9. Glassware- -
(1) Productiof}, Exports, Imports

Thete are only 4 manufacturers i in Maiaysm Wthh are prcsently producmg glass -
products from mineral raw materials. Among them, one is a sheet glass manufacrurer and
the other 3 are glass container manufacturers A smatl volume of glass tableware is also
produccd by the glass container manufacturers, . From the results of the field interview
survey, the- total annuall production volume of glassware (excluding sheet glass) is
estimated at around 112.8 thousand tons in 1987, of which, about 33 0 thousand tons are
exported. _ o R '

Malayma was still a nef nnporter of glassware in 1987 Howevert, the ‘trade
imbalance in glassware has béen improved con31derably due to the 1apld increase of
exports in recent years. ' ‘ '

- The total export value of glassware in 1987 was M$33 9 million showing a rapid
average annual increase rate of 17.6% during 1983-87. The major export item is glass
containers occupying up to 84% of total exports. - Major export markets are Singapore and
Hong Kong. As for imports, the total import value of glassware in 1987 was M$39.2
million. The major import item was glassware for office and household use, occupying
about 65% of total imports. '

(2) Present Status of Production

Glass containers: At present there are no exclusive manufacturers of tableware in
Malaysia. One of the glass container manufacturers produ':es glass tableware making use -
of a 12-head press-machine. The production capacity of the presslﬁiachille is around 7-8
tons per day. Other glass container manufacturers produce tableware by the same IS
machines which are used for bottle forming. Because of machine constraini_s; the
production items are limited to such products as tumblers, jugs or cups. Because all of
these firms produce tableware from the same molten glass used for glass bottles, the
product quality for glass tableware is not high.

Other giass products: Other glass prdduct_s are not producéd from mincra_l_ raw
materials but are pfocessed from semi-finished glass products.' A joint venture between
Malaysian and German firms is producing optic'al glass, pharmaceutical products or
chemical and general laboratory glassware. Three firms, the largest of which is a
subsidiary of a Dutch company, are'prodﬁci'ng incandescent and fluorescent lamps
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making use of imported glass bulbs or glass tubes. Further, a subsidiary firm of the
domestic sheet glass manufacturer started production of high-standard mirrors making use
of domestically produced float glass.

(3) Overseas Market Analysis

The total import value of glassware worldwide, according to the 1985
International Statistics'Ye‘arbook compiled by the Uniited Nations, was more than US$3
billion, and the average annual increase after 1983 was 1.3%. Regionally, Europe was
the. largcst market, accountmg for 47.8% of the total import value, followed by North
Amonca Asia and the Middle East, accounting for 26.9%, 8.8% and 5. 8%, respectively,
Among major importing countues the lar gest one was the U.S. accountmg for 21.6% of
the entire 1rnport value.. Followmg the U.S. were West Germany, accounting for 8.1%,
the United ngdom (8 1%), France (7.4%), and Italy (4 3%).
| " On the other hand, Europe was the largest supplymg (exportmg) rcgion of
glassware, accountmg for 80, 0% of the entire export value in 1985, France, accounting
for 24.1% of the entire value occupmd ﬁrst place followed by Wcst Germany (16. 6%),
Italy (10 2%) the U. S (6 1%) tho UK. (5 7%) and Australia (5 6%)
_ As for the export of giasswarc from Malaysra, the largest 1mportmg country of
Malaysxan glasswaro was Smgaporo, accountmg for 65% of the total export value of the
products in 1987. By product item, more than half of the products exported to Smgaporc
were glass contamcrs Following Smgaporc in value of i imports of Malays1an glassware
were Hong Kong, accountmg for 9.5%, Paklstan (5 8%), Thailand (3 5%), the
Phlllppmes (3 3%) and Bangladcsh (3. 3%) Thosc five countries together aCCountcd for
25% of the total export value of Malaysran glassware. By product item, the export of
glass containers was 'csp.ccially focused on Singapore, accounting for 77%, followed by
Hong Kong, accounting for 11%; these countries were, by far, the largest importing
countries of Malaysian glass containers. Exports of glassware for laboratories varied
amnong natlons including Pakistan, Thailand, Bangladesh and the Philippines.
As for the rmport of glassware of Malaysm in 1987, France was the largest
ountry to have exported glassware to Malaysia, accountmg for 43.7% of the total import
| Avaluc blngapore accountmg for 8.9% of the total 1mport value, Indoncsm (8.2%),
_. oKorea (7 8%), Japan (5.9%) and West Germany 6. O%) followcd France. By category,
_ the largest 1mported product item was household and ofﬁco glasswme of which the major
products were glass tablcware France ‘accounting for 61.3%, held the largcst share of
the supply followed by Indonesia, Korea, West Germany and Japan, accounting for
12.3%, 12.2%, 4.2% and 3.5%, tespectively.
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(4) Cost Analysis
In order to evaluate the approximate level of production costs of glass containers
in Malaysia, some types of product were selected and their production costs both in

Malaysia and in Japan were investigated and compared.

" Glass Container Production Cost Comparison

' - : L R (Un1t M$)
Type of Product e . : -Malay31a © " Japan
T - ' _;FxrmA : Firm C
(1) One-way soft drmk bottle no ﬁlm sealmg, 30{)m1 019 026
(2) Beer botile, small- srze amber _' ‘ ok 022 S 0,48
3) Soft drmk bottle, orange jmce S - _0;40 S 0,80

As an approach to analyze the fact01s whrch create the difference of productlon
Costs between Malay31a and Japan, the manufacturmg oSt structure among Malaysmn
glassware manufacturers and an average Japanese manufacturet was investi gated and
compared The result shows that Malaysran glassware manufacturets have a cost
advantage over Japanese manufactures both in raw matenals and d1rect labour costs Due
to the difference in productron volume however J apanese ﬁrms have an advantage in the
cost burden of deprec1auon expenses for the. productron of one ton of glassware products.
In 2 Malaysian firm, the share of i mterest expenses of the total productron cost exceeds
12%, which badly affects their cost compettttveness R o

(5) Specific Probletns at Prese:nt
Glass containers:

Excess producnon capac1ty, The glass contamer mdustry isa hrghly caprtal_
mtensrve 1ndustry, and once a fumace is 1nstalled it has {0 be operated contmuously for 24
hours per day ‘Because of th1s nature of the mdustry ‘and the unsatrsfactory growth of
market demand for glass bottles the productlon capacity ‘of bottle manufacturers exeeeds :
the domestic demand not only in Malays1a but also in many other natlons suf'h as Korea,
Taiwan, South Afnca or Turkey ' R '
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Unit production volume; Because of the small market size and diversified product
demand in Malaysia most Malaysian glass contain_er manufacturers face the problem of
productmty loss due to frequent job changes. . _

Dlstrlbutmn channels, In many other mtlons, the glass cont'nner manufacturers
who have. been confronted with the problem of over—producuon capacity to market
demand have often succeeded by dlvers1fymg their product line to glass tableware. In
Malaysia, however, most of the bottle m'anufacmrers seem to be rather reluctant to expand
their production in the field of tableware due to the more complicated domestic
distribution structure of mass-consumption products such as tableware than glass
contamers _ |

Transportanon Ma]ayman manufactmels are favomcd w1th a highly advanced
road network, and there are no problems in transportation to domf_:sn_c and Singaporean
markets, How_f;vc_f, for expdrts tQjoth_e_r destinations using. containers, Malaysian
manufacturers occasionally meet with the problem of low frequency of stops or high
contamcr handling changes at Malays1an POTis.

Fmancmg, Due to the nature of the industry which is highly capltal intensive, the
fmancmg requu’emem is very large in those capital investment cases such as facility
modernization, facility expansion or diversification of product lines. Because investment
fund recruitment is not so easy in Malaysia, some obsolete machinery and equipment
were observed in some factories.

Glass Tableware:

7 Demand structure The domestic market demand for glass tableware in Malaysia
reaches as large as M$50 mﬂhon per annum, which is more or less the same size as with
glass containers. However, thc types of glass tableware demanded in Malaysia are
widely diversified from very high quality type of products to lower-end products. Thus,
the - market size for a parucular type of product often becomes smaller than minimum

- producuon scale for domestic - production.

, Product quahty, At present glass tableware in Malaysia is produced by glass
container manufdcturcrs on a hmned scale, making use of the same molten glass used for
container producuon Accordmgly, thc present product quality is low and the type of
products are limited to jugs and cups mar_nly_ used as promotional items of brewery and
beverage ﬁrms o | o o

' .Domestic market 31ze After startmg producnon of the glass tablcwme factory
' prescnﬂy planned by an Indonesxan investor, the domestic demand for soda-lime type of
-products which occupy the major portion of the market demand, would mostly be
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fulfilled. Thus the room for import substitution would be ltmtted to hrgh value- 'tdded
types of products such as léad crystal ware and heatntesrstant tablewale The ‘domestic
market detand for these types of products is, however, still very limited in Malaysra :
Further, another problem is pointed out for the productlon of lead ctystal ware that the
' quahty of silica sand in Malaysm is not htgh enough for the pxoducuon of lead crystal

glass.
Other glass products:

Domestic processmg volume; At present such products as ﬂuorescent and
incandescent lamps, chemistry and general laboratory glassware or pharmaceuncal
containers are produced makmg use of nnported glass tubes or semi-finished glass
products.  However, their present processrng volume is strll 1nsuff1c1ent for
manufacturers to start ptoductlon from mineral raw matérials. - D

Domestic market size; For those high value-added types of products such as
optical glasses or phannaceuucal containers, domestic demand in Malaysra i$ qutte
limited. Most of these products produced or processed in MalaySIa would have to be

exported.
(6) Measures to Promote Malaysian Glassware Industry
Glass container industry:

Product diverSifiéation‘ Asa rnea'sure to cope with the ov‘e’r"iproduction capacity
problem of glass containers 1n Malaysra, a product dlversxftcatlon policy of glass
container manufacturers is needed At present, however, Malaysmn manufacturers havé
not encugh know-how of product dtversrftcanon For one thmg, R&D efforts have’ to
be made both in public and private sectors “For another, the ¢stablishment of a tramtng
facility to train technicians who could be used for the development and productton of fiew
products is needed. : ' o

Development of export market Because the present producuon capacity exceeds N
domestic demand, the development of export ‘markelts is essent1al ‘Due to the nature “of
glass containers which are bulky and easy to break, the development of export markets 1s
not easy, except for the market of. Smgapore to which road transport could be used '
Efforts have to be made, both from pubhc and’ pnvate sectors, to gather suffrcrent_
overseas market 1nformat1on and to 1mprove sea transportdtron coudmons for contamer

cargos. ' : e T
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Glass tableware; -

_ Feasibility studies; Because most of the domestic demand for glass tableware is
expected to be fulfilled by a newly established tabieware'factory, the new investment
-projects would have t'_c.: be those which méinly_ aim at export markets. Among high-value-
added products for- export markets, lead crystal glassware has a disadvantage in raw
materials because the quality of silica sand in Malaysia could not satisfy the required level
for lead crystal glasses:  More detailed and wide-range feasibility -studies should be

‘conducted in such product areas as hand-cut type of soda-lime glass tableware, hand-
made lead crystal ware or heat-resistant tableware. _

- Overseas infdriﬁatioﬁﬁ For_the' new investments for projects mainly targeted for overseas

markets; constant efforts have to be made to collect overseas market information or
information on new: technology. .
Capital or technical tie-ups 'with' foreign manufacturers; In order to start the production of
export oriented glass tableware in Malaysia, it is essential to promote the new capital
investment of, or technical tie-ups With, foreign manufacturers which have an established
brand image and distribution nctwork in the overseas market. Constant promotion efforts
for investment in Malaysia would have to be extended to overseas potential investors.

Other glass products:

~ Studies for starting production from mineral raw materials; For such glass
produCt_s as electric larmps, pharmaceutical bottles or chemical-use measurers, only
processing work is conducted in Malaysia. With the present processing volume, it is said
to be economically unfeasible to start production from mineral raw materials. Joint efforts
of both public sector and private manufacturers have to be made to study and identify the
time and conditions which would make thorough processing feasible.
Capital and technical tie-ups with foreign manufactorers; As for high-value-added
products such as opti_cal giass or pharmacehtical containers, there is almost no domestic
demand. Accordingly, the invitation of or technical tie-ups with foreign manufacturers
which have strong sales capabilities in overseas markets would be the quickest and most
pracﬁcal way to start new production in Malaysia. To approach simultaneously potential
‘overseas investors in the fields of both glass production and glass product processing
would be recommended.
_ | In'spection of export products; In order to compete in the very competitive export
market, an established quality ilhagc for products is essential. For this purpose, the
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introduction of an mspcctlon system for exported glass products would be one of the
most effective measures. . _

Soft-term financing' scheme; In the glassware 1ndust1y which is very capltal
intensive, the. problem of fund ralsmg is very heavy for most manufacturcrs not onIy in
the case of new mve%tmonts but also in those cases of modermzatlon of machines and _
. equipment or of expansion of fac1ht1es for product diversification. For, those capital
investment needs, some kind of Vcred_lt‘ schemes which would make available softer-term
financing would be required, - Especially, the niodetnization of furnaces which are-already
obsolete would directly. improve the productivity of Malaysian manﬁfact_ufers. The
improvement of furnaces is one of the key areas to resolve the. present'bo'ttleneck;of
production in some firms and improve thermal efficiency and total .pr"oduction cost
performance. o S _ ' SR ;

Training facilities; At present there are no facihtlcs to train- glass product
technicians in Malaysia, and most of them are fully dcpcnded.o_n On-the-Job training in
each factory. The establishment of sorme training facilities would be desired.
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10. Recornmendation
(1 Comprehehsivc Promotion Programs Prop_ose_d for EaCh.In'dus"try :

Based on an analysis of (1) the prescnt status of production and management in cach
target mdustry, (2) conditions of -the-major: export markets and’ the: major competing
99}1,1_-1!1'1.9‘_3» and (3) the f_:xi_sn_ng industry promo,t_lon.schemes in Malaysia, the majot problém
areas that each industry faces were identified, and comprehensive promotion prograns were
proposed through an examination of effective problem solving measures. :

The programs proposed for each industry and for a macro pohcy framework are as
follows ' : C : '

_ gf_Qmprehensive Prorhg"t'ioh.P.rog;am of the Moul_c_l"and'Dig Industry

Expansmn of MIDEC Ll
Establishment of the SklIl Development Centre
,. %Expag;smn,pf‘quytechHIQS_a.nd_ ITI-Activities -

" Intensification of Trajning Schemes for Managers . - - -
Introduction of a Mould and Die Model Factory System
Introduction of Fmancxaland Tax Incentives to Modernize Machinery and Equipnient and

to Strt_angi_hen Conpetitiveness

&

Provision of Support Activities by Mould and Die Indusiry Organizations

Promotion of Tie-Ups with Foreign Enterprises by MIDA -

Comprehensive Promotion Program of the Automotive Metal Parts Industry

+ Establishment of a Technical Development Unit for Automotive Parts in SIRIM

. Expénsion of the Program to Educate Technicians and Workers in such organization as
IT! or to Educate Managers at NPC

+ , Promotion of Technical Tie-Ups and Attraction of Investment by MIDA

° ;Strcn gthemng of the Promotional Activities for Export of Automotive Parts by MEXPQ-
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{2) Integra_tion of the Proposed‘Programs s

Promotion of SIRIM. Cerarﬁic Techﬁoiogy'Cenu'e
Geological Surveys of Ceramic Raw Matenals

Executlon of Human: Resources Development Programs by NPC
. Feas:l.brhty Study for the Establishinént of a Cerantic: Industiial Bstatg' -7 e o
:Intenswe Promotion Acnvmes for Forergn InVestment and Techmcal 'I‘1e Ups by M]DA

Estabhshrnent of a Fmancm g Scheme for the Dcveloprnent of the Llunaware Industry,
Particularly in Regard to Fmancmg ’

Promotion of Ceramrc Technology Centre (Glass Laboratory}

Execation of Human Resources Development Programs

Promotion of Activities for Forergn Investment and Techmcal T 1e—Ups B
Glassware Export Promonon through MEXPOQO - NS SR
Establishment of a Financing Scheme for the Development of the Glassware Industry,

Particularly in Regard to Financing: .

