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I..__INTR_ODUCTIO__N -_

. Thls Is thc Fmal chort of the Study on Selcctod Industrtal Product Development
_mMalaysm . : S - : g
. This study is, based on. the Scope of Work for the Study on Selected Industrial
Product Deve]opment in Malaysm agreed bctwccn the government of Malaysia and the

_Japan Intcmauonal Cooperauon Agency on August 1,1987.
o - The study was made from the latter half of January 1988 to August of the same
year. The field survey was run from Ianuary 31 to March 30 and further part from May
22 to June 5. § T ' '

.. The study attempted to obtam the current state of the later mentioned four
' _industl_‘te_s, analy_zc the . same, and -formulate a comprehensive program for the
- development of th_ose_. industn'os and export promotion.

1. Background and Objective of Study

Many of the Asian countries are still facing severe economic conditions due to the
slump, _in'prices_of pl_'im_ary_'products, etc. in recent years, with the attendant decrease in
- foreign 'oxchangeicamings; the burgeoning cumulative debts, etc. For this reason, these
countries are striving to build up local companies so as to strengthen their cc_:_onomic
_structurcs and to push forward with aggrcssivc progtams for incorporation of foreign
.mvestment in ordcr to build-up rapidly export -oriented” industries contributing to
B acqulsmon of foreign currency instead of promotmg import-substitution type industries.
Japan, in response to requests from these Asian nations, must extend comprehensive and
coucentratcd economic cooperation in all areas to help the development of the export
" oriented industries of these countries. | _ _

- Malaysia is currently pushing forward with the promouon of 12 sectors, primarily
“export-oriented industries of the type using existing resources, in line with the "Industrial
‘Master Plan (IMP) 1986-1995", which was officially announced in January 1986. The
Malaysza Export Trade Ccntro (MEXPO) selected certain key products for export
promotton and. the IMP is cnv1sagcd as the pillar of the economic plan and aims at an
annual 8.9% increase in exports of manufactured goods from 1986 to 1995.

Smce the G5 conferencc of the ﬁnanc:al heads of 5 advanced nations in Septembcr
| 1985 the yen has been apprccxatmg in value and the U.S. dollar has been depreciating.
The currencies of thc Asian NIES also are under pressure for reevaluation upward against
the U.S. dollar. This has led to a rapid change in the international environment for
 exports. In particular, in the highly_ Iabor-intensive manufacturing fields, Japanese and
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NIES companies have been increasingly investing in the ASEAN region in export-
oriented industries, Under the Fifth Malaysia Plan, which began in 1986, Malaysia has
- been stnvmg to enlarge the role-of the pnvate séctor, achieve greater efﬁcxency in the
management of its economy, and promote industrial development. In line with this, it has
- relaxed its restrictions on foreign mvestmcnt for export—onented mauufacnmng mdusmes
and has come out aggrcs.swely to pxomote foreign 1nvestment ‘ '

The present study on-selected industrial product deveiop'mént'ifi'Mala'y's"ia aims at
‘;_comprehenswe ‘cooperation for ‘the: development of strategic cxport industries. The
| objective of this study is to survey and analyzc the state of selected industries in the
- Maiayswn mdustnal sector and to formulate : a compr ehens:we program for deveiopment of
- the same for promonon of exports. Further it seeks to orgamze information on Japancse
firms wishing investments and joint ventures in these industries so as to promotc jomt
ventares and technical tie-ups between Japan and Malaysm

2. Implementation of Study

In April 1986, the Malaysian government éubm_itted 4 request to*the Japanese
government for a "Technical Cooperation Project on Tndustrial Sector Development.”
Receiving this, the Japan International Cooperation Agency (JICA) senit a contact mission
in September 1986 to deliberate 'with the Economié¢ Planning Unit, Pﬁiﬁb'MiriiSter‘s
Department (EPU), the Minisﬁ'y of Trade _and"InduStry and the 'Malaysién Industrial
Development Authority (MIDA) and reached agreement with them on the basic ob‘jéctives
and content of the technical cooperation in industrial sector development belween Japan
and Malaysia. Based on this; the JICA senta short-tein expert to MIDA from Fcbruary
10 August 1987 to select the tar get industries, resulting in: the selection of the later
mentioned industries. JICA then sent the Preliminary Survey Team in August 1987 and
signed the Scope of Work including the selected industries with the: Malaysmn SIde -
Domestic preparatory work for this study began in the: lattér half of Ianuary 1988 and was
followed by a field study from January 31 to March 30 and partly from May 22 to June 5
After the field survey, a quesuonnaxre survey ‘and interviews were conducted on ‘related _
domestic companies and third-country studles were-run on the compctmg countries and
export markets for the industries concerned, A comprehenswe analyms was then made
and this report prepared. Lo e B
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3. Industries Surveyed .

The industries to bé studied are as follows:

(Ei;s;: Yg' ar) |

. Engineering - (a) Moulds and dies -
| (3)] Automotive metal parts _
‘Non-Metallic products (c) Chinaware (tableware and decorative ware)

(d) __Glasswa_re {except _sheet_ glass_)

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

Malaysian side.

As mentioned earlier, the ‘vlalaysmn government has selected the foﬂowmg 12

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

(A) Resource-based ihdustﬁes

[1]
(2]
[3]
(4]

3

(6]
[71

Rubber Processing Industry

Palm Qil Products Industry

Food Processing Industry

Wood-based Industries - |
Chemicals and Petrochemical Industries
Nonferrous Metal Products Industry |
Non-Metallic Mineral Products Industry

(B)  Non-resource-based Industries

)
[2]
3]
4]
(5}

Electronics and Electrical Industry

Transport Equipment Industry

Machinery and Engineering Products Industry
Ferrous Metal (Iron and Steel) Industry
TextileslApparel Industry

Further, the Malaysian Export Trade Centre (MEXPO) has deslgnated the
followmg as 1mportant items for export: : = ST

- Foodstuffs (including cocoa, seasonmgs, fnnts and seafood), feed, beverages,

© tobacco, cement, precmus stones, ceramlcs, glass, furniture, wood products, rattan

products chemical products fertilizers, pharmaceuiicals, oils and fats, textiles, apparel,

weaving thread weaving cloth, carpets, handicrafts, jewelry, electronic and electric
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products and parts, musical instruments, machinery, metal proﬂu'cté sportsgoods, 't’éysj"
cut flowers, rubber ploducts plastic products, footwear 1eathcr goods, st'ttlonery, and -
auto accessories. - Co S T ST '

The Malaysian government, w}nlc concontratmg on the prtortty mdusmes and key
export items selected by the IMP, MEXPO, etc., has also been con31der1ng mdustrles and
items covered by a development study in view of trends in actual corporate 1nvestment
from Japan, the NIES, etc, Thc 6 sub-sectors and products proposcd after the stndy were
as follows: '

