestic capital.

In 1970, the Free Trade Zone (FTZ) Act was established. ‘Based on this act,
Malaysia set up FTZs in differeﬁtrparts of the country starting in 1972, Companies which
export' 80% of their production afc_alloWed to locate in the FTZs. In these zones, no
duties are assessed on the raw materials, intermediate goods, and machinery used for
production, Further the mtroducnon of the licensed manufacturing warehouse (LMW)
system enablcd companies approved as LMWS 1o Teceive the same benefits as companies
in the FTZs even in non-FTZ areas,

After the introduction of this system, there was active investment in Malaysia by
foreign capital, primarily in textiles and electronics. Simultaneously, there was a surge in
exports of Malaysian goods

A comparison of 1970 with 1975 shows that the share of manufdctured goods in.
total exports rose considerably from 10.5% to 21.3%. Further, the share of textiles i inthe
exports of manufactured goods rose from 6.5% to 11.0%, and the share of electrical and-
electronic equipment from 2.8% to 15.4%. |

However, since the FTZs and L‘MWS depend on imports from parent companies
for the major part of their materials and intermediates, there was a decisive lack of linkage
with the indigenous economy. This problem remains today.

In the mid-term review of the Fourth Malaysia Plan announced in 1984, greater
stress than ever was placed on promotion of increased expons of manufacturéd goods.
At the same time, mention was made, in regard to the manufacturing indostries, of (1)
infusion of maximum private sector activity; ) stronger liﬁkagc between the FTZ
industries and the indigenous economy, and (3) stimulation of resource-based mdusmes _
The directions laid down there were further clarified through the F:fth Malay51a Plan
(1986 10 1990) and the IMP (1986 to 1995). o

In the IMP, stress was placed on more outward-onented" mdustnahza!xon and
on stronger export competition. Reforms of the export-promotlon policies were’
proposed, such as introduction of competition and in'cr_cascd Access 1o input-goods on a
free trade basis. | ' o
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- Since 1986, Malaysia has been making improvements on its export-promotion
policies. Many of the pﬁvileges actually offered were originally proposed by the IMP,
- The current export incentives may be classified into 1. financial (tax) measures, 2.
export financin_g, and 3. measures for acquisition of raw materials,

- (1) Financial (tax) measures: There is the system of abatement of adjusted income
for exports which allows fo_r'companies to reduce their adjusted income by 50% of their
export sales, the ex'port'deductions for traders which allows deductions of 5% of export
income, and. the double deductions of export credit insurance premiums and specific
expenses incurred for devélopi_ng export markets. . . .

(2) Export ﬁnancihg:rThere is the system of export credit refinancing (ECR) for
supplying funds, at preferentiai interest rates, to export companies (current 4% a year).
The system has been revised sevc_fﬁi times since 1985 to extend the scope of coverage of
loans from just the. direét_ exporters to indirect exporters, to increase of ceiling on
financing, etc. so as to promote its use. _

~ The syste'fn is still under review. To ease the severity of the loan conditions
(overemphasis on collateral) of the commercial bank, one of the reasons for the lack of
active use of the System, consideration is being made of using the Malaysian Export
Credit Insurance Berhad (MECIB).

(3) Measures for acquisition of raw materials: There is the system for drawback of
customs duties, wheréby the entire amount of the tariffs which are applied to raw
materials and intermediate goods used for production of export goods is subject to rebate.
Complaints have been leveled against the system that [1] it takes too much time from
application to drawback and [2] the application procedures are too difficult, but effort is
being made to improve the situation, With current procedures, paynient is made within
21 days of the application.

Further, cOmpanies-expoi'ting over 80% of their production may locate in the
FtZs or :edci_vc dcsignation as LMW:3 in order to receive comparatively easily exemption
from tariffs. )

o Malaysia established the Malaysian Export Trade Center (MEXPO) as a unit of the
' International Trade Division of the Ministry of Trade and Industry.

- MEXPO [1] handles trade inquiries, [2] participates in exhibitions and dispatches
and assists mission, [3] offers consulting services, [4] supplies information, and [5]
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holds seminars, through which services it facilitates acCess by Malayéian companies to
overseas markets, improves products, trains domestic entrepreneuts, eic:

:Along with the rise in exports by Malaysm, the Export Promotion Councﬂ was
established in 1985. This provides assistance in-drafting policies on export promotlon.-'_lt '
has members drawn from government agencies and organizations and serves as a forum
for positive dialogues bctween the: pubhc and.private sector. - ()pmlcms here are fed back
in some form or another and have gained a favorable reputation inside the MTT as well.

- The MTI has further sponsored an export achievement award system since 1987.
These: MTI sponsored awards ‘are prcsentcd once a year to compames that have

demonstirated outstanding export successes. ' ' '
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4, State of Foreign Investment Policics

Since Malaysia"s independence, the government has shown a consistent stance of
welcoming foreign investment. In particular, since the establishment of the 1968
Investment Incentive Act, the government has offered various incentives to export-
oriented companies in an attempt to promote such i 1nvestmcnt

The basic framcwork of the foreign. mvcstment policy is glven by the New
Eco'nqrmc Policy (NEP, 1971 to 1990), which aims at uniting the various racial groups of
Malaysia into a single nation and at eliminating the economic gap among the racial groups
and erédicating poverty: The NEF has as its goal the reconstruction of domestic capital to
a ratio of 30% Bumiputra, 40% non,—Btimiputr&- and 3_0% foreign investment by 1990.
This has become a basic guideline for equity ratios in foreign investments. However, the
government has ado'pted a c_ontsiderably flexible staﬁcc.in_fegu]aring equity ratios, taking
into consideratiol,l_._the 'export fa_tios, technical levels, and scale of investments. In
particular, it allows up to 100% foreigli ownership for companies with export ratios over
80%. _ _ o _ ,
Further, companies engaged in manufacturing activities in Malaysia are obliged to
obtain manufacturing licenses under the provisions of the 1975 Industrial Coordination
Act (ICA), but the government currently considers companies with shareholders’ capitals
‘of less than M$2.5 million and fewer than 75 permanent employees to be exempt from
~ this and allows them complete freedom from all restrictions, including equity ratios.

The year 1986 was an epoch-making one in terms of the foreign investment
policies of Malaysia. First, the Promotion of Investment Act of 1986 was enacted to take
the place of thc 1968 Investment Incentive Act, The main incentives for investments were

established by this law and the 1967 Income Tax Law.
| The 1986 Promotion of Investment Act has as its main objectives (1) creation of
emplojrment opportunities, (2) promotion of exports, (3) regional development, (4) active
use of domestic resources, and (5) development of technology and human resources. It
was basically the same as the 1968 Investment Incentive Act.

_ wacver the investment environment of Malaysia has been rapidly improved
mstltutlonally since 1986 with the relaxation of restrictions on foreign equity and
employment of forelgn natmnals expansmn of investment incentives, and speeding-up of
investment prowssulg

The attached table shows in brief the investment incentives of Malaysia for the
manufacturmg industries.
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The investment-incentive system is based on various tax abatéments. Companies
in Malaysia are assessed a 40% corporate tax and 5% development tax. In't}lg':'pas_t, there
was an additional excess p‘rbfits tax of 3%, but this was ab‘olishcd frorh the 1988 fiscal

The Malaysxan Industrlal Development Authomy (MIDA) is the central’
orgamzatlon for mvestmcnt proination. ‘MIDA is in charge of authorization of
manufactmmg licenses and examination of chglblhty for 1nccnt1ves and is therefore the
organization which investors first contact, - . '

MIDA has 9 local offices and 12 overseas offices. It holds seminars, supphes'

investmient related information, and engages in other promotional activities for forelgn
investment, Tt also acis as overall coordinator for the promotlon of domestic industrial
estates. o : _ _ _ _ e .
The State Economic DeVelop_men_tiCorpo'r’a_tioﬁé (SEDC) are engaged in'.aé_tual
developient and managetnent of industrial estates. - Activities are slightly differenit in each
state. Some states are working to 'p'romote indigenous “small- and medium-sized
industries and are participating in various projects. |
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S, State of Applicat'i'on of Industrial Promotion Policies in Selected Industries

(1) Questionnaire Survey

A questionnaire survey was run to obtain information of the state of appllcatmn of
the government's industrial promotion policies and the problems thereof(Sec ANNEX 5)
The number of questmnnalres sent out and the number recovcrcd are as shown below:

Industry No. sent out No. recovered ‘Recovefy 'rafe__ (%) 7 :
Moulds and dies 44 9 C 205

Auto parts 25 10 3 40 .