Expansion of Investment. Atrraction Activities by MIDA

Expansion of Export Promotion Activities through MEXPO i
Promouon of the Scheme for the Assessment and Reg1strat1on of Quahty System by :
Estabhshment of Manager Tra.‘:mn g Cemre

Ty e o

Among the programs proposed from each mdustry SECLOr, a relatwely large

nymber is commion for more than 2 sectors “By mtegratmg ‘thése common programs "

among sectors, the number of programs proposed in the study could be mtegrated into the

following 13:

+ MIDEC Expansion Program

» Skill Development Centre Program .
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~+ Dstablishment of a Technical Development Unit for Automotive Parts in SIRIM
' Program _ |

+ Ceramic Technology Centre Program

+ Expansion of Existing SIRIM Activities (a mould and dle model factory, geod deSIgns,

~ inspection of exporting goods system, etc.)
. MIDA Activitics Expansion Program

. Fea31b111ty Study on New Financing Scheme

+ MEXPO Export Promotion Activity Development Prog1 am

+ Expansion of Manager Training Facilities Program (NPC)

+ Expansion of Technical Training Facilities Program (Poiyte_chnics, ITI, etc.)

« Intensification of Geological Surveys for Ceramic Raw Materials Program

+ Feasibility Study for the Establishment of a Ceramic Industrial Estate

» Provision of Support Activities by Mould and Die Industry Organizations

€)) Identiﬂcatiohrof Priority Projects

To develop the industries selected for this stady, it is desired that all of the
programs proposed as overall .industry promotion programs for each industry sector be
implemented at once with 'fu_ll efforts. In practice, however, it is necessary to make a
rough priority selection to each 'proposed program in order to implement the program -
unde1 the very tight. limitations on both funds and human resources.

Because all the programs proposed in this study were not 1dent1f1ed through
sufficient feasibility studies, a priority ranking of each program could not be given using
very strict criteria such as figures of the IRR (International Rate of Return) of each
project. As a second best approach, the selection of priority projects was made based on
the rather subjective judgement of the Study Team on the following basic criteria:

- (1)  Existence of established organizations in charge of the project

(2)  Maturity level of the project

(3)  Urgency of the needs of the project

(4)  Investment scale of the project

5y . Level of direct impact of the project on the development of the targeted

mdustry

(6)  Necessity for support from other organuations

N Industrics to which the cffects of the project would extend.

From the results of the review of the priority, the following 7 programs were

selected as priority projects.
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MIDEC Expansion Program

SIRIM/Ceramic Centre Program

MIDA Activity Expansion Program

Skill Development Centre Program
Feasibility Study on New FinanCing.Scheﬁle |
MEXPO Activity Development

Geological Survey for Ceramic Materials
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Fig,

¥roposed Programs by Seclor.

11.2-1 Integration of Programs and Priority Projects
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III. INDUSTRIAL AND EXPORT PROMOTION POLICIES
AND FOREIGN INVESTMENT POLICIES

1 Stat'e of Industrialization
1-1. Trerids and History of Industrialization Policies
1-1-1. First Malaysia Plan -

In 1958 Malay31a enacted the Pioneer Industries Ordmance and began
.mdusmalxzanon for 1mp0rt subsututlon “After the formal establishment of Malaysia as a
natlon in 1963, the Flrst Malaysxa Plan (1966 to 1970) was 1mplementcd The objectives
of the plan wcre to (1) promote cooperatlon between the states and peoples; (2) raise
incomes and the lcvel of consumptlon, (3) create new opportunities for employment, and
(4) correct the overdependcncc on mbber and tin.

In1967; the Federal Industrlal Development Agenc:y (FIDA) was established
(name later chang_e_d to the MIDA), and in 1968, the Investment Incentive Act was
esmblishcd to take the place of thie Pioneer Industries Ordinance.

- Diﬁ“ih’g'ihé'FifSt MalaySia'Plan, ‘the ratio of manufacturing in the GDP rose from
' 10%: in 1965 " to 13.4% in 1973, thus showing stcady progress in the country's
mdustrmhzaﬁon
_ In May 1969; w1dcspread unrest broke out due to the differences in the economic
rstandards of the dlfferent racial ; groups. To create ‘harmony among the races, the New
Economic Pohcy (NEP) was formulated in 1970. The NEP set forth two major policy
bbjeéti\}'e"s" (1) the 'er'adication'of poverty and (2) the reorganization of the social structure.
“These were to be long term objectives for national administration over a 20-year period
from 1971 to 1990 '
~The specific long-term goals: of the NEP are given as follows
("1) " Achievement of a real growth rate of an average annual 8%
and a growth rate in manufacturing of 12%
(2)  Lowering of the percentage of poverty level households from
~ the 49.3% of 1970 to 15% by 1990 ,
(3 Réorgahizatiéri' df thc'equity sh‘aré. of the corporate sector to 30%
IR Bumlputras, 40% othe1 Malaysmns, and 30% -
e - foreigners by 1990
('5.) o :_Reorgamzanon of the entire. econemlc sector and the
| cmployment structure at all levels to percentages corresponding
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1o ﬂle.ra'Cial makeup of Malaysia'_‘ S
'1-1-2. The Second and Third Malaysia. Plans

The main goal of the Seeond'Mal'a'y'sia Plan, which was implemented in 1971, was
to put into practice the contents: of: the New Economlc Pohey “The objectives of the
" Second Malaysia Plan (1971-1975) were to: | -
(1)  Raise productivity and income through the adoptlon of modemn
technology _
(2) - Increase opportunmes for the shift of employment from the
'agrlcultuml sector to the mdusmdl sector . .
(3) - Raise the standard of: hvmg of the low socio-economic group
through the provision of low-cost housing and water s_upphes,

ete.

The task of 1mp1ement1ng the NEP was undertaken by the Econormc: Planmng
Unit and other related orgamzatlons , G : : .

~ In order to promote the Burmputra Pohcy, organizations. such as Malaysm Rubber
Development Corporation (MARDEC), Rubber Indusn'y Small Holders, Developrnent :
Authority (RISDA) and Per badanan Nasmnal Berhad (PERNAS) WETEe estabhshed in the
early 1970s. -

In 1971 the Free Trade Zone Act wis enacted for the purpose of estabhshlng 11
Free “Trade Zones Thus, in adchtlon to promotm g mdustnahzauon for import
substitution, measures were also bein g taken to. promote exports.

Tn the Third Malay31a Plan (1976- 1980) more detailed emphasis was placed on
commerce and industry.. Owing to.the shift to full»scale crude oil production and the
increase in private investment, including foreign investment, Wthh have taken place smce
the mid-1970s, the average annual growth rate recorded du_n_n g the penod o_f the plan was
8.6% higher than the annual rate of 7.1% aehieved 'dliring the Second-Malzij;sia'Plan.

1-1-3. The Fourth Malaysia Plan:

The Second and Third Malaysia Plans Suc_ceed_ed in achieving a high growth rate
without inflation during the 1970s. Dljri'ng-_the early 1970s Malaysi'a{es;tabli_s_hed-.li_g'ht
industries, such as the manufacture of wood and rubber products; for import Sﬁbstitutien
Then from 1973- 1981 the * 'easy first phase'" of mdustnahzanon through 1mp01t'
substitution was advanced '
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The Foutth Malaysia Plan (1981-1985) was af_fected by the worldwide stump after
the second oil shock that saw a decline in exports and a stagnation in private
consuﬁtption’ | '

- During the 1980s Malaysn entered its second phase of import substitution and in
1981 the Heavy Industries Corporahon of Mahysm (HICOM) was established in order to
promcte heavy chemical md_ustrlahzatlo_n. ‘As aresult, constructive steps were taken for
heavy *induetry projects such as those concerning automobiles, steel, and cement. In
order to develop chemical industries based on petr_oleu’th and natural gas, the state-run
petroleum corporation PETRONAS, constructed oi! refineries and liquified natural gas,
ammonia, and urea plants. .. - - , . .

In connection with the development of such basw mdustnes, the Malaysian
government began developing associated subcontracting and periphery industries, and
introduced import substitution, for mtermedmtes and parts industries. :

Due to the decling in the price of oil and primary products in the 1980s, Malaysm s
foreign currency reserves, which depended heavily. on the export of primary products,
dropped considerably. As a fesult, it became all the more neceSsary to export
manufactured goods. - To this end, a number of measures were take in 1983 in order to
promote exports. These_ included increasi'ng the export exemption rate for manufactured
goods, raising the accelerated depreciation ratio for investment in modernizing plant and
equipment in manufactﬁring'_'co_mp'anies where exports comprise more than 20% of
output, and establishing general trading companies. Then, in. 1984, particular emphasis
was placed on export incentive policies related to foreign capital, such as the relaxation of
regulations governing investment ratios for export-onented industries. In 1985 the
Industrial” Co-ordination Act was revised and the requirements for acquiring
manufacturing licenses were relaxed.

- The Fourth Malay31a Plan featured a shift to the 31mu1taneous implementation of
polimes aimed at import substitution and the industrialization of export-oriented industries
_through the promotion of heavy_-industri_es, industries related to processed natural
resource products for export, and the promotion of manufactured goods for export,

1-1-4. The Fifih Melaysia Plan
In Februaiy 1986 the Industrial Master Plan (forecast period: 1986-1995) was
announced ‘This isan extremely important plan which sets out the course of Malaysia's

lmdusmahzanon over 4 10-year perlod beginning in 1986. The Industrial Master Plan
(IVP) can_rbe viewed as an indicative plan and specifies private-sector involvernent in the
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government's industrial plans and is to be put into practice on the basis of changes made-
to the industrial policies of the government's various administrative organs.

'Ihe Industnal Master Plan scts out thc followmg as’ stmctmal problems facmg
Malaysia: ' ' : :
(1)  the delay in mdustnahzauon asa resu}t of an over- dependence
~ on the export of pnmary products :
(2)  weaknesses in the structure hnk:mg the various dlfferent '
industrial sectors '

3) an over-dependencc on forelgn investment in thc main sectors
@) weak cxports of manufactured goods ' a

‘The plan therefore sets out the foliowmg practical strategies S

(- outward- -looking mdusmahzauon '

(2) protccuve measures for pnonty industries

3 the promotion of heavy mdustncs -

(4)  the devclopmcnt of technology and skilled personnel

5) changes to the structure of industries (the promotion of small-
scale manufacturcrs and the devclopment of perlpheral mdustnes)

" (6) the relocation of industries to the tegional areas and the :

provlsmn ‘of infrastructure facilities ¢

[¢)] to mamtam the incentive system and to make lmprovements to
the system o '

The goal of the Fifth Malaysia Plan is "stable moderate "g'row‘th""' Tt goes without
saying that the basic direction set out m the Indusirial Master Plan has bcen 1ncorp0rated
in the Fifth Malaysia Plan | ’ o CRRIRRE '

~ Thelevel of i mvcstment ‘which increased durmg the penod of the Fourth Malaysza
Plan is reduced in the Fifth Malays.lan Plan, Wthh aims to reduce direct governmcntal
intervention and mstead to boost the role of the private sector in economic dcvclopment
In fact, the proportion of GNP as reprcsented by the fiscal deficlt was succcssfully
reduced from 19% in 1982 to 8% in 1986. oo '

Thc Fifth Malaysia Plan estimates that the ratxo of ovcrall investmerit heId by the
pnvate sector will increase trom its share of 50.4% in 1985 to a share of 61 % by 1990
Toi 1mprove the investment env1ronmcnt 1t relaxes ex1st1n g rcsmctlons on equlty shares
licensing, etc. SRR - ' '
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Buildin‘g&ip the role of the private sector and planning the nurturing of export
industries were charactensucs of the Fifth Malaysm Plan. Since the scale of the domesic
market is hmlted due to Malaysia's small populanon of 16 million, development of
export- or_u_:u_tg;_i ;ndustnal_lrz__a__tlo_n is d_f_:fmltely_ important. Industrialization policies
implemented in Malaysia up to the present are as shown in Table ITL1-1.

| These industrialization policies enabled Malaysia to raise its industrialization (ratio
of the 'maﬁufaétmiﬁg sector to the GDP) to 'a point where it pulled ahead of the agricultural
sector in 1984 (Flg 1I1.1-1).  This reversal in the welght of thc two sectors may be said
to have shown that Malays1as economic development was entering a new stage. This
'may also be seen through the’ trcnds in the ratio of* 1ndustr1a1 goods in exports. In 1981,
the ratio of cxports of 1ndusmal manufactures rose abovc that of the two traditional
pnmary preducts of natural Tubber aid tin, ' '

Malaysm may be said to have achleved reiatively steady economic growth with the
progress made in 1ndusma117at10n and the greater- sophlsticanon of i 1ts export structure.
However, with the onset of the 19808, it will be faced with the tasks of (1) expanding
and diversifying exports 2) dcvelopmg its domestlc industries, (3) and reconstructing its
finances. Therefore, Malaysaa must reconsmier its development strategy. In this sense,
the IMP announced back in 1986 will becomc 1mportant in showing the future direction
this nation will take.

7'1-2. Iridus_triai Master Plan (IMP) and Features

As mentioned earlier, Malaysi_a'is now _switchirig’ over its development strategies to
ones based on exports of indu'.st:rial manufaéturés and guidcd by private-sector
investment. 'I‘hc Indust’rial Master P]an hasﬁ been formulated as the new development

strategy.
| Work on the IMP began inJ uIy 1983 under the auspices of the United Nations
TIndustrial De_vclopment Organization (UNIDO) an_d_the Malaysian Industrial Development
Authority (MIDA). The plan was unveiled in February 1986, The IMP is a large plan,
comprising 3 volumies and 22 sub- -volumes, It reveals clearly to the private sector the
'du‘ecnon of mdustnallzatlon whlch the governmient wﬂl take and is utilized as a basis for
- 'coordmation of 1ndustrtal pohcies of the various ministries and government organizations.

‘The TMP i 1s an “mdlcatwe plan by nature but holds the 1mp0rtant position of a "pillar"

- of the mdusmal pohcws of the Malaysmn governiment indicating to the private sector the
future dlrectlons Malayssa will take. It has as its aim the guidance of potential investors in
a cenam dlrecuon through administrative guidance and mcentwes
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Table III 1 1 Industnahza_tmn_Pohcn% of.