{A) Engmcenng Sector

-1 PI‘CC-ISIOH castmgs
2. Precision moulds a_nd dies
3. Metal furniture
4. Auto parts
5. Non-motorized two-three wheelers

(B) Non- Metallic Products Sector
1. Ceramic artware and articles of adomment and dlsplay: U
(e.g. Porcelain figurine and pictire frame) -
2. Lamps and shades and-articles of adommcnt
3. Glassware

(C) Food Pracessing Sector
1. Canning of fruits and fruit j Juzccs ;
2. Oleochemicals

(D) Electronics Sector
1. Computers and computer pcrlphcrals |
(i) Microcomputer - .
(ii) Monitors/Video dlsplay unit '
- (iii) Printer - : BN
(iv) Keyboard
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2. Office Electronic Equipment
(i) Word processor
(ii) Photocopymg machme
(iii) Facsimile machme
(iv) Telex machine '_
3, Components and supportmg serwces/actmtles
(i) Cathode ray tube
(i) Stamping and platmg of 1eadframcs
(111) Manufacture of ceramic packdges/substrates
~ (iv) Drawing of gold and aluminium bonding wires
4 Teleconnnumcanon equipment and parts

(E)Rubber P‘foduots_Sectoi~
1. Rubber footwear
2. Automotive parts

(F) Timber Products Sector _
1. Furniture and fixture (Wooden knockdown furnit_ure and rubberwood furniture)

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

4, Scope of Study
This - study surveys the selected indusiries and: formulates a comprehensive

program for selected industrial deveiopment and for export promotion.
The detalled items surveyed by thls study are as follows, based on the Scope of

Work- agreed on August 1, 1987:

(1) To ovelview the present situation of the selected industrial prOduClS‘
a) Production items and their production, trade and manpufacturers; and
b) Investment technologxcal partnership, finance, taxation, mtroductlon of foreign

' ,eepi_tal, ete.

(2) To study the ex1stmg status of manufactunng estabhshments in Malaysia for the
7 seIected mdustndl products These stud1e' are o cover the following areas:
- a) Manufacturing processes and specifications



b) Technical level {quality control, etc)

¢) Product development (de31gns, etc)

d) Business administration (business management fund—rals.111g, etc)
e) Sales strategxes (market research, marketing, etc) -~

f) Relation with per1phe1y mdustues (raw materlais eqmpment etc)

(3) To study the export markets of the selected 1ndustr1al products
a).Supply and demand, and i 1mport siftiations in major zmportmg countr ies; and
b) Marketability of the selected mdusmal products in ma;o: 1mportmg countnes

@ 'I‘O'recommend pelicies”and mcasures for the development, teehhie‘al"ﬁpgfading and
export promotion strategies for the selected industrial products. The areas to be
covered are as follows: ' B -

* a) Systems and policies
b) Technical improvement
¢) Product improvement
d) Sales strategies _
‘e Business administration
" f) Manpower development _
g) Improvement of infrastructure relating to the selected products..

(5) To undertake cost-analysis studies for the selected industrial products which are to
include cosi-comparison studies for the production of similar products in Japan.

(6) To undertake a'study and survey to ascerfain and identify Japanese éﬁterpri:ées for the
selected industrial products which are keen to undertake direct investment and/or
technical collaboration in Malaysia. The study/survey is to cover the following;:

a) Survey on entei‘prises intending direct investrment and technical collaboration '

b) List of enterprises.

5. Methodol'ogy' of sm-dy

Thls study comprises the field surveys both in Malays;a and 1n Japan Tt was
conducted with the aim of formulatmg a comprehensxve program for mdustrlal :
devélopment and export promonon based on ‘the survey and analys:s of the present status
of the selected industries.” For the surveys in Malaysm, interviews done through direct
visits to the companies in selected mdusmes were uséd ds the prmc1pal method -In order-



to get the maximum results from the short-time visits, a written interview guide and
-factory visit cheek lists were prepared (See ANNEX-7 and 8). However, for performing
the survey, the in-depth mterwew survey method baswally was adopted in which the
mterv1ewees and i interviewers exchanged opxmons freely
Because the compames which were covered by direct visits are limited in number
- a mailed’ questlonnmre survey and telephone interviews were conducted in Malaysm
Because. of the necessity for tabulation, mailed quesnonnalres were also sent to the
compames VISlted for interviews, The questlonnalre which was used is attached in
ANNEX-3, and the results are tabulated and shown in ANNEX- 5. Telephone interview
- surveys were conducted for the purpose of checking the level of knowledge concerning
existing incentive _Systems for each _indusﬁy in Malaysia and the incentive usage. These
resf_11ts_ are tabulated and shown in ANNEX-6.

Tabie 151 Breakdown of Firms Surveyed in Malaysia

No. of firms - No. of firms  No. of firms No. of firms
estimated mtemewed " which received covered by
Co questionnaires  telephone

: , : 71nterv;ew
Moulds & Dies 60 26 . 449) 3
 Automotive Metal Parts ~ 57 19 - 25(10) 9
-Chinaware - 50 12 T(1) 3
Glassware B 8 5 - 4(2) 3

- Note: Figures in parentheses indicate the number of respondents.

.. For the domestic survey, a ‘questionnaire survey in addiiion to a writien survey,
etc was. used for the purpose of exploring the possibility of technical cooperation
parncularly wnh Japanese enterprises.’ ‘

A questlonnaue was sent to each of 1,097 Japanese companies in four industrial

- groups and replies from 217 companies were received. The industrial classification of the
target comparnies is as shown in Table 1.5-2.. Moreover, additional information was
collected concerning necessary items by the direct interviews and by telephone interviews.



‘ Table 1.5-2° Breakdown ‘of Firms Surveyed in J;&i‘;ia_:if R

Qucsuonnaircs ‘Respondents - Response

. o sent. o rat;o(%)
Méulds & Dies - eI s T )
Automotive Metal Parts. . .., - 206 .- A8 o L 3TS
Chinaware ' o 175 38 217

" Glassware - - . - R R ' 6. 133

TOTAL L 1,097,, Y VAR _19._8

For the purposc of 1dent1fy1ng the targeted lndusmal export market for Maiaysm'
and the present. status in. competmg counmes a survey plan was-drawn up for thie third
countries survey in addition to a survcy in Japan and it was camed out by using the -
services of spcmahzcd research agencms in the related countries. The name of countries
and regions in which the survey was taken through the overseas specxahzcd research
agencies are as shown in Table 1.5- 3

Table L 5-3 Countrles and Regmns Covered by the Markct Analysns
~ in the Third Countnes

Moulds & Dies ~ Automotive Metal Parts Chmaware ) L Glassware

Korea | USA. " USA.- Thailand
Hong Kong - Korea R ’Iha_lland T SR
Singapore e _— - Indonesia . -

By compiling the mformatlon thus: obtamed the present conditlon of the selected
industries, the condition of the export market; the conditions in ‘competing countries ‘and
the existing political and msutuuonal systems were anajyzed -And, the problem areas in
the industrial. development and export promotion in these: mdusmes were pmpomted out
and promotion programs were drawnup.- £ IR .

