4. FOreign Investinent
4.1. State of Fore—ign'lnvestme‘nt Policies
4-1-1, ‘Reiaﬁeatlo'n 'ln_ Forelgt: I'nvestmen't Poliei_es ':

Smce Malaysm 3 mdependence, the government has shown a consrstent stance of
welcoming forergn mvestment In partlcular since the’ estabhshment of the 1968 '
Investment Incentrve Act, the government has offeled various mcentwes to export—
oriented compames inan attempt o promote such 1nvestn1ent & CE '

The basw framework of the forelgn mvestment pohcy is grven by the New
Economic Pohey (NEP, 1971 10 1990}, wlnch arms at umtmg the vanous raelal groups of
Malaysia mto a smgle nation and at el1mzndtm g the economle gap among the racral groups .
and eradleatmg poverty The NEP has as 1ts goal the reconstructton of domestle capital to
a ratio of 30% Bumlputra 400% tion- Burmputra atid 3{)% forelgn mvestment by 1990
This has become a basic gmdelme for equity ratios in forergn investments. However, the
government has adopted a corisiderably ﬂexlible' stance in regula'tin‘g 'equity)lrati()s,z‘ taking
into consideration the export ratios, teehmcal levels, and: scale of mvestments In
particular, it allows up to 100% foreign ownershrp for compames thh export rauos over
80%. : LB _" SES
Further, companies engaged in manufacturing activi‘tieé_iin.Mé_‘Iay_s;_i'ai are obliged to
obtain manufacturing licenses under the provisions of the lQ"]S"Iridii'strlﬁl "Coordi'n'ation
Act (ICA), but the Government currently considers compames with shareholders capltals
of less than M$2.5 million and fewer than 75 permanent employees to be exempt from
this and allows them complete freedom from all restrictions, mcludmg equrty ratios.

The year 1986 was an epoch makmg one in terms of the forergn 1nvestment
policies of Malaysia. First, the Promotron of Investment Act of 1986° was enaeted to t‘ike
the place of the 1968 Investment Incentive Act. The mam 1ncent1ves for mvestments were
established by this law and the 1967 Income Tax Law. LT e

“The 1986 Promotion of Investment Act has as its main ebjectlves )] creatlon of
employment opportumtles, (2) promouon of exports, (3) regional development (4) acuve
use of domestic resources, and (5) development of technology and human resources In
basic stance, it was the same as the 1968 Investment Incentive Act. - R _

The IMP announced in February 1986 (1986 10 1995) functions as the gurdelme '
for industrial promotron in Malaysia in the medium- and long- term and- states that

"investment incentives are part of the strategy of mdusmallzatxon and must encourage
private investment in ficlds where Malaysia has _relative superiority or may be ex'pe‘ct_ed'_to
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have the same in the future." In accordance with this, it makes i;ec_-i)'ﬁﬁﬁendat'iéns on
introductidn_ of measures to encourage resource-dependent industries, relaxation of
restrictions under the Industrial Coordination Act =:)[:)r'c}nﬁ)''tia:)n of small sized companies,
etc. The 1986 Promotion of Invcstment Act may be sald to have been heavﬂy mfluenced
by these recommendatlons I

In Septembcr 1986 ane Mlmster Mahathlr statcd at an mvestment seminar- m'
New York that Maldysxa would be cons1derab1y relaxmg us festrictions on fox exgn eqmty
holdmgs and posts for expatmatc posts, After thlS, Malaysra expanded its range of
incentives, streamlined investment procedures, and took other steps to improve rapidly
the Malayman investment environment, announced together with the draft budget for
FY1987/88. Below, a description will be made of the improvements made in the foreign
mycstment policy since 1986.

(1) -5‘Rélaﬁé‘tidh' '6_f Rééﬁ{éﬁdnsbff Fc')réi'gﬁ chu'it‘y Héldingsf S

_ Compames makmg apphcataon for mvcstment w1th the MIDA from October 1,
1986 to December 31,1990 w111 be allowed o hold’ up to 100% of the equ;ty of the local’
compames ‘wheén any one of the followm i conditions are fulfilled:

[1] The compaﬂy‘ eXports over 50% of 1ts productl()n (sales to compames in FI‘Zs and'
LMWS conmdered cxpoffé) ; o

[2] The company employs over 350 Malaysmns ona permanent ba51s |

$h., fo
iy Vi

g2 Requa_ﬁon of Restrictions on'EXf)-at.riaté'Pdéts .

‘Companics With paid-up éﬁpitals of over US$2 million are automatically allowed
5 expamate posts, including 1 for a key post, for the first 10 years. A "key post" is a post
which a forei gner may hold mdeflmtely

3) Rc]ax_ation of Coverage of Companies by ICA

_ Based on the ICA, copanies are obli_ged to obtain industrial licenses. The
- conditions for this were relaxed from companies with a paid-up capital of over
M$250,000 and over 25 permanent employees in 1975 to companies with capital of
M$500,000 or more and over 25 employees in 1977 and to companies with a capital of
over M$1 million and over 50 employees in 1985. In October 1986, this was further
relaxed 1o companies with a paid-up'capital_ of over M$2.5 million and over 75 permanent
- employees, thus increasing the freedom of activity of SMls.
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@) Expansion of_Inceatives

(11 . The term of tax exempuon fm pxoneer status eompames (5 yem s) may be extended_ _
5 more years based under certam condmons _
[21  Introduction of system of abatement of ad;usted mcome for exports S
[3] Introduction of system of export allowancw of 3% for n'admg compames '
41 Introductlon of system of abatement ofS% of adjusted income for compames
complymg w1th reqmrements of NEP

These have all be apphed smce the 1987 tax year,

(5)  Liberalization of Selec-'tioo of Exp‘lat'riate Posts

Companies with foreign capltals of US$2 mllhon are automatlcally allowed 5 '_
expatriate posts. As to the types of the posts if des1red all 5 may be given key posts.

In addmon io the relaxanon in the 1nst1tutxonal environment and expans:on of
incentives, the - Malays1an govermnent has been mmphfymg and speedmg up
administrative procedures involved in investmerit apphcatlons and approvals RN

In June 1986, the government estabhshed the Cabmet Councxl for Ihvestment
((,CI), headed by the Vice Prime Minister, whxch dehberates on 1mprovements of the _
investment envuonment The effects of the council are begmmng to appear. The CCI
have notified all government offices to make all dec:sn:)ns on mvestment procedures,
examinations of incentives, etc. “within two months and to process manufactunng‘
licenses, technical agreements etc. w1th1n six weeks, :

Along with the rapid improvements, the govemment has gone far in dranng clear—_
cut, detailed foreign investment regulations, thus earning the confidence of investors..
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4-1.2, Current State of Investment Incenthtes

The incentives offered to the m_anllfacturin'g sector in Malaysia are briefly
summarized in Fig, 111.4-1. The export incentives are deséribed in detail in IIL3, so here
an explanation will be given of the state of the other three types of incentives as of Juno
1988. ' SR

(1) General Incentives

The investment incentives come m vanous forms pI‘lma"ﬂy reducﬂons of taxes .
Malaysian compames are taxed 40% in corporate taxes and 5% in development taxes In
the past, there was an excess profits tax of 3%, but thls was abohshed startmg from the'
1988fiscalycar ' s AT ] :

1 Pioneer Status , . :
Compames gwen pioneer status by the Mlmster of Ttadc and Industry are
exempted from taxes for 5 years startmcf from the 1mt1a1 day of productlon Lo
Further, they are allowed a further 5 years of exemptlon when fulfilling any of the
following condmons g ' SR

1 Their ﬁxed asscts, mcludmg land as of 5 years from the date of estabhshment
total over M$25 ml]llon T _' oo S '_ T :
[2]  They hire over 500 fullume Malaysmn cmployees

[3]1  They are projects rccogmzea by the Mlmster of Trade and Industry as conlnbutmg
to economic or tcchm(,al 1nnovat10n in Malaysm i R R

The Mmlstry of Trade and Industry is: prepanng a hst of pmnoor status 1ndustrles
50 as to speed up ¢ exammatlons and gtve mvestors the cnterla for selecuon of 1ncennves
Companies in mdusmes gwen on the Tist will: automatxcally be ngen pionccr status At the
present time, hsts of promoted actmtles and products a.re prepared as gutdehnos

2) Investment Tax Allowance (ITA) _ _ _
Companies allowed to make deductions on their investment taxes may dcduct up

to a maximum 100% of the eligible capital mvested within 5 years from thc date of
approval of the pro_]ect The standards for ehg,tblhty are as follows: :
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Basic item Cer Standard ~ ITA deduction Upper ltmat

(1) Export ratio < 50%-80% B 15%  30%
o 80%-100% e 30%
(2) 1 Added value tate “Min, 25% R 20% 20%
-2 Local content rate ‘Min. 50% o 20% 20%
(3) No. of employees  Min. 100 fullume Malaysmn . B
T employees S ‘ 15% .  15%
(4) Site location o Location in region designated for o
' - promotion of industry based on Article R
- 32-40f 1986 15% . 15%
*~ Investment Promotion' Act * _
x Total 100%

3) Special Income Deduction System . .
a)  Companies located in regions desi gnated promotcd industrial areas may deduct 5%
from their adjusted income (minimum 5 years). '

The following regions are now des1gnated promoted industrial areas:

Pahang: Jengka, Dara
Kelangtan:  Kesedar
Kedah: Keda
Penang: Perda
Johore: Kejora

Trengganu:  Ketengah .

In the July 9, 1987 issue of the Official Gazette, the followmg regions were
designated as promoted industrial areas, thus expanding the regions covered by this
system. (To take effect retroactive to Jdnuary 1, 1986.)
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Perlis
Jejawa -
Chuping -
Kuala Perits

Kedah '
Bakar Arang
Kulim :
-Kulin (Pulan Langkawal)

Mergong Barrage Tambahan

Banadar Baru Daruleman
(Kubang Pasu)-
‘Baling

Penang
_Pulau Jetjak

Perak. .
Parit Buntar .
Kemunting Tambahan 11
Simpang .

- Kuala Kangasar
Sungai Siput
Padang Rangas
Gunong Rapat |
Kanthan
Menglembu
Lahad
Keramat Pulai
Sungai Pulai

- Mambang Daiwan
Changkat Larang
Batu Gajah
Kampong Acheh-
Bawm Undan

Sarawak L

Sri Iskandar
Tambun
Bercham

Selangor
Kuala Selangor
Banting
Salak Tingpi
Sungai Besar

10150

Negn Sembifan
Nilai o Pending R
Chembong Upper Lanang III
Lukut -7 Plasaun III :
Simpang Perlang - Limbang
o Sejinkat
Malacca ~Sejinkat I -
" Tanjung Kling Fasa IT . Sejinkat HI
Alor Gajah : . Lutong
Buklt Rambai '
"Melmay - - Saba PR
Dusian Tunggal - SandakanII .
' ~ Lok Kawi H
Johore Meruntum -
‘Tanjung Agas - .~ Lahad Dam
ParitRaja- -~ . - Sepangar Bay
© Seri Ganding - " - Kimanis
Kota Tainggi ' Woodiord Bezufo
Sungai Semberong Sempoma. '
Senai 1 " ‘Keningau
Tabrau Papar
Ranan’
Pahang -
Semambu
Bentong
Peramu
Trangganu
Gong Badak
_KualaIbzu
Jakat 1T -
Dungun - - .
Kerteh - .
Telok Kalong -
Cacar'(Dimgun)
Gong Medang (Besut) b
-Kerteh Ringan (Bandar Baru Kenrich)
Kelantan
Penekalan Chepa II
Gua Musang
Kemubu



b) - Small-scale enterprises, defined here as' manufacturing enterprises with
shareholder capitals of under M$500,000, are allowed to deduct 5% from the adjusted
income

) '-Deduct_ion of 5% from hdjuéted income for compan_ics ocomplying with NEP.
(Does not cover companies fulfilling any one of the conditions of capital or employees
since January 1, 1986 and those complying with NEP before January 1, 1986). -

4) - Accelerated D'epreci'atilon Sysfem :
“This covers companies which made eligible capital investments before December
, 31 1988 and allows an initial 20% and subsequcnt 40%.

5 - Reinvestrrent Deducuon System

Companies which make eligible capital investments for the purpose of expansion
may deduce 25% of their capltal expendltures on plants, machinery, and factory buildings
(for projects approved before end of December 1988). Further, this system was
announced as extended along with the announcement of the fiscal 1988 budget and allows
a 40% deducnon for capital expenditures made from January 1, 1988 to the end of
December 1990, '

(2) Incentives '_for Research and Dévclopfncht :

There are the followin g incentives provided to companies to encourage research
and development in industry: ' :
(a) - Expenses required for scientific research for projects ran by a company directly or
, through an agent and of a nature which would lead to earnings in the future may be
 deducted. Expenses required for rcsearch approvcd by the Minister of Finance may be
deducted doubly.
“(b) - Buildings used for the purpose. of approved research are allowed the industrial
- “building deduction of an initial 10% and subsequent 2%. .
~ (¢)  Plant and machmcry useqd for the purpose of approved research are subject to
capltal deductmns

(3) Inc;ntives for Training
The following incentives have been introduced to improve technical skiils and

productivity:
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@) Industrial buildiﬁg alloWanee is gtanted to companies investing:in buildings used
for apploved training programs, The $ystem. allows for an'initial 10%. deducnon and

subsequent 2% deductions. ' . '
(b) Double deductions of operating expenses are allowed for manufactuung .
compames spending money on approved tmlmng ptogxams This" system is bemg apphed

fromthe1988taxyea1 oA Doyl L .
Companies may select any: of the p1oneer status mcentwos ITA or: spectal mcome
deductions. The ITA and special income deductions may be used after the’ expzratlon of
pioneer statos and so the investors tend to’ want to acquire pioneer. statu$ first. Some
companies, however, use the ITA whenit. appears it'will take to much time: affer: the start
of production until proﬁts are gencrated: v P e s Ly R T 52
Two main problems were menttoned in the current mcentwe systems One was
that most of the mcentlves favor ldrge scale compames which. meet thelr cond1t1ons of
ehglblhty Most large eompames are. foretgn capltal coinparies estabhshed in:Malaysia for
the purpose of exports and while these ‘companies.enjoy generous mcentlves not enough
is bemg done to promote local soall- scale industries: A T S S T
. .Also; there is a dlfference in. the treatment of - extstmg compames and newly
entenng companies. Restrtcttons are ‘bein, g rehxed and 1ncent1ves expanded for compames
entermg after 1986, but there are few incentives- gwen to existing compames Even
companies which ongmally were set up for the purpose of sale to the domestlo market
but later try to start exports, are hampered by the: local-content restrictions at the: tinie of
entry and have to use expensive parts produced in-house, s0 cannot. achteve cost
competitiveness in some cases.: R '

4-1-3. Implementing Organizations., .. . .~
() Malaysiaw Industrial Deiretopmgm-Amhqrity.(MIDA) '

‘MIDA was established in 1967 in order to promote mdusmahzatlon in Malaysm
In partlcular it plays a central role i m the promonon of: forelgn investment - an effective
means toward that end. MIDA‘is in charge of authorization of manufactunng llcen_ses and
examination of eligibility for in'centives, 50 is the organization -'whieh-1ii1vesto'rs".first
contact. | ' '

MIDA has 9 local offices and 12 overseas offices.

It is comprised of 9 divisions engaged in the fo]lowmg wmk |
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* Organization Chairt:

Mql'aj'sl.m Indusirial Devclopment Au!honty

Re | De'pﬁty Director-General (Operations)
: o 7

[ Chairman

i

Council ]

Director Genesal ;.