* orientation

"Promotion of

Investment Act 86"

Malaysia _ _
" Trends in industrial’  Foreign invest-  National economic
Industrial policies - . related policies. .. ment policies plans-,
1958 Rahmen -« Diversification of Enforcement of
primary products Pioneer Industries
"+ Import substitu-  Ordinancé ~
- tion industrializa~ - ¢
tion (primary light . N N
1965 -industries Amendment of * 1st Malaysia Plan
Pioneer Industries (1966 10 1970)
Ordinance o :
© 1967 . Eswablishment of ..*.- Posilive
o FIDA -~ introduction .
1068 Inipodudonof - - Investment Incentive- +  *
export-oriented Act (enforced 1971)
_ : industrialization '
1970 Stress on fiscal Increase of Mon® ~ - Limitation on 2nd Malaysia Plan
o guidance type’. - - -Financial Public foreign equity |- (1971 10 1975)
' industrialization ~ Enierprises . - ratio (1o ensure :
1972 ‘ Creation'of FTZ "New Economic tatio of Bumi® -
1975 : Policy” : capital) and,” -
: (NEP, 1971 to 1990} simultangously,”
- "Indusirial . - separate treatmeni
Coordination Act” - for expon-oriented
S o investment (duc to
pressing need for
indusirialization) ) . _
1976 Hussein 3rd Malaysia Plan
(1976 to 198()) '
1981 Mahatir - Heavy . Establishment of lndlcanon of clear 4th Malaysm Plan
ndusirialization ~ HICOM, siart of rates of local (1981 to 1985}
(secondary import = heavy industrializa-  -content in awio- : :
substitution), tion project for parts
medium Jevel' ©  steelmaking, pewo- ~ 7 -
technology, capital chamicals, and
imensive antomobiles
1982 « Resource proc-  Stant of debt -
essed export type  managernent
industrialization: - . Privatization of
. Non Financial Pubhc
" Emerprises
1983 Emphasis on -
consumer life _ S o
1985 : ' . Amendinent of " Loosening of
Mndustrial - obligationto . .
Coordination Act” = ‘oblain manufac- .
o - . : - ‘turing lcensé
1986 Stropger export Positive intro-

. Announcement of .
Industriat Master '
oo Plan e
. {1986 10 1995)

Séurce: JETRO Sensor, Novethber' _198’1.

II[-:'6

Sth Ma}aysmPlan L
" duetion, loosening (1986 o 1990) -+ -
of resmcnqns
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The IMP points to several structural problems in the Malaysian economy: (1)
delayed industrialization due to overdependence on exports of primary products, (2) we'ak_
linkages among industries, (3) overdependetice on foreign investment in '_imporﬁanf fields,

(4) a weak export siructure of manufactured products (overreliance on exports of specific -

products), and (5) a low level of technical capability and a lack of its own techmcal
- expertise. The IMP determined the relation between these problems zmd stressed that the
three sectors of technology, labor, and incentives were 1mportant focal points of i 1nterest
in key policies (Fig. I11.1-2).

The IMP pro;ects, as shown in Table III 1-2, a GDP growth rate of 6.4% from
1985 to 1995 and sets a target for real growth in the manufacturing sector of 8.8%. It
further sees the share of manufac:tunng in the GDP as rising from the 19.1% of 1985 to

21.7% in 1990 and 23.9% in 1995, N

The IMP designates priority industrial fields and provides devclopment strategles

for each. The followmg 12 sectors were designated as priority mdusmes

|Resource-based industries)

Rubber products
Palm oil products
Food processing
Woodworkin g

- Chemicals and _pe’troéhemicals
Nonferrous metal products -

Nonmetallic mincrai products

[Non-resource—based industries]

8. Elecironics and electrical equipment
9, Transport eqilipment
10. Machinery and engineering products
11. Ferrous metals

12. Textiles and apparel -

The framework of the déveiopment's"tfategie.s of the IMP is shbwn in Fig. TL.1-3. '
Here, there is clear indication of an outward—lookmg mdustr:allzatxon strategy aimed at .
overcoming the smail size of the Malay<;1a domestic market.

The strategies given in the IMP are as follows:
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Fig. I11.1-2 Casual Relationships of Problems in Basié'lmliz_stri;ii Plans

- —> llevel of
- export
- Lack of S
I;—» competitiveness € Low
N domestic -
Low o oo o - I~ - Imarket share
producy {Slow introduction| Insufficient :
quality| | of new prodiicts 1 incentives
High [ Lack of | jInsufficient
product tecimologicalf fengineering|] .
price 1 capability {| manpower Sl
. : ma
prdduction, R pr_oductlon.
Low lg C(:bt : Low | '
profitability|< productivity pg———

Words in bold = Fundamental causal problems
Words in not bold = Consequential problems -

Source: IMP h
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Fig. III.1-3.Fra'mew0rk of Development Strategies

Malaysia as an Industrialised Country in Information Age

Outward-Oriented ﬁidtlstrialisation

7 ANG

. Intensive De\iélopment'of Diversifying and Upgrading of
Resource-based Industrics _ Non-resource-based Industries
' for Export’ o - ' For Export

Selective Development of Strategic Heavy Industries to
Suppert Export Industries

Systems Integration for Information Service:

Extensive Application of Infonnatics\

Dispersal Modermisation and Institutional

Technblogf and

Manpower Infrastructure Rationalisation of = Re-arrangement
Development Industrial Structure

T

Policies and Programmes Including Incentives
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[1]  Outward looking industrialization

a. Balanced incentives for imp’ort substitution and exports '
b. Apphcauon of the free trade system to all exportcrs :
¢. Reduction to a mmlmum of dlscrimmanon in effecuve
protection in the manufacturmg sector in customs tariffs -
d. Enablement of automfitlc use of export incentives by -
businesses engaged in export activities without dlstmctlon
as to the type of p_rod_ucts

2] _Pﬁority industries

| a. Shortening of the perlod of protectlon of i 1mmature
industries and making said protectlon temporary
b. Orienting i immature industries so that they can enter
- the export market at an early stélgf_:- e

[3]1  Heavy industries

a. Development of select, strateglc heavy mdusmes

b. Buﬂdmg of strong foundation enabhng achzevement of balanced
growth faster than in the next 10 ycars and the achlevement of
high industrial capablhtles

[4] Technical de_velopolent
a, Incentwes by Malayman businessmen are vital,
In particular, technology should bo able to be acqulred by
Teverse engineering.
b. For greater technical expertlse (H devolopment of human resources in
the research area, (2) ostabhshmen_t of requisite institutions,
and (3) incentive type policy measures -

[5] Human resource development

a. Ensurement of a supply of high grade teohnicians and engineers

TI12



" 'b. Ensurement of a supply of skilled and semiskitled labor .
' [6]' Positive adjustment of the industrial structure

g a.‘Pbsitivs'incentive's for support of development efforts in the small-scale
~industrial sector to'enable a supply-of quality components and parts
- b. Positive government measures to-assist the rationalization of
' industries which dre inefficient and t'ottering,-: but are imporiant
-‘and crucial to the"nati'()na'l economy in.a dynamic sense

SRS K ".Relocatlon of mdusmes 1o reglonal areas and provision of mfraslructure
" faciliies B . ‘
Encouragemcnt of relocation along the western corridor of the western side
- of the Malay Peninsula; Further, dévelopment of a minicorridor linking
- Kota-Bharu, Trengganu, and Kuantan.

- [8] " Incentive system- ~ -

a Improvéméht"'Of-eprr_t incentives - -+ -
b. Improvement of investment incentives
et ¢. Suppoit of small-scale industries
'+ ..'d, Support of technical development

9] Establishiment of new systems

a. Stren gthe_ning of 'plaiming function of MIDA
b. Establishment of National Science and Technology Council
and Malaysian Science and Technology Institute
. Reevaluation of role of ICA (Investment Coordination Act)
d. Estébi'ishmcnt_ of an export target system and holding of periodic
national conferences on trade promotion headed by the prime minister

| .[_Review _of IMP] .
‘The IMP 'rép.ort was prepared primarily based on data dated 1981, Therefore, the

- Malaysian govcrnment is engaged in an on- gom 8 process of reevaluation of the data in the
IMP and checks on the state of progress in the matters raised by the IMP.” As pdl‘t of this
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reevaluation work, the: Mmtstty of '1rade and Industry released an Annual Report on thc
IMP in March 1988. (Note 1) . L s

Of note in this report was the mdlcat;on of the growth ratc in the Malaysmn
manufacturing sector as being 12%, moie than twice the growth in the agucultural sector
(5. 3%) (New. Stralght 'i‘lmes, March: 6, 1988). Further, the rate.of conmbutmn of the
manufactumng sector to the growth of the GDP has. nscn from the.19.7% in 1985 to
20.8% in 1987 and 21 7% in- 1987. Also, the increase m the added value in the
manufacturing: sector rose.from -3.8% in 1985 t0.6.7% in 1986. This growth in the
manufacturing sector has been based on the increase in exports; since 1986 '

The report further made a companson of the cxport targets set in the IMP and the
actual results for 13 mdusmal sectors. : Actual exports beat the IMP export targets in
textiles, rubber, ferrous metals clectromcs electncal equxpment etc., but fell below the
targets in 011 chemicals, and nonferrous metals (Table IL1-3). -

Howevcr,-whlle‘exports,of e_lcctrompgs_, and textiles grew, 1mp(_)rts also increase and
rose above the import targets (that is_,'target_réduccd_ imports) set by-the IMP. This is a
reflection, in figures, of the structural p_roblems in the Malaysian economy, which r_t_:lies
on imports for the paris and intermediates required for prd_ductidn of electronics and other
manufactured goods, and shows the need for promotion of parts and intermediates
industries and sfrengthening of linkages b'ctwecn industries. -

Th1s survey was cor:ducted in line w1th the pohcles of the IMP and the selected
industries for the survey are contained in IMP's priority. mdusmal areas. “The IMP can be
said to be the backbone of thie survey:

! Annual Report 198_6/1987, Industrial Magté_r Plan, S_gc;orél Task Force -
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Table IML1-3 Annual Reports of Sectoral Task Forces
on Industrial Master Plan (1986/87 announced March 1988)

o Productmn _ . Exports _
1986 Differ- 1986 ~ Differ-
S T IMP 1986 ence - IMP 1986 ence  Approved
Indt:strial seclor (Unit) target  results (%)  target results (%) projects
Rubber products (Mﬂhon M$) o 1,0204  B30,0..-97 32035 3979 20.8 39projects
of which, . o ' '
“Tires and tubes 486.9 479 236 -50.7
Latex 233.6 1780 2460 385
Rubber 1934 48.8 5.7 59
Palm oil products (1,000 tons) - - . - . 27 projects
Processed palmoit.. - - 39750 5,700.0 434 39750 4,1881 54 '
Processed palm kernel oil -60.0 87.8 463 600 519 -135
Oleo chemicals 150.0 88.9 -40.7 1474 844 427
Processed foods (Million M$) 5921, — {26.1) 9151 8957 -2.1 55projects
of which, ' (in addition,
Fish and shellﬁsh products 472.3 3518 3051 -157 24
: agricultural
Fruit, nut, and vegetable _ prajects
- processing _ ' receiving
o 254.3 8.7 855 4.7 preferential
Sugar and sugar 7 tax treatment
confectionery 669.9 521 77.0 47.8 under Invest-
Coffee, cocoa, tea, spices 578.5 2395 2163 -97 ment
o - : Incentive
Processed cereals and 1,020.0 326 414 270 law)
cereal preparations - - . _ '
Beverages : L 1,068.9 38.2 333 -128
Wood products (Mdhon M$) 3,235.1 1,655.0 1,779.9 7.6 24 proiccts
of which, : : L
Sawn limber : " 1,727.5 980.5 11,2359 26.1
Panel products 6573.1 353.0 2827 -199
Mouldings & Joinery 516.8 2883 2323 -194
Furniture 317 1 332 290 -12.7
Chem:ca] products {Million M$) 2 049 6 379.1 555.1 46.4 65 projects,
of which, _ . o of which 31
Fertilizers 357.1 697 693 -0.6 ‘chemical
- Building materials a.nd o ) . products, 7
_ . intermediates 198.5 91.8 130.1 4L7 petroleum and
Plastic resins.- -107.7 292 498 70.5 coal,and 27
Paints and dyes 229.9 6.5 134 106.2 plastics
* Insecticides 212.9 - 243 358 473
Cosmetics and soap 389.2 578 551 126
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Production

- 1986

TR |’
Industrial sector (Unit) target

_ Differ-
1986 ence
results “ (%)

1986 © 7 Dilfer-
IMP - 1986 ence
" target results 7 (%)

Expo 115

Approved
projects

Nonterrous metale (M:lhon M$) 2647
of which, c

2529 45

© 520 50,8
1540 -71.5

46.9 -28.7

3,510.0 -443

55.6 210
752 -11.7

420 -364
20.0 -56.1
110.0 -472

Tin products - . 3235

Aluminom products T 1664

Lead producis o 638
Nonferrous mineral products . o

(Million M$) o 29282
of which, .

- Cement {1,000 lons) .. 6,300.0
Ceramic tites (1,000 tons) ..~ _83.0
Sheet glass (Million M$) 852

Electromc and eIectrxcal equipment

(Miilion \d$) : 7,221
of which, =~ : . S
Electronic components : 4691°
Home electronic eqmpment 791
Industrial electronic equipment 290
Electrical appliances . 1,449

Transportaﬂon equ:pment o

{Million M$) S 4,5446
of which, .

~ Passenger cars (1, 000 umls) 1153
Commercial vehicles (1,000 units). 35.6
Motorcycles (1,000 units) . 2332

Auto parts (3 (’Viillion M$) - 1,360.2

Shipbuilding (mcludmg Tepair)

N.A. N.A,

1,305 270

(1,000 tons) ©21a
Coastal (1,000 tons) . S U8 |
Pelagic (1,000 tons) 0
Machinery (Mjllxon M$ 2,82_1___
of which, . T
Castings =~ - .135
Fabricated nietal producis 1,523
Machinery and equipment 1,163
Ferrous nzie'tal's (MiI'Iioh M$) 1,028
Textiles (Million M) 23908
Texliles . S 1,255

Apparel ' _ 1,135.1

2,045.0

335736 1197

151 183 213

15.5 417 '169.7 -

30 136 3573

2107 1527 215

1_2' pfoj_ept_s :

31 project's*" o

1,000 9800 109 ¢ -
40 23 425
7 210358 -

51117 77480 ~“464

76 pro'ject_s‘-t_ s

4,250 - 5391 396 -

371 904 1437
207 13 309
283 501 770

Imports

~ 96 projects ¢ -

1590 365 0
308 207 ATR

2332 827 650
1506 1299 -13.7

~ SOprojects

10, 0.6 930

184 127 <310

250 699 1800

382 250 553.0
17008 820
5919 ° 67.4
580.6 1,1082 909

22 pl’chctS =

48 pro;ecis

Source: Information from Japanese Embassy in Malaysia
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2, State of Industrial Promotiona_l.-_l’oli'cies :
2-1. Industrial- Promotion Policies and Major Implementing Organizations

-Malaysia's industrial promotion policies are based on the IMP and are executed by
its various ministries and government organizations: The current Fifth Malaysia-Plan has
asits object "stable‘lﬁbderdtc‘ growth," aiming at. prorﬁoti'on of export.industries and a
stronger role of the' pnvate sector. ThlS reflects deeply the prmciples of the IMP.,

Below, a look will be taken at the current policies and main 1mplemcnt1ng
orgamzat_lpns_ from ‘the ‘standpoints of ‘export promotion policies, foreign investment
policie's,"SMI promotion policies, human resource development, promotion of science
and technology, and the financial system. S

_2.51-_-1.;;Expant Promotion Policies

For Malaysm, cxpcrt promonon partzcuiarly ‘increased exports of the
?manufactunng industries; has ‘become a keypoint of current pohczes For this reason,
-various export incentives are: bcmg of'fered to try to achieve greater awareness of exports
in the busmess sector Gt S . s
_ . The main export pmmouon systems 1in effect are as follows: (1) the preferential

'.E_measures such as double deductions for exporters.under the Investment Incentive Act and
“the Inco_me Tax- Act, (2) the_d_rawbacks of tariffs under the Tariff Act, (3) export credit
refiﬁant:ing,*éﬂd.@)-free-.trad'e?zones and licensed manufacturing warehouses. Foreign
*capital eiffﬂiated'expoi‘t companies are given special treatment such as looser application of
:forelgn investment: controls reduction of zmport dutlcs on lmportcd materials, and
-streamhnmg of export procedures e : :

2+ The main nnplementmg orgamzatlons for export promotlon are the Ministry of
: I‘rade and: Industry, ‘which exercises overall controI and MEXPO (Malaysm Export Trade
Centcr) a sub-organ of the ministry, which is responsible for export:promotion projects.
Furthcr, the m_ml_stry has established in it the Export Promotion Council, which facilitates
'.‘,cémmuniéaitibn _'a'm'qng.-:'éfficiaISz.and- is comprised of high officials .of government
organizatibns and réprescntatives of the Federation of Malaysian Manufacturers and other
key export—rclated private orgamzatlons These people discuss various problems in export
promotion and measures for their resolution and submit recommendations based on the
- same. Accordmg to the FMM, the Council's recommendations. are being put into effect
“and thus are held in high regard ‘The post of chalrman of the Councxl is being hcld by
I_ Secretary General of Trade and Industry ' S '
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The Ministry of Trade and industry has further established an Export Award
system to stlmulate export»mmdedness in private business. Each year, it gives awards to
companies which have made remarkable achievements in the field of exports. .