“The work process is as indicated i Flg IS 1-and the Process of Formulauon of o
Comprehensive Industnal Promotion Programs are as-shown in Fig. 1.5-2.
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Fig. 1.5-2 Process of Formulation of Comprehensive Industrial
' Promotnon Programs
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The JICA Industrial Product Development Stody Team was organized by the members listed below.
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Japan External Trade Organization JETRO)
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Japan External Trade Organization (JETRO)
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_ Japan External Trade Organiia{ion (JETRO)
Junko SEKIGUCHI ~ Economist/Export Promotion

_ Japan External Trade Organization JETRO)
' Takehide TERANISHI Economist/Engineering & Machinery
Japan External Trade Organization (JETRO)
Yoshitsugu MATSUMOTO Economist/Non-Metallic Products
' Japan External Trade Organization JETRO)

Takashi NOBEHARA Deputy/Development Economist/Management
_ _ The Sumitomo Business Consulting Co., Lid,
Mitsuo SHIMIZU Industrial Engineet/Production Engineering

: The Sumitomo Business Consulting Ce., Ltd.
Shuichi KUROZUMI Industrial Engineer/Moulds & Dies

_ DSK Corporation
Minoru EBINO Industrial Engineer/Auto Paris
Mazda Auto Corporation

Nobukazu YAMAUCHI  Industrial Engineer/Chinaware
Japan Ceramic Engineering Co., Lid.
Hiroteru HAMANO Industrial Engineer/Glassware
' Shin Nippon Glass Co., Ltd.
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II. SUMMARY OF SURVEY






II. SUMMARY OF SURVEY .
1. State of Industrialization

. Mdlaysw estabhshed 1ts P1oneer Invcstment Ordinance. in 1958, soon after its
mdependence in 19 ‘57 §0 as to start. to buﬂd up industries’ to cut down on imports, This
program of plomotton continued through the subsequent First Malaysia Plan of 1966 to
1970, the Second, Third, and Fourth Malaysn Plans, and the current Fifth Plan. During
t_hzs_.nme,_:Malaysm 1f;troduged its New Economic Policy, in- 1970, aimed at.eradicating

- poVeriy and dch.io\'fing‘e'qual' dis'trib'utioo:of income amofng its component racial group's
‘ Thls was demgnated asa fundamcntal gu1delme in economic policies up to the year 1990.
~In the 1970s, good performance in exports of primary products and the start of
exports of crude oil, among other factors, enabled Malaysia to sustain high economic
growfh and led to progress in the 1970s in elimination of imports of light industrial
goods, such as wood and rubber products, i.e., the "easy” or "first phase” of import-
substltution111dustr1ahzat10n |
- In the 19803 Malay31a entored the second phase of import-substitution
mdusmahzatlon and took up.the task of industrialization in the heavy machinery and
chemlca‘l fields. Toward this end, it established HICOM, the Heavy Industry Corporation
of Malays1a in 1981 and pushed forward with the Proton Saga Project, etc.
~In the 1980s, however, the prices of crude oil and primary products plummeted,
resu_ltrlng_ in stagnano_n in exports, Further, fiscal expenditures for promotion of
industrialization in _fhe heavy machinery and chemical scctors increased. On top of this,
cﬁmulatiVe_i‘o_reign debts rose. ‘ |
. To deal with this situation, the_Malaysian government came out with an aggressive
export "p_romoti_on' polic.y a_nd; in October 1986, announced a new foreign investment
policy :qndér'which it showed a posiﬂve stance toward new foreign investment. Further,
| in'FobfLiary 1986, it released its Industrial Master Plan setting forth the direction for
| '-iﬁ'du-sn‘-ialziz_atio;l policies from 1986 to 1995 and announced policies for industrialization
“in expoﬂ-ofiéhted sectors and__dovelopmont plans for strategic industries. The IMP is an

"indicative plan” by nature, but hoIds_ the important position of a "pillar" of the industrial

- policies of tho'Malaysian- go’Vefriment_, and indicates the future directions Malaysia will

take. The IMP is a special type of industrialization plan calling for the public and private

~ sectors to support. each'other in the industrialization process. Revisions are being made in

it along: with the state of progress. In March 1988, the Malaysmn government released an

_ '“Scctoral Task Force Annual chort (1986 to 1987) dotallmg the progress made in the
“IMP. -
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The basic industrialization strategics under the IMP ‘are as follows:

(M Outward looking industrialization‘
2 Promouon of heavy mdustry
- (3) Support to manufacturmg operanons of srmll- and medlum scale 1ndusmes
. (SMIs) and’ promotlon of ancﬂlary 1ndustrles S o

The Malaysmn £conomy 'is structurally weak in that it lacks lmkages between the -
large corporations which are prlmarlly foreign capltal operanons, and the local SMTs,
Therefore, the government has felt the need for promotion of local SMIs and ; promotlon
of supportmg industries to back up the large corporatxons It is cunently searchmg for

* specific promotional measures toward this end,
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Industrialization Policies of Mﬁ_laysja_

National economic

Trends in indusiriat ~ Foreign invest-
Industrial policies  refated policies ment policies plans
1958 » Diversification of Enforcement of
primary products  Pioneer Industries
* +'Import substitu- © Ondinance .
.tion indusirializa- :
“tion (primary light : :
1965 - industries - Amendment of . 1st Malaysia Plan
: Pioneer Indusiries {1966 1o 1970)
Ordinance -
1967 Establishment of Positive
o : FIDA introduction - -
1968 Inodution of - - Investnent Incentive
’ export-orietited Act (enforeed 1971)
e indusiralization I
1969 - T A PR :
1970 Swess on fiscal Increase of Non Limitation on 2nd Malaysia Plan
: guidanectype - Financial Public' . foreignequity = (1971 10 1975)
industrialization ~ Emerprises ratio (10 ensure
1972 Creation of FTZ  "New Economic - ratio of Bumni - -;
1975 Policy" capital) and,
(NEP, 1971 10 1990) - simuliageously,
“Industrial . Separate reatment
Coordination Act™ for export-oriented
investment (due to
pressing need for
indusirialization} -
1976 3rd Malaysia Plan
' (1976 to 1980)
1981 «Heavy Establishment of Indication of clear 4th Malaysia Plan
B indusirialization ~ HICOM, start of rates of local (1981 10 1985)
(secondary import  heavy indusmializa-  conlentin auto
substitution), =~ tion projeci for parts
miedium level steelmaking, petro-
technology, capital chamaicals, and
S intensive ~ aniomobiles
1982 « Resource proc-  Start of debt
‘ ‘gssed expart type  management
industrialization Privatization of
Non Financial Public
: . - Enterprises
51983 - Emphasis on : Z
: " ¢onsumer life _
1985 - _ Amendmentof - - Loosening of
- "Industriat obligation to
Coordination Act" -~ obtain manufac- -
S turing license R
1986 Stronger export Positive inro-  5th Mataysia Plan
T _orientation * “Promotion of duction, loosening (1986 10.1990) . .
' Investment Act 86"  of restrictions Announcement of
: o : o Industrial Master - -
Pian .