Chinaware 7 1 , 143 - -
Glassware 4 2 S50 :
1) Moulds and;]":)ies

The 9 companies which returned the questionnéiire were all typical SMIs in ﬁicw
of the number of employees and :c'apital Of thesc, 4 are exporting, but only one
company used the export credit reﬁnancmg (ECR) ' :

Most of the compamcs mentioned as problems 1mport dutles for raw rnatenals and
parts and shortages of skilled labor T N

Most of the compames exprcssed a dcsue for JOmt vcntures or techmcal ne—ups

2) Automotive Metal Parts

The 10 compame‘; Wthh returned the questlonnalre mcluded 5 Wthh were
established from 1976 to 1980 and 4 cstabhshed since 1981, 1€, were mostly new ones,
reflecting the proccss of developmcnt of thc MalaySIan automobile 1ndustty Eurther, 6 of
them had capitals of over M$2.5 million and 6 over 50 cmployees, 1.e., most were Iarge-
scale manufacturers.

7 of the companies were exportmg Of these, 3 companies were makmg usc of
export incentives such as the abatement of adjusted income; the ECR, and the IBA
(industrial buﬂdmg allowance) - ' e

7 of the compames were procurmg Taw matenals frorn overseas. Of _'thesc; 4
responded that the i import duties for the raw materials were too high. Other problems
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mentioned were the staghation of the domestic demand (7 c‘_ompanie_s), competition with
other companies in the ihdusti’y (5 companies), lack of experienc'e- in in-house training (4
,compames) and insufficient collateral for financing (3 companies).

. There were 3 companies desiring joint ventures and 4 desiring techmcal tie-ups.

3) Chinaware
-Response was received from only 1 company. That firm was not making use of
export incentives. It expressed a desire for joint ventures or technical tie-ups.

4) Glassware

There were few local companies to start with, but responses were received from
the 2 of the 4 companies to which questionnaires were sent. The 2 firms belonged to
_ large Qorpdrétions and one was a Japanese-affiliate. Both of the companies were making
-use of export incentives.
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(2)  Telephone Ihterviews

To investigate to what degree local compames were aware of the mcentwe systems
of the Malaysmn government telephone interviews were run in Malaysia i in the middle of
March 1988 covering auto parts “ compames), moulds and dies (3 compames)
glassware G compames), and ceramic ware. (3 companies), for a total of 18 companies.
(Sce ANNEX-6) _ o o

o “The export iricentives the compamcs respondcd they knew about were the
ECR (15 companies) and the double’ deductlorl ‘of export promotlon COsts (12 companics),
compeuanvely high rates. Actual use was being made of the drawback of customs duties
(6 companies) and the ECR (4 companies). This indicated that there were cornpames
which knew of the systems thcmselves, but were not- usmg them which is an entirely
different matter. el T e S

2y In fmancmg, the compamcs 1nd1cated that they knew of the Malaysmn.
Inidustrial Dcvelopment Finarice" ‘(MIDF) (18 companles) and the New Investmcnt Fund
(NIF) (17 companies) and the like, indicating considerable knowledge was prevalent
abont the same. On the other hand, only 5 companies, very few, indicated they knew of-
the Malaysian Export Credit Insurance Berhad. As to usage, 6 companics indicated they
were using the MIDF and 3 the NIF, also low _leVels. ‘No companies were using the
MECIB. | _ -

3) The institutional incentives known about were the invesiment tax
deductions (15 companies), the tax holidays (12 companies), and the accelerated
depreciation (12 companies), these thus being' relatively well known. However, only
about 4 to 6 firms were using each. '

iy As for govemment institutions, the compames knew the names of SIRIM
(18 companies), the State Economic Development Corporation (SEDC) (18 companies),
and the National Pl‘oducti{fity Centre (15 companies). 8 companies were using SIRIM, 7 .
SEDEC, and 6 MEXPO. | R

5) Regarding membership in industrial organizations, there were 14 firms
participating in the Federation of Malaysian Manufacturers. The companies cited the
acquisition of information as the reason for joining. In this respect, the FMM and other
related organizations are considered to be playing an important role as medla for

information dissemination,
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- 6. Mouilds and Dies -
(1) Production, Exports and Imports

- The production volume or value of moulds and dies in Malaysia has to be
estimated because there are no prodiiction statistics. The production of M$20 million in
11985 is estimated to have increased to M$40-50 million in 1987 owing to increased
demand arising from the economic recovery (estimated by firms surveyed). It is expected
that production will increase 30% annually in 1988 and 1989.
Malaysian exports in 1987 amounted to M$25.49 million, up 2.4 times from the
_previous year. The export countries are Smgapore (53%) Thailand (14%) India (7%)
and Japan (5%).
Malaysian’ 1mports in 1987 totaled M$105.68 mﬂhon up 31% from the previous
year. The main import countries are Japan (36%), Taiwan (13%), Singapore (12%),
Hong Kong (8%) the U.S. (6%) and West Germany (6%). ’

(2) Structure of Industry -

1" The Malaysian mould and die manufacturers are estirnated at a total of 60 firms.
Almost all firms are medium- and small-scale iridus-ﬁ'ies'having Iess than 20 employees,
- except for the large-scale foreign-affiliated firms centered in Penang.

Automebile and home electric appliance manufacturers make their own moulds
and dies through in-house production.
Y r_nbuld and die manufacturers, including one plastic injection moulder, were
surveyed by '_the first field survey, and 12 manufacturers and two moulders were
surveyed by the 2nd field survey.

The First Group: Ameﬁcaﬁ Affiliated Firms
1) Micro Machining Sdn. Bhd.
Afﬁhated coﬂapany’ 6f National Semiconductor Corp. of America
Paid-up Capital: MS$0.5 million

Number of Employees: - 1 87
Annual Sales: M$ 8.38 million
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Micro Machining is the biggest mould and die manufacturer in Southeast
Asia., With first class machine tools such as Wire Cut EDM, EDM, and CNC
machining centres, the firm can make moulds.and dies to micron accuracy.

The firm is operated by Malaysmn staff excluswely In 16 years, some staff
have. cstabhshcd their own parts factories with their acquired technology, and
they supply parts to the firm, Technical transfers _al'é thus conducted.

2) Mattel Tools Sdn. Bhd,,
Affiliated company of Méttel Inc,.of America (’I‘oy_fum) )

Paid-up Capital: M$ 1 million
- Number of Employees: 106 .
. Annual Sales; M$ 4 million .-

Mattel Tools is also equippéd with first class machines, but they are slightly

Jess precise than Micro Machining. The firm is well managed through use of

production manuals, on-the-job trainirig, and an American-style pay scale system.’

The firm is also operated by Malaysian staff exclusively, and is exporting

“all products to Mattel in the Free Trade Zone: (FTZ), Mexico, and Italy. ‘Mattel

Inc. has closed its factories in Taiwan and the Phlhppmes and is planning-to.
integrate facilities in the Penang factory. -

Both firms in the first group have good technology levels and systms to
educate and train their workers even if they. do not have foreign engmeers They
are superior to-other firms in these respecis. These_types of firms and their '
technology transfers are greatly appreciated by the Malaysian Government. -+

The Second Group: Japanese and Malaysian Joint-Venture Firms
1 Matsushita Electric (Malaysia) Sdn. Bhd. (MELCOM) :

The firm makes moulds and dies in i_t$ tooling department. -

Number of Employees: 40
Annual Sales: M$1.4 million (selling 40% out51de)
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MELCOM makes refrigerators, electric fans, irons and rice cookers. The

* firm makes mioulds and dies through in-hounse production. It has started to sell

these products outside of the firm, such as related firms in Malaysia and

' Singapore,fsiﬁce'January 1987 to fully utilize its facilities, It uses local moulds

and dies as much as possible. It dispatches engineers to give technical guidance
to local firms to improve quality.

'2) ‘Topla Bngineering (Malaysia) Sdn. Bhd.

The firm makes .c‘nily plastic moulds and dies at its factory in Ipoh city,
200km north of Kuala Lumpur. '

Paid-up Capital: M$1.4 million
Number of Employees: 22
Annual Sales: M$1 million

The firm plans to make moulds and dies for engineering plastic in the
future, Its annual sales in 1989 are expected to be M$1.5 million. It supplies
products to home electric appliance firms such as Sharp, Sony, Mattel, and local
firms, It trains workers through on-thé¥job training especially for skilled
workers. _

These two Japanese joint-venture fi_fmé: can meet the requirements of
Japanese users who have metal working technology precise to the order of

- microns, They have a firm management policy to pursue localization by
transferring technology and fostering local staff. They are good examples of
future joint ventures and technical tie-ups,

“The ‘Third Group : Local Medium-Sized Firms
There af_e 4 or 5 firms that cxpdrt moulds and dies overseas or provide
- them to exporting firms in Malaysia. The best firm is Eng Hardware
" Engineering Sdn, Bhd. in Penang industrial estate.
" Paid-up Capital: M$1.6 million’

*'Number of Employees: 115 -
Annual Sales: M$4.3 million
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The firm makes high precision moulds and dies with machines such as the

wire cut EDM, EDM and CNC fnaéhini‘ng‘. centres, Tt supplies its products
mainly to semi-conductor. firms in the Penang Free Trade Zone (FTZ). The |
owner of the firm gives technical advice to worke_rsﬁ_ilj the shop to foster skilled
workers, ' . _
As the chairman of the Peng Statc Foundry and Engmeenng Indusmes _
Association, the owner tries to encourage skilled workers and plans to establish
a training centre named the Tooling Centre with the cooperation-of the Penang
Developiment Corporation. '

The Fourth Group: Small-Sized Firms with Less than 20 Employees -

The remaining 50 firms are smaller fa__cté_ries m the town. Some firms
shifted to industrial estates away from the town and owing to brisk demand
installed new machines such as the wire cut EDM_a_nd EDM. But, most firms
have no skilled workers to operate them. Many firms still use older machines
since they have no collateral to obtain bank loans.