For export insurance, the Malaysm Export Credit Insurance Berhad (MECIB) has
been established. The organization is-not; however, being used much and the Bank
Negara is conmdermg revamping it. (Note) . PR R '

In export financing, the commercrai banks provrde prlvate bnsmesses thh export
credrt refinancing (ECR) and overdr afts, - -There are no. specrahzed trade-flnancmg
institutions such as in Japan and South Korea. . s
(For more details on export promotlon see the followmg secnon IIL. 3 .) (Note 1)

2-1-2. Foreign Investment Promotion Policies.

‘Since the Investment Incentwe Act was established-in’ 1968, Malaysm ‘has
welcomed investment in export mdustrres In partlcular in recent years, it has found a-
rising need for export-oriented mdustnahzatlon and thus’ has’ more relaxed restrlcnons on
mvestment and offered new. mcennves The new forelgn mvestment incentives: announced
in October of 1986 ease the apphcauon of restrictions on foreign investment in accordance
with the export ratio of the products and the number of workers employed enlarge the
framework of employment of foreign nationals in aceordance with the pa1d~up capual

and extend the period of the exemption onincome tax for. ploneer 1ndusmes from theold

5 years to a maximum 10 years, Further, the lrcensmg obhganons under the Industrlal

Coordination Act were eased in December 1985 50 as to cover compames wrth caprtals .

:of M$1 million or more. and 50 permanent employees or more - instead of the old
M$250,000 and 25 employees and were - further. eased in October 1986 to cover
companies with caprtals over M$2.5 nnlhon and 75 permanent employees o

Due in part to-the easing of these-restrictions, the vahie of approyed' foreign
investment projects soared in- 1987 to M$750.7 million from theé M$524.5 million of the
previous year.. In pamcular, the investment from Japan shot up, supported by the yen
appreciation,’ ' : ' S :

The Malaysian Industrial Development Authonty (MIDA) p]ays an Jmportant role

as the organization for promoung investment in Malaysra o

1 Bank Negara Malaysia Annual Repori- 1987, p. 115 etc. -
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~As for the infrasmlcmre in Malaysia, in’dustriél complexes have been established at
101 sites around the country and these are administered by the respective. State Economic
Development Corpm ation (SEDC).. _ :

Also, Free 'I‘rade Zones have been established at 8 locatlons in order to promote
exports, 'In addition to the Free Trade Zones, Licensed Manufacturing Warehouses
(LMW) have been estabhshed and they enjoy the same advantages as the Free Trade
Zones. - SR o - L
Accordmg to MIDA therc are plans to develop 50 more mdustnal complexes
(covenng 7,014 hectares) Upon the completion of the construction of these complexes,
the present area of industrial complexes (7,565 hectares) will have been nearly doubled.

Under the Fifth Malaysia Plan, plants for export-oriented products are to be
located in areas which will amass economic profits and the siting of 1mp0rt-subst1tuuon
industries in smaller towns is encouraged. (note: for further details on foreign investment
policy, refer.to section ITT-4)

2-1-3. SMI Promotion Policies

- The small- a_nd_r_riedium-sc_a!o industries‘ (S_MIS) play a very great role in the
Malaysian economy. “According to 'statis'tic_s compiled 'by‘th_c Statistics Department in
1981, 89.5% of all manufactyring companies had less than 50 employees. At the same
time, however, they accounted for.only 28.2% of th_e number of workers and 16.4% of
all fixed assets.'In_ the recommendations of the World Bank for Malaysia, small—- and
mediumfsoalo industries were defined as those with less than 200. employecs. (Note 1 YIf
the definition of SMIs is exp'an_ded to those with less than 200 workers, then the SMIs
would account for abont half of the employment and assets.

In the 1980s, Malaysia entered a phase of industrialization in the heavy machinery
and chemical sectors. Promotion of the- SMIs, which coenstitute the ancillary industries,
has become essential for this industrialization phase. '

Further, the old foreign multinationals have entered the FTZs and are Jmportmg
‘raw materials and intermediates from abroad, processing them in the FIZs, then re-
exporting them in what has now become a general pattern. These constitute types of
“enclaves”. which have little effect on the ancillary industries, As mentioned too in the

T The scale of compames refcrred to as bemg small and medium in Japan differs from that in Malays:a In
the case of Malaysia, it is necessary (o note that even smatler firms are being referred to. In this report,
no special definition is given to the size of the $Mis, but in general what are referred to here are those
_ with less than 200 employees and M$500,000 capiial, :
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previously cited IMP Annual Report, the fact that increases in exports of manufactured
goods such as electromc equtpment are accompamed by correspondrng increases in
imports of mtermedtates shows the absence of mdusmal linkages. - oslm o
From this vrewpomt Malaysia has been’ trymg 1o promote posrtrvely the SMIs |
constrtutmg the heart of the suppomng industties. 'In the 1988 Budget (Note 2) stress
was laid on production of auto parts, ltght civit engmeenng, electrical and electro_ntc
components and rubber, plastic, and other parts. Further, the limit on loans under the
Special Loan Scheme of the Credit Guarantee Corporatron (CGC) for such industries has
been ralsed : ' ' ' PR

SMI promotton in Malaysra is founded on 2 basm concepts (1) the Urnbrella
Concept and (2) the Industnal Productton Complex Concept S T .

Uncier the Umbrella Concept gtant corporauons ate env1sroned as provrdmg '
support to SMIs as their subcontractors ‘This covers the case, for example, of the Proton
Saga automobile mdustry This assummgly would fill the’ gap between the Iarge
corporations and the small enterprises in technology and would promote establishment of
linkages among industries. According o the Small-scale Enterprise iowisig{n_'gf the
Mmrstry of National and Rural Development th’is:rr'te'tht')d' is us"ed"for 2 't)i'"o'd'uét}s -
currently bemg marketed: food and furmture (wood and’ steel) which are pnmartly
supplied’ for governmental orgamzattons In thls case, the” govemment plays the role of
the wmbrella, - o T TR '

The Industrial Production Complex Concept calls for the use of the muItmauonals
in the existing FTZss0 as to form backward industrial linkages. Aecordmg toDr. Kamat"
Sali of the Malaysran Institute -of Economlc Research, by havmg such. multinationals
strengthen their linkages with local ﬁrms it would be pOSSrble to deepen the process of
ancillarization. In a trial expenment ‘the Penan g Developmeit Corporatton has’ comptled
a directory of small- and medium-scale’ supphers by product and has arranged meetings
between multinationals in the FTZs and local firs, Those posrtlve measures are -being
watched with interest: - ° : e o ot

On the private business side, the- Federatron of Malaysmn Manufacturers (FMM)
has initiated a "Cleamng House" in January 1988 to strengthen_tbe_hnkages betweert the -
large corporations and the SMIs. This Clearing House plays'a matchmaking role thrcugh
the supply of basic information on both the large eorpor:_ations and SMIs and, further,

2 The 1988 Budget, Speech by Ministet of Finarice, Octaber 23, 1987~ =+« .2
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~Table III 2.1 State of Disfq-ibution of Employees
Cin Malaysiqn Manui‘ac’turing Companies (1981)

Total Employment - - No.: of 5 TotalNo.of Vlue of Fixed

Size Group Estabhshments % Workers Employed %  Assets ($'000) %
Belows; R -8,816 432 20,846 3.6 101,172 1.0
5 .- o7 4,140 203 27,009 4.7 178,499 1.7
1019 -2, 770 . 135 38,025 6.5 349492 34
Sub-Total (5 9) 6,910 33.8 -65,034 11.2 527,991 51
2029 s 1,350 . 6.6 032,203 - 5.5 398,391 3.8
30-49 12020 0 5.9 - 45,494 7.9 675,967 6.5
Sub-Total (20 49) © 28520 1125 17,697 134 1,074,358 10.3
50-99:: oo L,065 0 0 5.2 74,291 12.9 1,395,104 134
100- 199 615 3.0 84,780 1477 2,085,284 199
Sub-Total (50- 199) 1,680 8.2 159,710 27.6 3,480,388 33.3
200499 - 306 1.5 91,655 15.8 2,250,411 21,5
500-999.- - 107 0.5 71,931 124 1,732,600 16.6
1,000 and above - 51 03 91,809  -16.0 1,271,065 122
Sub-Total (200.& above) 464 . . 23 255395 . .44.2 5,254,076 50.3
TOTAL = - c 20 422 100.0 - 578,682 - 100.00 10,437,986 100.0
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Table II1.2-3 State of Implementatlon of Loan Gu:delmes
of Central Bank by Commcrcnal Banks

Minimum Ter_ms_ SR ~_s_ta‘tgjas_of_Bn_q‘hf1987_'
| Balamebf No. of Non-
. of Total - Implementmg .
M$ malhon Fmancmg - Banks M$ rmll:on

<Financing> _

To Bumiputris | 20% (Note) = 15489 323 1 195

To Farm and Food : o . L : '

Production 6% - 2,597 54 . 15 465

Special Loan Scheme (SLS) : R . L '

Total : M$150 million ~ 217 - =12 - 23

To Bumiputras : M§75 mlllmn o4 - 02 19
<Housing Losans> Targct : Corﬁmit;nen;s _ o

Totl - 80000 units 6 8342 units 26 - 18,471 units

Low Cost Housing -~ . 48,000 o 29712 30 - 19,851

To Bumiputras : 24,000 ' 17,380 31 8,087

Note: Percent of [can balance as of end of 1985
Source: Basnk Negara Malaysia, "Annual Report 1987", p 29
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supplies .information oﬁ_'exi_sting incentive systems to the SMis. The_ Speoiall Committee
on Small- and Medium-Sized Indusiries of the FMM has published a donie_st_ic _M_aiaysian
directory of industrial estates entitled "Handbook for Small- and Medium-Sized
Industries”  in which it provides basic d__atga"oh the price of industrial sites, lease terms,
etc. According to FMM, the Malaysian government has becotme much more interested in
promoting SMIs in these past few years. This reflects the government's recognition of the
importance of the SMs. ' '

(1) Main Im;ﬁle_mentii_lg Organizations

'I‘hcre are quite a vanety of 1rnplcmemmg orgamzauons to promote SMIs in
Malaysxa Among the govemmcntal agencies, there are 9 ministries and 30 other agencies
-involved dlrcctly or mdu'ectly (Note ). Asa coordmanng body for these agencies, the
Small Scale. Enterpnse Dmsmn (SSED) was ostabhshod in 1981 under the Ministry of
'I‘rade and Industry. SSED was transferred to the Mimstry of National and Rural
Development i in- 1986_. .SSE_D plays the tole of a coordinating body, holding regular
.mcc'ﬁt.lgs.of a "Coordination Co.uhcil'for Development of Small-Scale Industries”
composed of 35 SMI promotion related agencies. Also, SSED runs a "Subcontract
Exchange" program for _matchmaking_ between small suppliers and large corporations. For
this program, it inputs into a computer 1_6_00 small- and medium-scale subcontractors so
as to deepen the linkage with large users.

_ SMis are defined by the SSED as small-scale enterprises with shareholders' fund
or net assets of M$500,000 or less and medium-scale enterprises with funds or assets of
M$2.5 million or less. Table IIl 2-2, incidentally, shows the definitions of SMIs
(manufacturing) in key Asian countries, the share of such SMIs, and the state of
distribution thereof Each country defines them differently accordmg to their national
circumstances. Note that to obtain information of the state of the SMIs, it is necessary to
collect data, but the latest data available at the StatlSHCS Department was dated 1981. The
data is bemg_updated fiow and is ,schedulcd to be announced around July of this year.

. To pinpoint p_rob_le_ms ‘and obtain information of the current situation, the
. 'I_rr;lplomcntjng and Coordinating Unit of the Prime Minister's Department and other bodies
~ are now engaged ina reevaluation of the SMI policies and are scheduled to come up with

IrDatuk Dr. Yusof, Minister in the Prime Minister's Department, speech on February 22, 1988,
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a riew pohey Toward thrs end, the staff of the ICU have been sent to Japan for study of
Japan's small and medium enterpnse p01101es The work is thus bemg posmvely pushed
forward : o N PN IR IR IR T
" Prom thie aspect of ﬁnancml assrstance to SMIs, thicie is the Specral Loai Scheme
of the Credlt Guarantee Corporatlon (CGC) Further accordmg to Bank’ Negara
regulatrons commerc:al banks are eommrtted 16 provide a certain’ amount ‘of loans 1o
SMIs. Specrfically, they are obhged to provide SMls with Joans under the: CGC SLS of
at least M$150 mrihon (total value of commerelal banks combined), Of thrs, half or'
M$75 million, must go to Butmputra enterprises. IIowever in pract1ce Some
~ commercial banks are unable to mest th1s commitment. As of the end of 1987, 12 banks
were unable to do so’ (Table TE2- 3). Note' that the Bank Negara, wheén releasmg its
Annual Report at e end of March this year aninctinced that it was rarsmg ‘the obligations
of the’ commercral ba‘nks to provade Toans to- SMIs from the minimum M$150 rmlhon to
M$300 mllhon and changmg the deﬁmtron of SMIs from compames w1th capltals of less '
'than M$250 000 to those with less than M$500,000: e B i
' " In addition to the loans through the’ ‘comutiercial banks, loans are available to the
'SMIs from the Malaysran Industnal Development Fmance and the Development Bank of
Malaysia.” ' o R BRI g
SMlis, however, have dlfﬁcu]tles obtarmng access to the loans dué to a'lack of
‘suitable collateral; which makés: them seern T h1gh I'lSkS to’ the bankers, and
cumbersome procedures from the SMIS v1ewpomt SR e
Althou gh the Ma]ays1a govemment prepares vanous mcentwe sehemes in terms of
exportt, iivesiment, and fmance these schemes are, m prmc1p1e equally available to all
apphcants regardless of the seale of the cornpany The result is ‘the: bigger enterpnses are
the ones which generally beneﬁt frorn the conceSSlons ’ SR e et g
The only incentive provrded preferennally to the sma]l 1ndustr1es is" the 5%
reduction in taxes for 5 consecutive: years from the commencement of busrneSS in‘the
scheme of abatement of adjusted 1ncome under the Tnvestiment Incentrve Act of 1986 '
Therefore, it is only natural that there are CrlthlSFﬂS that there are only limited: mcentwes
given to SMIs and that the’ mcentwes can be more readlly used by the' 1arge corporanons
Note that the government trled to promote investment in the SMIs by raising the upper
' limit on investments for whlch approval can be Obtained by just notification to MIDA
under the Industrial Coordmanon “Act to over M$2:5 million; by an amendment ef '
‘October 1986 (up until then, the limit had been M$1 mrlhon) This’ measure represents an _
unportant change in promoting mvestment in the SMIS '
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2) Problems in SMis -