(1986 10 1995)

" Source: JETRO Sensor, November 1987

1I-3



2, State of Industrial Promotion Policies ~~
(1) Export Promotion . . .

At the present txme Malaysm is basmg 1ts 1ndustr1a1 polrcy on its- IMP. The
current Fifth Malaysra Plan was also formulated aloug, the lines of the TMP. The I‘VIP :
stresses most of all’ promotlon ‘of exports, and it is.in this area” ‘that the Malaysian
government is expendlng much of its effort. The Mlmstry of Trade and Industry, the
Malaysian Export. Trade Centre, and. othier orgamzatlons have been engaged in diverse
activities mcludmg the dissemination of 1nforrnat10n on overse'ts malkets pammpanon in
exhibitions, reglstratron of exporters, and sponsoring of semmars Incentwes are also
being provrded for export promotion. and preferenttal measures estabhshed for exports '

Further Malaysia estabhshed the Fxport Pronlotron Councﬂ headed by the
Secretary-General of the Mlmstry of Trade and: Industry, in 1985. This council plays an
1mportant role asa forum for. the exchange of opmlons on and study of recommendaiions
on export promotion among government ofﬁcwls

(2) Promotion of Direct Foreign,investrnent .

Since the Investment Ineentlve Act was estabhshed in 1968 Malaysxa has
welcomed mvestment 1n export indusirics. Partlcularly in recent vears it has found a

rising need for export-oriented mdu :"_:1a11zation and thus has more relaxed restrlcnons on
investment and offered new 1ncent1ves “The' ncw forelgn uwestment 1ncent1ves_ '
announced in October of 1986 ease the apphcanon of resnlcuons on forelgn investment in-
accordance with the export ratio of the products and the number of workers employed
enlarge the framework of employment of forelgn natlonals in accordance wuh the paid-up
capital, and extend the period of the exemptlon on income tax for pioneer industries from
the old 5 years to a maximum 10 years, Further, the hcensmg obhgatlons under the
Industrial Coordination Act were eased in December 1985 and further eased in October"
1986 in order to make acqulsluon of licenses unnecessary for compames with capitals of
less than M$2. 5 million and fewer than 75 permanent employees '

Due i in palt 10’ the" easmg of these restrreuons, the value of approved forelgn
investment prOjects Soared in 1987 In partwular ‘the mvestment from Japan shot up,
supported by the yen apprec1at10n ‘

The Malaysran Industnal Development Authonty (MIDA) plays an rmportant role
as the organrzatron for promotmg investment in Malaysra
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+Liooking at the state of the infrastructute, Malaysia has 101 industrial estates
throughout the country, “These industrial-estates'are-managed by the State Economic
“Development Corporatlon (SEDC) _
Further, Malaysm has 8 free trade zones: (FTZS) for promotion of exports and has
licensed manufacturing warchouses throughout the country.

(3) SMI . Promotion Policies

_ - 'The _Maiaysian.econ_omy suffers fron the ﬁroblemof—v‘veak supporting industries.
‘The issue at hand is how to ofozhOte their development in the future, ‘The Malaysian
~government has shown a positive stance toward the prorriotio’n’ of supporting industries
'fahd the 'promo"tion.'of SMIs erlterj)'rises, which form the backbone of these supporting
“industries. - There are_ﬁow' somie-9 1_'1"1_iniistﬁesand 30 organizations involved in some way
~inthe promotion of small and'mediuﬁl 'e:ﬁter'pris’es in'Malaysia. From the standpoint of
'adloinistraﬁi\}e" efficiency, Malaysia should study the establishment of a central body
: coH'e’sp_o'nding to Japan's Small and Mediuim Enterprise Ageney and more focused, one-
 dimensional measures. |

~:The currentincentives (investment incentives; export incentives, etc.) do not
? differe'ntiate'-acco'rding to the the size 'of comp'mies and apply equally to large and small
 firms ‘alike. In fmancmg, however the SMIs naturally have less financial ability
compared with the large corporatlons so that in practice, the majority of the financial
incentives are used by the large firms. It may be necessary to study some form of special
'mcentlves limited to just SMis. '

: '(4):Hu'n‘1‘aﬁ Resource Development

' "Eeoriomie develop'meht' is supported by human resources. This development of
- the same s ‘being; performed by the Mimstry of Labor, Ma_]IIS Amanah Rakyat (MARA),

. the: Mmlstry of- Bducatlon, and the Ministry of* Youth and Sports, among others. -The

: .'Government has approved the estabhshment of a National Vocational Training Council
: -.(NVTC) based on the. recommendatlon of the IMP $0.4s.0. coordinate the labor training
_activmes prevmusly handled dlversely by various orgamzatlons Vocatlonal training is
;also conSIdered necessary to raise-the quallty of ‘workers to. meet with-the needs of
.--llndustry For example An moulds and- dies; the-industry ‘has been seeking the

- :estabhshment of 4 system to: suppIy skllled engmeers with-higher level abilities. In

res_ponse, MARA and the _Indust_nal Training Insntute of the:Ministry. of Labor are
considering the start of a higher_ level mould and die training course.
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Further, the Ministry of Labor introduced a system for double income deductions
for costs of trainitig, starting 1987, to promote in-house training programs. ~ = -
*Managerial training is being offered by the National Productivity Center through
seminars and the like to raise levels of 'awareness.- - o '

(5) Scientific and Technical Promotion Policies

At the foundation of industrial promotion may be said to be strengthened abilities
to absorb technology and promotton of teehmcal transfers The importance of scientific
and techmcal promotion was recogmzed in the IMP. ‘In pamcuiar emphasm was placed
- upon the role of the governmeit, taking cue fron the experiences of Japan- andSouth
“Korea, The government has established an:iniernal Coordinating Council for Industrial