Deputy Director-General (bcvelopmcm) ,
I

Bumipulera participa-
tion, licensing and in-’
ceniives; -

—To lormulate stnle—
gies for international
conperation esp. with
reference lo ASEAN
activities;

< To advise and ass;sl
stale Covi's in the
plaﬁning'ol'induslﬁal
estales;

sirictions and
exemplions from cus-

'{ toms dulics on 1aw

materials; and |

= Toreview the level
of tariff assistance
awarded to local indus-
tries.

eign investments;
— Service enguiries
from domestic and [or-

-eign sources;

— Coordinase the activ-
jties of MIDA over-
seos oflices;

— Maintain a registry
of potential investors;
— Frublish promotional

‘literature for distribu-

and accounts;

~To provide library
SCIVICes

~To pﬂw:dc secrelari-
al servicesto Lhe Ac-
tion Committes on In-
dustries *

SR N | T 1 |
[Manning, Research Tarifl Biviston Taclustiial Promotlon |} Administratlon, II- Resource - { Englneer- - | Electrical | Building - | Food,
and Jnfernational : Divislon nance and Central Ser- || based Tn- | Ing Indis- | and Bec- - | Materials, § Beverages
Coopetation Division vices Divisien dustries .| trles Divl- § trontes In-] Textiles . [and -

- Diviston {slon [ dustrles and Mis- | Chemienl
. ‘| Dlslston | cellane- Inchustries

—To undertake indus- | =To'evaluate applica- . | — To plan and imple- -}~ To provide services B ous Indus- | Pivision
trial planning includ- ] tiens for tarif protec- | ment strategies 1o pra- [fon general mattess re- trles Divl-
ing mailers relating to | tion, quantitative re- | mote domestic and for-| [ lating to stall, finance slon

~To identify industrial opporiunities and undertake industri-
al studdies; . <. -

~Togvzluate npphcauons for manufacturing licenses, incen-
tives angi eXpartriale posks;

~To provide assistance in the implementation of approved
jmajects and answer investment enquiries relating to the spe-
cific industry groups; and

—To review the incentive strueture lor specific industry
groups. -

-Te cm«lma!c the ac- tiomn.
tivitics of MIDA offic-
es in the states; and
—To provide statistics
on induslrics _
' I

[ State Offices Overseas Centres
Alor Sciag London  Sydney
Kuching Colopne  Tokyo
Ipoh Paris Singapore
Kota Kintzbans MNew Yok -
Kuvantan . Hong Kong
Kola Bahru Los Angeles
Kuala Tezengganu Zurich  Chicago

Seout

Fig. IH 4:2 shows a case of the time schedule of procedurcs and application up to
the start of a project, prepared by the Tokyo office. of MIDA One of the complaints of
investors is the large number of procedural cbannelﬁ o

At the present time, Malaysxa is s{udymg whether to make the Ministry of Trade
and Industry the "sole authonty" for handling various investment related permits. This

“would be greaﬂy welcomed by fore1gn investors, if realized.
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Fig, I114-2 Time Schedule of Procedures Up to Start of Project and
Apphcat:ons (Example)

' Ian s ng. Mar

'A.pr_.' -

" May

Juni - Jul.. © Aug.. -Sep.

Fcasszhty study & dlscuss:on :
with MIDA in Tokyo
.~ Form alocal
‘company/ -
" register of
company
Selecting/ =
bookingof
© o lands
Local SEDC -

Apply for. manufactunng

. licence & incentive -

MIDA

© Apply for expatnate posts
~~MIDA

' Apply for mumclpal licence
- local municipality & .
Tocal market aprovals

- local custom office

Apply for.
environment
approval .

{if necessary)
- Minister of
Environment
Apply for
duty exémption
on machinery
& plant’

- Minister of
Finance -

* Apply for LMW - local

mumclpahty

Construction of factory building

Apply for

- linstallationof

‘machinery

- Machinery
. Dept, Ministry .

of Labour

Source: Prepared by MIDA
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. Fully call-up

capital

‘Retruit local -

workers
- Reéwspaper, clc.,
Send trainees to Japan o
'Instaﬂation of
 machinery &
rial production
Apply for

" working visa -
- Immigration
Minister of
home affairs



(2) State Economic Development Corporations (SEDC)

The SEDCs are' engaged in actual development and management of industrial
estates promoted and regulated by MIDA. '

- The SEDCs raise some of their own funds and draw the rest from the national
government (the fiscal 1988 budget allocated M$52 million for this purpose).

Activities are slightly different in each state. Below, an explanatiori will be made
of the activities in Penang and Sarawk, which were visited for this study.

1)) Penmig Development Corporation (PDC)
- The PDC commands a staff. of 450. Its main activity is the development of
mdusmal estates, but itis also mvolved in the housing construction field. .

' In order to strengthen the linkage between large corporations established in the
FTZs and.smail local firms, the PDC (1) sponsors meetings between large companies and
the SMIs once a year, and (2), has prepared' a directory of local firms (metal packing,
plastic) and is 'disn'ibuting the same to large firms. The biggest problem for local firms is
access to finaneing The PDC is studying a vemufe capital corporation concept of the
Smgapore model. The PDC itself will not engage in any joint ventures with the local
firms, but has partlcnpated with capital in investments into new fields (primarily with
forelgnmvestment_). : '

2) . Sarawak Economxc Development Coxporanon (SEDC) :
'I‘he SEDC is engaged in'diverse activities from the establishment and running of
industrial estates to the managernent of hospitals and shoppmg complexes. It participates
directly in many pro,]eets and is engaged in the productxon of cement with the Saba
Economic. Development Corporation (SEDC) and in steelmaking with a Taiwanese
partiier, Yao Teh Enterprises Ltd. In 1988, it was planning a venture with a Japanese
firm for a silica sand project and has taken a positive stance in studies for other projects
showmg future promise. : _ , :

- The state -has Iarge reverses of 51hca sand and clay, so a study is being made of
pr()]eets such as lead crystal glass and vitreous china tableware. Malayma has large hopes
for technical ue—ups with Japan, _

~In thls way, the SEDCs .are very active. They have leaﬂets for promoting
investment_ an_drare eager to attract investors. They should arrange for further chances to
inform potential Japanese investors of these activities and features. '
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4-1-4. Foreign Investment Policies of Asian NIES and’ Japan- . . -

* In sections 4-1-1-and 2, a grasp was- obtained of the current State of the fofeign
investment policies of Malaysia. Hero, the forelgn investment pohcles of South KOIG&,?L." =
Taiwan, and Tapan wﬂl bemtroduced P R L

(1) Korea

R

1. Course of FOreign Capital Introduction Laws

» Sotith. Korea, which-suffered :an éxtreme shortfall of ihé»néces'sal_‘j,ﬁ_cé';‘)i't:al'for_r'
‘ eco’nomic developnient ‘énacted"its‘first "p:'iééfé of-‘ iégislation‘relhted'to foreign=Ca15ithlze
Promotion- Law contamed measures- for taxatlon reductlons_and cxemptxons, _and"“:'
reinittance guarantees for pﬁncipal and profit: for foreign:investors, investment came
mainly from- the 1ntroducuon of foreign capltai through loans rather than thron gh direct:
fvestiment, ~ - oI T i e e T U e T e e

In 1966 new. Iegxslatlon, the "Foreign, Capltal Introductlon Act i cncouragmg??
direct investment over-loans was-enacted.: The'first clause in ‘the Taw: states that the
objectives for the introduction of foreign capital are " the appropi‘iaté"appl'icationfand?
administration of foreign currency which will contnbute towards the mdependence of the
economy, its sound development and an 1mprovement in the balance of: mtemauonalj}
payments". Based on the. objectlve of i 1mprovmg the balancc of 1nte:mat10nal payments
export industries and import substitution industries - wero des1gnatcd asinvestment
pnonty industries. The ingentives that were offered wcrc preferennal measures rclanng 10
taxation and also- various:kinds of guarantees- affordmg the same: treatment as: gnrenf
internally, such as-foreign remittance guarantecs for proﬁts and d1v1dends recovery;;.
guarantees for pnnc1pal ‘and assets guarantces Although 10 hmus whatsoever were:set
for foreign capltal investment ratios, the admmlstratxon du‘ccted that for non: cxpornng—.
industries the ratio of mtemal capital must be over 50%. Also, in cases where Lompames )
not involved in export mdustrles set themselves up: mdepcndently tho d.ctaﬂs of . then-j
applications for hcensmg were subject to examination. - S S R T L

In March 1970 the bureatcratic procedures related to investment were s1mphﬁcd "
and in August of the same year. the Econothic: Planmng Agcncy announced a hst of 228"
mdustnes for which the introduction of foreign capital was-to be encouraged

Because at around this time the Flrst and Second Flvc year Economlc
_Devolopment Plans had recorded results wh_xch_ exc_ceded_:_the original targets and_ the
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1nfrastructure for recelvmg forelgn investment was bemg put in place, w1th the Masan
: ‘Export Processmg "Zone as one such example manufactunng mdustry investment from
J apan and the U S became very active. N

e In March 1973 the 1966 Forelgn Cap1ta1 Introduction Act was revrsed w1th a
change towards greater regulauons regardmg forelgn capnal The maJor changes as a

_result of the rev131on were. 1) emphaSIS was laid on regulatlons relanng to forelgn
!mvestment approval cnterla were tlghtened and joint venture mvestmeut was gwen
'pmorlty, 2) clauses for the revocanon of approvals and reg1stranon were newly

‘estabhshed and 3) unrestnctcd recovery of plmcrpal was permltted
' In October the same year the Economrc Plannmg Agency announced mvestment

mdusmes ThlS was followed by the announcement of a set of criteria for hcensmg in
February 1972 m order to prevent cornpames wnh unsansfactory performances from
entermg';industnes Then a month later in March a new hst of investment promonon
1ndustr1cs compnsmg of 17 mdusmes and 236 rtems was announced The list specxfied
fore1gn cap1ta1 1nvestment ratlos investment quotas and export cntena for each item, and
“that 1nyestment by forelgn mvestors m areas outs1de the list was forbrdden as a rule, The
nnmmum 1eve1 for mvestment was set at $200 000 and mvestment fatios were, in
pnnmple set at an even 50 50 o T

contamed a hlgher degree of selecnon and regulanons The reasons for this change were:

1) fo restrlct forelcn :mvestment m labor 1ntenswe areas and to safeguard the devlopment

of smaller enterpnses and 2) the pcrceptlon by the South Korean govemment that there

was a lesser need to rely on forelgn mvestment as a result of the steady growth of prlvate
cornpames mamly centered around the zazbarsu '

7 :':'However, durmg this perlod J apanese compames were pulllng out of Korea asa
consequence of the 1973 011 shcck cnsxs and the trghtenmg of investment regulanons
Consequently, smce 1976 the amount of fongn mvestment entenng Korea has falien to

. assassination of Presnient Park, the export supremacy of the 1970's, and the appearance
of strains in the course of heavy and chenncal 1ndustr1ahzanon all combmed to worsen the
mvestment envuonment _

. Paced w1th thls s:tuanon. the Zen Do Hnan admlmstrauon relaxed the various
;E}:‘gulauons govermng forergn mvestment 1n Septembea 1980 Areas for investment were

7 "expanded from the heavy and chenucal mdusmes to 1nclude energy—related industries and
fdomestlc resource developrnent mdusmes, makmg a total of 56 mdusmes for whlch

IUO%'mvestment by forelgn investors was pernntteo. But because the flow of forelgn
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| investment stayed ata standstIII the "New Forelgn Investment leerahzanon Pollcy was
announced in October 1982 as part of a pohcy to open up the economy ThlS was'
1mplemented because of the increase in the forelgn debt and it was the 1ntentlon of the
South Korean government 1o control loans, increase the amount of foretgn mvestment
1mprove mternatlonal competttlveness through 1ntra-enterprtse competmon and 1rnprove
the level of the 1ndustr1a1 structure : , :
_ The obhgatlon to export was abohshed for some 1ndusmes 1n March 197 8 and in
the autumn of. the same year. expoxt obhgatton rattos were decreased or abohshed
However, at ‘this time there was a notlceable 1nc1dence of compames expenencmg
_business dlfﬁculnes or mthdrawmg from busmess altogether. RS
~In 1984 the 1973 Foretgn Capltal Introducuon Act vas revxsed and in J uly of that
year the excessive regulanons and systems govermng the mtroductlon of forelgn capttal
were elther eased or abohshed The main changes that were made were' Da negatlve Jist
system was adopted for 1ndustrtes for whxch 1nvestment was p0851b1e As a result
industries permnted forelgn 1nvestment totailed 762 (thh a hberahzatton rate of 76 3%) '
and the hberahzauon rate for the manufactunng mdustry became 92, 5%, 2) an autornattc-
approval system was adopted 3) reguiauons govemmg foreign cap1tal 1nvestment ratlos
were abolished; and 4) the 1ntroduct10n of technology was liberalized.

The deprecmtlon of the U. S dollar whtch has contmued since September 1985
combined with the drop in the price of orl and pnmary goods and the dechne in mterest -
rates has brought about the "three Iow effect whrch has had the effect of mcreasmg
foreign investment in South Korea Th1s "Three Low Effect" and the 1984 rev1s1on of the
Forexgn Investment Act have 1ncreased the amount of dlrect forelgn mvestment in South
Korea. As a means of countenng the strong yen the advantages for Japanese compames
of using South Korea as a productlon and exportmg base are increasing, Also, the
Korean economy itself i is 1mprovmg and there has been s:gnlflcant investment aimed at
guaranteed markets and growth areas such as the automotlve parts 1ndust1y )

~ Although the result of easmg regulattons relatmg to forelgn mvestnrent byl the.
Korean government has been consrderable itis also the move to hberahze polxctes whlch
has caused foreign investors to reconsxder South Korea

2. Characteristics of South Korea's Foreign f[nvestment Pol-icie_s:
It could be satd that generally the fundamental stance taken by the South Korean
-government in regard to dlrect forelgn 1nvestment has been cautlous ’I‘hls is based on the

view that when it comes down to 1t mdustnahzatlon 11es w1th Korean compames and that
it 1s the roIe of investment compames to complement thts Up unt11 now the percentage of
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direct foreign investment has been no greater than 5.7%, and this is because loans have
accounted for the greater part of forelgn investment (refer Table 1). However, loans bring
with. them a serious obhgatlon to pay prmcrpal and mterest as. 1liustrated by Mexico's
debt problem in the eaily 1980's. On this point, direct investment does not require
repayment aud itis also different from loans in that it is accompanied by the transfer of
_ technology and busmess knowhow Recent Korean compames have estabhshed a base
and have grown to the extent that they support an mdependent economy It could be said
that it 1s because of this that the Korean government has moved in the dtrectton of

inducing direct foreign investment. ) '

- Also, past 1ndustnal polmes have had the effect of Iaymg partrcular emphasxs on
the zaibatsu, $0 that the small and medlum scale companres whtch comprise the base of
industries have been slow to develop One of the ob]ectwes of the investment in Korea by
small and medium-sized J apanese companies as a result of the appreciation of the yen is
to st:engthen this lndusmai base. = - .

The i mcrease in South Korea s mdustnal competmveness and the i mcreasmg level
and future potentlal of 1ts markets. have made 1nvestment in South Korea attractive to
compames from countnes such as Japan, the U.S. and European countries. More and
more compames are dev1smg strategles which place emphasis on Korea as an
mtemattonal base in the Asran and Pamfic region. . ,

_ The way in Whlch South Korea w111 absorb the technology and management
WhICh forergn companies wrll bring in the future and the role which the strengthening of
the structure of local companies will play will in turn determine the country's future
foreign i investment pohcres
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(2) Taiwan,
L. ’I‘he Flow of ForeignCapltal Polieles o

“The htstory of foretgn capltal 1ntroduot10n legtslatton in Talwan goes back to

the ”Foretgner Investiment Act” of 1954 ‘and the "Kikoku Investment Act” of 1955

When these laws weré ‘enacied, however the- repntatton of the Tatwanese economy :
abroad was less than shining, and the resultlng mflow of forelgn capttal was o

correspondtngly limited. ‘ ., : :
It would take’ unttl 1960 when the "Investment Promotton Act" vvas passed R

and pnvate tnvestment began to be promoted before the mflow of forergn capttal

would begm to increase. AR - B
This "Investment Promotton Act 'tvas a set of general rules regardmg_i'é':"’

investment relatlonshtps and served as sornethmg of i a supplement to the ex1st1ng"

"Statuite for Investment by Foretgn Nattons and "Statute for Investment by Overseas

ChlﬂSSG In CSSGHCC, ltS atm was tO actlvate prtva vestment Wlth Il() COHCCI'II as

o’ whether the. capttal was’ domesttc or foretgn m ortgm Among ifs concrete

provisions were investrhent 1ncent1ves stich as tax reduettons and exempttons for

investment in specified ﬁelds (de51gnated m assoetated legtslanon
of ‘and Standards for Promotlon of Producnon Ventures and the” ”Mmmg and
Manufactunng Indusmes and- Creatton of New Ventures and Expattston Promouon o
Standards"), as ‘well as faethtatton of the acqu131t10n ‘of land for factory use. | _
Concerning the 1ntr0duct10n of technology as well, the “Statute for a
Technologtcal Cooperation" was put mto law in 1962 ‘as one link i in a group of

industrial modernization policies, and modermzanon of local 1ndustry products and
enterprises themselves through the’ 1ntroductton -of technology from forelgn
enterprises was encouraged Both of these laws were put into effect durmg the thtrd
economtc construction plan (1961- 64), thus appeanng Just as export ehannels began
to increase.