(3) Overseas Market Trends

Production of Moulds and Dies in Maj I‘Nl i

Accordmg to-a presentation by offlclals in the Internauonal Spe(:lal Tooling
Association (ISTA), the total value of production from the 15 _mcmbc_r nations totalled
about ¥2,000 billion. | | el

Ranked by country, the Umted States was 1st wnh a producuon value of
¥940,814 million and occupying 47% of total producnon value. - Japan was 2nd, with an
output of ¥375,498 million, which was 18.9% of total producnon value, . 3rd was West
Germany with ¥208,517 million, ‘which was a 10.5% of the total. Next in order were Italy
and France. The production values of these five countries were 84, 4% of the total value.

Ranked by :tem, the moulds and. dles for metal workmg had the greatest
production valued. Next in order was the moulds and dies for, plastlc and rubber
forming followed by jig flxtures, standard toolmgs and dxe cast moulds

ISTA members as of 1986 are the United States Japan West Germany, Italy,
France, Great Britain, Spain, Switzerland, Holl_a_nd_,__ (__Z_anada, Belgium, Finland,
Portugal, Sweden, and Denmark., |
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The total export value for the ISTA member nations in 1986 was ¥383 billion.

Ranking each country by the value of its exports, Japan was 1st at ¥109,800
million' which ‘was an increase of 70.1%, over its 1983 Ievél' 2nd was West Germany at
¥68,800 mllhon, a decrease of 3.3% from 1983; next was the United States at ¥40,600
million, a decrease of 8.3%, from 1983.

11d and Die Industry in Asian NIE
The mbul'd and die industry in Asian NIES made remarkable growth in recent years.

' Exports of. Kgrgan mgylds an d g ies increased sharply to US$39.6 million in
1987, an increase of 160% from thc prc\nous year. - _ o
' Along with the chan ges which were made to the indusirial structure in the 1970s
and the growth of export—or_lc_nt_cd industries the number of companies involved in the
industry increased to about 350. ‘From the period of rapid growth in the 1970s and then
overcoming the slump in the first half of 1980, the number of mould and die
| manufacturgrs increased further to 800 companies. -

By the_-period of i‘apid economic growth experienced in the latter half of 1985
_the number'of,companies' in the industfy_ had reached 1,200.

As for the scale of companies specializing in mould and die manufacture, there
are.many which are small and 82% of the companies have a work force of less than 20.
workers: By it'em',-. exports of the moulds and dies for plastic and rubber forming

~increased 46.8% from the previous yéar. The main export country is Japan.
~ Korean-made moulds and dies are generally poorer in quality than Japanese-
made proddcts’. It is said that processing precision is up to 10% of that in Japan, and
- the durability. of Korean-made moulds and dies is only half of that of Japanese-made
-products. Korean-made moulds and dies are also of a lower level than Japanese
products in regard to appearance and surface treatment. |
In June 1987 the":go_vernment announced a greater assistance plan in relation
10 taxation and finance to raise the level of 7 t_echni_cal areas to the standard of advanced
countries;b'y__ 1991. The areas which have been selected are: casting, forging, plating,
- heat freatment, surface welding, surface treattne_nt,_ and staining.

Acco:ding to the plan for basic production technology training which has
been formulated by the Industry Promotion Agency, the following are to be done:
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-(a) System of grading-fat;tdfics L
(b) Assistance to selected cofnpanies —
(c) Creation of specialized industrial estates
(d) Taxation and financial ‘assistance
(e) Traihing tebh’r_aidiéns and skilled workers . :
(f) Technological development
(g) Assistance with iﬁspection equipment. .

" The value of mould and-die p’rodﬁ’cti'oﬁ in Taiwan incré:ised sharply :frofh
NT$5 0 billion in 1981 to NT$15 0 bllllon in 1986, thus shOng 300% growth during
the ‘intérvening- 5 year perlod The reason for this-is the marked growth of the
electronics industry whlch has been responsible for the accompanymg growth of the
mould and die industry, one of its supporilng indusiries. '

The trade of Taiwanese moulds and dies has grown remarkably over the past
several years In particular, there has been a rapid increase in exports, and exports to
the American and the Japanese ‘markets have increased. In 1987 (January—()ctobcr)
exporis to these two markets accounted for 40% of total expotts. o

The Taiwan mould and die 1ndust_1y got off to a late start, as, although before
1951 some manufacturers made moulds’ and dies as well asbther products, exélusiire
mould and die manufacturers dld not appear until after 1964. It is esnmated that as of -
1987 there were some 2,000 mould and die manufacturers. There are 525 companies.
which specialize in the manufacture of molds’ and dles Of this number, 200 are
capitalized at less than NT$5() 000 of which, 5% or only 26 companies are capltallzed
at over NT$10 mﬂlion S o S

Although the mould and die industry in Hong Kon g largely depends on domestic
demand, exports have been increasing. Mould and die exports from Hong Kong rose
46% in 1986 to 'HK$469 million, The value of mould and die prb_dﬂction for domestic
use was worth HK$500 million in 1981; and this increased at an annual fate of 24.6. %
so that in 1986 it was worth HK$1.5 billion, '

There are 1,000 manufacturers which spectahze in the productxon of moulds and
dies. As plastic manufacturers have their own mould and die plants the total number of

mould and die factories i is in excess of 2 ,000. Compamcs which employ fewer than 10 - '

workers make up 70%, and those with more than 50 emp]oyee.s compnse 20% of the
companies in the industry. : - L -
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In the past manufacturers of moulds and dies in Hong Kong have tended to be
consecutive in respect to the 1ntr0duct10n of new technology. Since the early 1980s,
- however, a change in attitude has been seen and they have gradually begun to iniroduce
advanced technology

Singapore. exports were worth S$44 65 mllhon in 1984. They increased by 37.0%
in 1985. They, mereased slightly.in 1986 and 1987 10 $$62.71 and §$62.94 respeeuvely

Exporte of dies for machine tools were mainly exported to Thailand; Japan,
MaIays1a and the: Umted States. Moulds used in metal casting manufacture excludmg:
casting mou‘xds, were exported V) Malaysn, Japan, Hong Kong, India, Thailand and the:
United States. . TN ST P ! -

- Qtis estlmated that there are, between 400 and 500 mould and dle manufacturers
Although the types of maehmely and equipment used by the manufacturers-are-on a:
fairly good level - experience:in. relation to the design and manufacture of moulds for
metal foundries, and technical levels vary from firm to firm.

Y . The. government and. the- Economic Development Board attaches much
" importance to the mould and die industry and has been providing assistance to factories
through basic technieal traiuih'g.

Although the mould and die 1ndustr1es ‘have developed eonmderably as
suppertmg mdu.smes in EE& they comprlse mamly small scale firms. They are still
inferior in respect to expenence technology and facilities for producing moulds and
dies compared to'the advanced countries in the world, They also lack related techmcali
information and information sources, S : L

Each government has introduced an industrial promotion policy by itself to
foster skilled workers and give incentives on fmanomg and taxation to indusiries,

' especmlly to the mould and dieindustry.
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(4) Cost Analysis -

Monthly Base Salary S
oo e (umit MSY
Junior high'school graduates - . 250- 3000 - NAIC

Technical high school graduates 7300 400 = * 2,200-2,500° 7 -
University gradustes, designers -~ 500- - 800 2/700-3,000
- Workers with 1-5 years experience | - 500- 700 3,500— 4,0(}0
Des1gners with-3-10 years expenence 7_-*_;”900-' 1,500 - 4,500- 50000
Factory managers of foremen with R SR
over 10 yeats experience © -~ i L F1,5000 2,800 6,000-8,0()(} R

The estimated average monthly salaries could 'abtﬁaliy be froin 1.3 to 1.6 ﬁ_mes -
the monthly base salaries mentioned for each type of empIOyee shown above. &

Companson of Hourly Charge of Major Machme Tools
S e (uth$)
Multipurpose machine tools . = :-'1(}—20!11 80 90/h _

CNC wire cutting EDM o ‘40-_45,, S . S
CNC machiﬁing_center. O :40:50"""": S e m120 o

Thc wmpanson mmply shows that the Malaysxan costis con31derably cheap, at‘ '
less than half of the Japanesc cost. But these figures do not have much 1mportance' _
because of the difference in the types of machining eqmpment between Japanese and.