Technology Transfer (CCITT) to ‘move toward implementation of the IMP
re'commehdafions. -In October 1987',_ the CCITT established underita special Cemmittee
for formulating a 'Cempreh'ensive and technical pi"emotion-"policy’ This cerhmittee isto
complete its final report by March 1989 and subm1t the same to the Malaysmn
government. - : ' ' SRR -
The Standard and Industndl Research Insmute of Malaysxa (SIRIM) plays an
important role as the gov_emment 5 1mpIementmg_orgamzauon for promotion e_f science
and technology. In SIRIM is MIDEC for molds and dies and the Ceramic Department for

'CEeramics.
(6) Financial System

Tn terms of financial incentives, Malaysia offers inStitutional' ﬁﬁanci:ng through its
development banks (Malaysian Industrial Development Fmance Development Bank of
Malaysia, and two other main banks) and:a loan guarantee system for SMIs under the
Credit Guarantee Cotporation.. However the recent busmess slump and high interest -

“rates and the msufflclent co]lateml of the SMIs have resulted in slow use of the CGC.
The New Investment Fund, which was started in 1985 to provide low interest loans ‘to
fund capital investment in industry will be terminated upon full utilization of its allocated
funds totalling M$1.7 billion.: This was done at.a timé when the rate. of use by private '
manufactuung enterprises was rising, ThlS fact alone has led to. calls from the puvate
sector for the restoration of this type of 'system. The Bank Negara, however came ont
with a statement at:the -end of-March 1988 aesertlng that it was not conmdermg-
resurrection of the NIF. e SER
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One of the measures taken by Japan to dives itself of its trade surplus was the
establishment of the ASEAN Japan Development Fund (AJDF), worth a total US$2
billion. The portion earmarked for Malaysia is r_eporté_dly to be administered to private
businesses through the MIDF and 3 other development banks, A |
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3. State of Export Proriotion Policies =+

* Malaysia began protnoting exports with the'éstablishment of thé 1968 Trivestinent
Incentive Act. Under the act, piohcer Status given to import-substitution type industrics.
-under the 1958 Pioneer Indus'tries Ordinance was extended to cover oXpon«oriented
mdusmes and preferennal tax treatment was given without distinction as to whether thc
mdusines were founded by forelgn or domestlc capital.

In 1970, the Free Trade Zone (FTZ) Act was established, Based on this act,
Malaysxa set up FTZs in different parts of the counny starting in 1972 Companies which
export 80% of their productlon are allowed to locate in the FTZs. In these zones, no
duties are assessed on the raw materldls intermediate goods and machmery used for
productxon Further, the mtroductlon of the licensed manufacturing warchouse (LMW)
system enabled compamcs approved as LMWs to receive the same benefits as eompames
in the FTZs even in non-FTZ areas. _ _ _

After the introduction of this system, there was active investment in Malaysia by
foreign capital, .primarily in textiles and electronics, Simultancously, thore' was a surge in
exports of Malay51an goods. |

A comparison of 1970 with 1975 shows that the share of manufactured goods in
total exports rose considerably from 10. 5% to 21 3% Further, the share of textiles in the
exports of manufactured goods rose from 6. 5% to 11.0%, and the share of electrical and
electronic eqmpment from 2. 8% to 15.4%. -

However, since the FTZs and’ LMWS depend on 1mports from parent compamcs'
for the major part of their materials and intermediates, there was a decisive lack of linkage
with the indigenous economy. This problem remains today.

In the mid-term review of the Fourth Malaysia Plan announced in 1984, greater
stress than ever was placed on promotion of increased exports of manufactured goods.
‘At the same time, mention was made, in fegard-to the manufacturing industries, of (1)
infusion of maximum private sector activity, (2) stronger Iinkﬁgo between the FTZ
industries and the indigenous economy, and (3) stimulation of resource-based industries.
The d1rectlons laid down there were further clarified through the Fifth Malaysm Plan
(1986 to 1990) and the IMP (1986 to 1995). o _ _ S _

In the IMP, stress was placed on more "outward-oriented" industri'a'li"zatiori and_-
on stronger export competition. Reforms of the export-promotion policies were
proposed, such as introduction of competition and increased access to input goodsona
free trade basis.” : ' N
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-~ Since 1986 : \Aai’iysia has been miking improvements-on its export-promotion
p011c1cs. Many of the prmleges actually offered were ongmally proposed by the IMP,

_The current export.incentives m'iy be cla331ﬁed into 1. financial (tax) measures, 2.
e}\.port ﬁnancmg, and 3 ‘easures for acqmsmon of raw materials,’

(1) Fmanc;lal (tax) mcasures There is the system of abatemcnt of adjusted income
for, exports which allows fox compames to reduce their adjusted income by 50% of their
c_:-gpo;_t sales, thc export deduc_:tlonsl for traders which allows deductions of 5% of export
income, and, the double deductions of export credit insurance premiums and specific
exp_enéés incurred  for developing export markets.

(2) Expoft financing: There is the system of export credit refinancing (ECR) for
supplymg funds, at prefelcnnal interest rates, to export companies (current 4% a year),
The system has been revised several times since 1985 to extend the scope of coverage of
loans from just the direct exporters to indirect exporters, to increase of ceiling on
financing, etc. so as to prbmote ifs use.

- The system.is still_' under review. To ease the severity of the loan conditions
(ovcrcmphasis on collateral) of the commercial bank, one of the reasons for the lack of
active use of the systern, consideration is being made of using the Malaysian Export
~ Credit Insurance Berhad (MECIB).

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

" Further, companies exporting over 80% of their production may locate in the
FIZs or receive designation as LMWs in order to receive comparatively easily exemption
from tariffs. ' '

Malaysia establi‘shcd the Malaysian Export Trade Center (MEXPOQ) as a unit of the
.Intémati_onal Trade Division of the Ministry _af ' Trade and Industry.