While the passage of foreign capttal mtroductlon laws helped to brmg about
increasing foreign capital inflows (the total frgure for the pertod 1951-68 is
approximately $1.5 billion), U.S. econormc aid, which had made such an tmportant
contribution to the development of the Ta1wanese economy dunng that time, was cut
off in 1968. In response to this, Taiwan 1nten31f1ed its efforts to attract foretgn
investment in private enterprise. Spetuftcally, the "Statute for Encouragement of _
Investment” and "Statute for Tehnologtcal Coopetatton were 31gn1ﬁeantly reformed
in 1964 to allow even more beneficial treatment of foreign capital and strengthen
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export' obligations, and 'in 1965 the "Processing Exit Zone Facility Management
Act, under whlch Talwan s first export free rcgton was created at Kaohsiung, was
estabhshed N o S o .
Wlth the lmprovemcnts m the mvestrnent env1r0nment created by these_
'pohcws, a morc stable, polmcal sxtnatton, ‘and, favorable economic performance
forelgn mvestment m Tatwanese prtvate enterprtse grew rapldly from the fourth
cconomtc plan (1965 -68) . onwards.. Eqrctg_p_ investment during thns_ period was
dommatf:d by. U.S. gt}‘d:tslapa_nese-._clct;tr_ic_‘a_lk__l_lpnle appligtncc, and electronics
manufacturers. Due to the Ié'rg.c te,c:hno}_ldgip_al gaps which were piesent in the first
~ stages of devclopment the introduction of forcign- capital was accompanied by the
introduction of new technologtcs, and these were to help to bring about drasttc_ '_
development in Taiwanese industry.. As a result, the electric and electronics mdustry
grew to become Talwan_s second largest expo_rt mdu_stry, second iny to textiles.

2. Foreign Capital Policies

* ‘The security provisions contained in the "Statute for Investment by Foreign
Nations" (current as of late 1986) and the incentives described in the “Statute for
Encouragement of Investment" are as follows:

1) Statute for Invéétment'by Foreign Nations
- Remittance of invested capltal and profits
- Inapphcab1hty of restrictions concerning foreigner (including foreign
corporations) investment ratio
- Inapplicability of restrictions concerning the nationality and residence of
' corporate officials

2) Statute for Encouragement of Investment
- A chioce of exemption from corporate taxes for five years from the time of
establishment or accelerated depreciation of fixed assets
* - Deduction of investment in production facilities
- Reduction of corporate tax on important production ventuares
- Reduction of withhblding tax for dividends payable
- Exemption'from business tax for exportcd goods
- Deduction of research and development costs

1161



3) Industrial Parks . SR

' In addition to the above,’ it is worthy of note in relatlon to Taiwan's forelgn’ -
capital introduction pohcles that a number of industrial parks have been developed
Based on the park development regulations prov1ded m the Investment Act(?), the
fn-st fdustiial park was opened in 1986, and by mxd 1986 mdusmal parks, export"’f
processmg zones, and smence and: mdustry districts had been set up by the
government at 64 locations around the nation. Six mdusmai parks have also been

developed by private enterprise. ‘Finally, 30 additional’ sntes have been selected for o

mdustnal use, with plans to develop according to need

Rgfg;;e n;g' es:
" Peat Marwmk ;nvestmem in Tgiwgn, 1986.
's1 i xnort Expansi n,JETRO 1979,
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“Taiwan's _Iti_i(_l_iis'tr'i_a"l_ Parks.

 (As of August 1986)

- Export processing zone Science and induslry park . Ordinary industrial park
Characteristics ~ Special industrial parks Parks for the promouon . Ordinary industrial park
. for export operations of leading-edge technol- :
S ‘ogy and induostrial tech- -
_ . nology R&D
Locations _Taichung, Kaohsiung, . One location in Hsinchu 60 sites across Taiwan
Manhsia (Kaohsmng Ci_ty
suburb) o
Conditions Allhough there are ¢ 1o absolute condmcms the following two requirements are
hopefully tobe met: -
_a. A local corporation based on thc Fore:gner Investment Act (FIA)
b. Minimum capital ¢ of NT$5 million required to abtain import/export
permits . -
«In pnncnpal all producls ® I‘o be cngaged in thc » There are pollution reg-
- were to.be expor[ed but  manufacture or the re- ulations depending on
since 1985 certain per- search and development park in question,
- ceniage of domestic ~ of advanced technologi- tending 10 become
. .sales allowed. cal industrial products harsher each year.
» Added value of the pro- and to employ a large .
~ ducts is to be at least number of Taiwanese
5% engineers.
» The operation is to be
free of pollution.
Industries - 1. Precision machinery . 1, Electronics and infor- . No particular specifica-
2. Electronics products maltion processmg in- - tions, although certain
3. Optical products dustries parks are limited to firms
4, Metal products 2. Precision measunng in the petrochemical
5. Plastic products devices and precision industry
6. Maching products machinery
7. Furnitme, wood deco- 3. Special industrial
rations, etc, materials
8. Handicrafts : 4, Energy-saving-related
9. 25 types of elecirical, 5. Aeronautics-related
rubber, and chemical 6, Bicengincering-related
products 7. Other advanced scien-
tific and technological
industries
Tax incentives 1. Those operations falling under the "Productin Venture Promotion Items and

Standa:_d_s" of the Investient Promotion Act are entitled to choose an
exemption from corporate taxes for five years (four years in the case of capital
expansion) from the time of estabhshment or accelerated depreciation of all

fixed assets.

2, Those firms to which the "Capnal-mtenswe or Technology—lntenswe
Important Production Venture" of the Investment Promotion Act is
applicable are entitled to a reductin of the corporate tax rate from 25% to 22%.
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3. Those ﬁrms 10 whtch the "Producuon Venture sectton of the Invcstment
Promotion Act is applicable are cflglble for ‘e followmg tax incentives:
a. 5%-20% deduction of producuon facility scquisition costs
© b. An increasé in the retained earnings limit such that up to 100% (20% for en-
- terprises engaged in strategic production) of the paid-in capxtal may be retained
* "4, Withholding tax ¢n  dividend payrients by cOrporatlons estabhshed under the
FIA wil be reduced from 35% t020% -~ 7 . A
5. Bxported goods ate ékempt fiom corporate taxe LR e
6. Tariffs and commiodity taxes ardeliniinated for " -5-’-"7E_Itiioo'ft'ed raw materials
imported machinery and eqmpment ‘faw materials, requitéd in the production
components, and fucls necessaty for productin, of products for expori are.
' _atlowed the same exemp-
ST HGTCAY ttems in the Ieft o
: i eategory,
8. 20% of the mcreased research and'development
- costs may be deducted (up to 50% of the corporate
ax patd by the corporatton m the gwen period)”

Other incentives ~* "~~~ + o Investment in formofpatentnghts and know-how is
e TR T aiowed up 1025% oftotalcapttal

2_ ‘Firms purchase the land

Other %7 7 1 Ftrms may etther pu:chase siandard factories or* - _
- . construct theirown; the land is rented : _' and construct their own -
o —3 “Fhanks'to the ¢ollective procesmg of admtmstra- - bmldmgs

- tivé dulies, the time requited-1o fi Iy out apphcauons 2 4 Although it depends
for permits, etc. has'been rediced. - + 7 7 " upon the site, the secur-
5. Various adm:mstratwe agenmes have been oo “ing of manpower is -
estabhshed o _ _ o relatwely casy.

fiiid '

Note:  The tax mt:enttves descrtbvd above are not dependent upon the iype of mdustnal park but .
rather upon factors such as the industry to which & firm belongs, the presence or absence of
~. FIA,and the presénce or absenee of expons The above lypes dlerefore -are provided
'purely for reference. Tac il
Source Investment in Tatwan 1986 7
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(3) Japan's Foreign Investment Policies .

In the postwar reconstruction penod the Japanese economy was, far behind those
of the western countnes interms of capital stock and technical level and suffered from a
lack of the forelgn currency reqmred fori nnportmg raw materials and cap1ta1 goods. The
government took steps to resolve these problems all at once ‘with the estabhshment in
1950 of the Law Concemmg Foreign Investment (below, "foreign investment law") to
promote the mtroductton of foretgn investment. There were, howeyer, strong
'apprehensxons over the effect on the growth and development of domestic industries and
the development of domestlc technology by foreign enterprises with their superior
busmess TesouICes. Further stress was placed on the protection of fledgling industries
still in the process of growth For this reason, the law was considerably restrictive in
content.. e e T _ .
_ Wlth its bas1c mtent belng the promonon of foretgn investment, the favs ‘et forth
the following two. cntena fqr_,. approval and ong for rejection: -
Criteria for approval o o .
0 5 Contmbunon d:rectly or 1nd1rectly to 1mprovement of international balance
=2, Contribution directly or indirectly to development of key industries or -
public works H
“Criteria for reJeenon . A e
1. Possible adverse influence on reconstruction of I, apanese economy
-While the above three criteria were used for gudgm g foreign investment, the
governrnent did not release detailed:conditions for approval and thus had considerable
leeway for decision in actual practice. At the time, Japan may be considered to have siill -
enforced strict controls over investment. |
.-On the other hand to raise the level of technology, in 1951, the government
estabhshed a system of exempuons for nnpo"t duties on new-type, high performance
industrial ‘mac}_n_nery dlff;cnlt 10 producg_e_ domesucally, designating them as important
machingry, 6 as to promote an infusion of advanced technology.
In 1956, the governrnent tnoved to relan some of its controls over foreign..
investment and estabhshed a system for free acqulsluon of yen-denominated shares. This
- system. enabled free, acqmsmon by corporations of the U.S. and certain other designated
countries of a certain amount of shares not.involving remlttance of foreign currency. This
- contmued up.to 1963, Qutte a few of. the multinational corporations now operating in
Japan Inade their initial 1nvestments inJ apan under thls system.
The forelgn 1nvestrnent concentrated in the electrical, gas, metal transportatton _
. and commumcatlon 011 reﬁmng, and other industries. In. partlcular, it played a large roIe
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in the rationalizati'on and modernization of the electric power and steelmaking industries. -
On the other hand, most of the technology 1ntrodu0ed was for the machmery, chemlcal
and other heavy industries. N S '

- In 1964, Japan became an Artlcle VIIT niember of the IMF and s1mu1taneously
Jolned t‘ne OECD. In doing so, it 31gned the "capltal movement liberalization agreement" -
and “invisible trade 11berahzatton agreement As a result ¥ apan was obhged topush -~
ahead with liberalization of capltal etc. g ST o

- Bven‘after 31gnmg these: agreements however J apan took & cautious approach in
its liberalization of foreigii investment, liberalizing the mvestment in four stages. The ﬁrst _
stage was in 1967, when it began gradually expandmg the numbers of industries for *
which fore1gners could free acquire . shares from the previous 33 industries for which up
to 50 percent foreign equity was allowed and the 17 industries for whtch up to 100
percent fore1gn equlty was allowed By 1973 J apan had in pnnmple liberalized all

mvestmenf :

Trends in Liberalization of Direct Investment in 'Japan =
Class Time of liberalization Group 1 Group2 - Total
First liberalization - July1967 33 17 50
Second liberalization ~ Mar. 1969 135 20 155
Third liberalization Sept. 1970 315 0o 6

Fourth liberalization Atxg. 1_971 - - 151 -

Note: Group 1 indicates mdustnes in whlch up to 50 pereent foreign equ:ty was allowed
and Group 2 those in which 100 percent was allowed. - ' ' .
Source: Customs and Tariffs B__ureau, Mlmstry of Finance -

The rela‘xatlon of the forelgn mvestment Iaw had good ¢ effects on mtroducuon of
technology as well, The government allowed new technolo gy 1o be mtroduced for
companies considered to have high potentials for growth_mto hard’ cuxrency generatmg E
enterprises through future exports. The numbers of new technologies introduced rose:
from the average 103 cases per year from 1950 to 1959 to an ‘average 469 cases from
1960, when the foreign investment law was relaxed, to 1967, 101061 cases in 1968,
whien foreign investment was further liberalized, andto 11 54 cases in the foﬂbwing 1569.

" Onthe other hand, the controls under the forelgn mvestmem law had for a
temporary perlod limited the compames able to 1mport tcehnology and this résultedina -
stronger negotiating posmon for them vis- -a-vis. teehnology venders, thus helpmg to-
suppress foreign currency payments for technology transfers. The Mimsuy of
International Trade and Industry held down’ fee_s of imported techn_ology toless than S
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US$30,000 and, on the other hand, made ‘anriouncemerits of technology for which
assistance was sought. The fields covered lncuded the chemlcal mdustry, metal industry,
machinery industry, aircraft 1ndust1y, and electrical machmcry mdustry, all aimed at a
transition to a more sophistlcated mdusmai structure. ‘The aim was to purchase advanced
_ fore1gn technology at as low a cost as possible so as to eliminate the technological gap,
which the domestlc 1ndusmes would have dlfﬁculty closing on their own.

_ As seen abuve, tip until the liberalization moves of 1973 Japan, in 1ts
development pohcles, adopted a cautious approach to liberalization of foreign i investment
in its territory while striving to increase the competitiveness of domestic industry through
selective technologwal transfers,
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- 4-2. Investment Environment of Malaysia
4{2»1. Infrastrueture o
(1) Industrial Estate’s.-. R IT

' MIDA isin charge of the promotron and general coordmanon of mdusmal estates.
The SEDCS of the mdmdual states are. m charge of the, actual development and
management of the mdusinal estates e . e e e

The first mdusmal estate was estabhshed in 1952 at Petalmg' Jaya (suburbs of
Kuala Luripur). Th:s was followed by development of numerous other estates with the
aim of indusirial develooment and dispersron of industry to the reglonal areas.

As of the end of 1987, Malaysia had a total of 107 mdustnal estates (mcludmg free
trade zones) with a total allotable area of 8,979.58 ha, of which 6, 095 20 ha, or an-
average 67.9 %, had already_been allo_tted. Comparing these figures with 1985, there has
been an 18 T% increase in the atlotabie area and a 8.6% increase in the area already
allotted (average sales for 1985 74%). o

A summary of the industrial estates is gwen in Table 118 4—1 A Iook at the

distribution by state according fo the rate of allotted area shows the states with the hlghest
rate to be Selangor at 19. 2%, Johore at 15. 7%, and Penang with 12.8%, these states:
being advanced in economic development. These were followed by Perak at 10.8% and
Sarawak at 8.4%. Industrial e'states were first estainShéd on the western coast near
Kuala Lumpur and Penang, which were convement in terms of labor, markets, and
infrastructure, but later were established in the eastern coasta‘t region, the center of the -
peninsula, and in East Malaysia along with the dlspersmn of 1ndustry o the regronal
areas. Next, a look at the allotment rate, one of the measures for détermining the degree
of entry of factories, shows a high allotment: rate overall in the states on the western coast

of the peninsula (except Perlis) and a low one in the states on the eastern coast and East :

Malaysia. Note that the allotment rate in Penang isa low one overali since rate of the
peninsula portion of the state, but that the rate of the island portion is higher. . ,
The above industrial estates include the FTZs, Wthh were established to: grve :

special privileges to companies producrng export- -oriented product_s.: A_s of the en__d of '

1985, there were eight FTZs with an allotable area of 375 ha, of which 318 ha or 85% -
was already allotted. The FTZs are currently located around Kuala Lumpur Georgetown
Butterworth, Malacca, and Johore. o o ' s S
Note that in regions where no FTZs were set up for some reason or another
export—onented industries are being promoted through the estabhshment of. hcensed _
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. manufacturing warchouses '(LMW) instead of FTZs. The incentives provided to the
LMWs are the same as those of FTZs.
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- {2y Roads

Table-I11.4-1 No. of Industrial Estaies and Area of Same by State (as of end of 1987)

State

No. . Availablearea Allotted area -

8,979.58

O 2) - @)()

Johore 13 1,526.87 958.76 628
Malacca 7 | 342.87 23490 685
Sembilan 7 35490 28974 . 816
~ Selangor 17 ©1,263.68 1,170.38 92.6
Perak 11  768.56 658.90 85.7
Penang 8 1,063.34 779.56 73.3
Kedah 5 40373 - 31075 770
Perlis 2 24.94 11.59 46.5
Pahang 9 592.65 319.12  53.8
Trengganu 1 1,332.50 333.21 25.0
Kelantan 5 382.62 217.83 56.9
Sarawak 6 551.72 51395 932
Saba | 4 147.72 129.33 87.6
Federal territories  Kuala Lumpur 1 -31.37 | o 2907 92.7
Labuan 1 192.11 138.11 71.9

Total 107 ©6,095.20 67.9

Source: MIDA rriaterials
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- ... Table 14-2 Road Length and Density -

Average annual ~ Road Road Iéngth

o _ - Length (km) _ growth density  per population
State . 1980_' 1985 1981-85 (%) kmfkm? kmll_OOO'pcrsons
Johore . - 3,290 4410 65 . 023 2.38
Kedah' L2440 3,230 57 034 2.67
Kelantan _ 1,190 2,125 12.3 0.14 2.02
Malacca 830 - 980 - 34 0.59 1.99
Negri Sembilan . - 1,600 2,440 . 88 037 3.90.
‘Pahang - 3810 . 4470 32 0.12 4.45
Perak . - 2,750 . 3455 47 0.16 1.79

' Perlis : 435 . 485 - 22 061 294
Penang - 950 1,325 6.9 1.28 1.26
Saba 4,560 7,555 106 010 590
Sarawak 1,725 4,620 21.8 - 0.04. 2.99
Selangor o 2,850 4.,300 . 8.6 0.54 2.34
Trengganu . 1,770 2,130 3.8 0.16 3.19
Federal territories 670 805 3.7 330 0.70
Malaysia overall 28,870 42,330 79 0.13 2.68

Sourcé:" Fifth Malaysia Plan
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" Table IIL4-3 Roads by Sirface Type and Jurisdiction

- ‘_(Unit:'k_m) '

Jurisdiction _ : o B o B
T ' National - ° State: Municipal - Total ot
Surface - 1980 1985: 1980 1985 19801985 1980 = 1985 ..:

Paved (a) 4940 7,060 15,550 17,390 <<%’ 3,595 20,490 28,045:i -
Gravel - 760 1,8200 5300011210 == — 6,060.13,030.
Dit 520 295 1,800 -.-960 <= T— 2,320 1,255
Total (b) 6220 9,175 22,650 29,560 - 3,595 28,870 42,330 -
Pavedrate (a/b) 79.4 769 687 58.8 -1 1000 710 663

Note: *) Iicluded in state roads ™ "=
Source: Fifth Malaysia Plan
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7 West Malaysia's road-netwdrk-w‘as ¢stablished in the British colonial period and is
reputed to be the best in Southeast Asia, '

Malaysm had a total of 42, 330 km of roads in 1985, of which about three-fourths
are state roads, The rate of pavmg isa somewhat low 58.5% for state roads, but a high
76, 9% and 100% for. nauonal roads and mumclpal roads.