The Insutute for Developmg Econ0m1es ran a, survey of the SMIs of Malaysm
from August to October 1986 (Note’) ‘This survey covered 161 SMIs and 125 large
enterprises. Among the SMIS, there were 48 enterprises which were exporting in some
form, or. another and. 113 local enterprises producmg solely for the domestic market,
Among the large enterprises, there were, 71 mdlgenous eompames and 54 foreign
affiliates. . e R _ L ,
L Problems glven as. confrontmg the SMIs ‘were, for the export compames

"competition in the overseas markets" "high costs", and ' 'procurement of raw matenals
and for. the local firms in ﬁnancmg, "difficulties in obtaining loans”, "insufficient owned
assets and !'heavy mterest rates” plus, ;n_x_nark_etmg, ,competm_on and "the small size of
-the domestlc rnarket _ : '- . '. . ) S

As to the. requests to.the Malaysxan government the _export compames asked for
abatement of. taxes, streamhmng of export proeedures, and subsidies, while the local
-eompames asked for. exemption frorn taxes, ea81er Ioans and subsuhes
- A Jook at the degree of famlharity with the _existing SMI pohcles of the
-government shows that of the 41 companies responding, 7 (17.1%) knew r_aothmg at all,
26 (63. 4%) knew a little, and 8 'companies (19.5%) knew‘a lot. NOte; however, that
.these 41 compames were SMIs with busmess relatlons with large firms. In the case of the
export. compames, of the 47 compames respondmg, 19 compames (40. 4%) knew
_.nothlng at all, 20 compames (42. 6%) knew a 11ttIe and 8 companies (17.0%) knew a lot.
~The percentage of companies not knowing anythmg at all was a high 40%.
.. -Of the 38 SMIs with busmess relatlons with Iarge firms and gmng responses,
only 5 were reeelvmg the benefits of the government measures. Specifically, 2 firms were
: rece1v1ng tax exempttons, 2 financing, 1 information, and 2 other benefits. As to the
;export compames of the. 38 responding, there were as many as 29 which indicated that
: they were not receiving any benefits of the pol_}c1es, As to the benefits received, 6
c’otnp_etniéS were -teceiving' ta_x 'exemthions, 2 each loans and information, and 1 each
" marketing assiStence and other benefits.
The facts that the government measures on SMIS are not fully known and that
' there were few compames makmg use of the govemment beneftts indicate that the
+ government's services have not reached the SMIs.

o :-f'!-

k' Instltute for Developmg Econormes, :"Hatten To_;okoku Chushoklgyo Kenkw Hokokus,ho"
'(Report on Study of Small and Medium-sized Enterprzses in Developing Countries), March
1987 :
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Note that in the telephone interviews, covered in the later 11:5, there was & higher
percentage of compames which indicated they knew of the government mcentwes This is
believed. to ‘be-due to the fact that the number of compames surveyed d1ffered from that of
the questtonnatre survey ‘of the Insutute for Developmg Economtes and to diffetences in
the mdustrtes covered and” export experience, S - S T

_ Regardmg the relations between parent compames and subcontractors of the 16
compames respondmg, '$7.5% indicated that they were, rece1v1ng finaricial assistance from
the parent compames for their subcontracnng work, 31: 3% indicated they were’ being . .
supplied with raw materials, and 18. 8% that they wete Teceiving techmcal gtndance The
ratio of ﬁnancml assistance was thus hlgher than that of techntcal gu1dance R

A look at subcontractmg orders shows’ of the 55 1nd1genous large compames and
38 foreign affiliates, or a total of 125 firms, 74. 4% did not place any orders to
subcontractors This indicates that Malaysia still does not have a sufficient’ system of
subcontractmg Further a look at the years in Wthh subContt‘actmg cornmenced shows
~ that of the 13 indigenous large compames respondmg ‘and‘the 16 forelgn affiliates

responding, 5 of each began subcontracnng out work from 1970 to 1979 and 6 and 7
atter 1980 showmg that subcontractmg is relatively new. ' '

“The Malayman government is movmg to strengthen the subcontracnng system and
to raise the percentage of subcontracttng in the future. .~ S R

_ How do the Malaysmn SMIs evaluate the fore1gn afﬁhates 61 2% replted that

'they are contnbutmg to the natlonal economy. As to the detaﬂs of this contribution,
83.9% mentioned creahon of new employment and 71% transfer of technology Loolqng B
at this from another perspecttve we can say that the local SMIs wish these two thmgs
frorm the foreign, afﬁhates Up until now, the general evaluatlon seems to have been that
forelgn investment” has posmve effects on the SMls. S o

As mentioned later, the same problems were uncovered by the mterwew and
questionnaires run in the field by the study group. Iti 1s necessary to publicize the use of
the existing system among the SMIs and to promote more effecnve use of the incentives
by them. ' ' ' e

2-1-4. Human 'Resources'De‘veIOpment'_”(HRD)':' "

Regarding HRD, as pubhc mstltuttons, the Mlmstry of Labor the Mmtstry of
Education, the Ministry of Youth and Sports, and Majlis Amanah Rakyat (MARA) play

important roles in the drafting of policies and 1mplementatton of HRD projects. Further, -

on the private level, the Federal Instltnte of _Technolog_y and the Wo_rkets Institute of
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Technology are actlve In addmon on the individual company level, there is in-house
training..
' The Industrml Master Plan (IMP) pomted to the need to strengthon HRD in order
for. Malaysm to achieve export-oriented indusirialization, In’ partrcular it gave as
‘problems in the Malaysmn HRD (1) the low level of technical expertise and the lack of
indigenous te_chmcal_abrhty, (2) the, insufficient supply of human resources of the
engirlecr sn'd technician level, and (3) the insufficient incentive systems for industrial
trammg P _ _ S
Vooatlonal trarmng programs are spht among the various ministries and
orgamzauons and’ someumcs overlap, so the IMP recornmendod that a coordinating body
be estabhshed to coordmate activities of the organizations in charge of the vocational
trammg and HRD. In v1ow of this Iecommend'tnon Malaysm is moving in the direction
of es*tabhshment of a Natlonal Vocational Tralmng Councﬁ (NVTC) administered by the
Mlmstry of Labor This Councﬂ ‘would be compnsod of not only the related: government |
organizations but also, from the private sector, represcnta_nvcs of the Federation ot'
Malaysian Manufacturers (FMM), the National Chamber of Commerce and Industry, and
other indusrl‘ial,'groups_ au_d_. should: play an important-role as a forum of the exchange of
ideas in the public and private sector on vocational training and HRD. The NVTC is
scheduled 10 mcludc a Standard and Ceruflcanon Committee and a Training Advisory
Commlttoc O PR - _ o
Accordmg to the Flfth Malaysra Plan, Malaysua was expectod to produce from
198610 1990 a. total of 52 826 persons with degrees and 36,855 with diplomas. Broken

down, there should bc 27 179 degreos in tho arts, 17, 507 in the sciences, and 7,540 in

technology. In the diploma class there should be 18,454 in the arts, 7,953 in the
sciences, and :1_0,44_8 in technology. A look at the increase in the number of graduates

from 1986 to 1990 by course shows the number of degree holders in the arts rising from

3,451 in 1986 to 7,723 in 1990, or a 2.2-fold rise, and diploma holders from 3,006 in
1986 10 4 631 in: 199() ora 1.5 fold rise, the number of degree holders in the sciences
rising from 2,962 in. 1986 to4, 219 in 1990 oral 4-f01d rise, and diploma holders from
1,150 in- 1986 to 2,231 in 1990 ora. 1.9-fold rlse, ‘and the number of degree holders in
) ,technology nsmg from 972 in 1986 1ol 929 i 1990 or a 2.0-fold rise, and diploma

holders from 1,348 in. 1986 10 3, 023 in 1990 or a 2.2-fold rise. In other words, there

. should be grcater growth m ihc techmcal sector o : _ _
... -The, Malaysmn govemment 1s expendmg cffort to increase the numbcr of scientific
and tcchmcal course graduates _and improved the ratio of art students to science and
technology students from the 52:48 of 1980 to 50:50 in 1985.
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- In addition, there we1e many btudents studymg at overseas universities. In 1981
to 1985, 26,800 students obtained degrees. ‘
o Table [11.2-6 and Table m.2-7 ‘;how outlook by Public Tx‘ammg Center of supply
of skllled and semi—skllled workers. b : : H
Skilled labor and semi- skllled labor are pnmarlly supphed by the Industrnl |
T1a1n1ng Institutes (ITT) of the Mlnlstry of Labor and Vocational Instltute (IKM) of

MARA. T he Ministry of Labor currently Kas 5 ITIs where it trains some 2,843 workers o

(number enrolled as of 1985). The thth Malaysia Plan calls for the estabhshment of &
further S5TTIs. The IT1s gwe 3- step courses (1) basic, (2) mtennedlate, and (3) ‘advanced
for different trade’ categones “There are 36 trade categones (Note 1) (See Table I11.2: 5)

After fmlshmg the curnculurn and’ passing the exams,’ the graduates are given- cerﬁftcates -

by the National Industrial Technology Training Certlﬁcanon Board (NITTCB) The _
NITTCB was established in 1971 £6r the supply of skxlled Iabor and i is comprised of 24
members, including employers, representatlves o_f employees, a _chal_nnan, and a secretary
“general. The Board gives fests twice a year for certification, buit it is up to the employers -
* 'whether to give any raises etc, to employees whlch have received certlﬁcatlon After the
mcepnon of the National Vocauonal Trammg Councﬂ ‘the Council is scheduled to absorb
-theNIT’I‘CB B S s

promote in- house tramlng in the rnanufacturmg industries. Tlns mcentwe was announced
dunng the speech on the 1987 budget in October 1986 by the Mmtster of Finance and was-

1mp1emented from June 1987. A condition is 1mposed however, that the trammg o

programs must be those for (1) new or nnproved skills requlred for productlon of new
products or nnproved products or Q) new or Improved skxlls for improving ‘the
-productlon process’ along ‘with employment of new technology 'I‘he double deducuon B
system may ‘also be used by forelgn affiliated companles Accordmg to the Mmlstry of
Labor, there were about 100 apphcatlons for the deducnon as of March 1988.

The Center for Instructor and Advanced Skill Trammg (CIAST), under the
Mmlstry of Labor, has begun trammg with the’ cooperatlon ‘of Japan The penod of )
cooperatxon from Japan was initially to end in August 1987, but was extended to March
1990 later. The courses offered mclude automoblles, machme tools molds and’ dies,
metalworkmg, heavy mdustry, electrical and electromc eqmpment etc. Experts are sent
from Japan to train local counterparts and traihing is ‘also provided to students $ent from
other ASEAN nations as well, The requiréments for _i'eceivi_ng‘ltt'a"ining “are that the person

1As of June 1985. According to the Ministry of Labor, these have been sinoe: increased to 50. ¢
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10.

12,
13.
14,
15.
16.
17.
18,
19.
20.
21.
22.
23.
24,
25.
26.
21.
28.
29.
30.
31.
32.
33.

Table 1I1.2-5 List of Job Categories Designated -
by National Industrial Trade Training Certification Board

 MOTOR VEHICLE MECHANI_C

EARTH MOVING EQUIPMENT & ,
CONSTRUCTIONAL MACHINERY MECHANIC

HEAVY COMMERCIAL VEHICLE MECHANIC

DIESEL ENGINE MECHANIC

AGRICULTURAL MACHINERY MECHANIC

AUTO ELECTRICIAN

MOTORCYCLE MECHANIC

SPRAY PAINTER

BRICKLAYER & MASON

PLUMBER (DOMESTIC)

. CARPENTER & JOINER

CABINET MAKER | |

REFRIGERATION & AIR-CONDITIONNING MECHANIC
ELECTICAN (DOMESTIC & INDUSTRIAL)

RADIO & TELEVISION MECHANIC

TRANSMITTER & RECEIVER MECHANIC

_ VIDEO SYSTEM MECHANIC
'GENERAL MECHANIC-FILTER

TURNER

GENERAL MACHINIST
GENERAL MACHINIST-MILLER
GENERAL MACHINIST-GRINDER
'WELDER-GAS

- WELDER-ARC

SHEET METAL WORKERS

 SAWDOCTOR

STEEL FABRICATOR AND ERECTOR
TOOL-AND DIE MAKER
HAND COMPOSITOR

MACHINE COMPOSITOR-LINOTYPE & INYERTYPE OPERATOR

PRESSMAN-FLAT BED LETTERPRESS
BOOKBINDER '
OFFSET LITHOGRAPHY-CAMERAMAN & PLATEMAKER
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34. OFFSET LITHOGRAPHY PRESSMAN & PLATEMAKER
35. TAILOR&CUTTER R N RN
36. DRESSMAKER

Source: NIITCB ' Lo
Note: List as of ]une 1985, added to 1ate1 '
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Table HL2-7 Pro,]ectlons on SLpply of Skllled and Semi-skilled Labor

by Course (1981 to 1990)

Courses. - 1986 _1_987]_ 1988 1989 1990

1931’-3_5_

1986-90

Engineering trades 12,531 15227 17 196 20, 156 23 102 4_7,(}91 " 88,212
Mechanical trades - 6,687 8,195 .. 9, 328 10,957 12,428 24,778 47,595
Elecirical trades 4,171 5,296 . 6 0_36 77,265 8,526 13,543 31,294
Civil engineering trades 1,622 1,674: 1,770 1, ;872..7,994 8, 621 - 8,932
Other engineering trades 51 62 62 62 154 149 391

Building trades 2,510 - 3,071 = 3,671 4414 5,110 8,162° 18,776

Printing trades 64 116 - 121 =181+ - 193 .. 460~ = 675

Commerce 2,101 - 2,477 - 2,872 2,937 :3,317.:9,230. 13,704

Agmculture 1,046 1,053% 1,053 1,213 1,373 4,459 5,738

Home science 1,186 1,070 1,074 1,394 1,722 5,847 . 6.446

Others - . 737 939 ..1,208 - 1,548 1,731 2,954 6,163

Skill-upgrading 678 884 . 879 1 040 7901 1,437 4,382

TOTAL 20,853 24,837 28,074 32, ‘883 37,449

79,640 144,096

Source: Ministry of Education and various institutions
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be (1).a vocational training instructor or supervisor and (2) hold an intermediate-course
certification of the NITTCB and have 2 or more years practical experience. Since May
1984 1,729 persons have undergone the ‘program, Looking by year, there were 112in
1984, 3301 in 1985, 594 in 1986, and 693 in 1987, In 1988, it is expected that more than
1,000 persons will undergo the program. Most of the participants are officers of
-government related orgamzauons Pmrate corporanons do not have enough lceway to -
dispatch workers there. Further, forelgn- afflhated companies provide their own in- -house
training. CIAST has the Jatest audlo-wsual equipment, _ _
Note that mdustry nieeds for molds and dies are becommg more soph1sncated SO
consideration is bemg given to addition of a course in that field to the industrial training
institutes. A mold and die course 1s_planned to be estabhshed in the ITI at Ipoh. Atthe.
present time, instructors are being dispatched abroad for study. The facilities should be
completed by 1989 Casting facilities will also be provided and about 30 persons a year
trained. Courses on molds and dies are gwen at the ITIs at Penang and Kuvantan, but
even with the Ipoh project, only about 100 persons will be .able to be trained a year,
which is nowhere near the amount required io satisfy the demand of industry. For
ceramic ware, there are plans to provide a training course at the Kota Bharu ITI 2 years
from now. -