Malaysian manufacturers. Many Malaysum manufacturcrs use machlnc tools 1mportad o

from Taiwan.
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- Sales Value Per Man = oo o0+ AU
D - (ukit: M$)

| . Sales value i 1987
A Co. 20 persons _ 1 million
B" ¢ " o 045 "
c* 9 " 025
Dt 10 " 015 "
Eoni 33 vl 0.80 "
F" 30 " . 120 "
G

,ll)\.‘._ 17 i St ’ 1 u

Based' oni the field survey, the average annual sales value of selected Malaysian
compames of each group in 1987 is shown above. Figures vary accordmg to each
_ company ~The: averagc annual sales value for.the firms with an average 182 employees
-reaches: M$690 GOU Thus the: total average annual ‘sales value per employee is
assumed o be M$38 000 (¥ 1.9 mlIlan) in Malaysia.

In comparison, the average annual sales value per employee in selected J apanese
compa.n;es is said to be from about M$240,000 (¥12 million) to M$400,000 {¥20 million)
and the break-even point is about M$200,000. (¥10 miltion) per armum. ‘And it is said

" that, if the processing value (sales value minus cost of materials, subcontracted orders,
and consumables) is under ¥6 million per pefson per annuin, the operation of the fifm is
assumed 10 be under the break-even point. In this comparison, the sales value ratio of
Malaysian companies is about one-fifth that of Japanese companies.

Comparison of Cost Composition ~

Item St Malaysia © Japan

‘Material - AR PR 15-25% 15-25%
Personnel - 20-55 45-50
--Adnnmstratxon&desxgn Lo T 10425 (estimate) - 0 15-20
‘-_Depreczatmn s e 530 C 10200

CProfits. o e e S 510-20 (estimate) - - 8-10
' B_a'sc_d_'on' the_ results of the field interview survey, the structure of costs in Malaysia per

“one unit of mould was investigated and compared with that in Japan. Sales value is
- assumed as 100%. '
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~ Not much difference can been seen in the composmoﬁ of :costs in. both .
countries, Flowever, the deprccmnon cost of the machmcs on a compa.ny bas:s dxffers
largely in Malaysia according to whether or not: the company possesscs lngh quahty
machine tools. = : : -

Materiat Costs IR
o S _ _ © o (units M$)
ASSAB 760 (Equiv: JIS S50C) - 46 - S55kg 50+ 10%
ASSAB 718(PD555) . 88 - 108kg - 260 + 10%
ASSAB XW-41 (SKD11) 155 - 183kg 120 + 10%

.ASSAB STABAX (SUSS3B) ~..1335 164/kg - _ 300 + 10%.. '
In Japan the pricc of ASSAB matci'iais is 15% higher than }apane’se xnaterialé

Howcver the materials of SS0C or. SKDIL which are popular in }apan a:e relatlvely '

cheap in thc Japanese markct : : _ - :

‘mwmwmm

Companson of Producnon Costs of Moulds :
(umt M$)

, o o ".-‘»"‘Srd Japanese S
Lens caps, 58mm diam 22,800 -16,800 - . :-36000: RN 063*0 46
Léns caps, 67mm diam - 25,600 19,800 -38,000': - {).674) 52_.7
Lens caps, 77mm diam 29,200 - 18,000 40,000 0,7_3-0;45;_%;7'

Knobs 20000 . 16000 35000: 0.57-046%
There is an average —pﬁcc difference of 65% in the_an_gtolip and 47%1n the 3rd
group compared to the prices of Japanese manufacturers. Bﬁcausé these are the-quoted

prices before price negotiation, actual prices might be lower than this in both countries
but the estimated price differences would not be so large in actual prices.
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(5) Current Problems

The maJor problem is the fact that most firms do not make full use of their
present eqmpment and facilities. Even ‘old machines are able to operate at capacity as
long as they dre properly mamtamed wh11e even modern and efficient machines will
not ploduce high'; prec151on moulds and dxes and ‘even may have shortened llfe spans, if
they are notused in a proper manner.

Whlle these are the problems which managers ‘should resolve, the shoriage of
skilled workers is the major bottleneck in this regard '

It is the government's pohcy o mcrease domesnc producuon of moulds and
dies, which depend largely on lmports at present For the producnon of these precision
moulds and dies, pmmaly 1mpoxtance should be placed on the creation of skilled
WOI‘kClS including des1gners and this will also i 1mprove the general technical levels.

The problems which the mould and die 111dustry in Malaysia faces are
summarized in the order of theiri nnportance as follows.

1) Lack of Skilled Workers

‘Al firms suffer from a lack of skilled workers. However, since moulds and
_dles are produced each in ad-hoc order basxs, it takes a long time for workers to
-_accumulate experlence As a matter of fact it is said that even Japanese workers
o need 10 years to become skllled workers. Much more acute is a lack of the
' absolute number of skllled workers in Malaysia, partly because of the
' cons1derably shorter h1story of the mould and die industry in the country
No matter how considerable of an 1mprovement the most up- -to-date
equ1pment may achleve on producnon efficiency, the final pohshmg processes
such as scrapmg, as well as assembly and adjustment, will require skilled work
by hand This manual work determines the ultimate quality of the finished 7
1 product So the most urgcnt task is cons1dered to create a suff1c1ent number of
skilled workers.
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2) Lack of Designers

The ma]orlty of flrrns produce moulds and dres w1thout any des1gn
drawings. Asa result, the de31gner s mstructrons are not conveyed thoroughly to
the workers and this consequently causes a lack of stabrhty m the quahty of the .
finished product

In order to deal properly with the productlon of moulds and dres, wrth
demand growing in the coming years, it wrll be necessary to achleve greater
accumulation of know-how than ever before. e ' :

Hence, itis 1nd1spensable to accumulate know-how and to develop new and
advanced productrort methods through the utlhzatlon of drawmgs _ _

Furthermore, since the desrgnmg work calls for overall knowledge of Such
items as the mould and die productxon process products and processmg accuracy,
it takes even more time to foster desrgners than to train operators The training of
designers is of greater rmportance than the training of skilled mechanics,

)| Low'Level of General Techniques

There are many ﬁrms whlch fall tc observe even the basic prrnmples of
metal processing such as-an. mcorrect order of processmg steps for hexahedrons
and 2 failure to perform pohshmg for lappmg alternately m the honzontal and
vertical dnectlons T hey use machlne tools in excess of the processmg capacuy,
or fail o use workmg oil for metal cuttmg, or neglect mamtenance and
ingpection on machmes rneasunng mstrurnents, aud tools :

Although 1hese are also problerns whrch managers of the fn‘ms should
resolve, such cperanng condmons wrll make it very dlfficult to nieet orders
placed by the domestrc export mdustry and overseas users “for moulds and dies
which is estimated to gro_w hereafter. This is the reason tlt_at the rmprovement of
the general technical levels is more important than the tra_i_ning'o_f'_skilled"'-
workers.

4) Lack of Cost Consciousness
Among the small scale firms, there are some cases in which they

manufacture moulds and dies only with given drawings, or-in which they use
machines in a poor maintenance condition without conducting any accuracy
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inspections resulting in repeated derhands by the users for rectifying the
products; such reworking eventually causes an increase of'c_osts.

Also, many managers are. SuSpectéd of having no cost-consciousness in
view of the fact that they fail to shorten the processing time because of their lack
of knowledge about a new atiachment to the machine or do anythmg when it
continues to produce a largc number of mfenor products

5) Outdated Business Management

Most of these enterprises are business entities operated under outdated
management, without employing any cost accounting or modemn accounting
systems. '

6) Outdated Machines and Facilities

- Since many of the firms are medium- or small-sized which have difficulty
- in obtaining loans from banks becaunse of thelr lack of collateral, many of them
use outdated machmes ThlS together. with their low technical level accounts
for their production of moulds and dies that show an extreme lack of accuracy in
each case.

7y Insufficient Maintenance

There are fnahy cases in which relatively new _miilin g machines and
grinding machines are used but they suffer serious damage resulting in a reduced
 life span just because the work load is in excess of the machine's capacity.

8) Insufficient Incentives

For 'thl_e production of précisio'n moulds and dies for electronic and electrical
component parts, apart from those to be used for the production of sundry goods
. for daily use it is necessary to rcplace the emstmg machines w1th new and
efficient rnajc_h_mes However, prefcrcntla.l fmancmg plans for that purpose is

insufficient.
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9) Lack of Techn'ical Infonﬁeﬁen .