MEXPO- [1] handles trade inquiries, [2] participates in exhibitions and dispatches
* and assists _missi_on,' {3} offers consulting services, [4] supplies information, and [5]
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holds seminars, through which services it famlltates access by Malays1an compames to
overscas markets, improves products traing domestic’ entrepreneurs etc.’ o
Along with the nse in exports by Malaysxa, the Export Promotlon Councﬂ was
estabh';hed in 1985. This provides assistance in draftmg pohcws on export promotlon It
has members drawn from government agencies and organizations and serves as a forum
for positive dialogues between the public and private sector. Opmlons here are fed back '
“in some form or another and have gained a favorable reputauon inside the MTI as well.’
The MTI has further sponsored an export achlevement award System since 1987,
These MTI- sponsored awards are presented ‘once a year to compames that have
demonstrated outstanding export successes. ' L
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4. State of Forcign Irivestment Policies -

Since Malaysia's independence, the gi)vernment has shown a consistent stance of
welcoming foreign: investmen't In particular, since the establishment of the 1968
Investment Incenuve Act, the government has offered various incentives to export-

“oriented compames m an attempt to pxomote such investment.
" 'The basic-framework of the foreign: invéstment policy is given by the New
Economic Policy (NEP 1971 to 1990), which aims at uniting the various racial groups of
' Malayma into a single nation and at eliminating the economic gap among the racial groups
and eradicating poverty.- The NEP has as its goal the reconstruction of domestic capital to
a tatio of 30% Bumiputra, 40% non-Bumiputra, and 30% foreign investment by 1990.
This has become a basic g"uidelin_e for equity ratios in foreign investments. However, the
government has adopted a'conSidera'bly flexible stance in regulating equity ratios, taking
into consideration the export ratios, technical levels, and scale of investments. In
particular, it allows up to 100% foreign ownershlp for compames wuh export rat:os over
80%. | o
* Further, companies engaged in manufacturing activities in Malaysia are obliged to
obtain manufacturing licenses under the provisions of the 1975 Industrial Coordination
Act (ICA), but the government currently considers companies with sharcholders' capitals
of less than M$2.5 million and fewer than 75 permanent employees to be exempt from
this and allows them complete freedom from all restrictions, including equity ratios.

The year 1986-was an epoch-making one in terms of the foreign investment
policies of Malaysia. First, the Prmhotion of Investment Act of 1986 was enacted to take
the place of the 1968 Investment Incentive Act. The main incentives for investments were
established by this law and the 1967 Income Tax Law.

The 1986 Promotion of Investment Act has as its main objectives (1) creation of
" employment opportunities, (2) promotion of exports, (3) regional development, (4) active
use of domestic resources, and (5) development of technology and human resources., It

was basically the same as the 1968 Tnvestment Incentive Act.
7 Howe{zér, the investment environmenf of Malaysia has been rapidly improved
institutionally -since 1986 with the relaxation of restrictions on foreign equity and
employment of foreign nationals, expansion of investment incentives, and speeding-up of
investment processing, |

The attached table shows in brief the investment incentives of Malaysia for the
- manufacturing industries.
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The investient-incentive system is based oh_ vaﬁgusft_ax.abatement_s,'C.Qmp_a.ni_es
~ in Malaysia are assessed a 40% cdfporate tax and 5% development tax. In the past, there
‘was an additional excess profits tax of 3%, but this Washbol__ishcd_from the 1988 fiscal
The Malaysian Ihdus.trié} De\{cldpmé_‘n_t,fmit'_h(')r:ity (MIDA) is . the central
organization for investment promotion. -MIDA. is in charge of authorization of
manllféc'turing licén'ses and éxamihétion of éiiéibifity'fér;incenlti_\iesj a'nd- is therefore the
.-_orgamzdnon which investors first contact, : N
MIDA has 9 local offices dnd 12 overseas offlces It hoIds semmars, supphes
1nvestmcnt relatcd 1nformat10n, and cngages in other promotlonal activities for forelgn
mvcstment 1t also acts as overall coordmator for the promotion of domestlc industrial
estates : o e D]
_ The State Economlc Develo;)ment Corpoxatlons (SEDC) are engaged in actual
_development and management of industrial estates. Activmes are shghtly different in each
state. .Some.stat_es aljf_i._WOI‘kl.llg to promote indigenous small- and medium-sized.
industries and are participating in various projects. '
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5, State of Application of Industrial Promotion Policies in Selected Industries
(1) Questionnaire Survey
A questionnaire survey was run to obtain mfonmtlon of the state of apphcauon of

the government's industrial promotion policies and the problems thereof:.
The number of questionnaires sent out and the number recovered are as’ shovm below

Industry No. sent out No. recovered _ -Reoove__fy lfatc (%)_ '
Moulds and dics 44 9 | 20,5

Auto patts 25 o . 10 _ 40 i
Chinaware 7 1 . 143 -
Glassware 4 2 o | 50

1) Moulds and Dies

The 9 companies which returned the questionnaire were all typical SMIs in view
of the number of eﬂmployees and ;capi'tal of these 4 were exporting, but onIy one
company used the export credit reﬁnancmg (ECR) ' '

Most of the companies mennoned as problems rmport duucs for raw matcrials and
parts and shortages of skilled labor. _ |

Most of the companies e}\pressed a dcsma for Jomt ventmes or techmcal ue ups

2) Automotive Metai .Pans

The 10 compames WhICh returnod the questlonnalre mcludcd 5 whu:h were -
established from 1976 61980 and 4 cstabhshed since 1981, i.¢., were moslly new ones,
reflecting the process of development of the Malayswn automobile. industry.. Further, 6 of |
them had capitals of over M$2. 5 mllhon and 6 over 50 employees ie, most were large- '
scale manufacturers. : _ '

7 of the companies were exp'orting"()'f these, 3 cornpanies were making use of
export 1nccnt1ves such as the abatement of adjusted 1ncome the ECR, and the IBA
(industrial buﬂdmg allowance) ' ' - _

7 of the compamcs were procuring raw materials from overseas. Of theso, 4
responded thiat the import duties for the raw materials were too high. _O_Ihef"problems
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mentioned were the stagnation of the dom.e_stic demand (7 companies), competition with
other compahies in the industry (5 companies), lack of expérienée in in-house training (4
companies), and msufﬁmem coilalelal for financing (3 companies).

o Therc were 3 oompames desmng jomt vcnuues and 4 desiring tcchmcal tm—ups

3) Chinaware
Responsc was recelved from only 1 company. That firm was not making use of
| export mccntwes It expxcssed a desire for joint ventures or technical tle -ups.
4) Glassware

" There were few llbc"'al'companies to start with, but re:sponses were received from

the 2 of the 4 compames to which qucstlonnalres were sent. The 2 firms belonged to

:'Iarge corporauons and one was a Japancse—afﬁha!e Both of the companles were making
use of export mcennves
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@ Tel’épt{o'ne_'lﬁfervicws'

To mvestlg'lte to what degree 100'11 compames were aware of the mcenttve systems
of the Malaysmn govemment telephone interviews were run in Mal'tysm in the middie of
March 1988 covering auto parts (9 companies), moulds and dies (3 compames).
glassw'ire 3 cempames), and cerarmc ware (3 companies), for a total of 18 eornp'mles
(See ANNbX 6) _ ,