[Mailis Amanah Rakyat (MARA)]

MARA_-is- _ui)der_ the jurisdiction of the Ministry of National and Rural
Development and is staffed by over 3000 persons. It provides vocational training for
Bumiputras, Under MARA is a Vocational Training Division and under that division 8
training institutions in West Malaysm and 1 in Sarawak. The training institutions have
some 750 instructors. L

. A look at the number of students in 1987 shows 3 150 new entrants, 15,945
enrolled, and 2,626 graduates. A total of 39 courses were offered, with those with the
most enrollees being domestic and industrial electrical (1,477), gas welding and arching
making (1,377), making of wooden fram_ework for houses (1,201), brickmaking
1, 159) mechanical dmftmg (1,072), etc. _

A look at the trends in graduates by course in the ﬁelds of automob:les and molds
and dxes for’ 1985 1986, and 1987 shows. 108, 110, and 125 ‘graduates in general
- cngmeenng, 156, 148, and 159. graduates in general machmery, 41, 17, and 13 in
foundnes 97, 90, and 127 in motor mechamcal engmeenng, and 27, 28, and 26 in heavy
' commercxal vehlcie engmeenng There has thus been no striking changes in recent years.
MARA's vocational training is provxded normally as a 2-year course, It covers vocational

TI-39



training of the mtermedrate level for Form 3 o4 graduates i.e., middle sehool level
graduates ' - o : - o '

proeess of estabhshmg an Industnal Productron and’ Electromcs Insututton Malays1a '
hopes to reeerve technical assrstance from West Germany and fundmg assistance from”
other countnes The EPU is studymg this pro;ect gii reahzed ‘thé institition reportedly -
would be. able to turn out an annual 200 teehmclans sktlled in molds and dies.” Industry -
now requires technicians with qoahty refmed technology and’ the current tralmng '
programs, which aim at process workers donot ineet this'demand; - '
MARA graduates account for 60% of the floor workers at the Proton Saga factory.
Company M (Japanese afﬁhated ﬁrm) hrres MARA foreman level workers Company M
U.S. affiliated fn'ms under the. Ametican Busmess Councrl are also sendmg staff for
providing guidance o MARA ‘instructors, ' ' B Tt _
MARA employs 150 mstructors a year for vocat1ona1 training. Of these, 100 dre
sent to Australia for 2 years of trammg “MARA also sends a total of 20 or so people to
Japan, South Korea, and West Germany each year: ' ' SR

(Other Organizations)

Managers are being trained by the Nat1onal Produetrvuy Center (NPC) a statutory
body under the’ Mlmstry of Trade’ and Industry, which alms 4t ratslng the awareness of
Malays1an managers and. 1mprovement of producuwty, holds semmars 1ssues
pubhcattons, and offers consulung and other advree The NPC was offerrng 602 courses
in 1986 and had enrolled on ts regrsters some 12 626 persons It operates on the basrs of
a M$8 27 million operanonal budget and M$S 94 mllllon development budget. |

“The NPC was established i in 1962 wrth the eooperatron of the Umted Nattons and
was made 4 statutory body in 1966 withi'the enactment of aspecial law, =~ o o

“The NPC receives techmeal assistance: from ‘the United: Natrons and other _
orgamzauons In 1986, it received 7° expeits from West Germany, one from the:World
Bank, and one from the ITC. Note that the West Ger'man techmcal assrstance program
was eompleted at the end of 1986. In addmon the NPC recewes assrstanee from
UNIDO the ILO, UNDP and other groups - DR G R

_ The NPC was staffed: by 298 people at thé end of 1986 Aecordmg 16 the NPC
the average age of the staff was a’ young 33 and the’ éenter was havmg problems with
consultmg due to’ 1nsuff1e1ent experrence 'I’he NPC is exertmg effort in rarsmg the
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awareness of SMI managers also. It has a staff of 45 for this purpose and offers scminars
and the like in the Malaysian language toward this end. - | |

Note that the NPC is a member of the Asian Proﬂuctwuy Orgamzauon and
cxchanges mfomnauon and the like with various other Asian nations. '

chardmg university education, the MARA Institute of Technology (ITM), which
is under the _1unsd1ct10n of the Ministry of Educatlon has some 30,000 students. It is a
comprehenswe umversny w1th 11 dcpartments 1ncludmg an Engineering Department.
Ceramics are handled by the Art Design School, which is a leading force in the design
field. SIRIM and ITM are jointly engaged in a Whiteware Project for rasmg the level of
technology in Chinaware and Porcelain. _Graduatcs of the ITM Design School are
employed at Proton Saga as well. The Engineeri'ng Department has some 2,000 students
enrolled. They study molds and dies as one course of Mechanical En gmeermg In 1985
a total of 76 students completed this course at the dlploma level (Table I1.2-9). There is &
shortage of training courses and educational materials for trainirig middle and higher class
engineers in molds and dies. © : o

Penang's Universiti Sains Malaysia (USM) moved its Engineering and Mineral
Materials Department to Ipoh a year and a half ago. This department teaches courses on
molds and dies and ceramics. USM started an Industrial Research and Consultancy
service in 1981 to deepen its contact with the industrial world. Under this service, it
makes available university testing facilities to private enterprises and offers consulting
services to the pnvate sector. In 1986, some 230 companies made use of the services.
Among these were the U.S. affiliated Franklin Porcelain and Associated Kaolin Industries
and Japanese affiliated companies.

“ " USM has ties with the Penang Development Corporation as well for cooperation

in promotion of Penang SMIs. USM has some 9,000 students and 1,000 to 1,500
graduates, of which 80% become employed in government-related posts. Recently,
however, the economic recession and government fiscal deficits have made employment
in government institutions difficult. Some graduates willingly find employment in
American-affiliated companies or Japanese-affiliated companies, but this is because the
jobs are attractive due to their good fringe benefits. By way ©f note, the annual budget of
USM is M$2 million. The budget has recently been kept steady.

2-1-5. Promotion of Science and Technology
Malaysm does not yet have a comprehensive program for promotlon of science

and technology The various ministries and agencies work separately in this regard. In
1976, however, the govemment estabiished the Ministry of Science, Technology, and
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' Table IIL?.-S' Breakdown of Graduates of MARA Instltute g
" of Technology by Sector (1985) '

Field o s

PostGraduaterploma R
Post Graduate. anlomalebrary Scwnce o 6

Diploma in Systems Analysm ST e g

_ Bachclor of Busmess Admlmstralmn . 33
Diploma - : ce e
Accountancy .. . .46

Law ; - 20
" ‘Town' andregxonalPlanmng pe SRS U SR
Architecture -~ o _ 8
Quantity Surveying =~~~ - T T VR

- Estate Management... . ¢ L L33

Business Administration (Transport) ' 33
: BusmcssStudles(Markenng) S U RN . SRR

. Business Studies (Insurancc) . . 13

Statstics . o : Tge
Civil Engmeermg . 68 . . .

 Electrical (E.lectromcs) Engmeenng 20
" Electrical (Power) Engineering =~~~ - 7 14%
- Mechanical Engineering - < L1
Advance Diploma in Land survcymg S
'AnTeacherlep}oma R 28

Ovcrsca Courses ' Y :
Institute of Chartered: Secretanes and

- Administration (U.K.) . _:- - 3 o

Insutute of Marketing (U.K.) -

- Chartered Institute of Transport(U K) o 16

Dlploma o

Art'and Desxgn

- Graphics T T e e BB e
.- Texile, - _ , L 2%
‘Fine Metal -~ Rl e g

-,.Industnachﬂgn T - 19

Pottery Ceramics =~ ' R 1
-FashmnDes:gn I N SR
Fine At . o o 19
Photography = - o ’ 16
-~ PublicAdomunistation - -+ - L 330, -

Law 25

Town and Regional Planning -~~~ . 26

Architecture . S 19
Quantity Surveying ' 67

Estate Management R S Sk |+ S CRRNNE SR LRI S

Building _ 57
Interior Design 45

- Rubber and plastic Technology - © ... oo 223000
Mlc_robml_ogy, o 36 ST

{44



Indusmal Chemistry . : 28

Food Technology Do . 2
Wood Technology ' ' 14
Textile Technology - 17
Science . - . 100
Planting’ & Industrial Management B 119
Business Studies : 616
Banking Studies 280
Credit Management 50
Investment Analysis 39 -
Computer Science . : 78
Statistics N ‘ ' 41
Actuarial Science K 12
Civil Engineering ' 170
Electrical (Electronics) Engineering 73
Electrical (Power) Engineering ) 53
Mechanical Engmeenng , 76
Land Surveying . " . 41
Hotel and Catering Management 31
Tourism Administration ' 31
Institute and Cat. Management 31
Chef Training - 2
Mass Communication ,
Journalism’ . 40
Public relations ‘ 39
Broadcasting - - : 12
Advertising ; 16
Library Science _ 44
Stenc:gr_aphy : 244 .
Cenificate
Town & Regiorial Plannmg . 16
Insurrance L o : 58
Hotel & Restaurant Semces : .
Assistant Cook - x ; 110
Front Office Recepuomnst = : 76
Waiting 56
.Housckeeping ~ o : : 53
Certificate in Programming 39
" Grand Total : S : 4,518

Source: Min. of Labour
' Labour and Manpower Report 1984/85
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Table IIL2-10 Breakdown bf_Graduates
of University Science Malaysia

Course " Year 1980 - 1981 1982 . 1983 ~ -1984 1985
Dcctorate . _ . _
Applied Science -1 - - - -
Humanities - 1 - - - -
Biclogy: 2 - - 2 < 13
Chemistry I - - i - -
- Physics - - - 1 - 1
Sain Perubatan - - - - - o}
Doctor of Phylosophy T . )
Social Science - - - N B
Master Degree - 3 - - n 2 -
Applied Science - 1 2 1 1 3
Biology. - 1 2 1 1 3
Mathematics . 1 2. i 1 3
Housing Building - - _ ' o
~ and Planning - g 6 7 4 ST
Humanities - 1 - 1 i 2
Social Science - 1 1 3 2 1
Education - 3 4 1 - -
Physics - - 1 1 1 1
Chemistry - - 2 - 1 1
Philosophy _ - - 1 - - -
Literature - - 1. - - -
Fine Arts - - 1 - - -
Pharmacy - - - 1 3 -
- Sains (Planning) - - - - 7
Basic Degree e B
Science 110 93 147 157 212 233
Science with Education 78 95 143 163 157 . 172
Pharmacy _ 49 48 46 54 61 57
Applied Science 27 28 30 48 . 54 61 -
Housing, Building - ' _ i .
and Planning 51 36 42 - A7 B2 Y R
Arts ) - 51 - - o150 117
Aris with Education - 60 - - . -16 73
Social Science ' 174 - - 62 - 160 152 213 . 191
Humanities 138 - 137 - 110 - 117
Humanities _ .
and Education 52 - 58 65 - - 13
Certificate R L
Mass Communication - - - - A13 19
Creative Aris - - - - 11 17
Education Technology - - - - 28 25

TOTAL 682 493 783 817 1,063 1,247

Source; Ministry of Education
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Environmen _‘::I‘he Ministry serves as thc central body for technical transfers, research
and develo' incnt, and othcr sc1entufic and tcchmcal programs, -
o PT}’lt? Natxonal’ Councﬂ for Sc:entlfic Rescarch and Devclopment (NCSRD),
adwsor); \Body of th ry, also plays a large rolc The, NCSRD is.in charge of
; felopment and oxecunon of all -activities rolatmg to

_ sc'len‘ﬁ and techmcal scctor For techmcal transfers, thc govemment
has cstabhshcd the Coordmatmg Councxl for Industrial Technology Transfer. The CCITT
started a speclal comxmttee for drafting scwntlfic and technical programs in October 1987.

Malaysm s recent technical _programs, have bcen oriented toward promonon of
domestic research and development ‘Prime Minister Mahathxr laid down guidelines on

rescarch and dcvelopment m h1s report bcfore thc NCSRD in Fcbrua:y 198’? whcrem he

devclopment of demgns and manufacturmg processes sulted to Maiayma

N K a‘t tho scalc of rcscarch and devolopmcnt in Malays sia shows as 111ustrated :
in Table III 2—11, such act1V1t1es worth about M$290 million in 1982, accounting for.
.about 0. 5% of thc GNP An cstlmatc of 0 66% was announced for.1984. Compared
w1th the value for South Korea 0.95% i in 1982 this is not that bad However, a look at
the content of the rcscarch and development shows that there was httle R&D in the private
soctor and that the ﬁelds c0vercd wcrc pnmanly agnculturally onentcd i.e,, there was .
snll httlc R&D 1n thc mdustnal ficld Pravate sector R&D. accounts for only 10% of all
' : :r:opared with 45% in South Korea and 70% in Japan. The IMP calls
for R&D oxpcndlturcs to bc ralscd to 1. 5% of thc GNP by 1995 and for at least 1% of
output in the manufactunng scctor to be dlrccted to industrial R&D The Fifth Malaysian
Plan d1v1des rescarch into three types: basw, applxcd and dcvelopment and sets down the
f thc same as desn'ably 18 35 47 .

st

| (Dcoordmaung(founmlfor iﬁdu.ﬂ.stﬁéifi'r'sichri@iésyf?rans_f’éf e

_ . Thc CCITT was estabhshed to help the 1mplementat1on of the IMP In October
1987 ‘the CCITT estabhshcd a commlttce for formulatmg a. Nat1onal Plan for Industrial

47,



Malaysian ianufacturing ‘sbotor, it is necessary to correct the cutrent mabihty to_absorb '
BENEE 8

technology At the present ume however there 1s no program in MaIaysxa amnng at the

requirmg prlofity in the IMP A members hst and the work sche{iule of the commttteez‘are'
gwen below ‘ : o

(2) Staﬁea'fds aﬁemdus‘ﬁ-ismsseséﬁ Institute ’sf_ 'Matasfs‘i‘a‘- (ssz) S L

staff (20 researchers at. the Research Unit i m charge of R&D) SIRI .
stadardization and promotxon of techmcal transfers and has estabhshed a SIRIM mark} 3
systein. The SIRIM ‘mark system is atmed at 1mprov1ng the quahty of Ma]aysr AN '
and'was estabhshed based on the Bnttsh Standard In auto parts, a SIRIM )
estabhshed for's s ark plug S S

* SIRIM estabhshed three centers thh techmcal cooperatlon from Japan, i.e (1)‘:
the Metal Industry Technology Center (MITEC ; (2) the Me | 1

produ '

MIDEC and 'the like are the central orgamz.ahons for the transfer of mold and d1e
technology to Malaysian industry. These also prov1de adwsory services to the pnvate
sector. The needs of the pnvate sector for hlgh grade molds and dtes have been nsmg ‘__

model changes _

~iThe' Ceramtcs Department of
estabhshment ofa Ceramw Technolog
Malaysian Governmeitt and requested M$8 mﬂhon in- fundmg ' Of Ethls, M$6 mtlhon hasi;_ i
beer approved ‘bt dize'to ﬁscal dtfﬁcultles, only M$1- rmlhon was allocated for ﬂscali
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- Table-TIL 2-11 Comparison.of R&D Expenditures
[T - of Key Nations - -