Many enterprlses lack knowledge of shght contrlvances, such ‘as @ new
centering accessory attached toa machine tool, or 4 vacuum' ‘apparatus mounted
on a plastic mould to avoid bummg by hlgh pressure. Ev1dent1y, this mdlcates a
lack of technical information. _ o '

It is thought that thls is-attributable pﬁtﬁa‘riiy'tdthe scatcity of the chances to
exchange information with overseas mould and die mdu';tnes or to mspect the
‘overseas market by direct v1su but ordmary levels of overseas technical
information and market information are also Tacking. o

10) Insufficient Business Tie-ups with Fcireign Firms

- For the production of prec‘.lsmn moulds and dies, for whlch demand is
mcreasmg, it is most expedlent to form a tie-up wnh a foreign firm. However,
for the promotlon of joint-ventures and technical tie- -ups with forelgn firms, the
1ndustry 1tse1f is lackmg in actwe “efforts, and the act1v1t1es by public

' orgamzanons are also insufficient. ' ' '

(6) The following measures are conceived as means for co?ihg ‘with the various
problems summarized i in the precedmg section. The problems are presented here in the
order of thelr respecuve prlonty in deahng w1th them

1) Train Skilled Workers ad 'Desig'riers_ .

- For the moment, it is necessary to provide private-sector firms with itinerant
on-the-job training and technical training by techmcal experts who go from plant -
to plant on an on- gomg basis. Yet, it also will be 1mportant to formulate such
training plans on amed:um and long term basis. o

In v1ew of the urgency and efﬁmency of such programs, it will be thie first
pnonty to plan for the utilization of such ex1st1ng orgamzatlons for tésearch,
development, and training, such as SIRIM, and such vocatlonal trammg instittitions
as ITL. In consideration of the current state-of affairs, efforts should be made to
improve these machine and equipment facxhues and also to. expand and strengthen
programs for training skilled workers and desi gners
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Along with these steps, it is desired that programs be developed in such a
way as to be suitable for trammg, and that the’ government expands the mcentlve |
systems avallable towards this goal since’ dispatchmg tramees to the tmlnmg
institutions is a heavy burden on many firms, '

" Furthermore, it will become necessary 10 develop programs also in consuieratlon
of the necessny to 1ntrodnce CAD and CAM systems in the near future '

2 Expand Technical'EduCation

It is ‘a very serious matter for the ‘mould and die industry, which requmes |
high precision production, that workers have not acquired even basic cuttmg
. techniques, or have not learned how to use tools measumng 1nstruments, and

machines properly _ ' '

' The measures that should be taken at this moment are on- the-job training
(OJT), itinerant techmcal gmdancc and techmcal trammg Morc fundamentally,
however these basic. techmques are matters to be taught in basic educational |
msutut:ons, such as polytechmcs (techmcal colleges) prior to the employment of
workers by firms. In the cases of Taiwan and Korea it can be said that the
development of the mould and die mdustry has been reallzed by the expansion
and repletlon of bas1c technical educauon ‘thlough the estabhshment of
polytechmc schools for spec1ahzmg in ‘moulds and dies and the estabhs‘lment of
mould and die departments in colleges and umvers1t1es For the present, it is
necessary to- achleve the repletlon of machmes and facilities at polytechnics and
to develop curriculum’ spec1fically addressed to moulds and dies. For the future,
the estabhshment of a metal mould course or a metal mould department in such
schools should additionally be considered.

- Moreover, the metal mould industry in Penang is currently planning a more
practical plan to establish an on- -the-job training center in government-private
sector cooperauon through the cooperation of the state government, The plan
should be camed out in such a way that it matenahzes at an early time.

3)  Strengthen Guidance on Management
':Thé'éuc‘cessful solution of technical problems concerning the management

of a factory owes largely to the managers capablhtles Moreover, since it is
1ndlspensab1e to prov1de on the—;ob tra1n1ng W1th1n a flrm 1t is an urgent task to

131



prepare work manuals (ineiud_ing visual materials), tof introduce qugt_lity-'oontrol
(QC) V_teph_hiques_, and to Str_engthe_u such Business ad'ministl‘ution'techntt1ues as
cost eccounting and S0 on, aloug With thorough-goin g workshop guidance. to be
offered by outside technical experts.. Also, it is 1mportant to make the
managers understand that the des1gnmg of moulds and dlBS in antxcxpatton of
the customers' _future needs will lead to an_ expansion of_markets, including
overseas markets, in the coming years. Thus,;it:is '_nec:essary to promote
training programs for managers and exchauges with overscas organizations
through such institutions as the NPC (Natmnal Productivity Center) and
1ndustr1a1 cu'cles ‘

4) Intprotre Mould alld:D}e Factories

Whlie firms of mechum standmg, whtch en_]oy bnsk demand mn'oduce up-
to- date and highly efﬁment ma.chmes and fao1ht1es owmg to thetr fund~rd1smg
capablhues, smaller enterpnses keep usmg old rnachmes and facﬂltles because of
their poor fund—procumng capab111t1es and, consequently, the result is a lack of |
accuracy in the moulds and dlCS whtch they manufacture For the purpose. of ¥
producmg prec:151on moulds and dles whlch are. expected to enjoy mcreasmg..
demand in the years ahead 1t is mdtspensable o renew outdated machmes, and .
addtuonally 1t is essentlal to mtroduce modern and eff1cxent equlpment in order to
deal properly with the lack of sktlled workers In view- of these requtstte'_ .
condmons itis suggested that attempts be made at mtroducmg such systems asa
special ﬁnancmg system, atalow interest rate, and a model fact01y recognition
system, like the recogmzed JIS factory system, established in _Jap_an.

3) Strengthen,Activities'bynl_ndustrial Orgau‘i:Za_ti_ons

For attammg a hlgher teclmtcal level of the mdustry as a whole aud
improving the quality of the products, the mdustrys own efforts will bea
prerequisite. Consistent information exchang_es-thh__the mould and die llu_d_ustnal
groups in foreign'countries will not 'only"lead to impr'oving technology -directly, '
but also result in business tie-ups. w1th foreign fnms servmg as a key factor for
speedily promoting technologlcal transfers. e Lo

_ Efforts should be dtrected towards acttvatmg the mdusmal orgamzatton‘ -

act1v1ttes in order to increase management capabihtles through mutual exchangc -
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of opinions among'managers, training, and to expand the. activities of-the.. -~ .

industrial organizations for the collection of technical information. In addition, a
government subsidy system for these programs is also requested..

6) Promote Tie-Ups with Foreign Firms

For the production of precision moulds and dies, joint-ventures and technical
tie-ups with- fdrcign enterpﬁseé are the most readily available and. effective. .
measures. However, in order to encourage such tie-ups, it is necessary to provide
- adequately prepared information on. investments in the mould and die firms in
Malaysia as desired by the potential investors of foreign countries. In addition

to the efforts by industrial organizations, it will become necessary to collect -

“investment information on such items as a list of interested firms and the latest
information on:industrial estates in various districts, to store such information in
-MIDA, and to provide it for the user's convenience. -
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93] Automobile Industry

1 Number of assemblers - SRR P DT R
12 plants mcludmg PROTON, of which, 10 are in operatxon

2) Production units:

‘Passenger cars ~————————-33,685 (1987) -~ {
- Commercial vehicles ———2 15,305 (1987) -+ -+ -
5 Industy outine
‘a) “The production of ‘passengér cars and commer(:lal vehicles hassharply .

b)

decreased since production’ reached its 'pe’ak'p&iﬁté of “'arbﬁﬂd‘ 100,000
passenger cars in 1983, and 42, ()00 commerc:al vehicles in 1985,
The accomphshmcnt rate for IMP's. targcts was 27.1% in 1987 for passenger

cars and 38. 6% for commermal vehlcles It is sald that conﬁdence in the

prOJectxons of IMP is decrcasmg _

In 1987, the production achlevemcnt for the natlonal car, the PROTON Saga,
which was launched in September 1985, was 24, 000 umts and its share of
total passengcr car producuon was 72%. “There was a great gap ‘between

~ PROTON and Nissan, the second largest assembler, whxch had an annual

d)

4) Policy

a)

b)

c).

productlon of 3, 500 units. _ .
The forecast for passenger car producnon in 1988 ‘was rcv1sed upward from
the 35,000-40,000 units ongmally expected to 50,000-60,000 units.