Reglons ‘with hlgh road densities are concentrated in the North and South of the
west coast of pemnsular Malaysm :

: "Ihe main trunk roads are Natlonal Highway No. 1, which Tuns from Singapore
through Johore crosses.the west of the pemnsula and -reaches Thailand, National
Highway No. 2, which links Port Kélang on tbe west coast with Kuantan on the east
coast, and National Highway No. 3, which links Kuantan with Kota Bharu.

The road network in East Malaysia is still undeveloped and just links the major

cities. ' "
(3) Ports

The main ports are Penang, Port Kelang, Johore Bharu, and Kuantan in
peninsular Malaysm Bmtulu and Kuching in Sarawak and Kota Kinabalua, Sandakan,
and Tawau in Saba, : : '

Companng the i capacxtles of the facilities from Table 111.4-4, it will be clear that
Port Kelang is far ahead of the others. Penang is specialized in bulk cargo. Of the main
peninsular ports, enly Johore and Kuantan are equipped with oil jetties,

By cargo handled from 1980 to 1984, according to Table"III.4-5, Port Kelang and
Penaiig took first and ‘second place in both loading and unloading. There was a striking
increase in cargo handled in 1980 to 1984 by Saba i in loadmg and by Port Kelang and

| Penang in unloading. There was large growth in both in Johore, -
RS the Fourth Malaysia Plan, emphasis was placed on expandm g port faeﬂmes to
improve semces and achieve high effi01ency in commercial ports.. o
Specxﬁcally, terminal facilities were constricted for both dry and ligquid cargo and
general cargo wharves were expanded in Port Kelang and general cargo and container
cargo wharves were expanded in Penang
Development under the Fifth Malaysm Plan is fundarnentally the same as under the

_F ourth Malaysia Planand calls for expansion of the facilities at-Port Kelang and also
Johore,_ Kuantan, Kota Kinabalu, and Kuching.
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: Tab!e‘IIL4-4‘Main'Port'Faci'litlf$i. Coanoel oo

No of berths and depth {m) by type P

. Berth SR Game Bum/ Bmw
Port name length (m)Container =~ cargodried hqmd il Jetty Coastal ™’ Oiher

Peninsular Malaysia : O EE SO p R P,
Port. Kelang 4,700 002 2 e e 0 3.1(109)
3 - (13 4) (9-115) 9, 10) (9 10) L (56) 2(54).
Penang 1559 1 . 4Q0) L 1es):
L 95y o B (975) S A
LJohere . oo 2L .20 Lo
o - an e
Kuantan 1,065 3 2 All purpose -

Saba _
KotaKmabalulOSS_ T 9
L 9) (5.5-7.6) SRR,
Sandakan 648 4 T R
_ (61-91) 94
Tawau - 732 2. .3 b1
O G . O8) e
Sarawak = T T e S TN A S
Rintlu 843 . 3 . L e
L (105 138 () i
Kuching S54 e B
. Lo | © (5.8-8.5)
Sibu 444 ' S5 '
9.1

.Note: Flgures in parenthcscs indicate depth (m)
Source: - Infonnatzon Handbook of Malaysxan Port chﬂmes
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Table IIL.4-5 Cargo Handled by Main Ports (1980 to 1984)

- (Unit; 1000 6

QOutgoing =~ -
1980 1981 1982 1983 1984  Mainitemsin 1984
Port Kelang 3,014 2,956 3,071 3307 3,403  Palmoil, lumber, plywood
Penang 2,175 - 2,342-.2220 2,588 2,740  Rubber products, palm oil
Johore 980 1,266 1,802 1933 2,146  Palmoil, granite
Kuantan — — - — 363 Palm oil, lumber
Saba 6,220 6,512. 8877 9,060 8,015  Lumber, palmoil
Kuching . . . 172. - 180 113 1'3_1_-'. 146 - Rubber products, paper
Sibu 1,697 - 1,753 .. 103 2,347 2,693  Lumber
Incoming
1980 1981 1982 - 1983 1984 Main items in 1984
PortKelang 3,982 3,872 4,280 4,736 5,378 0il, oil products, ferrous
& o ' _ | metals, Stcelplatc
Penang 3,608 3,883 7,295 5055 5,221 Oil, oil products, ferrous
- S metals, steelplate
Johore 824 855 1,340 1478 1,832 Fentilizer, oil, oil products .
-Kuantan L — — —_— = 193 General cargo, palm oil
Saba 2,406 2,545 2,726 © 2,857 2,977 Oil, oil products, transport
- o - equipment '
Kuching 783 854 --1,139 1,183 1,322 Oil, oil products, ferrous .
PO S : _ metals
Sibu . - 497 581 437 330 343 Rice, ferrous metals

Source:,_YcarbooIlc of Transport Statistics Malaysia, 1984.
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{4) Airports T S A P el ool T

-Malaysia has internationai'airports at Pénang and Kuala kLumpux‘ in pehinsﬁlar
Malaysia, Kota Kinabalu in Saba, and Kuching in Sarawak. Further, it has 7 large-and
‘small domestic airports served with regular flights in peninsular Malaysia, 4 in Saba, and
3in Sarawak. . B Lo Lo E

PR

“The cargo handled by the main airports in 1984 is given in Table 46,

. Table IIL4:6 Cargio Handled By'Maih-Airpqrfs‘(1984)_ T
(Unit: 9

Departures - Attivals - Total /' Deparfurés = Amivals  Total "

Kuala Lumpur  24,473.9 27,0013 51,5652 6,868.8 1,787.8 ° 8,656.6"
Bulao Pinang - 5,135.6 -+ 7.106.9 - 12,242.6 - 2,425.7 19462  4,374.9°
Kota Kinabala - 1,251.8 3]649.0 © 4,900.8 " 3,2003 4267.5 7,467.8
Kuching = 2454 - 3,259.5 - 3,504.8 - 2,694.8° 2,549.5 5244.3"
Johore Bahrin « . - i—ci iio AT g66I5T 13869 w1534
AlorStar = v aasn o — 249 588 - 837
Ipoh © v et DU e 39 0536 190.9%
KotaBhara i . ' . === — . 1807 20597 = 2,240.4
Kuala Trengganu * . == 5o tii -0 2 69.9 9216
Kuantan . .~ - .17 (7166 - 183 - 1kl - 514 2%
Malacca. .. -0 = 0 Q5 U008 C0RY el 037
Lahad Datu c0004  — 0.004 445 3456  390.1
Sandakan - . G oe— ¢ el TE 12037 <8712 207497
Tawau . — . 1,587.1 8762 2.463.3
Bintwlu . .. 06 - 83 - 89 694 6157  685.1"
Sibu S — — . 2855 792:4° 1,078.0
Miri? e REn o esdit 286:00 0 BABT T 1,134.87
Labuan 0.8 - 08 1938 4872 681.0

Source: Yearbook of Transport Statistics Malaysia 1984
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- (5)  Sewerage

The rate of distribution’ 6f waterwarks by state i given in Table Y47, The rate

of distribution of watexjwdrks nationwide in Malaysia was 70.9% in 1985, but there was a

latgé difference between the urban and rural regions, with the rate in the cities being

93.1%, and in the country, 57. 6%. The dlsmbutlon rate in the cities was 90 to 100% in
all stateq ‘Sthér than Kuantan and Tren gganu :

it In 1985, there was’ a supply of 4218.6 millicn’ hters per-day as opposed toa

demand of 3 ,737.3 million liters per ‘day. Theie were shortages, however, in mdmdual

sfates such as Kedah Perhs and Selangor '
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- Table JIL4-7 Distribution Rate of Waterworks by State ... .. -

L (Unit%)

T 1930'“

1985

Fifth Malaysia Plan

1-178

State Urb_z‘m,'- Rural ."’thalr Urban Rural Total Urban Rural Total
Johore 870 28.0 490 916 613 733 960 729 . 830
Kedah 90.0 524 57.9 950 577 634 980 764 799
Kelantan 580 17.0 284 650 300 404 750 516 592
' Malacca 980 70.0 766 100.0 817 859 100.0. 956 96.6
Negri Sembilan  86.8 66.0 - 72.8 893 750 80.3 ]'92.'7 90.7 91.5
Pahang 920 47.0 589 950 650 726 98.0 949 956
Perak 960 550 68.3 980 750 826 99.0 80.6 868
Perlis 90.0 450 49.0 930 500 543 98.0 687 719
Penang 970 78.0 87.0 980 850 920 99.0 875 94.5
Saba 99.0  18.0 34.2 100.0 380 520 100.0. 544 66.1
Sarawak 87.0 200 318 950 330 449 980 473 579
Selangor* 90.0 650 80.0 945 730 873 980 821 937
Trengganu 75_.0 25.0 46,5 850 400 61.1 950 89.8 925
Total 89.0 429 587 931 576 709 965 728 824
Note: * Including federated territories.

Source;



(6) Power

Fig. I1I1.4-3 shows the 'disposit'io_n of Malaysia's main power stations. Almost all
~ the large power stations are in peninsular Malaysia,

A look at the power generation (Table I11.4-8) shows a striking growth in the past
5 years in Saba and Sarawak, but peninsular Malaysia still accounted for 90% of all
power generation, The rural electrification rate rose from the 48% of 1980 to 68% in
1985. B " |
Power cdn'sumptibn in Malaysia as a whole totalled 11,244.1 Gkh in 1984. By
sector, household consumption came to 21.4%-, bommercial consumption 33.5%, and

industrial consumption 44.5%.
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Table II1.4-8 Power Facilities: Current State and Plahs

:  Average annual *
| | 1980 1985 1990 growth rate (%)
tem ', o (est) (plan) 1985/80 1990/85

Power getietation (GWh) A
Sl 9,600 14,061 22,000 - 7.7 9.3

Peninsuld 8921 12,648 19,300 72 89
CUSaba T 44709 12000 114 1L
FSarawak U355 0 704 1,600 147 0 178
Powersource (%)
ROt e g1 T es8 T 142

Hydroelectric _ 12.5 24.9 19.7

Gas’ 3.0 9.3 50.5

Coal | - 15.5
Transmission lines (km) ,

Total - 3,854 8,173 16.2

Peninsula - 2,823 ¢ 4,439 9.5
- Saba '. 214 1,624 50.0
- Sarawak - 817 2,110 20.9

Rural electrification ratc (%) 48 68 77

Source: Fifth Malaysia Plan
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(7) Comm11nioqt1’ons__ o

In 1985 Malaystas telephone exchanges had 1.8 mﬂllon lines serving 1.28
million tele.phoncs for 8.4 telephones per 100 persons. Malaysia had a further 11,600
telex subscnbcrs The mtroducnon of computenzed switching systems in 1984 enabled
du'ect dlahng 0 65 countries.. . :

_ Other services offered mclude ATUR (automattc telephoncs using radios), thoo
Telex: (Japan's Captain System), Teletex (telexes with memory functtons), Teletext
(trans;mssxon of words and pictures spaces between televxslon ‘waves), Maypack (nam
and atrhne ticket rcservatton and bankmg systom) and a microwave network :

A breakdown of the number of telephones is glven in Table I11.4-9, whtch shows
that there has been strtkmg growth in home telephonos in the past 10 years (22 7% a
year). The share of home telephones as of 1985 was 53%, higher than that of
commercial-use phones: The number of telex subscribers has also grown at a hi ghrate in
the past 10 years.
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Table I1L4-9 No. of Telephone and Tei_ex Su.bscnjibe.rs and No, of Te!ephon_es _

1975-85
_ B _ average
. T o S annual growth
1975 1982 1983 . 1984 1985 1990 (est) rate (%)
No. of telephone '
subscribers _ _ ‘
Residential 76,112 367,157 451,303 - 563,428 - 649,547 — 79
. Business . . . 93427 218230 248,794 285701 - 309,05t - — 127
“Total - 169,539 585,387 700,097 849,129 958,598 2,400,000 189
Per 100 persons — e 4.7 — 6.3 13.8
No. of telephones
‘Residenial 87,077 387,190 471,619 586566 675299 < — 227
Business 204,891 449,390 504,881 564,314 603,452 — 114
Total = 291,958 836,680 976,500 1,150,880 1,278,751 — 159
Per 100 persons — — 64 _ 8.4 13.8 o
No, of felex © A '
subscribers P 1,062 5866 7,980 9,714 10,881 : — 262

Source: Deparmlént_ of Statistics, Yearbook of Statistics 1985, _F'ifm'Malaysia Plan.
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4-2-2. Comparison with Third Countries and Regions

Table 111.4-10 gives.a bnef companson of thc mvcstment cnv1ronments of four |
Asian NIE$ and four ASEAN nanons ‘othet than Smgaporo and Brdhei, 7

“Overall, restrictions are: bemg relaxed on fore:gn investment. Thxs is parncularly -
true for forelgn equity holdmgs Inciuding condmonal approvals, thc only countries not
allowmg 100% equity are the Phﬂlppmos and Indonesia.

" Further, the ASEAN natlons are actwely promotmg investment. The Asmn NIEs
fundamentally welcome investment, but are strcssmg mamly the hlgh technology flelds '
for promotLon and are thus more selectivo T : B o

In recent years, Japanese mvestment in’T halland has been rapldly 1ncreasmg, as
shown i in Table 1L.4-11. The rush of investment by Japancse affiliated firms has been so
great as to cause an increasingly serious shortage in the capacmes of the industrial ‘estates
and ports. B ' ‘ S

Table HL4-11 Trends in Inyestmerg_t-in,'l‘hailand by Country and Region. o

~ (Upit: Million bahts)

e e Staitof bjertions’
Value of BOI* applications Value of BOL approvals ofBOI projects .