' The export 1ncennves the eompames responded they knew about were the
ECR (15 compames) and the double deduction of e*cport promotton costs (12 compames)
comparatively high rates. Actual use was bemg made of the drawback of customs dutles
(6 companies) and the ECR (4 companies), This indicated that there were compames
which knew of the systems themselves, but were not usmg them whlch is an enurely

| dlfferent matter ' ' : . ' L
) In fmdncmg, the compames 1ndlcated that they knew of the Malaysmn
: Industmal Development Finance (MIDF) (18 compames) and the New Investrnent Fund
(NIF) (17 compames) and the like, mdlcatmg cons1derable knowledge was prevalent
about the same. On the other hand, only 5 companies, very few, mdrmted they knew of
the Malaysian Export Credit Insurance Berhad. As to usage, 6 companies indicated they
were using the MIDF and 3 the NIF, also low levels. No companies were using the
'MECIB. o R I

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

4) As for government institutions, the eompames knew the names of SIRIM
(18 companies), the State Economic Development Corporation. (SEDC) (18 compames),'
and the National Productivity Centre (15 companies). 8 companies were using SIRIM, 7
SEDEC, and 6 MEXPO, _ .

5) Regarding mernbership. in industrial organizations, there were 14 firms
participating in the Federation of Melaysian Manufacturers. The cOrrlpanies cited the
acquisition of information as the reason for joining. In this respect, the FMM and other -
related organizations are considered to be playing an 1mport'mt role as medla for
information dissemination.
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Results of Quesﬁonnaire Survey on Related Companies
' in Four Industries in Malaysia : _

Moulds = Ame o
. : and Dies - Parts Chinaware Glassware _Total
- No. of Questionnaires Sent : . 44 25 7 4 80
Total No. Remrned 9 10 1 2 22
Place Materials Procured (multiple resmnscs)
Overséas =~ . 5 7 1. 2 15
Domestically . : 8 6 1 2 17
() Exporls -
Export Experience Possessed _
Motivation for Exports - . -4 7 1 2 14
a. Orders Recelved from Overseas 8 4 0 2 14
b. Patticipation in Overseas Exhlbmon 0 2 0 0 2
. ¢. Orders Recelved from .
Domestic Trading Company 2 1 0 0 3
d. Failute to Secure Domestic Markct 0 0 0 0. 0
e. Others. 0 3 1 0 4
Export Promotion Measurcs
a. Plar_:mg Advertisements .
in Overseas Magazines etc. 1 i 0 0 2
b. Pariicipation in Overseas Exhibitions 1 2 0 0 3
¢. Indépendent Survey of '
Overseas Market _ 2 3 1 1 7
d. Reliance on Trading Companies 2 1 0 0 3
e. Others 1 2 0 2 5
f. Nothing - 2 3. 0 0 5
Direct Exports 3 6 i 2. 12
Indirect Exports 3 0 0 0 3
Use of Expori Incentives 1 3 0 2 6
a. Export Credit Refinancing o
{(ECR) System . 1 1 0. 2 4
b. Abatement of Adjusted '
Income for Export 0 2 0 1 3
¢. Double Deduction of Export - '
Credit Insurance Premioms 0 0 0 0 0
d. Double Deduction of “Export :
Promation Expenses . 0 0 0 1 1
e, Industrial Bm]dmg Allowancc {IBA) 0 1 0 1 2
f. Others 0 1 0 0 1
v Problems n Business’
Sales - _
a. Sluggxshness of Domestic Market 6 - 7 1 1 15
7 b.-Sluggishness of Overseas Market 2 0 O 0 2
Finances (1) Difficulties in Raising Funds ,
a. High Inierest Rates 4 1 .0 0 S
b. Complicated Procedures 5 2 0 0 7
c. Insufficient Security 2 3 1 0 6
d. Others -~ ; 1 1 0 (L 2
Fmance.s (ii} leﬁculues in Prefererua] Fmancmg R
a. Export Credil Refinancing (ECR) . 1 i 0 0 2
b. New lnvestment Fund (NIF) 2 2 0 -0 4
. ¢. Others: ' 1 (U 0 0 1
Tax System -
(1) High Tariffs on Imported .
Materials and Parts _ 7 5 0 | 13
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(2) Difficulties in Utilization
of Preferential Tax Measures
a. Acceleration Dcprcmauon
- b. Refund of Tariffs .
c. Abaiement of Adjusted Income
d. Double Deduction of
Export Promotion Expenses
e. Others
(3) High Corporate Taxes
Employment
a. Insufficient Workers
b. Insufficient Skilled Labor
c. Insufficient Experience
in Corporate Training
. Others
Marketing
a, No Marketing Activities
b. Mo Experience i in Marketing
c. Others
Technology
a. Antiguated Eqmpmem
b. Insufficient Machines _
¢. No Planning, Design, and New
Produict Development Personnel
d. Others
Management :
‘a. Labor-management Problems
b. Insufficient Skilled Managers

c¢. Management Informanon and Know-How

d. Others
Competition
" a. Competition with Rivals
b. High FPrices
c. Insufficient Raw Maerials
d. Others
(3) Willingness for Technical Tieups or Ventures
Joint Ventore Desired
Technical Tieup Desired
‘Jeint Venture Country Desires
a, Japan
b. U.S.
c. UK.
d. Others
Hopes Vi-a-Vis Parner
a. Technical Tmnsfer
b. OJT
c. Overseas Markets Developed by Parmer
d. Management Know-How
- ¢. Funds
{(4) Operation Rates
a. 50% or Less
b. 50 10 75%
¢. 75% or More
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Results of Telephone Interviews

(Degree of Knowledge and Use of Vario_us_ Incentives)

- Industry

Item TOTAL
Moulds  Auto _
and dies  Parts CeramicwareGlassware
A. Export Incentives
a. Export credit . ' _
. refinancing system (ECR) 3 8 (2) 2 22 154
b. Abatement of export income 1(1) 5 1 2(2) 9(3)
c. Double deduction of export ‘ '
“credit insurance preminms 11y 6 0 22 94
d. Double deduction
of expoit promotion Costs 2(1) 6 2 2 122
e. Return of tariffs 1 5(4) 0 2 (2) 8 (0)
B. Financing System- - - _
a. New Investment Fand (NIF) 3 9 2 32 17(3)
'b. Malaysian Industrial : : ' : : _
Development Fund (MIDE) 31 9 (4) 3 3 18(6)
¢. Malaysian Export Credit - o
Insurance Berhad (MECIB) 1 2 0 2 5
d. Credit Guarantee - 7
Corporation (CGC) 3 3(D) 2 3(1) 11¢2)
e. Commercial banks 2 (1) 9 3(3) 233 170606)
C. Tax System . '
~ a, Accelerated depreciation 1 6(2) 2 3(2) 12(4)
b. Tax holidays 2D 72) 1 2(1) 12{4)
¢. Deductions of investment taxes 2(H 3D 2 3 15(6)
D. Government Organizations ' |
a. Malaysian Export _
Trade Center (MEXPQ) 2 8 (4) 2€2) 2 14 (6)
b. National Productivity
Center (NPC) _ 2 8 (&) 2 (1) 3 15¢5)
¢, Standard and Industrial Research ' '
Institute of Malaysia (SIRIM) 3 9 () 3(1) 3 18 (8)
d. State Economic Development _ _
Corporation (SEDC) 3(2) 9@ 3() 3 18 (7
Total Responding Companies 3 9 3 3 18