Developmcnt of related industries through PROTON as the core of the the
automobllc industry is bemg a:med at. B

As an mcentlve aimed at PROTON CKD (Completed Knocked Down) _
shipments for PROTON are exempted from i import duties, The government |
assumes PROTON is an automobile manufacturer, while others are CKD
assemblers. _ o _ SR

In 1987, the rnanufactu_re of body _stamping pa’r"té-,’ 'er_igin_es, transnﬁésions,
etc., was approved for Tan Chong Motdr_Assehiincé Sdn.Bhd, .
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(2) Automotive Metal Parts Industry

1) Number of manufacturers
135 approved manufacturers (end of Au gust 1987), of which,
57 aré in operation. - : S

2) Productioni’
M$92 550 000 ( 1985)

3) Productloz'i items:
(Refer to page II- 41)
1. There is no clear-cut definition of "metal parts.” In this survey, therefore,
", the followmg guldelmes were employed.
2. Parts which uise a substantial quantity of metal (e.g., finished seats) will be
included in the survey. |
3. Electrical equipment (e.g., generators) will not be included.

(3) Localization of Antomotive Parts =+ -
1.):Basid.po'1:ic‘jr’ RIS
a) Under the Mandatory Deletion Program (MDP), if parts can be produced
“domestically, then domestic automakers must purchase domestically produced
parts for 80% of their vehicles. '

b) A list of localization items for the national car's parts were already published in
June, 1985.

'2) PROTON
a) _Presentiy, PROTON has its own expansion plan for procurement of local
parts, '

b) The local content ratio at PROTON is said to be 42%. However, detailed data
~ is not yet available. '
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(4) Imports and Exports of Automotive Parts

1) Imports (unit: M$ million) =~

CKD {commercial

- vehicles) - 166

CKD (other) © | 199

‘Parts accessories 169

TOTAL - 1,065

2) Expoits (unit: M$:million) .+ .. -

3) Conuncnts

Naturally enoﬁgh, imports exceed 'ex:p'orts i_n_:t_hé-_.balanca.of:c}gterx}al trade of
automotive parts. Exports remain at a levél ranging from 0.72%_ 10 2.55% of imports
(including CKD parts). Autorotive parts accounted for only 0.035% of Malaysia's total

CKD {passenger cars) 531 B

104
128 [IREET

149

633

16"

exports in 1987, Trade statistics for metal parts alone are not available,

03 oo
- 91 i

BV R
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List of Automotive Metal Parts in Production (Estimated) .

Engine Parts

Transmission &
Steering Parts

Suspension & Brake Parts

Body Parts

Other Parts

Air Filter
Cvlinder Liner
Fuel Tubing
Piston '

Clutch Tubing
Clutch Cover

- Shackle Assy

Shackle Bolt

" Tie Rod
" Wheet

Wheel Stud
Wheel Nut
Wheel Cover’

Air Receiver Tank
Ball Joint

Brake Disc

Coil Spring
Spring Pin

Shock Absorber

- Bodies-Truck

Bodies-Bus
Bus Seat
Bracket
Centre-Bolt

Door _Washe,r' _ .
Exhaust-clamp U-bolt

Grease Nipple
High Tensile Nut
Muffler Hanger
Seat Complete

Safety Belt Metal-parts

Spring Washer
Sun Visor (Metal)

Electronic Horn

Serew Jack

Air .Fil'_t'er Housing
Fuel Filter

~ Oil Filter

Radiator

Clutch Disc
Rack & Pinion
Shackle Pin
Steering Linkage
Tie Rod End

- Wheel Rim

Wheel Belt
Wheel Weight Balance

Air Receiver Housing
Brake Tubing

Brake Shoe

1.caf Spring

" Spring Bush

Suspensien Shock Absorber

Bodies-Pick Up
Bodies-Van

Battery Holder
Body-Side Moulding
Cross-member
Exhaust Pipe

Fuel Tank

High Tensile Bolt
Muffler

Metal Bush

Spare Whee! Clamp
Steel Washer

U-bolt

Bodies Passenger Car {only
for proton)

Spark Plug

Note: The Hist is based on MIDA'’s report; "Directory of Approved Auto Component
Manufacturers", (Aug. 31, 1987). Efforts were made to confirm whether listed items are

actually being produced.
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(5) Major Problem Areas
1) Backward px;oduction, engineering and manufacturing technology

a) Production en gmecrmg _ L

Malaysian firms w]nch are either estabhshed as joint ventures or have techmcal tle—
ups with forexgn fn‘ms have introduced complete productlon engineering flom then* :
foreign partners, For_ this reason, what they require is practical guidance on operations.
- The consequence of this is that some local firms cannot deal with design changes on parts
as a result of automobile design changes without asssistance from their foreign paitnérs
In the case of local flrms which are not tied up with foreign f1rms the level of thclr
production technology is even lower. ' '

b) Manufacturmg technology _

Because manufactunng technology in the area of hot forging, fine precmon
machmm_g and various kinds of tests has not yet been introduced, parts requiring such
manufactoring technology are not being produced. In the area of processing té_ch_nology,
products requiring mechanical drawings to make c‘up—_shap'cd products' or _dn’lls still show
problems in terms of @ality and precision, Gencfaliy 'speaking, the technical Iévelé of
local firms are qulte low. “In the area of die castmg technology, materials for body :
stamping dies are at the stage of trial productlon ‘Although production of hubs for 2-
wheeled vehicles or bicycles has already started based on injection technology, the
technology has not been introduced in the production of automobiles from the point of
view of the scale economies. While the cold fofging method is being applied by use of 5-
stage forming machines, dies for these maChiné_s are. d_epén_dent on imports. This forging
method is still not appliod to production of complex shaped parts.

2) Weak price competitiveness of parts

a) The following points shall be mentioned as characteristics of the unit prices of
domestically produced parts for use as original equipment as compared with imported
paris. '

» Parts using metals are generally more expensive than those usmg non- metalr

materials. Rt

« Metal parts whlch are unit pans produced with mass productlon equlpment are.

more expensive qmong metal parts. _

»  Metal parts which require large-sized and expensive dies to produce are more

expensive,
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~+ Metal parts which require a series of mtegrated productlon facilities for

' assembly are generﬂlly more expenswe s '

. ”Genelally, qu'ihty Ievels are not so serious’ p1ob1cm compared with prlce
 evels. - Co ' ' '
Spec:ﬁe examples of metal paris ‘for which prices are ‘higher ‘than imports are:

Fuel tanks (401- 526%) brake pipes (194%), radiators (129- 134%), shock absorbers
(117- 161%), coil springs (112%), exhaust systems (74-94%), mufflers (71-83%),
carpets (80%), seat pads (52-55%).

b The main causes of the expensive pzoducnon costs which most of the managers
stressed were the’ h1gh costs of raw materials, small lot production in terms of facility
utilization and higher purchasmg costs of plOdHC[l()n facilities. Also, in the case of
moulds and dies, hlgh cost and small lot producnon are the main factors for expénsive
purchasing - pnces - C '

c) In the case of firms which are not afﬁlidted with foreign firins, some waste was
observed in the way of production management. o '

3) Small production volume

“a) In order to promote healthy . and fan‘ compeutmn in the auto part industry, the
‘\Aalaysmn govemment takes a policy of giving ptoduction licenses to a limited number of
mulnple parts manufacturers for a pamcular item. The problem herewith is the fact that
automobile productmn volume is very small. In 1987, passenger production was only
24,182 units for PROTON 3,429 for Nissan, 1,557 for Honda, and 1,383 for Toyota.
- Furthermore, ‘many same type of components are being produced under different
specifications by models. Thus, productlon volume becomes exiremely low in the case of
parts for which REM is very small. '

. b) When a manufacturer begins production of new itéms, many tools such as
moulds and dxe_s are necessary, As for productlon machines, existing machinery is
sufficiént, bt additional new tools miust be purchased. The tooling cost becotnes very
high in terﬁiébf prod'i.iiion volume. ‘As a matter of fact, it is very difficult to begin
productlon of new 1tems flom the cost aspect Furthermore some managers say it is at
present 1mposs1b1e to study the posmbihty of investment aimed at automation to improve
eff1c1ency Although auto productxon volume is expected to increase in the wake of the
'_ recovery of the domesnc market, such constraints are expected to continue if parts
_ 'manufacturers only eye the domestlc market, ©
) In the case of flrms aff” liated with’ forelgn firms via joint ‘ventures or technical
agreements, the relatlonsh1p betwéen their partiers (parts makers) and automakers in
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forergn countries will have some effect on the1r supply of parts for the models being
produced by Malaysian automakers Especrally, constramt appears in the case of the
supply of parts to non-affiliated assemblers as original equipment, Some Malaysmn parts
makers are affiliated with automobtle assembly firms through their parent compames