Cases Value Cases Va]ue Cascs Value Cases Value Cases ValucCases Value

Japan . _54 14 729 204 g 47 705,,_-_35‘ 14 421 130 23 548". 11 '7 464 .30 ,_,,5,6_.23 :
Taiwan' - 35 2,870 7178 14,658 © 237 2,331 100 7309717 1,183° 8.7 7399
EC 42 16,292 110 33,131 35 6901 51 6901 17 1,616 15 1,113
U.s. 23 14,096 58 20,504 14 934 35 5,025 8 2,249 10 1,563
Hong Kong 17 2006 47 7,044 19 1966 31 3335 5 188 11 . 2,467
Australia _ 7 587 24 7388 ¢ 41 11 . 793 3 682 4 - 158
Singapore 10 399 36 606 -7 - 397 1s 1711 3 116 4 2,936
Malaysia 9 494 13 586 12 837 5 196 2 108 2 104
Total with . ' :

others 204 41,700 638 151,200 148 25,211 367 54,400 68 15970 86 12,160

Note: *BOI (Board of Investment)
Source: BOI, Investment News No. 4, March 1988

When con31denng 1nvestment in the ASEAN nations, Thalland and Malaysm are 1n
many cases among the final candidates due to their stable pohtlcal conditions, quahty
labor, and other basic conditions. o ' ' o

In this case, the reasons given by Japanese compamcs for selecnon of Thalland are
(1) low wages and (2) hopes with regard to tho potennal market posed by the 50 million |
population and, simultaneously, the fact it is a Buddhist country - with a-psychologlcal'
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affinity thus at work, One fact which must not be forgottett in the evaluation of Thailand
as an investment environment is the high marks_ given to the potential of the Thai economy

" itself. Thailand became a focus of attention dug to the stability of its growth in the 1980s
while the economies of the other developing countries were developing. Thailand's
e‘conomic growth may be described as*"si(wv but steady", but the surge in foreign
investment in 1986 and 1987 is expccted to speed up the growth in the future and make
* Thailand a candidate for the next NIE. ,

- The charactensttc features of Thailand's development show.up cleally inits export
structure. From Table 111.4-12, it may be seen how fast Thailand has changed from an
exporter of agrlcultural produce to an exporter of manufactured goods.

The apparel mdustry has been d1splaymg striking growth as an export mdustry, 50

- much so that many government officials are calling for promotion of a "second apparel
mdustry" In the 19603, the apparel industry began with the help of J apanese and Hong
Kong capital. At present it is a fully entrenched indigenous 1ndust1y

Further, the plomonon of the so-called agro-based industry has also been bearmg

fruit. The food industry, which processes the abundant agncultural produce of the
_ country, is founded on numerous local small- and medium-sized companies..Like the

textile industry, it has been changing over in recent years from import substitution to an

export-industry.- Food products are appearing among the country's main e)tport items.

_ This trend may be said to be a good example of the promotion of export industries
in develoﬁing countries, in which foreign-affiliated companies tend to-play the central role
in export of man'ttfactured' goods Thailand's exports have been supported by the sound
growth of pnvate compames and this has been made possible by the restricted role of the
_ government in the industrialization process and the restricted interference in the economic
activities of private companies, which enabled the Thai economy to operate with a good

- efficiency based on the market principle. As a result, it is said, relatively small- and
mcdlum-smcd compames could develop in Thalland as opposed to the other ASEAN
nattons h ‘ _ S : '

AL the present time mtercst is nsmg in the suppomn g mdustrtes when consxdermg
selecnon of an 111vestment site. Thatland is regarded fa1r1y well i in this regard

’I’he good pomt about Malaysm is that ithasa very good. mfrastructure compared
with’ thc other ASEAN natlons, such as mdustrlal estates and roads. Further ‘it has
succeeded m dlspersmg 1ts mdustnes to the reglonal areas and has industrial belts formed

..........

not only around Kuala Lumpur but also Penang, Johore, and Malacca, 8o offers a wide
_ Sclectlon of - factory sites. For this~ reason;, - there- are no -problems’ with shortages of
_' 1ndustr1al sites, chronic crowding of the metropohtan reglon, and other problems such as
thosc seen m Thalland around Bangkck
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Table IH.4-10 Comparison of Investment Environments of Asian NIEs

1. Foreign Investment Policies - -
[1} Basic stance -
[2] Recent trends B . '
[3] Foreign investment regulations and guldance
~ (1).Equity ratio - -~
@ Employment ~ ©
(3) Controlled industries
[4] Investment incentives
(1) Encouraged industries
(2) Preferential measures

2. Foreign Exchange Controls
[1] Overseas remittances -

3. Tax System -

{1] Corporate taxes . :

[2] Personal income taxes
i3] Others o

4, Labor Practlces
[1] Working hours
- (1) Overtime labor. -
[2] Wages
[3] Overtime wages -
(1) Fringe benefits . -
[4] Minimum wages

5. Problems in Investment Environment -
(1] System -
[2] Management environment

. {3] Others :

6. Main Investment Merits

South Korea

1-[1]
(2]
[31-(1)
@
3)

[41-(1)

Places empha51s on promotlon of forelgn mvestment brmgmg in h1gh technology
Still severe in application of Foreign Investment Law. .~

Amended Forei gn Investment Law in July 1984 and has smce opened up new
fields to foreign investment in stages ' . - - 3
Has no legal restrictions, but it is believed thcre is admmlstranve gmdancc in
approval of individual cases not subject to automatic approval ‘)

» Swong desire on local side to secure management rights.

+ There are demands for ¢ ensuring certain number of jobs.

TInvestment hampered in mass communications, public works, and some other

industries.. Freight handling, agnculture and some other mdustnes restrlctcd but
726 of 999 industries are open. - -

« High tech industries such as electromcs ﬁne chemdes, blosmences
mechatronics, etc, _

+ Industiries with large import subsntuuan effects
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). From July. 1984 tax abatement measures on income 1ax, corporate tax, ic.
abolished in pnnmple From Apnl 1987, framework of excepnonal prcferences
__reduced , , » e .

2-[1] No restrictions on rermttances for recovery of pnnmple, profit, mterest and
royalucs S

3-[1]- 20 perceéntand 30 percent (assessed income of 5000 won as standard)

(2] 6 10 35 percent (progressive assessment) -

[3] -+ Defense tax (20 to 25 percent of corporate %, 10 to 20 percent of i 1ncorne tax)
+ Added value tax 10 percent

4<[1]): Within 48 hours a week
(1) Within 60 hours a month
[2]  University graduate section head approx US$600 . _
High school graduate production _}Ob about US$190 to 240
[31 - 1.5times;: :
(1) Annual paid hohdays 12 days (elght days addmon for persons with perfect
atiendance)
(4] Started from 1988

5-[11 » Tax rates are high and there seem fo be’ unclear pomons in tax collection.
+ Considerable administrative gmdance on supprcssmg dmdends and export
obligations etc. .~ '
- » Difficulty in raising funds
» Difficulty in procuring raw materials and parts due to Sirengthcmnﬂr of
-restrictions on-imports from Japan < - :
« Severity in application of Foreign Investment Law (estabhshment of
represcntanve offices etc.} _
[2])  +Difficulty in selecting parmers and dlfferenccs in management sense
« Strong demands for transfer of technology . :
¢ leﬁculty in domestic procurement due to unmanmty of supporhng mdusmes
-* Labor union policies . : RN
+ Rising wages - - '
« Increase in payments under renrement fund prowsxons
"[31 « Tension over North-South problem -
~ e+ Rising exchange rate due to intensified trade friction with U S :
+ Intensified competition due 10 sharp rise in Eumpean and Amencan investment
> Complexity of feelings toward Japan
+ Mismatch of labor supply and demand and mdusmal structure

6 » Fast tempo of advance of industry -
* Expansion. and diversification of domestic demand and relaxauon of domesnc
sales restrictions . - :
» lmprovement in technical level (assembly sector)
* Relaxation of foreign exchange conwrols (on overseas remittances etc, )

Taiwan

1- [1] Foreign investment is welcome, but pro_]ects Wthh would lead 10 an mcrease in
exports-to the U.S. are checked. '

{21  Banking, services, and other such fields being. opened up to forevm investment in
stages.

' [3] (1) Admmxstmnve guidance was enforced for 49 percent or less fore1 gn eqmty
- outside of export processmg zones, but this is being relaxed.
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)
3
[4]-(1)

@

(2]

(31

“+'Retiree reserve (mana gément 4 percent) ete:

-+ Overseas Chinese not positive in reseachand development etc.

_» Progressiveness of attitude. toward China

There are demands for use of Iocal personnel (m smence and mdnsuy zones etc.),

but the réstrictions are loose.” ** "

Almost none except for pubhc works and some other 1ndusmes (No legal

restrictions) o

In addition to producnon ﬁelds wlnch are encouraged there are restncuons on -
"strategic industries" (machlne components, molds and dies, compiiter:

components, etc.) and on 1mp0rtant producnon ﬁeldo’f,(ferrous metals he'wy

machinery, semiconductors, etc. )i S

» Reduction of abatement of i income, taxes on proﬁt-makmg busmesses (f1ve e

years) G

* Recognition of deprematlon accordmg to years of p0351b]e use.

» Preferential treatment by incentives such as exempnon of tanffs on aw matenals :

for export use - S : .

» Preferential fmancmg of machmery 1ndustries

Rennttance of profit guaranteed but remlttance of pnnmple wnlnn one year only

allowed statting 1987 i o

010 30 percent (progresswe assessment)

6 to 60 percent (progressive. assessment)

+ Business tax (0.6.t0 40 percent,. ., .- ' _' e e

° Commodny tax (added value tax) 10 percent e

Within 48 hours a week i ‘ ' L

Within 46 hours a month for males and 24 to 32 bours a month for females

Lower level managerent job about US$800 to: 1000
US$350 to-400 (manufacturing indusiry average)
+ Annual paid holiday$7 10 30 da; ‘
+ Social insurance (labor 5.28 per¢

H

Above basic wage s set by Central Work Or, gamzanon (6 900 won

« Considerable adnumstranve guldance efﬁmency of, adnnn tranve paperwork

_« Insufficient incentive to private research and development etc. v

s Restrictions on remvestment
* Proceduers in.acquiring factory: sites .
* Overcompetition due tocopying ~~
« Insufficient labor due to surge in fore1gn investment-..

« Difference in management sense, such as sense of uncleamess in ﬁnan01a1
matters.

« Labor union pohcxes o

* Rising wages ' ' '

. themg production costs, including costs fm prevennon of pollunon and social
welfare .

» Rising exchange ! rate de to inténsified tradefnctlon w1th U S .
« Delay in advance of mdustry and strain in balance between mdusme

« Good 1nfrastructure - e

« Little administrative. mterference and ease of apphcatton of Fore:gn Investment

Law
» Good basic technology (in particular in. processmg sector)
+ Relaxation of foreign exchange controls (on overseas remlttances etc )
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" Hong Kong

1-I1j Almost nothmg cerrespondm g 1o form gn mvestment pohey
[3]-(1) No restrictions.
(2) No restrlctlons oo '
- (3) Norestrictions. (Advance approval reqmred for dangerous industries and
poilutmg mdustries) :

[41-(D) - Nothing in parncular Promising mdustnes mentioned by the government,
however, are ‘computers, peripherals, precision equipment, office eqmpment
construction, building materials, chemical processing, etc:

(2) +No distinction made between foreign investment and domestic investment,
. . Depreciation allowance for buildings and materials and equipment:
~ « Deductions for assessed taxes determined individually,

2-{1] No restric’tions

3-[1] Busmess establishment tax 7 percent
[2] Wage mcome tax 5 to 25 percent (progresswe assessment)

4-[1] Wr[hm 48 hours aweek -
“(1) ‘No upper limit for males =~
[21  « Management job about US$1000 to 1280
» Factory worker about US$300
[3}-(1)  ~  Annual pald holidays 14 to 21 days
[4] None e .

5-[11 long land leases and complexlty of bmldmg work
[2] » Poor labor stability. .- :
» Difficulty of labor management due o strong 1nd1v1dua118m '
. -« Rising wages
[3]  Unclearness of future after retum to Mainland

6 » Freedom of procurement of raw materials
+ Great freedom in economic activities and speed of establishment of companies
..+ Expectations on Chinese market (production centers and market)
e Stablhty of exchange rate

Smgapore

1 [1] Emphasxs pIaced on compames offenng new technology or companble with
-:Singapore's industrial promotion scheme. -

[2] From 1986 program to.stimulate basinesses aiming at reduced COStS,

- [3}- (1) 100 percent equity allowed for export comoames However up to 4%
percent foreign equity allowed in commercial sector,

(2) Trend toward exclusmn of unskﬂled forex gn labor and demand for use of local
personnel

(3) Restrictions on mass communlcatlons, transportanon, and other pubhc WOIKS.

- Advance perrmssmn requlred for banking, insurance, and ma.nufactunng covered

by legal restrictions (beer, air conditioners, etc.)..

' - {4} (1) Advanced services with CHQ, IPO (mternauonal procurcment ofﬁce), and

‘other sensor functions ; Tequiring expert knowledge. ‘.

(2) Pioneer statiis cormpanies can keep tax rate to 10 percent and ¢ enjoy numerous other
- preferential tax measures even after expiration of income abatement (tnaximum 10
year) system '
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2-[11 No restrictions (however, desire for reinvestment)

3-[1] 33 percent
[2) 41033 percent (progrcsswe assessmcm)
[3] - Dividend tax 10 percent

* Imerest tax 15 pcrcent etc.

4-[1] Wlthm 44 hours a wcok _
(1) Within 72 hotirs. 7 -
[21 - Production minagement gob about US$9OD to 1000
s Agsembler about US$200 10300 o , _
{31~ Annual paid holidays 7 t6 14 days or more - © - '
= CPF (Central Pcnsmn Fund)'7 burdon of 25 pcrcent for labor and 10 percent for
managemem :

5-[1] +Highiaxrates . =
» High additional labor costs such as CPF and SDF
[2] »Many changes in labor pohcxes L ,
* Rising wages and job hopping. -
» Difficulty in finding subcontractors
+ Comparatively high factory site rents '
3 No domestic demand which would form foundauon for good busmess so
susceptibility to changes in external’ ccono:mc cnvxronment

6 « Good infrastructure
« Almost no restricions on forelgn investment -
» Full range of investment mcennves
* Free port
« Stability of exchange rate , C
« Foreign investment welcomed and htﬂe local frlcnon .
+ Expectations on ASEAN market :

Thmland

1-]1] Forclgn mvestmont wo]come and apphcauon of Fore1gn Investment Law .
comparanvely loose :

{21 BOlnowin mlddlo of three year plan for promonng forelgn mvcstment (1987 to
1989) -

[3]-(1) . Foreign cqmty of up 1o 49 percent when axmmg at domesuc market
* Foreign equity of 40 percent in agriculture -
» Foreign equity of 50 percent or more allowcd when export rano 1s over 50~
percent

.+ 100.percent: equ1ty allowed when entiré production is- exported -
(2) Administrative gmdance used to rcplace managors and cngmecrs thh Thms and to
enswe employment . . s o
(3) - Catggory A where no forc1gn mvcstment at all is recogmzcd .

'« Category B where forclgn investment is-allowed condmonally, such asin
agriculnure except for rice producuon) -
than enconraged industries

[41-(1) - 1) Agricuitaral products

C ) M_mmg metals, ceramics - .

3) Chemicals and pharznaccutxcals SRR
- 4) Machinery and eloctncal cqmpmcnt C
5) Semccs efc.
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(2) .- leferences ‘made in degree of preferential treatment by region starnng September

~ 1987 (to correct dlfferences with metropolitan region) -

_» Five year exemption on. withheld tax for overseas rcrmttances such as royahnes
+ Exemption on corporate tax (three 10 cight years)

"+ Exemption 6n imiport duties and business taxes on machinery

~» Exemption on import duties and busmesses taxgs on raw matenals wlnch cannot

" be procured locally . |

“+ Exemption on up to 90 percent of busmess taxes on purchases of domesuc raw.
matenals

2-[1] .- Few restrictions bnce apphcauon made to central bank _ _
. No restncnons on renuttances of prmcxple and mterest on loans or on royalnes

3-[1} 30 pea‘cent (local) to 40 percent
[2] 7 to 535 pércent (proglesswe assessment)
3] + Business tax
« Wlthheld taxes —> mterest and royalmes 25 percent dwldend paymems 20
. percent (fowered for Japan) :

4-[1] 40 to 44 hours a weck
(1) No upper ceiling -

- [2]-(1Y -+ Japanese company average business management _]Ob approx US$535
+ Japanese company average, factory job approx. US$125 _
HEIES)) "« Minimum 1.5 times

+ Annual paid holidays 19 days or more
4]  Daily wage US$2.2t0 2. 5

5-[1] - sza and work permxt restrictions
+ Lack of incentives for promoting mtroducnon of tcchnology
.+ High tax rates (income taxes, business taxes, eic)
» Feeling of unfairness in tax collection -
» Insufficient export incentives (mcreased financing to assist exports speedup of
rebate of taxes, etc.)
[2] - Fundraising ability of local partner
* » Immaturity of supporting indusiries (msufﬁcxency of parts manufacturers dueto
rush of investment by Japanese companies)
+ Insufficient manpower in management job class
. Possﬂnhty in problem of overpresence due to rapid mvestment by Japanese
= companies
[4] - Lack of sites due to lack of infi astructure (with rush of invesiment by Japanese
companies), crowding and land subsidence in metropolitan region
« Poor contact between BO] and other agencies

6 + Stable political and economic perfonnance
.+ Relatively Jax foreign investment conn'ols and adrmmsn*auve guxdance
. Inexpenswe labor force, : :

1-[13 Foreign investment welcome In part]cu] ar, generous pleferenual measures given
~_for export companies. Foreign investment policy part of Bumiputra policy.
[2] 1986 Promotion of Investment Act further strengthened from January 1987 to

- imoprove investment environrment {with preferenual measures for export industries)
[31-(1) -~ - Foreign equity of up to 49 percent when almmg at domesuc market
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+ Guidelines present based on Bumlputra pohcy (30 percent forelgn 1nvestment
30 percent Bumiputra, and 40 percent non-Bumiputra)
* + 100 percént equity allowed for companies exporting over. 50 percent of =~ -
production or employing over 350 persons (for applications up to end of 1999),
(2) Demand for realization of employment ratio reflecting racial composition of
population (4(} to 50 percent Bumlputra 30 to 40 percent Overseds Chinese, etc.)
(3) No legal restrictions. Investment in public wonks chfficult but up t0 30; percent
possible due to privatization policy. .
[4]-(1) - List of industries and products being promoted avatlable (occas:onally
changed). Many cases of. 1nd1v1dua1 conmderauon gtven upon apphcauon
[2) . [Manufacturing Industries]. -~ - i
+ Pioneer status (exemptton on cor porate taxes etc ) 1ecogmzed for ﬁve years or
deductions allowed on investment taxes (up to 100 deductton for five years and
extension for another five years nider certain conditiors)- -
_« Special income deductlons/accelerated deprecmtton
-» Reinvestment deduction S '
+ Exemption of tariffs on imported raw matertals, parts, and facxhtles (tarlff rebate
system avaﬂable) . .