_ Government _ . S
Unit _ R Govern- Rescarch Univer- Private  Ratio of
_-(Million) : Total . ment  Qrganizations. sities . Companies GNP(%) .
Malaysia (1982)  M$ " - 290,0-205 - 253.0 12-17 250 05
: ' T (1009) : {85%) (5%) (10%)
Korea (1982) " Won 4576885 -~ 186,076.5 66,6100 2050020 095
Japan (1982) - - - - Yen ' 5,881,539.0 - 8943100 948,211.04,0390180 278
Sl o100y (15.2)% (16.1%) (68.79%)
US (1980) c-cTI8E o 02,2200 7.9200 2,130.0  © 8,284.0 43,8790 2.86
_ ' o (00%m)y  (12.7%) (3.4%) (11.4%) (64.2%)
UK (1975) . Pound 3,6223 769.2 116.6 4122 23243 247 -

Coeo oo Q00%) @12%)  (32%) . (114%)  (64.2%) - (78)
W.Germany (1977) DM~ 41,3200  3,1300 = 4390.0 65200 272800 3.04
D (100%)  (76%)  (106%)  (158%)  (660%) (81)

Source: Dato Seri Radin Soenamo Al-Haj, Director-General, EPU, "Research and Development and -
Economic Growth" (National Seminar on R&D Collaboration for Industrial Development held
- at KL, 21/1/1986). p. 25 :
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Table IIL2-12- The ‘Committee on ‘a:National “Plan

for Industrial = Technology

(1) Member List -
CHIARMAN: Dr. Noordin Sopiee -

Secretary: Puan Maimun Din -

Members
1 Dr, Abdullah bin Mohd. Tahlr

2. Dr. Ahmad Zaharudin bin Idrus -

3. Y.B. Tan Sri Datuk Dr Ir Haji
Mohd Hassan Wahab

4. Encik Lim Ho Pheng
5. Y.B Datuk Dr. Mokhzani Abdul Rahim
6. Prof. Dr, Qmar bin Abdul Rahman

7. Dr. Rozali Mohamed Ali

3. Encik N. Sadasivan
9. Encik Soong Siew Hoong

10. YAM Tunka Imran ibni Tuanku Ja'afar
11. Encik Yong Poh Kon

JII-50

Development

Director-Géneral; Institute of

Strategic and International Studies

(ISIS) Malay31a

' Deputy Secrotary-General

Ministry of Science, Technology
and tho Envnronmont -

Director, Industrial Division,

- Economic Planning Unit, Prime
‘Minister's Department.

Controller Standards and
Tndustrial’
Research Instltute of Malaysm

Chmnnan-and Director, Operas1
Minconsult Sdn Berhad.

Socretary; National Council for
Scientific Research and
Development

" Executive Chairman, Innovest
- Berhad.

Science Adviser, Prime Minister's
Department

Senior Planning Engineor_ :
{Generation) National Electricity
Board. .

Director-General, Malaysian
Industrial Development Authority

Federation of Malaysian
Manufacturers.

Director, Antzh Holdings Berhad.

Managmg Dmcotor, Selangor
Pewter Co Sdn Berhad



(2) Work Schedule

Before the end of January 1988 ° -

In February 1988

Before the end of May 1988

Angust 1988

Before the end of October 1988

Before mid-December 1988 -

By the end of January 1989

3 By the end of’Febfu_grflgg‘g | .

In March 1989

Completion of the des1gn of the study, Terms of -

. Reference for full-scalc studies.

Commissioning of the first round of full-scale
studies.

- Completion of fund raising, invitation of foreign
- experts, and commisioning of additional papers for

the First National Congress on Industrtal

- Technology

The First National Congress on Industrial
- Technology :

At least 4 dozen Committee braiﬁstonning sessions
and National Hearings. _

Finalisatior of the Preliminary Draft of the

- Comprehensive Plan of Action and its submission to

the Council.

Discussion of the Preliminary Draft by the Council.

_' Submlssmn of th eFinal Draft to the Councﬂ

Fmahsauon of the Cabinet Paper by the Council.

LSt



1989, Once the center is established, it will become the heart - of technical transfers and -
research and developmcnt in the field of ceramlcs int Malay31a . _
The Ceramic Department has plans for six ‘ceramic-related pro;ects from 1988 to
1990, These are joint pro;ect% with’ Japanese 1esearch institutes and include research on -
silicon carbides. e
. The Institut 'I‘eknologt MARA dAT™). and SIRIM are also engaged ina Whtteware .
Project an‘ned at the unprovement of the level of ¢ ceramxc technoiogy S '
In regard to quahty, SIRIM has estabhshed 8 Systcm for. Assessment and
Registration of Qudhty, under which 1t w:ll ensure a ceﬁam level of quahty for regtstered
companies. Af present, apphcations have reportedly been made by 30 compames '
1nclud1ng some. Japanese affihates ThIS scheme is expected to reduce the trouble m
quality checks by user compames and to help delwenes of products from subcontractors h
o In addltton the SIRIM is engaged in an Incubatlon Prog—ram to raise. the level of .
techmcai expernse of the SMIs wherein it helps to 1dent1fy ﬁnanc:al sources and markets
The followmg three compames have been selected for the program for the time being: (1)
Janshah Industries Sdn Bhd. (manufacturer of molds and d1es), {2):Magnitrade Sdn Bhd. -
(e]ectroplanng} and (3) Techtrans Holdmgs Sdn Bhd (pnnted circuit boards) _ _
. Note that there has apparently been no progress in the plans for estabhshment of '
the Science and Technology Institute of Malaysxa (STIM) proposed undeér the IMP. -
According to the IMP, STIM would. play a central role in formation of technology, taking
charge of fields such as biochemistry, metallurgy', electronics, and ceramics. |

2.1-6. Financial System

The Fig.IIL2-1 illustrates the financial system of Malay‘sia The banking syStem is
comprised of commercial banks, the finance companies, the merchant banks, money
brokers, and discount houses, all of which are under the supervtsmn of the Bank Negara.
In addition, there are government related development financmg institations, savings
institutions, insurance companies, etc. under the Mamstry of Finance, the thstry of .
Trade and Industry, and other government agencies. '

The Bank Negara is based in Kuala Lumpur and has branches 1n 6 locatlons
throughout the country. It issues the currency, holds_ the o_fflct_al payment reserves, and
manages and supervises the other commercial banks. .I“'u'rther it is in'charge of financial
policies such as fund operations and control of mterest rates and manages forelgn
exchange. o
The commercial banks are the most 1mportant of Malaysxa s ﬁnanmal 1nst1tut10ns
According to the Asian-Pacific Developrent Center, the commercial banks have achieved -
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high growth rates of an aver age annual 20% since 1970. As'a result they account for as
inuch as 45.5% of all gross assets in the f1mnc1a1 system (as of the end of 1984),
The commerc1a1 banks handle deposits (current deposits, normal deposits, time
deposits), loans (over drafts, revolvmg credit, term loans bankers acceptances, etc.)
Under the regulanons of the Bank Negara, the commercmi banks are commntted to -
providing a certain amount of loans to SMis and Bumtputra ' _
The ﬁnance companies provxde primarily small smed loans using funds raised
from time deposits etc. The mefchant banks are joint ventures between foreign fmanc1a1
' mstltunons and Malaysian capital and must by law derive 30% or more of their eamings
trom commtssmns They are primarily engaged in commission generating work such as
management of securities and long-term mongy operatlons by term loans (loans on
deeds). :
{Insututional. Financing] -
The institutional ﬁnanemg by the Govemment mcludes that by the development
banks and that by the Bank Negara

(1) Development Banks

1) Malaysian Industrial Development Fmance (MIDF) o L

The MIDF was established by the Malaysmn Government in 1960 and was later
reorgamzed by the World Bank It provides medlum- and Iong-term capttal funds to
Malaysian manufacturers to facﬂltate new mvestment expansmn of faclhtles, and
modernization of equipment. The Govemment holds 43, 8% of the shares The remamder
is held by commercial banks, forelgn banks, and i msurance compames The total assets of '
the MIDE group run to M$1 billion. As of the enc__l of Marchi‘1987, it had total outstanding
approved loans (including leases) of M$48.7 million, Looking at this by industry, the
‘majority of the loans went to the metal and engineeﬁhg sector (618 cases worth M$294
million), followed by food nonmetallic mineral products, ete. o

Loans given to the selected four mdustnes as shown in Table III 2-14, totaled
M$19.71 million (51 cases) for auto paris, M$1.97 for molds and dies, etc

There were 40 loans gtven to Japanese joint ventures, worth M$74 89 rmlhon

In all industrial fields, MIDF. had extended 3785 loans and leases worth :
M$1,834.3 million as of the end of December 1987. , : -

A look at the loans by scale shows 73, 2% of the loans belng for M$250 000 or
less. In value, however, these accounted for just 14. 1%. 83% of the loans were under
M$500,000, equivalent to 22.4% in value (in both cases, as of the end of March 1987
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Fig, I11.2-2 Subsidiaries of MIDF

- MIEL - 1 mmprees | | MIDEIH |
100% . ' 100% 1 100%
_ | : _
50%
~-———— | Leasing | | Nominees
: -1 Sdn Bhd Sdn Berhad
SEAComp | |  100% 100% I:/llggB '
b _ i o)

o298% |

MIDF — Malaysian Industrial Development Finance Berhad. -

MIEL — Malaysian Industrial Estates Sendirian Berhad. '
MIDFCCS — MIDF Consultancy and Corporate Services Sendirian Berhad.
MIDFIH — MIDF Investment Holdings Sdn. Bhd.

MIMB - Malaysian International Merchant Bankers Berhad.

SEA Corp — South Bast Asia Development Corporation Bethad.

- MIFB — Malaysian International Finance Berhad.
Source: MIDF Annual Report -
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and based on approved Ioans) This shows the largo number- of small loans made by
MIDF. _ ' '

However, these small- s1zed loans ale consldored hlgh in nsk (‘redlt guarantoes
for the loans are prowded through the. Credlt Guarantcc Corporatxon (CGC)

‘The loans prowded by the MIDF come in the form of (1) prq;ect loans, (2)
machmory loans 1€)] lease fmance, (4) factory mortgage Ioans, etc Thc lntcrest rates are
10 to 11% in the general schome for’ ‘1), (2) and (4) and 7 75% for the World Bank
schemne (Note) The repaymcnt torm is5t0 15 years, wnh the teml dlffermg dependm gon
the nature of the project. The MIDF interest rate is a fixed rate, s0 there is the problem that
it is overly high when commercial- loan terms’are eased At the: present time, the base
lending rate (BLR) is & low 7% and borrowers fmd the mterest ratc of the MIDF
unattractive. Furthor tho fund ralsmg costs of the MIDF are hlgh so ‘there are times when

it operates ataloss - , S U

The MIDF in addmon to loans engages m cqulty partwlpanon prov1des adv1sory
services, and acts as an mtexmedlary in Jomt ventures with foreign firms. Further,
through the Malaysian Indusmal Estates Sdn Bhd (MIEL ,1t acts as an mtermcdxary in
sales and rentals of ready bmlt t;tandard factonos to SMis.. - PR TR

(Note) In this case, SMIs-aré deflncd as compames th Capltals oflessthan M$750,000

“The pretax net profit of the MIDF fell in both 1986 and‘-19871r‘éﬂécﬁﬁg the
sluggishness of the economy. The rnonoy domand in the mdusmal worId has also fallen,
resulting in slow growth in loans In 1987 ‘the Bank Negara reported ensured the
necessary liquidity of the MIDF by loanlng it M$30 million in a 3-year roll-over from its
New Investment Fund. However, it is also_ true that there has been difficulty in growth of
general Joans of the MIDF since the low interest NIF loans and World' Bank scheme are
provided at the same time. : ' '

The MIDF has under it the above-mentioned MIEL and a consuliing company etc.
The group is comprised as shown in Fig. 1IL.2-2 and is staffed by 180 in the MIDF
proper and a total of 300 for the subsidiaries for a total of 480 in all.

(2) Bank Pembangunan (BPMB)
* In 1973, under the New Economic Polic.y_ (NEP), M.alla_ysia' established the Bank |
Pembangunan (BPMB) to encourage the growth of Bumiputra companies. through the

extension of medium- and long-term funding. It lays particular ._SIEII'ESS_ on Siiéh'induétx‘ial.
sectors as food, plastics, and electronics. In the loans provided by the BPMB under the
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Table ITE2-13 Balance of Loans by Inustry
of Malaysian Industrial Development Finance

(Units: M$ million)

Industry Ba.lance of Aprrovals Ralance of Approvals
' at End of March 1986 at End of March 1987
Cases M$ million  Cases.  M$ million
Metals and Enginecring 605 272.5 618 294.0
Food, Beverages, Tobacco ~ 469 223.6 500 - 2472
'Nonferrous Mineral Products 136 146.0 139 150.7
Wood Products 330 1363 342 141.5
Textiles and Apparel 229 121.2 234 1247
Plastic Products 311 822 .. .: 318 ~84.1
~ Rubber Products 152 76.4 160 796
~ PaperandPrining -~ 374 71.9 381 74.5
- Products: . 6 167 8 737
Leamér_P;édxlcts 26 3.0 26 3.1
Other Products 62 310 61 30.6
Ores and Stones 25 120 .- 2 128
Other Nonmanufactared
' Products 107 322 107 322
TOTAL 2,902 1285.0 2,990 1348.7

. Source: MIDF, Annual Report
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Table II1.2-14 Gross Cumulative Loans of Leases Approved by MIDF

Moulds& Dies Sector

As at March 31, 1987
April-December 1987
Automotive Metal Pai‘ts Sector

As at march 31, 1987
April-December 1987

Chinaware (Tableware & Decorativeware)
Sector

As at March 31, 1987

April-Deceinber 1987

Glassware (Except Sheet Glass) Sector
As at March 31, 1987
April-December 1987

All Sectors

As at March 31, 1987
April-December 1987

No,

12

5 ke

- 51

o

w2 |

3,666
119
3.785
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© 1,000MS

1,517.0
269.
6.0

[

- 19,709.2

- 19,709.2

11,340.0
3.000.0
14,340.0

- 700.0

700.0

1,727.7 (mil. M$)
__106.6 (mil. M$) .
1.834.3 (mil. M$)




Japanese Joint Ventures

As at March 31, 1987 =37 68,885.7
_Api'il—December 1987 - 3 60000
40 14 885.7

Source: MIDE
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.- Table III. 2-15 Loans by MIDF by Size :
(Based on Approved Prq;ccts, as of end of M‘tl‘cll, 1987)

Loan Size Cases Share Valuc_ Share’ -~

o - . (M$ million) |
M$50,000 orLess - 998 334 203 22
Over M$50,000 1o M§100,000 - 492 165 391 29
Over M§100,000 to M$150,000 322 108 423 31
Over M$150,000 to M$250,0000 376 12.6 79.2 5.9
Over M$250,000 to M$500,000 295 9.9 1122 83
Over M$500,000 to M$1 million 198 66 1576 117
Over M$1 miltion to M$2 million 156 5.2 2459 - 182
Over M$2 million to M$3 million 60 2.0 1626  12.1
Over M$ 3 million -9 3.1 4805 356
TOTAL 2,990 100% 1,348.7  100%
Source: MIDF
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World Bank scheme, emphasis is placed on 6 industries, including food, lumber, x_netals,
and machinery: Under the Small-Scale Enterprise Scheme of the BPMB, the Malﬁysian'
government and the World Bank will be lending SMIs a total of M$150 million through
the BPMB by 1990. (The Malaysian Government will be borrowing funds from the
World Bank for a three year period at an interest rate of 5%.} This scheme was limited to
the Bumiputra companies in:1985, so only a little funds were loaned out, but in 1986 was
opened up to nd_n-Bumiputra co_rnpaniés, whiéh__ accounted for 30% of the total loans that
year. In 1987, the loan c"éiling was raised to M$3 million. Bumiputra enterprises are
mostly small in size, mcludmg many noodle shops, gasoline stands, and furniture stores.
The non-Bumiputra coropanies bonowmg funds are primarily in the field of electromcs
This financial system is also being used by Japanese-affiliated enterprises,

Thc mterest rates are 7. 75% per year for loans and 5.5% per year for leases -
preferential rates, qulateral corresponding to 70 to 100% of the loan is requu'ed,
depending on thé'ap'p'rop_riateness of the project. Due to the recent poor business
conditions in Malaysia, there have been cases where loans could not be rqé_pyered of _Werc
frozen, There were further cases where the BPMB sent its staff to help out companies
which had fallen into difficult managerial straits. In October 1986, the BPMB established
a Project Rehabilitation Division to help reconstruct such companies. . )

~ Alook at the loans of the BPMB shows 231 loans worth M$48 71 mﬂhon bcmg
approved in 1986. In 1985, it had approved 292 loans worth M$96. 55 mﬂhon so the
1986 figures reprcsented a drop of 26.4% in loan cases and 98.2% in loan value. The
manufacturing industries accounted for 151 of the loans in 1986 (65.4% of the total),
incidentally, the largest share.