(6) Automotive Parts_ Industries in Third =_C‘ountrit:as_

- During the rapid motorrzatton that occurred in J_ap,a_ startmg in the mrd-lQSOs,
automakers offered intensive assrstance o patts subcontractors and developed verttcally- -
affiliated production groups to ensure a stable supply of h1gh quahty components In'-
addition, the automotive parts industry was smgled out as a desrgnated mdustry in the_
Law on Extraordinary Measures for the Promotron of Spet:lfled Machmery and
Information Industrles The mdustry consists of prtmary subcontractors, orgaurzed in

‘cooperative groups formed around each automaker and secondary and terttary_

subcontractors. In recent years, however this type of affiliated production system has
- begun to break down, and an increasing’ number of parts manufacturers are supplymg
products to more than one automaker. : _

Thailand’s domestlc market is a small: one and development of the local -
automotwe industry through 1mport—substttut10n -based industrialization is believed to
have reached its limits. As a resuls, the couutry is redoubhng its’ efforts to develop export
markets, but there is a major gap between local _goods and products avatlable on the'
international market i in terms of both prrce and quality. Although government pohmes
(wrtness the plans for localization of parts productton) are more clearly set forth than mr
neighboring Malaysia , an increase in velucle exports is, in the short term, hkely to brmg |
about a further increase in imports of automotive parts. - o

. In the case of Korea, full-scale exports of vehrcles to the North Amencan market
began in 1984, and a rapidly i 1ncreas1ng number of ﬁrms are beeommg mvolved in the '

‘export of automotive parts. Moreover, wrth the move to transfer productton bases by the
advanced nations, the number of joint ventures and technology provrsron agreemeuts w1th
overseas automotive parts manufacturers is on the rise. Governmcnt p011c1es aimed at
promoting the locahzatlon of parts productton mclude ftnancral ald _programs . and'
technological assrstance via research testing, and mspectron orgamzattons, and the_
overall policy is one of promotion of the vertical affiliations around automakers that
characterize Japan's industry. Among efforts to promote automotrve parts exports have
been the establishment of permanent exhibitions in Korea and abroad and the promotion
of exchanges with overseas automaker mdustrlal asso(:lattons
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. Although the situations in these three nations are instructive, the case of Malaysia
prcsé'nts fundamental differences in i'n(_lus_tﬁ‘al_'policy, the industry as a whole, and social
structure, and the E_ﬂihd adoption of similar policies would not necessarily have a positive
impact on the 'natib:n_'s automotive metal parts industry.

C‘urremly being discus_sed is the poss-ib'ility of exporting the PROTON SAGA to
- the U.S., whose formidable market makes it of critical importance in any future program
to expand exports. Although high-level distribution will not be easy, efforts such as a
paring down of the product line and the collection of information on distribution channels
and demand trends should make development of this market possible.

)] Cquﬁterrneasures for Major Problems _
' 1) Measures to overcome the low level of technology
a) Establish V'a_ basic technical research system

In order to promote domestic production of automotive metal parts, development
and acquisition of production technologies and manufacturing skills should be required.
For this purpose, it is adxfiéable for organizations to establish a reseafch.system which
would supply its results to the public. At the same time; diffusion of the research results
to the private sector is recommended. It is further '_suggéstqd that continuous on-the-spot
_gui'dan.ce be conducted in addition to an introduction of new innovations in technology
and quality' improvement measures. For example, assembly type parts, now regarded as
domestically produced, still largely depend upon imports. Therefore, assistance by public
organizations is expected to support the local enterprises's effort to produce those parts
do;nastically.

b) Affiliation and technical cooperation with foreign enterprises

To enhance the domestic production rate of automotive metal parts, it has been
observed to be efficient either to promote affiliation with foreign enterprises or to
'_mi:roducc technologles from them. Therefore it is desirable to expand and enrich every
p0351ble measure for those improvements.

| 2) Measures to cope with weak price competitiveness

a) Promote domestic metal mould preduction
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It has ‘been observed th'lt the percentage welght of moulds’ are’ lngh in’the cost
structure. Materials for metal moulds if not domestlcally produced could be purchased
cheaply, prov1ded appropmte de31gn1ng and’ procebsmg technologles ate obtamed In'the
present situation, since development of the domestic mould industry’is prematute,;
improvements of technical levels in the field are recommended. '

b) Have affiliated coripanies grow

Due to small *lot pioductién, machinery and'eq_u_ip'mei_it ‘cannot ‘main_taiif high
_Wm'king ratios. Therefore it is advisable to develop linkage type of a firm "i_nto which a
particular processing works are concentrated, witlloiit'diiridihg those operations 'a‘:’ﬁéﬁg
many firms. For this purpose, enchancement of the techmcal levels of the local linkage
type of firms is necessary. Regarding metal processmg technologles, continuous long~
term on-the-spot guidance is needed. Furthermore, assistance is requested from assembly
~ type of firms so that the linkage type of firms can develop their capablhtles by getting
sufficient volume of orders.

¢) Make studies on diversification of produicts

It is suggested that a study be made as to whether automotive parts roanufacturérs
who are equipped w1th multipurpose machines can produce some rnetal products other
than automotive parts ' ' ' ' o

d) Educate owners-

It is advisable to strengthen enterprises by introducing overall’ business
management education, Educauon on the following aspects is advisable as a measure for
multi-item productaon on a small scale, a means to enhance productxvuy and to tackle
methods for cost reduction, as well as a methodology to introduce small group aCIIVIIIBS,

and so on.

3) Measures against small domestic market demand

Expansion of exports is one policy to expand producnon In joint ventures or'
technically cooperatmg enterprises, parent conipanies and ‘their partners have” already
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created supply systems in the major markets. In this case, the two enterprises are
expected to coordinate their activities there.

On the other hand, local entelpriées with no such relationships are irrelevant to this
coord_inétibn of activities. However, they have to face the difficulty of acquiring
information concerning export miarkets. Accordin gly, as one of the growth measures for
local énferpﬂses, it is suggested to give thern assistance by offering information for export
promotion. : |
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8. Cllinaware
(1) Produt:tion, Export, Inhport :

The tot'tl productlon of pottery, chma and earthornware in Malaysn was M$60 7
million in 1985. Total cxport was M$39.0 mllhon in- 1987, in which the export of
statuettes and other ornaments occupled as large as large as M$30.0 million. The 1mport
in the same year was M$17.0 million , in which tableware of porcelain occupied M$1t.4
million. The major countries eﬁportihg porcelain tableware are diversified. They are
China, Taiwan, Korea, Japan, U.K. or W. Germany.

(2) Industry Structure

Almost all of the ceramic manufacturers are very small in scale and the number of
establishments is also limited. Among' the, however, relatively _Iargé differences are
observed. From their management characteristics, chinaware manufacturers in Malaysia
could largely be grouped into the following 4 categories:

A) Tableware manufacturers -
B) Decorative manufacturers
B-1 High-class decorativeware manufacturers _
B-2 General decorativeware manufacturers in W .Malaysia
B-3 General decorativeware manufacturers in Sabah and Sarawak

At present there is only one spemahzed tableware manufacturer in Malaysm This '
is a joint venture between Japanese and local firms. The1r production capacity is around |
1.0 million pes. of tableware per month, and the number of cmployees is about 450 in
1988. Their products are directed both for domesttc and for export markets. Another
Japanese firm is now preparing to start tableware productton in Malaysia. They are
mainly targeting the export market. _ ‘

There are 2 high-class decorative manufacturcrs presently opcratmg in Malays1a
One firm is a U.S. and another is a- Japanose wholly owned sub31d1ary Their operation |
scales are relatively large with the total number of employees around 1,200 and 480, -
respectively. Their products are all directed into forei gn markets. )
Most of other chinaware manufacturers are small-scale firms whlch produce such various
kinds of products as flower pots, earthern tableware Or ceramic artware. They are usually'

family-management type of firms.
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' (3) Market Alia-lAySi:s of the Third Countries

Total import of chinaware in the world market were US5$2.7 billion in 1985. The

U.S. is the largest market for chinaware occupying around 50% of the total world import,

followed by the total Europe with the sharo of around 30%. In the European market,

"'however the share of the trade within the market is large. Thus, for other regions the
importance of Europe as an export target market would be reduced.

With regard to the woﬂd cxports of chmaware, Japan has been the largest supplier in the
world Duo to {he recent rap1d apprematlon of the yen, Jz apan is rapidly losing its share.
"By country, those European countries as W. Gormany, UK. or Italy which have long
' tradmon in chmawarc productxon follow to Japan. As a recent movements, the exports of
_hmdware from t_hose countries as Taiwan and Chm_a re showing rapid increase trends.
‘Followed to these couniries, the exporfs from Thailand and Indonesia, which are the

“neighboring countries of Malaysia, show a significant growth.