2-[1] .+ Over 10 ,000 nnggl approval of forelgn exchange bank requ1red but otherwzse
“almost free . e
» No restrictions on remittances of royahttes

3-[1] 40 percent

2] 5 to 40 percent

(3] -~ Development tax -> ACIOSS the board 5 ercent (compames WJth development
mcome) :
» Withheld tax —> 1nterests 20 percent royahty payments 15 percent dmdent
payments 0 percent (reduced for Japan) .

4- [1] 48 hoursaweek S TR ‘
(I) Within 64 hours a month S '
[2] - About US$1018 (personnel manager US$408 (foreman etc)
About US$160 (factory worker) . e
{31 Average 1.5times . S ' '
(1) Annual paid hohdays 8 to 16 days, reserve fund (Iabor 9 percent, management 11
percent). _ s LR _
4]  None for manufaeturmg mdustnes

5-[1] e« Restrictions on equtty rauo due to Bumlputra pohcy
+ Difficulty. of labor management and selection of pariners due fo Burmpntra pohcy
» Visa and work permit acquisition (currently being relaxed)
* Restrictions on fund procurement (Rule 6:4 efc.) -
» Insufficient preferential treatment to SMis
[2]1  »Lack of wained Bumiputra
¢ Immature supporting industries-
[31 « Changes in government policies, demands for exports, etc.
0 Relattvely high wages, small market and labor force . ...

6 . Good mfrast:ructure - :
.+ Abundant Bnglish, sp\.akers
- High quahty of labor .
+ Export incentives -
+ Abundant resources
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Indonesna

1-f1} Forelgn mvestment is welcome but there is strong nauonahsm :
[2]  -Restrictions on equity ratio, restrictions on employment of foreigners, and other
' restrictions being gradually relaxed LlSI of encouraged mvestments (D5P) 1ssued
: each year
[31-(1) - + In principle, foreign eqmty hmued to up to 80 percent (apphcauon relaxed
*in December 1987 to allow maximurn 95 percent)
- » There is guideline limiting. forelgn eqmty to 49 percent for 15 years (ﬁve year -
. extension posmble) .
(2) + With exception of key posts changeover to Indonesians required .
s Foreign affiliaies have employment, education, and training obligations
+ Prohibited in defense mdustnes Resmcnons on 1nfrastructure, media,
distribution, ete.
* Restrictions on industries not on list of those for which foreign investment is
- given priority (DSP list), but exception is made for export oriented industries
+ Restrictions on domestic business activities of foreign affiliated manufacturers
{with excepnons)
* Value of investment hmned in principle to minimum US$1 million (with
excepnons)
[4] (1) 1) Agricultural sector (food crops, seed i 1mprovement eic.)
-2) Industrial sector (basm chemlcals, compressors valves, machine tools, etc. )
3) Mining :
o oAy Tourism i
(2) *'With reform of tax system in 1984 corporate taxes were reduced but i investment
- deduetions arid othiex preferential measures were abolished
- Current incentives incluode -~ - y
« Capital revenue stamp tax and two others :
+Abatement of tanffs on facilities and Taw mateﬂals for export of nonoﬂ products

2-[1] - Fore1gn exchange in pnnmple not controﬂed zmd rermttances of profits and
~ royalities allowed
* Re—remmance of mveslment funds in pnncxple not possible

3-[1] 151035 percent progressxve tax -

(2] 15 10 35 percerit progressive tax

3] __thheld tax —> 20 percent for dlwdends, interests, and royahues (reduced for
-J apan) - .

4-{1] 44 hours a week '
[2] . . About US$193 (university grade office worker)
- About US$55 (factory)
[3] Initial IR 1.5 umes, 2nd R 3.2 times
. (1) Annual paid holidays 14 days, socaal msurance ¢ost 13 percent for labor and 1 -
_ percent for management) '
[4] - US$0.7 o

5017+ lnsufﬁc;ent tax mcemwes for export companies -
' « High interest rates and dxfﬁeulty n fund procurcmem {financing by state trading
- companies prohibited)
+ Strong demands for.conversion to local workers (restrictions on visas and work
permits for foreigners, 1nc:eased costs.due to guldance for conversmn to use of
* local products) :
. Increased costs due o concentrated purchasmg svstem of state tradmg compames
Soete
Hampermg of busmcss by prohlbmon of. domestlc sales acnvmes
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[21 e« Intensified competition due to copymg, smugghng, and continued 1mports
» High degree of job hopping/insufficient skilled labor :
» Overprotection of laborers (high overtime allowances, dlffioulty in adjustmg
employment due to difficulty in firing workers)
_» Sluggish market conditions -
[3] » Insufficient infrastructure (telephone lines etc ) :
+ Poor morale of governrnent workers and poor contact arnong government
agencies
« Complicated changes in system and lack of cons1stency

6 s Large economic potential s
« Inexpensive and abundarit labor force ch
» Stronger compenuveness due to devaluation of currency
+ Large domestic market -
. 'Abundant resources . .

Philippines

1-{1] More posmve approach taken 10 promotton of forelgn mvestment through
reorganization of incentives and conversion of debt to shares. - :
[2] = Establishment of new investment law in July 1987 '
[3]-(1) ~« Foreign equity limited basically to 40 percent in prronty 1nvestment ﬁelds
- and to 30 percent in other fields (with exceptions) -
« Equity of 40 percent or more allowed with export ratios of 70 percent or mote
(2) Local employment. encouraged but foreigners may be employed as englneers and
managers for period not over five years =~
(3) Prohibitted in defense industries, regional banks, etc Lmnts on equrty in
: banklng, airlines, natural resource development, etc, :
[41-(D According to priority investment plan tevised this year :
(2) » Introduction of tax- holldays for corporate income taxe under new 1987 law (srx
year exemption) (extension possible)
+ Deduction from assessed income of 50 percent of labor ©costs for 1ncreased
employment
+ Exemption for imported capital goods and - raw matertals for export use
« No restriction on number of years of us¢ of imported production facilities
» Incentives for foreign national companies

2-[1] Wlth approval by central bank, remittance of prtnc1plc and :nterest possﬂ)le at--
exchange rate at tie of remittance .

3-[1} 25 percent (assessed income of 100,000 pesos or less) to 35 percent (portlon over
100,000 pesos) . ,
[2] Fixed amount and 1 to 35 percent progressrve assessment B
[3] }Nnhh)eld tax > 30 percent for dmdends, mterests, and royahtres (reduced for
. Japan _ L IO

4-[11 -44 to 48 hours a week . - -
2]  About US$150 (umversrty graduate offrce worker)
About US$130 (factory worker)
{31 Minimum 1.25 times ~
(1) Annual paid holidays 25 to 30 days socml 1nsurance (3 5 percent burden for
Iabor, 2.5 percent for management) _ :
[4]  Metropolitan region US$2.9
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5-[1}

[2]

(3]

. Dxfﬁculnes in procurmg paﬂs and matcrlals due to restrictions on use of foreign
cuirency’

. Insuffiment mcentlves for exporis etc, (high frees for debt capitalization)

« Difficulties in raising funds

» Labor disputes

+ Competition due to smuggling etc.

“» Insufficient manpower of mxddle management level

» High energy costs :
» Sluggish market and unstable sales channels.

-« Unstable local political situation

¢+ Poor infrastructure

- » Lack of consistency in pol1c1es and poor administrative efficiency of government

» Abundant English spealdng population
+ Inexpensive and abundant labor force

-« Stronger competition due to falling exchange rate
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"Fable TL4-11 Trends in Investment in Thaitand by Country and Region

" (Unit: M11110n bahts)

Tl Startoloperations
Value of BOI* applications  'Valueof BOLapprovals =~ of BOIprbjec_ts

Cases Value Cases Value Cases V’s_ilg__ej_?as‘@as‘_f V_ah_l_e CéséfS'Y@lxl'eCzis'esiValhe

Jpan - S4T14729 204 4770535 14421130 23,548 11 7464 305,623
Taiwan 35 2870 178 14658 23 2331 100 7309 17 1,183 8 399
EC 2 1629 110 33131 35,6901 51690117 1616 15 1113
Us. 23 14096 58 20504 14777904 7350 50258 2249 100 1563
Hong Kong 17 2006 47 7084 19 1966 31 3335 5 188 11 2467
Austratia 7 s§T 24 - 1388 6 411 11 93 3 682 4 158
Singapore. 10399 36 606 7 397 16 1711 3 116 4 2,936
Malaysia 9 494 13 S8 12 87 5 19 2 108 2 M
Total with . g

others 204 41,700 638 151200 148 25211 367. 54,400 68 15970 86 12,160

Note; *BOI (Board of Investment}
Source: BOT, Investment News No. 4 March 1988
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Table XtI4-12 Top 10 Exports of Thailand

- (Unit: Million bahts)

1965 1970 1980 1985

"Total exports 12041 14,772 133,197 193,365
Top 10exports 1 'Rice - - 335 Rice 17.0  Rice 146  Textiles 122
' 2 Rubber 154 Rubber 151  ‘Fapiea 112 Rice 116
3 T 90 Maize 133 Rubber 9.3 Tapiocca 7.7

4 Jus 85 T 1100 Tin 85 Rubber 7.0

5. Maize 78 Tapioca - 83 Textiles' 72 ICs 43

6 ‘Tapioca 52 Jue 49  Maiz 55  Maire 4.0

7 Teak - '1.6_ Mang beans 17 1Cs 4.6 Jewels 33

8 " Mang beans 09 Shrimp =~ 15 Jewels 24 Sugar 3.2

.9 Kapok 09 Florte 15  Sugawr 22 Tin - 29
10 Shimp 08 Tabwco 13 Shimp 1.5 Cannedfish 2.7
Share of indu.str_ial_ e T ,
goodsfexports 50 155 123 494

- Totalimpotts ... ... - 15433 27,009 188,686 251,169

Source: Prepared from Trade Statistics of Thailand
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4-2-3, Problems in Investment ‘Env_ii*()nment

In January 1988, a business diaiogue was held among the Malaysian Ministry of
Trade and Industry, MIDA, and the Japanese Chamber of Commerce and Industry
(JACTIM) in Malaysia regarding problems in the Malaysian investment environment. At
that time, the following problems were pointed out:

(1)  Work Permits

There were two reforms made, in 1986 and 1987, on work permits for expatriate
~ managers (see 111.4-1-1), While there are conditions, when desired, up to 5 expatriates
may be employed for key posts. However, the following are excluded:

- Companies with paid-up capltal of foreigners of less than US$2 million

- Compames which were established before October 1986

- Compames in non-manufactunng industries -

For these companies, it is still difficult to obtain work permits. Promotion of export
industries rcquireé{building-up supporting industries, however, and restrictions on these
too should be relaxed so as to attract small- and medium-sized companies to serve as
subcontractors and to facilitate activities in the software sector, such as transport, trade,
and finance.

(2)  Foreign Equity Holdings '

~Starting October 1986, Malaysia relaxed its restrictions on foreign equity holdings
and allowed 100% investments. However, there is still a-strong demand for localization
of existing companies. To prbmote reinvestment and business expansion by existing
companies, it would be dcsuable to have similar measures applied to additional
investment Just as with new investment,

3). Royalti'es
- According to the regulations of the Miri‘iStxy of Trade and Industry, royalties are

: restncted to a usual 2% of net.sales and 5% at the maximum. This is lower than in other
_ccunmes ' '
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By way of note, the royalties giVen in South Korea as as follows:

Royalties (%) = ~ Cases apphed to (%)

Less than 3 L 213
3t0 5 408
5t08 136
8 or more 243
| 100

@) Tax System'

Malaysia's corporate taxes are, as shown in  Table 1IT.4-10, the hrghest among the
Asian NIEs and the ASEAN nauons The excess profits tax was: abohshed from thie fiscal
1988 tax year, but the corporate income tax and development tax together come to 45%.
At the present time, it is reported that consideration is bemg,made in the government of
reduction of the tax rateé, so there is a possibility of a tax reduction in the future.

There are full incentives for investment and export-and these incentives are
expected to be continued in the future. | )

(5)  Financing

The Bank Negara made a parttal rev:slon of the Forelgn Exchange Control Actin
January 1987 with the aim of relaxing restrictions on loans to forergn-capltal ﬁrms, but
some private cornpanies have expressed the opinion that this:has resulted ina substannal
toughening of restrictions, in parncular with- relatlon to fund procurement

. For example, approval of the Bank Negara is consrdered necessary for domestic.
loans by non-resident controlled companies. This was: relaxed so as to. exclude
companies with capitals of less than M$10 mr]hon as compared with the old M$500 000,
but now all sorts of loans are covered, mcludmg trade financing and the NIF, so the limnit
can be easily exceeded and cases where application to the Bank Negara- for approval is
necessary are increasing. : '

. Further, the amount .of forergn loans for whtch approval of the Bank Negara is
necessary was raised from M$100 000.t0 M$1 rmlllon, but- letters-of guarantce are now.
also included and thus the scope of the restrictions has been enlarged i :

. In addition, ellmmatlon of procedural dlfficultles in power, water and telephone :
facilities and speedmg-up of administrative processing are desrred
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4-3, Recent Investment Behavior by Japanese Companies
(1)  Rapid Rise in Overseas Production by J. apanese Companies

Accordmg to statistics on the notifications of direct foreign investment to the
Mmlstry of Fmance for flscal 1987 (April to March), announced May 31, direct
investments overseas by Japanese compames rose 49.5% compared with the previous
fiscal year to US$’%3 364 million, These statistics. include investments in foreign
submdlanes where the Japanese compames hold 10% or more of the shares (securities _
acqulsmons), fmancmg (monetary loans), expenses for eetabhshmg branehes and other
vemnittances. SR :

. Table IIL 4 13 shows the nottﬁcatlons for the past four years by mdusuy In fiscal
1987 mvestment m manufacturmg industries rose 2.1 times over the previous year- a
growth not seen. m rec.ent years, reﬂectmg the fuil—scaie sh1ft to overseas production to
cope w1th the apprecmtlon in the value of the yen. 7

" ‘There were strzkmg increases seen in investment in all. manufacturing industries
eieept for machmery, thh mvestment in elecmcal equipment, accounting for the largest
share, nsmg 2.5 nmes over the prevxous year This was followed by 77.9% growth by
-transport machmery, the next Iargest sector. ThlS speaks of the intense reorganization of
productlon bases m these two mdusmes Combmed these two industries accounted for
abeut half of mvestment value in‘the mahufactunng mdustnes
i Table III 4- 14 shows the mvestments notified. by reglon While investment in
Lann Amenca stagnated mvestment m ‘Asia chsplayed hl"h ~growth of 2.1 times the
prevxous year In pamcular, mvestment in'China surged 5.4 times over the previous year
to US$1 226 mllhon one quarter of the investment ini Asia. In addition, strong growth
was shown in mvestment in Hong Kong, rising 2.1 times over the previous year to
US$1 0'/‘_2' mllhon, in Indone31a, nsmg 2.1 times to US$545 million, and in Thailand,
nsmg 2 0 mes to US$250 million. There were a large’ number of investment projects in

Thalland and Talwan as compared w1th the values showing the large number of smail-
and medlum-smed mvestrnents o

o No StatIStICS have been released on the mvestments notlfied by country and by
E mdustry, but by way of reference, a look atthe i mvestments by region and industry (Table
IH 4 155"s'hows Asxa becommg the next largest mvestment area after North America in
: terms of Cumulatwe 1n.vestment up to ﬁscal 1987: However, there has been a much Iarger
number of mvestment prOJects in Asia than i in other regions, with Japanese companies
' account"_’ 2 for over half The tendeney for mvestments to be smaller in scale compared

with those in North America is pamcnlarly noticable in the electrical equipment and
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Table IIL.4-14 Notlﬁcat:ons of‘ Du ect ()verseas Investmcnt
by Main Countnes and Reglons -

(Umt Cases US$ million, %)

: : CRYI986 FY193"':"  Cuntulafivé FY1951-87
Counity: or region - (,asrcs__-- Vai_ue__ 'Share Cases-_ Valuc .- Share - Cases - - Value - Share ;

.S Co 1,232 10,165 455 1',8'16 < 14,704 & 44115513 ‘50.159 '3_6‘.0'{
Canada & . .52 276 © 1.2 . 69 . 653 .20 835 . 2604 - 19
“North America fotal 1,284 10441 468 1,885 15,357 460 16 A08 52,763 379 .
Panama L 373 .. 2,401 108 312 02,305 ..69-:3,059. 11,146 ... 8.0
Brazil 30 210 12 33 29 07 1359 5086 3.7
Cayman 32 930 - 4.2 41 1,197 3.6 133 2476 1.8
Bahamas = - 18 792 35.. 9 - 734 22 8. 1981 14
Mexico ' 26 1.0 7 28 01 250 1584 . 11
Peru - . ‘ ' — o100 96 696 T 0
Bermuda 01 15 3 01 99 653 . 0.
Antilles 66 03 3 199 06 - 739 - 575 0.
Argentina .3 15. .00 =121 - 191 .0,
Chile - 5 7 0.0 65 189
Puerto Rico -
Venezuela : . 0- 7 . 95 _

Others 13 13 06l - 15 ) 62' 0.2 495 333
Latin Americatotal 490 .~ 4,737 .21,2 450 = 4816 - 144. 5930 .25, 189:
Indonesia 6 250 11 67 545 -____1.6 1494 9218 66
Hong Kong 163 - 502 2.2 261 10720 32 2829 45050 32

Singapore o8BS 302 0 14 1827 494 L5 2,042 . 3,065 .