In 1986, the BPMB extended 207 loans to SMls (89.6%) for a tota,l of M$15.9
million (3_2.7%). {In this case, the SMIs were defined as enterp_nses with capitals of less
than M$300,000)

Uhder the Small Scale Enterprises Scheme, t_he'BP‘MB approved 313 projects
worth M$31.8 million from October 1984 to December 1986. In. 1986, it approved 156
projects worth M$16.7 million. Of this, nine projects worth M$1.5 million were of non-
Bumiputra enterprises. | }

| The BPME is also.engaged in aNurséry Factory Scheme under which it is easing
" the entry of Bumiputra entérprises into new businesses by helping them to secure land
and pu% up factory buii'ding's and by providing consulting. The first NFS was started in
February 1985 in the Kelantan Industnal Estate and included 25 factory units and 2 stores
and management offices.

In addition, the BPMB is éngaged in a Plant Hire Operations project - a sort of
~ turnkey lease system under which it lends _B'umiputra evefything from the factories 10 the
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Table T1L.2-16 Loans to Industrial Sector by Financial

Institution
1986 1987 Atend
o L 1987 ¢
Changein% - $ million
Banking System 3.7 0.8 10,517 -
~ Commercial Banks 4.4 1.8 9,124
- Finance Companies -6.6 -3.8 555
Merchant Bnaks 4.2 57 838
Industrial Finance Institation -~ 0.7 - =16.7° 642
Sabah Development e '
Bank Berhad 6.4 -67.4 44
Malaysian Industrial
Developiment
Finance Berhad -~ -11.6 -11.4 296
Develbpmeﬁt’lBank of
Malaysia Berhad 39.0 0.7 165
Industrial Development '
Bank of
Malaysia Berhiad - 18.9 51 109°
Borneo Development '
Corporation
Sendirian Berhad -5.7 -8.1 11
Malaysian Industrial Estates '
 Sendirian Berhad  * -10.9 -22.6 17
-0.4

TOTAL

3.5

11,159

Source: Bank Negara Malaysia Anntial Report 1987
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machinery and =equipnnent and even the machine operators. A look at the rentals up to now
shows 1139 cases in 1985, 1nclud1ng 677 new clients. In 1986, however, this fell to 968
cases and. 633 new clients, respectively, At the end of 1986, this project had a stuff of
120; of which 66 were plant operators. Revenues frorn rentals totaled M$3.9 mllhon in
1986 down 17% from the prevxous year.

“In addmon the BPMB runs entrepreneur n'ammg programs Jjointly with MARA,
" the National Preductlvuy Center (NPC), and other organizations. By the end of 1986,
1540 managers had undergone training. Of these, 233 borrowed a total of M$14 million
in funds from the BPMB to start or expand their- businesses. Looking at Just 1986, 445
managers underwent training, of which 23 received financial assisfance from the BPMB
totaling M$1.2 million. .

The BPMB has a total staff of 470 (as of the end of 1986) and exerts effort in thelr
training, It has even dispatched personnel to Japanese banks for training there Further it
has sent personnel for training at South Korean banks.

(3) Other Developnient Banks

In addition to the above two banks, there are the Bank Kemajltan and the Bank
Pertanian development banks The former provides engmeenng 1oans for the shlpbulldmg
and heavy machinery and chemical industries and export credits for cap1ta1 assets. The
latier extends agncultural loans along with the National Agricultural Pohcy In addition,
regxonal development is being funded by the Saba Development Bank and the Borneo
Development Corporauon

. The followmg table shows a breakdown of the ﬁnanelng of the industrial sector,
The banlqng system prov1ded the industrial sector with M$10,517 million in funding as
of the end of 1987, of whzch the eommermal banks prowded 87%. Government-related
institutions provided industry with M$642 million in loans, of which MIDE accounted for
the major portion, . . .. w

- Note that the: ASEAN Iapan Development Fund (AJDF) is scheduled to extend the
portion of its US$2 bllllon in funding directed to Malay51a to individual private firms
through the above four development banks. '

(4) New Investment Fund -

Other institutional _fii1aneing_engaged in by 'tihe Ba_nk Negara include the New
Investment Fund (NIF) and the Credit Guarantee Corporation (CGC). '



’lhe I\HF was estabhshed m September 1985 wrth an 1n1t1'tl fundlng of M$1 btlhon o

for the purpose of promotmg new capntal mvestment in. the country ‘However, it reached RRpK

its hmlts at the end of December 1987 m all but- some ‘special categones and thus
abohshed Ioans 10 the manufacturmg and tourtsrn sectors B T N
The interest rates on the loans are the fundmg rate (the current. fundmg of the"
Bank Negara 1s S%) plus a margm of 1.5% and further anothe1 ‘1.25% ‘as loan nsk
imposed by the commeretal banks Therefore, the’ maxlmum lendmg rate of the
commercral banks is 7.75%. ’I he commerc1al banks are responsrble for-giving credit: -
The loan condlttons are a hdximum of ’?5% of the pro;ect cost or M$5 mrlhon per =
pro;ect andarepaymentpenodofup to§years, T en e e

Accordmg to the Bank Negar't, the NIF was cut off at the end of December 1987-1 o

because the commercral banh 1nterest rates were Iow and the money supply loose, $0 the
tumngforeutungttoffwasgood o T RN
At the start of the N"IF only the commerc:al banks Gould apply for the fund but: -
starting from February 1986, approval was gtven to appltcattons by merchant banks, the
Malaysian Industrial Development Fmance (MIDF), and the Bank Kema]uan as well.
The followrng table shows the interest rates (Table 1IL2-17). _

'_ A look at the approvals of the NIF at the end of June’ 1987 by indtistrial ‘Sector
shows the manufacturlng sector accountmg for M$585 7 mllhon, or 67 7%0f ‘the total
approvals(M$86S7mtll1on) T e AT e SRR

' A look at the number of loan cases by type of bank shows 16 regtonal commercml o
banks accountlng for 87 cases (35 7% ‘of the total 244- cases}, elght forelgn banks' '
accountmg for 82 cases (33 6%) and two development banks for 49 thses (20 %)

' Further, a look at the NIF approvals to” non-reStdcnt contralled - eompames
(NRCC) shows the NRCCs accountmg for 35 6% ‘of total approvals, or M$307 8
million. That 1s, non resrdent controlled compames used over one-thrrd of the funds"
(’I'ableH1219) o B T R T

A Iook by manufacturrng ﬁeld shows electrical goods accountmg for19 approved :
apphcatrons, out of total of 180, metal mdustnes for 18, ‘etc. (Table 1H.2:20).

" The NIF offered loans with Iow interest rates armed prtmarrly at the manufactunng'
industries and thus was very popular among_prtvate busmesses Since" being cut off:in-
December 1987, there have been strong calls for its restoration, but Governor Tan Sti
Jaffar Hussein of the Bank Negara, in a press conference at the end of Maich 1988, stated - |
that commerclal interest rates were sufft(:lently lowered (the current lendmg rate of .
commercial bariks is 9 7 %) so there was no need for restorrng the NIF :
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" IH.2:17 NIF Lending and Funding Rates

" Maximum Funding
Bffective ~~ LendingRate ~ Rate

Ybper annum

ééi).fembejr'i"f, 1985 1100 - 8.25
October24,1986 1000 . 725
‘February 18,1987~ 9.00 © 6257 1

April 1, 1987 825 550

Jtine 1, 1987 S oaas 500

§gurce: Bank Negara MalaySia Qﬁéﬁerly B“Héﬁ“* Scptember1987

P

Table TI1,2-18 NIF Approvals by Sector

. Projects . . Applications . Project Amount

Sector .~ Pproved . -:- Approved- -  Cost Approved . -
% of % of
No. Total No. Total $million
Agricultre - 51 237 56 © 229 6942 2469
. Manufacﬁzring 161 73.5 180 73.8 1,011.2 585.7
Touism R 2.8 8 33 . 51.5 33.1
Mining - - - - - -

TOTAL 218 1000 244 1000 17629  865.7

Source: Bank Negara Malaysia Quarterly Bulletin, Septémber 1987
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Table I12-19 NIF Loans to Forcign Affiliated. Companies.

Banks

" Domestic Foreign_ ‘Mefchant Development Total

- Project

Cost 288.5 1266 . 87.5 18.1 5207
- Amount _ . o

Approved ($m) 157.4 1049 343 112 3078
% of Total - o .

Approved (182) (12.1)  (4.0) 1.3)  (35.6)
‘No. of : \ _ I

Applications 23 20 11 6 60
of Which Project  Amount No. of

Cost  Approved  Applications
_ $million

Agriculture 27.8 15.9 5
Manufacturing - 492.9 291.9 - 55
TOTAL 520.T 307.8 60
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‘Table IT1,2-20 Breakdown of NIF Loans
to Manufacturing Sector

Product - Project - Amount

% of Amoun; K Diraw- No. of No. of
Descriptioni -~ Cost’  Approved - _A'ppiovéd ' down VApprications' Projécts
, o A o _

Processing 1029 643 109 | 484 18 18
Food - 790 315 64 21.6 2% 2
.Beverages 19 5.8 09 4.8 2 2
Textiles 375 227 39 115 7 s
Wood Products 144 89 1S 04 9 g -
PaperProducts 86 6.0 12 53 8 8
Printing. 188 © 138 24 138 3 3
Chemicals 546 200 34 75 9 8
Petroleum* -~ 33 24" 04 - 1 1
RubberGoods 281~ 175 3.0 74 1 . 11
Plastic 298 14.0 24 98 10 9
NonMetlic 546 267 46 143 13 12
CMetal ¢

Industties  177.2 - 966 16.5 46.0 18 18
Machinery 1900 117 20 117 4 3
Bleciical 2974 2007 354 96.3 28 19
Tﬁmsport' . .

Equipment 125 49 0.8 39 7 6
 Others 657 252 43 68 6 6
TOTAL 10112 5857 180 161

160.0

3098

' Totals do not add up due to rounding.
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(5) Credit Guarantee Corporation (CGC) - .. - .

The Credit Guarantee Corberation was established in 1972 under the Company act
of 1965 so as to facﬂltate fmancmg to SMIS w1th low credlt ratmgs CGC is a
lemamder by 38 commerc1al banks It functlons to guarantee loans made by commerc1a1
 banks to SMIs with capitals of less than M$250,000. SMIs generally are large business
risks and commercial banks are reluctant to lend them mbney The"CGC was established
to eliminate this problem. The commercial banks can obtaln a guarantee of 60% of the
loans by paying the. CGC a fee.of 0.5%. ., - e

Three types of loans are prowded t0.SMls based on the CGC guarantces

(1) General Guarantee Scheme (GGS)

(2)  Special Loan Scheme (SLS) :

(3). Hawkers and Petty Traders. Loan Scheme: (HPT) Ll _

The General Guarantee Scheme was established in 1973 and COVers. Ioans made by
over drafts or loans on deed. The loan ceiling is M$200,000 for Bumlput__ra companies
and M$100,000 for non-Bumiputra companies. Also covered are clear basis loans of
under M$30,000. . , . R .

The Spec1aI Loan Scheme was stalted in 1981 and ‘was meant to promote loans to
SMIs on a clear basis. The scheme covers enterpnses ‘with a pmd -in cap1tal of M$250 000
or less and total credit ceilings of MS$250, 000 or less. .

The Hawkers and Petty. Traders Loan Scheme was started in the m:ddle of 1986
and is run through the Bumlputra ‘Bank, Malayan Bankmg Bhd.; and another 2 banks
The scheme was started to enable unemployed to obtain _]ObS at outsuie stalls and other
small operations. M3$30 mllhon in fundmg was prov1ded for this scheme from the NIF.
The loan ceiling is a low M$2 000 (rmnlmum M$SOO), the 1nterest rate 4% a year and the
maximum repayment term 3 years. No collateral is requlred ' _

Out of the M$750.48 miltion in loans outstandmg as of the end of 1986 the SLS
accounted for M$642.89 million (85. 7%) A total of 397 Ioans worth M$13 34 mlllmn "
were extended in 1985, but this feil to 337 Ioans worth M$11 67 million in 1986 ie,
loans under the SLS scheme have been falling. A Iook atthe loans under the SLS in 1986'_; :
by industrial sector shows business loans (prnnauly to xetallers and .outside stalls) ~
accounting for 5854 cases worth M$ 104 million, industrial loans 337 cases worth M$12 :
million, and agricultural loans 499 cases worth M$11 million. B_usmess loans thus _
account for 87.5% of the loan cases and 82% of the loan value. __in'q_ther words, industrial
loans account for just a small 10%. A breakdown of the indu’strial'loans by industry
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shows most going to building niat'_e"i_'ial's;‘wood products and furniture, and food. Loans to
the metal industry accounted for only M$480,000 (1986). -
*+ The issue for the future will be how to promote loans to the SMls which constitute
the Malays:an supportmg mdusmcs S
Accordmg to the: CGC, there are plans to combine the present three schemes into
one. Further, since there has: been slow’ growth in the loans of the CGC schemes, due to
: the sluggishness of domestxc business in general, therc are new plans being considered so
 as to facilitate loans by commercial banks: through the positive uncovering of promising
SMI projects and provision of guaraniees by the CGC.

" .The interest rate for the CGS and SLS was 10% in 1986, but was lowered to 9%
from Aptil 1, 1987 Further, as mentioned-carlier, the commercial banks are committed
by regulatlons of the Bank Negara to: provide a ‘certain amount of loans to the SMiIs based
orithe CGC schemes, but there arein fact many banks whxch have uot been able to meet
their comrmtments L , .

“The CGC has'a staff of 46. It engages in exchangcs -of opinion with the credit
guarantee related orgamzatmns of the SMIs of Japan and reportedly has plans to establish
an association of similar guarantée organizations of the ASEAN nations.
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