(4) Cost Analysis

" The level of production costs of chinaware in Malaysia was measured and
“anlélyzed from 3 aspects. Firstly, the production cost structure of Malaysia chinaware
| .'fr;l'an'ﬁfziot_i_x;érs was oompaf_éd'w‘ith that of an averageé Japanese chinaware manufacturers.
"“As a tesults it was observed that Malaysian maﬁpféciuré_fs enjoy the benefit of cheap raw
materials, while they suffer from high interest payments for outside borrowing. Further,
in Splte of the availability of the cheap labour force, the labour cost ratio is not necessarily
h hlgh in Malaysian manufacturers compared with the ratio in Japan. This is due to the
“difference of the product unit sales value and partly due to the difference in production
' :volume S
: Socondly the producnon costs were compared under the assumptlon that the same
] type of a product namaly mugcup of stoneware, would be produccd both in Malaysm and
“in Japan The result shows that the net producnon cost in Malaysm is M$1.10/each,
_"whlle that in “Japan 1s M$1 90/each ‘At the level of ex-factory cost, whxch is net
'productlon cost plus sales ‘and administration expenses, the cost in Malays1a is
M$1.34/each, compared to that in Japdn M$2.40/each. Further, the C.LF. price level of
j MaIaysmn product m ‘case of cxportmg to] apan would be M$I 70/ecach which is about
'70% of the Iapanese level :
: Thlrdly, arough fcamblhty analys1s for thc new ¢stablishment of a factory of high-
"‘ '_bl_ass porcelam tableware has been conducted based on various assumptions. By the
“ stidy, the Financial Intérnal Rate of Return (FIRR) of the assumed project whole through
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the economic project life period was calculated at about ‘8.5\%,_Which is almost the level of
profitability.

{5) Specific Problems at'Present

Major problems which Malaysran manufacturers are facmg at present would be
'brrefiy summarized as follows

Industnal Structure The major Malaysran chmaware manufdcturers of raw
materlal suppher groups are in separate enclaves, whtch makes tlte balanced growth of the
ceramic industry difficult. For one, there is a group ‘that exports 100 percent of theu
products overseas while depending wholly on. 1mported raw materials, productton
technology, desrgn or on the marketing capability of their parent companies overseas.
For another, there are relatlvely large number of local manufacturers that produce
traditional types of decorativeware as souvenirs. They mainly depend on the traditional
production technology and raw materials locally available.

Institution: Malaysia lacks a public institute or organization to support its ceramic
1ndustry group, and almost no - assrstance in technology, market 1nformat10n or
'engmeermg training has been done In addrtron, a relatrvely low 1rnport tax on ceramic
products and a high demand for chmaware products not produced in Malaysra combme to
force the very large varrety of 1mported chtnaware products

Raw Matenals Malaysra abounds in major mtneral matertals cssenttally used for
chinaware productron such as Kaolin or ball clay Unfortunately, however these AW
materials are not fully utilized for the productton of high value added products Thrs is
partly because of the low quahty of mmeral resources presently produced in Malaysra but
mainly because of the lack of i mvestrganon for better utlhzatton of matenals and the lack of
suppliers who could supply a con31stent grade of various k1nds of clay materral
Although there are two Kaolin processing plants in Ipoh, thelr products are malnly for
paper and other industrial uses and not specrfrcally for ceramlc mdustnes

Management and Marketmg Small domestrc market size is one of the major :
problemns for chinaware productron as well as for most other mdustnal productton inas
well as for most other industrial productton 1n Malaysra In addttton to the smaIlness of .
the total market size, the drversrfred demand. of consumers frorn top quahty products to
Iow—cnd products makes the productton umt of each product volume even smaller Thrs
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limited market size is largely preventing the autohomous -growth 'of: chinaware
manufactunng in Malays1a '

firms except those of foreign capttal compames. "They are managed without modernized
manAgement’ methods and-facilities for quahty control: T fact, they often lack even the
'concept of qualtty control “As for: sales, most'of the firms take a very primitive method of
sellifig their’ produets at thetr own rétail shops operated beside their factories. Many of
theém have no: experience or knovi-how of eXpOIts.” ST R
Except for some foreign subsuilanes, most Malaysian chmaware manufacturers lack the

i _._'capabxllty to develop theit own de51gn ‘They mostly follow the: tradmonal desighs or

umtate ‘the” designs: of' forezgn products. As }ong as they stay in this stage it i§ rather
difficilt for- them to-dctiieve enough competlttveness in the export market. '

As the ceramic industry in Malaysia belongs to the relatively capital-interisive
category, the modermzatton of facilities requires considerable investment funds.
However, because of the smiallness of mostiof the: chinaware manufacturers; Malaysian
figncial organlzatlons do-not show much interest in the financial support for their
eéquipient investient, In ad_dmon to this, there is another problem of underlying assets
beiig too weak'to bOrroW n’eceseary funds from financial sources. RE

R A

RS B

_ Productlon Technology Chmaware manufacturmg is an:industry: in' which

: continuous product development efforts are needed in order to produce the highest quality
products making _b_est use of locally available raw materials. However, most Malaysian
chinaware manufacturers are small in scale. Most of them rely either on directly imported

- production technology or-on tradtttonal production methods, and have not enough
capablhty to develop their own technology best fit for their condition: P
In productton process and quahty control; a great gap in technical level can be pointed out
between local: manufacturérs dependmg on traditional methods and forelgn subsidiaries

“whoare export oriented. S : : - '

'. yE ImprOVement in technology and capabthty in-éach level of engineers and workers

"m chmaware manufacturers in Malay51a is an essential matter. - Unfortunately however; in
the Malaysmn cerainic industry, there can be found almost no training facility, either
_-.pnvate TOT pubhc, (,apable to train’ englnecrs or workers. The present situation is that
~ they rely exclustvely on'their own’ expenence attained throu gh on-the-Job tTammg at their

factones S e e e . . S




(6) Measures to Promote Malaysian .Cﬁinawate. Industry o 0 e

such as estabhsbment of a pnvate assoc:ated umon could be recommended there is. a' .
ceramic assoc1atton compnsed mamly of t11e manufacturers. Howevei‘ it dces not cover at_

here would have to meet the requlrement of actmues such as. mutual techmcal exchange or
collecuon in common of market mfonnanon Also, itis recommended that the possﬂnhty,

testing . and research institutes, be exammed

=In‘étituti'onal ProblernS' In-Malaysia, the establish'ment of a governmental pdlicyfof -
an msutuuonal supporting system for the development of the chmaware mdustry isJargely.
belated. - In pamcular, the establishment of testing and research, 1nst1tutes or training
centers is urgently required. - A prehmmary survey is necessary for the start of production - _
of items whlch are not produced at. present domesncally For this. _purpose, it is. also
necessary to promote and acuve the inducement of mvestment of forexgn compames who -
have know-how.in both productton and. tnarketmg ' SR TS

Probler.ns of Raw -Material's Iri 'order to prdduce high quality' elay" and-kaolin;
essent1al matenals for h1gh quality chmaware, a. better method of expioratlom and,
mapping operatlon for, these materlals s, needed The development of: techmques in
materials mixing-and reﬁnmg for effective: utlhzatmn of domestic raw materials is: also-
needed. A feasxblhty study. for the establishment of a ceramic raw. matenal supphers :
group or institute which is capable to supply consmtent quality to ceramlc manufacturers,
and . the study of the: poss1b111ty of common utilization of Taw, matenals among.
manufacturers would be recommended ' :

_ Improvement of Management and Marketmg For the modermzatlon 01 he |
enforced external competitiveness of Malays1an chmaware 1ndustty, manager traintng is -
necessary. To meet that requuement fac111t1es and programmes of trammg should be .'
established. In order to develop the small-sized Malay31a chmaware manufacturers mt() '
export-oriented companies, it is essentlal to prov1de them with governmental suppons in
the fields of information of overseas markets, overseas ma:ketmg,._tr_ammg of an export
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procedures and more effective implementation of the export financing system, For the
financial needs for capital investment to modernize their major facilities, some kinds of
supportmg measures which make the funds available on soft-terms would have to be
established because of the difficulty of fund recrnitment, which most Malaysian
ma:ilufac:tufers seem to be faced with.

Iiﬁprovéfnént of Manufacturing Technology: In Malaysia, except for foreign
subsidiarics, in the ficld of manufacturmg techniqiie, there are many small sized
-compames having msufﬁcwnt product development capability compared with these in
‘major.competing foreign countries. First of all, governmental supports are needed in the
field of ceramic_reiatéd testing and, research i'nstitute or training facilities where
.c;qmprehcnsive_activities _in'raw_‘matcri‘allmixing, tcchniciue of burning, inspection of
prodUét quality control or desigh development would be eXpécted Promotion of
financial and techmcal cooperanon with foreign companies with top quality production
fkﬂOW how would also. be needcd ‘Meanwhile, their efforts by the private sector would
~ also be.necessary for the imiprovement of technology through technical exchange and
mutual cooperation among themselves. '
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