South Korea 111 436 2.0 166 647 - L9 1,559 2,765 _
China 85 226 .1.0 . 101 1226 37 - 397 . 17740 120
Malaysia .70 158 07 .64 163- 05 1073 1446
Taiwan 178 291 - 13 0268 0 0367 L1 1,899 1419 1
Thailand . 58 124 06 . 192 . 250 . 071303 1,134 .

Philippines 9 21 01 18 7202 651 985 0.7
India .. .8 1100 13 21 010 U145 124 - 0
Brunei _ ' 1 1 0.0 1 0 00 - 31 108 . ..0.1
Others® S5 5 000 90 I 000 268 0 1497 O
_ Asia total 819 2327 104 1342 4868 146 13691 26658 1%l
Saudi Arebia . . _ D ' , T
and Kuwait : - o540 020 0 41363 L0

S0 000 -39 141 01
2300 95 13 . 01

oo n
L und
|
=
Ll

- — - 108. 1,003 . .0.7.

0 00 1 - 0 00 997 73610 03
1.
1

Saudi Arabia =~ 1
United Arab Emirates - © 1 . 1 .00 -
Others ' ' 2

Middle R : _

and Near Easttotal 4 4 02 3. -6 02 ,324}_.;1;3079'. 2.2
UK. 142 984 44 178 2473 74 1368 6598 4.7
Luxembourg C.oc1e . 1,092 49 18 L7640 83 11T 407290
Netherlands 60 651 29 71 B9 25 425 3,166 . 23.
West Germany - 597 210 09 0 500 . 403 120 867 1,955 147
France. - 52 152 07 .99 . 330 .10 . 841 -.1,300: -.09.
Swuzerland T 91 0.4 S22 224 07 242 9717 0.7
Spain. . - 15 86 04 24 2830 08 18T BR3E '06‘ :
Belgiom , 7.5 702 12 70 .02, 261 863 .06
Ieland g 7037 57 58 702 6T 390"’""'0'.3*

800 . 4324100 02
S0 00 70 i 01
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Haly oo 18 23 - 01 2 - 59 02 182: 262 - 0.2
Soviet Union R “1- 00 0 A X g8 195, 01
Others : .23 05T 03 31 82 02 296 - 386 .03

Europe total 404 3469 155 5837 6576 197 4861 . 21,047 - 151
Libya S - 42 289 - 13 61 267 08 740 3,010 22
Zaire e — — - — - 56 282 02
Nigeria 1 0 00 _—_ . — 89 157 - 0.1
Zambia ST e = = e e e 17: 142 Q.1
Others N 7 20 0.1 5 5 0.0 324 360 03

Africa total ' 50 309 14 6o 2712, 08 1,226 3951 28
Augstralia -~ 104 881 . 39 235 1,222 37 1,548 5724 4.4
New Zealand : 15 93 04 i8 121 0.4 246 476 03
Papua New Guinea 4 1 00 6 . 6 0.0 196 206 0.1
North Mariannas - 16 13 01 40 33 0.1 127 110 0.1
Others 6 4 0.0 2 31 0.1 150 131 - 0.1

Oceania total _ 145 992 44 301 1413 42 2267 6,647 0 43
Total ' 3,196 22,320 100.0 4,584 33364 100.0 44,707 139,334 100.0

Note: Coundtries listed are ihose with cumulative investments of over US$100 million from 1951 to
1987, T ' '
Source: Ministry of Finance
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' transport machinery industries, - A s1mple comparison by dividing the value by the
number of i investments shows the average invéstment in the electrical equipment industry
bemg US$6:9 million in North America and US$1.2 million in Asia and in the transport
machinery industry being US$11.2 million in North America and US$2.8 million in Asia.

(2)  Reevalnation Being Given to Investment in Asia

* Japanese companies began investing very strongly oversens starting in fiscal 1986
dne; of course, primarily to the skyrocketing value of the yen since the G§ Conference of
S'eptembef 1985 and :the écc.om'p'anyin'g chsnges in the economic environment.

Ina quesnonnan'e survey run by the Economic Plannin g Agency on the overseas
productlon by Japanese companies ('Kokusa1tek1 senryaku o susumeru kigyokodo"
Increased International Strategies in Corporate Behavior, 1987), a comparison was made
of the factors 1nducmg du‘ect overseas investment by Japanese companies 1n the past 3
years (1984 10 1986) and the counng 3 years (1987 to 1989) (Table I11.4-16). Among the
factors given behind direct overseas investment in the manufacturing industries,
“reduction of’ export compeutweness due to the yen appreciation" was notable for having
risen ‘from the 20.3% of the past three years to 48.9%. In. addmon factors which
mcreaseﬂ in importance were "entry by customers”, up 10 pomts, exports to Japan", up
8. 6 pomts and "low labor costs", up 8 points, -

Among the factors given for investment in the advanced nations, "expansion of

' demand“ "mtensuy of information and technology and "1rnport restrictions"” grew in
1mportance, while in investment in the developlng nations, "low labor costs" was
important, reflecting the recent’ corporate behav1or pattern of i mvestlng in the advanced
nations to secure markets and in the developmg countries with the aim of export
-production _ o . '

In the 1980s, Japanese compames invested mereasmgly in the advanced countries
asa means of copmg with proteetlomsrn there, but tended to slow down in investment in
the developmg eountnes. The Idpld apprec:ation of the yen however. has brought about a

' new boom in 1nvestment in As1a . :

'I‘abie NL4-17 shows the mam mvestment reglons of Japanese companies in the

past 3 years and the commg 3 years. Investment in the’ manufactunng mdusmes in the
' coming 3 years will be hlgh in North Amerlca and Europe, the main markets,  just as in

the past, but there will also be st_nklng growth in investment in the Asian region, rising

83 points in the Asian NIEs, 5 points in China, and 2.6 points'in other Asian econornies.

- This trend will become particularly apparent in processing industries such as transport
~equipment, electrieai equipment, and elec&onie equipment.
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Table HI.4-16 Inducement for- Dircct,()ve:jseas Investment - -

" (Unit; Companics, %)

(1)

S (6

)

Nonmanufacturing 103

563 9.7 9.7 '5.8 194 7.8

@ @ @ ® (O (10) (11) (12)

Past three years _ . ;
All industries 432 66.9 17.8 14,6 11.6 269 9.0 194 33.3. 6.0 13,7 17.6
- Manufacturing. .~ 295 68.8 22.0°16.9 13.6 32.910.2 21,0 336 7.5 11.2 20.3
Materials type. 49 '61.2 16.3 184 6.1 20.4-18.4 34.7°44.9" 6.1.22.4 30,6
 Processing type 168 76.8 29.2 19.6 17.3 39.3 8.9-16.1 29.8 ‘8.9 6.0 17.3
Others 78 56.4 103 10.3 10.3'26.9 7.7 23.1.34.6 5.1 15.4 205
Nonmanufacturing. 137 62.8 8.8 9.5 7.3 139 6.6 16.1.32.8 2.9 19.0 11.7
Future three years ' L A S R
Allindustries 367 59.4 19.9 22,1 11.2'34.9 12.0 23.4 27.8 11.2 20.2.39.0
Manufacturing 246 60.6 23.9 26.9 13.3 40.9 13.6 25.4 26.5 13.6 20.8-48.9
Materials type 50 62.0 24.0 360 ‘14.0 26.0 14.0-32.0. 30.0. 8.0'20.0.50.0 -
Processing type 143 61.5 32.9 30.1 13.3 45.5 14.7 18.9 23.8 18.2 18.253.8
Others .~ . - - 71 57.7. 5.6 14.1 12.7 423113 33.8 29.6. 8.5 26.838.0

18.4 31.1 4.9 18.4:1356

(1) No of compames respondmg
{(2) Expansion of demand in host counn'y
(3) Import restrictions of host country . -
(4) Move by customer of Japanese products 0} host country
(5) Preferential measures in host country '
(6) . Low labor cost in host country _
(7) Ease of socunng labor in host country :
(8) Low price and ease of procuring raw materials in host country
(9) Intensity of information and technology in host country - E
(10) Less restrictions on exports from host country '
(1) Export from host country to Japan o : :
(12) Fall in competitiveness of exports from Japan due to. yon apprecxatlon P

Note: 1.

Source:

11206

Figures cover only copmanies - making direct overseas mvestment m past three -
years or scheduling to do so in-next three: years.- S

2. Multiple responses included. ,
"Kokusaiteki Senryaku o susumeru Klgyo Kodo" o
Economic Planning Agency ' T



At the start, when it first became clear that the apprecmhon in the value of the yen
was here to’ ‘stay; most of the' acthty m mvostment by Japanese comparues was by
companics alroﬂdy possessing bases m ‘Asian NIBs with good basic conditions as
investment env1ronmonts In particular, mvostment surged in South Korea and Taiwan,
‘which had rolatlvely broad industrial bases, a certain level of technical expertise, and
potonual growth in the domestic markets. Further, there was a rush of investments in
Singapore too, where there was a stronger inclination toward service industries and
slower investment in the manufacturing industries due to the high operating costs, by
electrical and electronic equipment companies already present there which had a fixed
foundation and hurried to cope with the new situation. In Taiwan and Singapore, where
most of the invéstmo"n'té .vécre in the form of subsidiaries, there was an incroaséd trend
toward exports to third country markets such as the U.S. in placo of exports directly by
Japan '

‘In 1985 and 1986 the slowdown in economic growth in the U.S,, upon whlch
the ASEAN countries relied highly, and the fall in prices of crude oil and other primary
products created réccssion conditions in the ASEAN countries. For this reason, these
: counfrios becan'le'é\?on more serious about exports of manufactured goods than before and
came to look rnore toward forolgn investment as a means toward that end.

In 1986 they began relaxing their restrictions on foreign investment and
mcreasmg incentives, thus dlsplaymg a stronger stance toward promotlon of forelgn
1nvostment _

- Inthe Asian NIES, business heated np' Along with this, labor became short and
wages soared. The surplus in trade with the U. S. also rose, thus necessitafing a
reahgnment of currencies. In this way, the overall environment deteriorated. Therefore,
Japanese companies began tummg to the ASEAN nations in the latter half of 1986 for
their i investments. As a result, investment by 1 apanese compames, on an approval basis as

seen from the_ Host side, in 1987 rose 2.1 fold over the previous year in Thailand, four
fold in Mala'YSia, '50% in Indonosia, and 29.9% in the Philippincs This trend continued
into 1988: Interest has further risen in Chma as compames search for even more
competitive productlon bases. o ‘ '
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Tahle III 4-17 Countr:es of D:rect Ovelseas Investment
(Past Three Years and Future Three Years)

Wi Companes, %

S . _S_ovictUnion___
_Noof R B and T
: compames North Latin Wcstcm Eastern . Asian Other Middle _
respondmg&_meqcaAmen_caEurope Europe China NICs. Asia East. AfricaOceania -

Past three years eI R T R
Allindustries 436 63.8 161 342 09 89 47.0 27.1 4.6 32 154
_ Bylndustry _ T T ' SRR
‘Manufecturing -~ 208 65.1 1_5_‘.34_‘.‘376 10 54 483 21, 8 34 23 128
‘Magerizlstype SO 68.0 140 260 2.0 14,0 44.0 260 80 4.0 140
Processing type 170 67.6 16.5 459 0.6 3.5 50.6 19.4 2.9 24124
Others . 78 577 14.1 269 13 3.8 462 244 13 13 128
Nonmanufacturing138 60.'_9 17:.4 268 0.7 167 44.2 384 7.2 5.1 210
Fnture three years . ) e e
Allindustries 293 66.6 133 392 2.4 150 553 29.7 2.4 3.1 123
By industry R T SO ER R
Manufacturing 7__20,2 68. 3 124 411 0.5 104 59.9 262 05 15 50
Materialstype 31 742 6.5 226 — . 12.9 548 258 32 32 65
Processing type ,1,19 681 15.1 504 — 10.1 67.2.252—, L7 59.
Ohers ~ 52°654 9.6 308 19 9.6 462 288— —  19.
Nonmanufacturing 91 62.6 15. 4 352" 66 25.3 45.1 37.4 6.6 -6.6 286

Note: 1. Figures cover 'iny_copmanigs_m_aking:d_irect ove:s_eas investm_f.;nt i,_n_pastr .
three years or scheduling to do so in next three years. L . o |
2. Multiple responses included.
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(3) Trends in ASEAN

- JETRO ran a questionnaire survey on the effects of the yen appreciation on
Japanese affiliated ma_riizfacturing companies in ASEAN from August to October 1987.
From this survey, several facts were found. |

. The number of quesfiohnaires dispatched and recovered are shown below:

Country ~ No. sent out No. recovered  Recovery rate (%)
Malaysia .~ 266 ot 34.2
- Thailand ~ 224 117 522
~ Singapore 280 153 54.6
- Indonesia -~ 159 110 69.2
Philipines =~ 59 . . 23 390

~ First, while there were differences with each country, development of a domestic
markét became less of a reason for investment w'hen comparir:g the investments before
and after September 1985 (see Table II1.4-18). (In Indongsia and the Phrhppmes
however, there was only 1 investment each after September 1985 extremely low figures,
so the sampling cannot.be said to have been suitable). In particular, companies investing
in' Thailand were more e}rport-orientf_:d. In Malaysia, there was a rise in companies
considering exp.ort_s to third country markets other than Japan, and in Singapore, a rise in
companies considering export to Japan.

‘Along with the globalization of production, Japanese production of low price
range _prodlicts is being shifted overseas and production in Japan is being suspended,
with Japanese firms thus increasingly switching to imports from their own overseas
subsidiaries: Further this trend has reached medium price range products as well. A clear
division is occurring within corporate groups, with products being divided up accordmg
to the techmcal level and quality of labor of the overseas subsidiaries.

According to the results ofa survey annor_mced June 2 by the Japanese Ministry of
International Trade and'-In_dus'try, such "reverse exports” by Japanese companies arc
eStirnatr;d to have increased 53.3% from the previous fiscal year and reach US$2,530
million. _By industry, hoﬁSehoId_ appIiz{nces accounted for an overwhelmingly large 32%
of the total, with almost all fans, refrigerators, and elecirical kotatsu already being reverse
imported. '
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~ Table ITL4- 18 Reason for Investment - S
(Tm]mg of investment [1] before September 1985 and 12} after September 1985)

Mélay'sia Thaitand -~ Singapore . Indonésia Philippines- :

Export to third country 1] 29.3 14.3 42.8 0.9 208

markets other than Japan [2].  36.4. .- 39.1 26,7 — o=
To secure share of local  [1} 387 627 407" 885 500
domestic market (21 227 217 400 - 100.0 - 100.0
ExporttoJapan [l 173 190 97 106 292
[ 91 392 167~ —
Others 11 147 _ 4.0 6.8 — —

21 3.8 0 166 — =

Note: Mutltiple responses included.
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- By region, the Asian NIEs accounted for US$1,340 million, the U.S. for US$260
million, and the ASEAN nauons other than Singapore. for US$230 million. In fiscal
1988, the growth of the ASEAN nations has been striking.

Next, a look at the effects of the yen appreciation on cxports of local affiliates
(Table 111.4-19) shows aﬁ increase of about half in all countries with a large percentage of
the companies also reportmg lar ge growth. _ :

The main pattern of productton in ASEAN is to 1mport main parts and materials
from Japan for processing, but the appreciation in the value of the yen has led to soaring
prices of components and materals and companies are now searching for means to reduce
costs. The main means is now to shift the procurement from Japan so as to retrieve price

competitlveness.
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Table TIL.4-19 Effects of Yen Appreciation on Exports (After G5)

C o (Unit %)

Malaysia Thailand ~Singapore . Indonesia Philippines

Large increase -
Some increase’

Nochange -
Decrease
No response

41.9

93
2.3

2.3

44.2

100.0

293
280

387

4.0

100.0

28
194
313

2.2
14.3

100.0

543

17.1

1257

2.9

100.0

231

154

538

1.7

100.0

‘mae



Table 111.4-20 shows how the procurement has changed since G3. Close to 70%
of the companies are switching procurement to countriés other than Japan and convertmg
to domestic procuremerit, including in-house manufacture

In Singapore and Malaysia, where the ratio of producnon of electrical and
electronic equipment is high, since ihe companies mostly assemble components, there are
' many areas where procurement can be shifed to the Asian NIEs etc., so there were many
companies- ,111d1<_:atmg procurement ‘other than from I apan”, However, with the
app_réciuﬁon in the value of the yen, interest is rising in domestic procurement. Malaysia,
Thailand, and Siugapore are pushing forward with promotion of supporting industries
based on small- and med_iu_fn—sizéd"lc':olnpaﬁieé, which ties in with corpurate needs, and
thus large growth in lbcal procurement may be expected in the future.
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Table H1.4-20 Measures to Cope with Yen 'Apprecia'lian:a’roduct'idn)'_ RRN

e .-_(U.nit: %) |

‘Malaysia~ Thailand - Singapore I_ndoncsih Philippines .- -

Shift of procurement of partsand -, . S -
materials from Japan to cher' c_o‘unﬁ'ies 41,0 - 269 352 211 33,00 -
Promotion of in-house prodriction * ' : . :

of parts and materials | 128 219 117 219 140

* Promotion of domestic procurement | ' ,
of parts and materials | 192 227 241 273 100
No change in parts procurement 142 252  21.0 25.8  20.0
Others 12.8 3.3 80 3.9 14.0

100.0 100.0 1000 100.0 1000
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Table I11.4-21 shows the state of local procurement in each country as of August
1987. Only Thailand showed-a local content rate of over 50%: In Thailand dnd the
Philippines, however, much of this was due to the contribution of the food processing
industries. In the Philippines, all of the companies responding they had 100% local
content rates were food processors. The local procurement rate in Malaysia is lower than
that of the other ASEAN nations, In particular, in Singapore, which is the same as
Malaysia in having a high ratio of processing and assembly of electrical and electronic
equipment in the manﬁfactuﬁng industries, the local procurement rate exceeded 50% in
47.1% of the companies, compared with which the figure in Malaysia was a low 28.6%.
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Table Hi.4-21 Local Procurement Rate of Parts and Materié\ls {(August 1987)

(Unit: %) -

Maléysia- - Thailand Singapore,lridoﬁcéia- Phillippin.es=

100% .
70% or more
50 to 69%
10 to 49%
Less than 10%
No response

48

13.1
10.7
34.5
23.8

13.1

100.0

SER T
205

223

21.7

14.3
3.6

100.0° 100.0

20,4
204

29.6
21.8
1.5

29

253 .

19.4
320
20.4

100.0

a9
13.6.-

40.9
36.4

100.0
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Table III.4~22_ shows how the local procurement rates shown in Table 111.4-21
~ have changed compared wi_'th_, 1985. With the cxccptic_m of the Philippines, 40 to 60% of
the'companies responded thét their local-confent rates rose considerably or rose, thus
showmg the effort of the companies to raise local content,

_ AIong wnh the start of production of manufacturers of household apphance sets
etc. and their production expansmn, demand in the ASEAN nations is rising. To deal with
this, there is a continuing second wave of i 1nvestment by Subcontractors and parts makers
for these set manufacturers. As of August 1987 many of these companies had not yet
started actual production, so the local procurcment rates should further rise in the future.

217



: Table YIL4.22 Changes in Locsl ProcurementRate (Comparedw]th 1985)

.

(Uit %)

) "Ma'l'aysia': Th%ﬁland' fSirigapofé Tndoncsia’ P_hﬁi'p'ijiﬂhé‘éﬁ e

Large increase 121

Increase 431
No change 41.4
Decrease 3.4

100.0

33.0
56.6
1.9

100.0

123

43.4
427
1.6

100.0

,15.’5'_ :
456
37.0

1.9

100.0

2500

75.0

100.0
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5. State of Application of Industrial Promotion Policies in Selected Industries
5-1. Questionnaire Survey

_ “To supplement the company interviews in the field survey, a questionnaire survey
Wwas run from February to March 1988 on local manufacturers in the 4 selected industries.
The number of questionnaires dispatched and recovered, by industry, are shown below.
(Note that a list of companies to which questionnaires were sent is provided in Annex 4)

Iﬁdustijy No. sent out  No. recovered Recovery rate (%)
Moulds and dies 44 4] 20.3
Automotive Metal parts 25 10 40

~ Chinaware 7 1 14.3

Glas_swaré 4 2 50

Duc to the hnnted number of related manufacturers in each industry and to the
Small number of compames which gave responses, a certain amount of care must be taken
when using the results of the current questionnaire survey as material for analyms
Bearmg this in mind the results of the questionnaire survey will be summarized below
(see ANNEX -5). '

(i) Mbli_lds and Dies

Responses were obtained from 9 compames A look at the responses of these 9
fm:ns shows that 7 of the firms were established after 1971, including 4 from 1976 to
-1980. 8 of the firms had from 10 to'49 employees and 6 had paid-up capitals of less than
M$500,000, ie., they had all the features typical of SMIs.

4 of the companies respondir'ig indicated that they were export their products in
'é'c')me way or another. The des'tiﬁatioh countries given included Singapore, Australia, and
the U.S. The raotivation for export was "receipt of orders from overseas.” A look at the
ut1117at10n of the export incentive systems by the 4 exporting companies shows just 1
makmg use of the cxpmt credit _rcﬁ_nancmg (ECR).- Problems faced by the companies
‘were (1) the Slluggishness_b_f' the domestic market (6 companies), (2) the corﬁplicated
procedures for _bbtain'ing fi'hancing.('S édmpanies), (3) high tariffs for imports of raw
materials and parts (7 companies), (4) high corporate taxes (6 companies), (5) insufficient
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skllled labor (8 compames) and (6) competltlon on the domestic market (5 compamcs)
In particular, the fact that 7 companies mennoned problems with high customs duties on
imports of “materials and partssuggests- that these indigenous manufacturers are using
imported méterials and parts in some fgirm or another. Note that all of the 5 companies
which responded that they were importing raw materials from abroad indicated that tariffs
Werc hi gh This suggests the need to reconsider the import duties on raw materials for the
productmn of molds and dies. Further, the mold and die manufacturers indicated they
suffered from problems of msufﬁcmnt skilled labor suggesting a high need in the private
sector for skilled artisans in molds and dies. An issue for the future will be how to supply
sufﬁcwnt skilled Iabor in the mold and dic industry.

Many of the respondmg companies indicated a desire for joint ventures or
technlcal tie-ups. 7 compames rcsponded they were interested in ventures and 8 in
technical tie-ups. ‘The dessred partner nation mentioned was Japan (6 companies) and the
cxpectanons vis-a-vis the partncr were for access to overseas markets already held by the
partner (5 companlcs) and technical transfers (4 companies).

' ‘The opcratmg rate of the 7 companies responding was 50 to 75% for 3 companies,
over 75% for 3 companies, and under 50% for one firm. Most of the companies were
thus seen to be maintaining relatively high operating rates considering the depressed state
of the domcsnc market '

(2) Auiomotive Metal Parts

_ f;' 'Rcsponses were obtained from 10 cornpémies. Of these, 5 were established from
1976 to 1980 and 4 from 1981 to 1985, i.e., the majority were set up after the mid-
19703 'f‘hls matches the process of development of the Malaysian automobile industry. 6
of the compames had paid-up capitals of over M$250,000 and 6 had over 50 employees,
50 unhke the mold and-die industry, the companies were mostly large-scale
manufacturers There were 2 small-scale manofacturers with less than 10 employees, so
_ the vananon in the sizes of the businesses was large. As to annual turnover, 3 of the 8
finns respondmg indicated turnovcrs of over M$10 zmlhon, 3 of M$1 million 10 M$10
: mllhon -and 2 less than M$1 million, mdxcatmg many of the companies enjoyed
conmderably hlgh sales, By way of note, the avcrage annual sales of the 8 firms was
M$6 94 mﬂlmn (compared with M$1.11 million for molds and dies).

7 of the respondmg companies indicated that they were exporting. Of these, 6
were exportlng direcily. The 1 motivations given for. exports were receipt of ordeérs from
" abroad “ c_omp_ames), particlpanon in ovprseas exhibitions (2 compames) etc. As to
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export promotion programs, posi;'ive use was being made of overseas market surveys (3
companies) and p_ai;ticip'ation' in 'exhibitidns,(Z companies) to open up overseas markets.

7 companies were obtaining matérials from: abroad. Of these, 4 considered the
implort duties on'materials to be too high. The r(_*,maihin'g 3 had already obtained pioneer
status and thus were receiving tax exemptions on imports of raw materials.

Export incentivés were being used by 3 companies: In other words, 3 of the 7
export cOmpanieS'wcrc using the incentives. The incentives used were abatement of the
adjusted income (2 compames) the 1ndusmal bulldmg allowance (IBA) (1 company), and

" the ECR (1 company) -

- Problems given in mana‘gé_mcnt were (1) the insufficiency of the domestic market
(7 companies), (2) insufficient collateral for financing (3 companies), (3) high import
duties on raw materials (5 companies), (4) insufficient experience with in-house training
(4 companies), and (5) compc{itioln with other cbmpatiics (5 companies).

' This shows that the domestic market is s'tag"n'a'ting arid that competition is fierce. In
the rnold and dle industry, most of the companies indicated problems with insufficient
skilled labor, but only 3 compames in the auto parts industry pointed to a similar pr oblem.
Rather, there were more companies which indicated insufficient experience with in-house
training in the auto parts industry. '

“There were”only 3 coﬁlpaniés interested in joint ventures and 4 in-technical
transfers. Expectatlons on the partners weré acess to overseas markets (4 compamcs)

" technical transfers (4 companies), and OIT (3 companxes) '
i 'ihc-operatmg‘rates given were 50.to 75%: for 4 companies, over 75% for 2
companics, and under 50% for 2 companies, mostly low rates reflecting the slump in
domestic demand.

(4) Glassware -

- First of all; there are-only a few local glassware manufacturers and of the 4 to
which'QUestionﬁaires-iWcre sent, responses.were: obtained: from .only,2. Both these
companies had paid-up capitals of over M$5 million and over 250 employees, so were
large-écale manufacturers. One was a Japanese affiliate. '

- Both the compames were cngaged in direct. exports and were making use of the
' export incentives. : ' '

- (5_) China{var‘e
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Questronnarres were sent to 7 local manufacturers but only 1 rcspondcd Thts_.
firm was engaged in exports, but was not usmg the export mcennves Tt was an SMI with
40 employees and a paid-up capital of M$200 000 and was. estabhshed in 1984 making it
a relatively new firm, This company was mtercsted in Jomt ventures or technical tie-ups.

5.2, Summary of = Results of Teléphcne'lntefviews-

Telephone. interviews were made in Malaysia in the middle of March 1988 to
check on the state of familiarity of local Malaysian companies with the various incentive
“systems arrd the state of use thcrcof The study- covered.9 auto parts manufacturers, 3 '
- mold and. die manufacturers, 3 glasswarc manufacturers, and 3 ceramic. ware
manufacturers, a total of 18 firms in aII (Scc ANNEX 6) R '

First, the export mccntwcs menitioned as. bemg known were (1) thc cxpcrt cred1t
rcfmancmg (ECR) (15 compamcs) (2) abatemcnt of i income (9 cornpamcs, (3) double-
deductron of cxport credit i insurance premiuvms (9 compamcs), (4) double deducnon of
export promonon costs (12 companies); and: (5) tariff drawbacks. (8 compames) The
most widely known were the export credit rcfmancmg (ECR) system and the double
deductions for export promotion costs. SRR B R

- Actual use was being made of (5) the tarrff drawback systcm (6 ccmpamcs), (3)
the double deduction of export credit insurance prcrmums 4 compamcs) (1) the ECR (4
companies), (2) the income abatemcnt 3 compamcs), and (4) the doublc dcductron of
export promotion costs (2 companies), with rclatlvcly frequent.use. bcmg made of the
tariff drawback system. In,gcneral howcy_er, syst_errrs, were kn_own_but_wcrc not.bcr_ng
used. | B S na

" Alook at this from the standpoint of financing ShO_\_VS companies being familiar
with (1) the Malaysian Industrial Development Finance (M_IDF) (18 companies), (2) the
New Investment Fund (NIF) (17 companies), (3) the Credit Guarantee Corporation
(CGC) (11 companies), and (4) the Malayéian Export Crc'dit'In_surahcc Berhad (MECIB)
(5 companiés). That is, most of the cOmp'anics'knéw of the MIDF and NIF, which
provide capital loans to the manufacturmg mdustrtes, whzlc cnly five compamcs kncw of
the MECIB, whrch is export related. - e o :

As to actual use of the financraI systcms, 16: comparucs were. usmg commercml
banks, 6 the MIDF, and 3 the NIF. This indicates a low dcgrec of usc of institutional
financing despite a high degree of famlllanty with the same. No use was bcmg made of ~
MECIB. ' SR

As to tax incentives, there were 12 companies which knew about the accelcratcd
depreciation system, 12 about tax holidays, and 15 about deduction of investment taxes,
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* indicating relatively wide familiarity. Actual use was being made by 4 to 6 companies for
each. _ - )

As to government related institutions, 14 companies kne\i_z of the Malaysian Export
Center (MEXPO), 15 of the National Productivity Center (NPC), 18 of SIRM, and 18
of the State Economic Development Corporation (SEDC), again indicating good
fami'liari'ty'._ 6 companies were using MEXPO, 5 the NPC, 8 SIRIM, and 7 the SEDC.
Again, only half or so of th_e companies familiar with the organizations were making use
of them. B L | '

A question was raised on whether the companies_ were participating in any
industrial associatio_ns or ‘groups. In response, 14 companies indicated they were
participating iﬂ't_he Federat_ibn of Malaysian Manufactorers (FMM) (8 auto parts
companies, 3 glassware companies, 2 cérarﬁic{va_re companies, and 1 mold and die
company): I_h addition, 1 company indicated it was a member of the Malaysian
Automdfivé' Comp'ohcnt Parté Mmmfactu;crs Association (MACPMA) and 1 that it was a
mgmbci' of the Chinese Chamber of Cbmmerce.' This indicates that the FMM has become
the most important organization for private Malaysian companies. Reasons given for
becoming r'n'emb'ers. included, on the corporate side, the ability to obtain information, the
ability to participate in exhibitions, the ability to explain pfoblcms’ in government policies
or business to the government through the FMM, the ability to introduce one's own
products, etc. Of the 18 companies covered by the telephone interviews, 16 were
 menibers of the FMM or other industrial organizations. This indicates that these
companies were large in scale to a certain degree and were very interested in government
policies etc. Therefore, it may be concluded that there is a high proportion of companies
knowing relatively much about the export incentives and industrial promotion
organizations. .

This suggests that, in the future, when the government publicizes its industrial
promotion policies to individual private companies, it would be effective to a certain
degree to make use of the FMM and related organizations.
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