Note: Figures in parentheses indicate number of companies which have used

systems in past.
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(List of Companies. Covered by: Telephone Intervlews) o
[Moulds and Di¢s] 3 compames R ‘
1. . Loh Kim Teow Engmeenna Sdn. Bhd.
2. Metfab Engineering Sdn Bhd. -

3. Binamold. Sdn, Bhd, -

[Auto Parts] 9 companies

1. Belfon Sdn. Bhd.
2. AAE-ZF Steerings Sdn. Bhd.
3. Orental Metal Industries (M) Sdn. Bhd.
4. - Oriental Assemblers Sdn. Bhd.
5.- " Sanden _
6. - ‘U.L-Group
7. Auto Parts Manufatures Co., Sdn Bhd
8. Car Seats (Malaysia)
9.

Tzumi (Maiayma_) Sdn. Bhd.

[Ceramicware] 3 compﬁles o

1. Asian Pottery (Penang) Sdn Bhd
2. The Aw Pottery :

3. Oriental Ceramics Sdh Bhd

[Glassware] 3 c’or_npzinies _

1. K.L. Glass Manufacturers Co. Sdn. Bhd.
2. - MalayaGlass .

3. Malaysian Lamps Sdn. Bhd.
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6. Moulds and Dies |
(1) P'r'(jﬁ{iétiOn';r'Eki)orts and Iinpbrt'sl

" The’ producﬂon volumc or value of moulds and dies in Malaysia has to be
estimated becausc thiere are no productlon statistics, ‘The production of M$20 million in |
1985 is estimated to have increased to M$40-50 million in 1987 owing to increased
demand arising from the economic recovery {estimated by firms surveyed). It is expected
that production will"increase'BO%'annUally in 1988 and 1989.

Malaysian exports m 1987 amounted to M$25. 49 million, up 2.4 times from the
previous year. The export’ countries are Smgapore (53%) “Thailand (14%), India (7%)
and Japan (5%).

Malayswn imports in 1987 totaled M$105 68 million, up 31% from the previous
year, The main import countries are Japan (36%) Talwan (13%) Smﬂapore (12%),
Hong Kong (8%), the U.S, (6%) and West Germcmy (6%).

(2) Sn'uc_tufé_o_fnlr@usﬁy' ) _

The Malaysmn mould and die manufacturers are esnmated at a total of 60-firms.
Almost all flrrns are medmm- and small scale industries hdvmg less than 20 employees,
except for the large—scale forclgn “affiliated f1rms centered in Penang.

Automobile and home electric apphance manufacturers make their own moulds
' and dles through in-house ploductlon
o 17 mould and dle manufacturers mcludmg one plastic injection moulder, were
surveyed by the, first field survcy, and 12 manufacturers and two moulders were
surveyed by the 2nd fleld survcy ' ' ' '

The First Grbup: A_mcripan Affﬂiétgd Firmg
1) Micro Machining Sdn Bhd
Affiliated compan'y of Nat_i.on.a.l'Semi(.:onductor Corp. of Aﬁlerica
Pai&-ﬁp cépiral- MS$0.5 million

Number of Employees 187 ‘
__ Annual Sales: M$ 8.38 million *
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Micro Machining is the biggest mould and die manufacturer in Southeast
Asia. With first class machine tools such as Wire Cut EDM, E‘DM and CNC
machining centres, the firm can make moulds and dies fo micron accuracy.

The firm is operated by Malays1an staff exclusively. In 16 years, sore staff
have established their own parts factories with their acquired. technology, and
they supply parts to the firm Technical transfers are thus conducted

2) Mattel Tools Sdn. B.h_d._ :
Affiliated_compally of Matte_l Inc of Amcri'oa (Toy firm)

'Paul -up Cap1tal M$ 1m1111on -
Number of Employees 106
Annual Sales: M$ 4 mllllon

Mattel Tools is also equipped with first class machines, but they are slightly
less precise than Micro Machining. The firm is well managed through use of
productlon manuals, on-the-job trammg, and an Amencan—style pay scale system

_ The firm is also operated by Malaysmn staff excluswely, and is exportmg
all products to Mattel in thc Free Trade Zone (PTZ) Mcxxco, and Italy Maitel
Inc. has closed its factomes in Talwan and the Phlhppmes and is plannmg to.

~ integrate facilities in the Penang factory '

_ _Both firms in the first group have g_ood'téc_hno‘log_y lo;ve'ls' and systnls to
educate and train their workers even if they do not have foreign ¢ngineers. They
are superior to other firms in these respects. These types of fnms and thetr'
technology transfers are greatly appreciated by the Malays1an Government

The Second Group: Japanese and Malaysian Joint-Venture Firms
1) Matsushita Blectric (Malaysia) Sdn. Bhd. (MELCOM) =
The firm makes moulds and dies in its t'ooliog dep’értolsnt.

Number of Employees: 40
Annual Sales: M$1 4 million (selhng 40% outslde)
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 MELCOM "_r.riékcs refrigeritors, electric fans, irons and rice cookers. The
firﬁl'lﬁach"ﬁlouldérand dies through in-house production. It has started to sell
these products outside of the firm, such as related firms in Malaysia and
Singapbre, since January 1987 to fully utilize its facilities. It uses local moulds
and dies as much aS'pc')ssibIe. It dispatches engineers to give technical guidance

" to'local firms to improve quality. -

2) Topla Engineering (Malaysiaj Sdn. Bhd.

The firm makés"'oﬁly plastic moulds and dies at its factory in Ipoh city,
200kim north of Kuala Lumpur. |

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

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

These two Japanese joint-venture “firms can meet the requirements of
Japanese users who have metal working technology precise to the order of
_microns ‘They have a firm management pohcy to pursue localization by
'transfemng technology and fostering ‘local staff They are good examples of

' future Jomt ventures cmd technical tie-ups.

The Third Group : Local Medium_-'Siz'éd Firnis
"There are 47.617-:'5 ﬂrm's:that_ze:.cp(')rt nioulds and dies overseas or provide

~.them (o exporting’ firmis in "Mala'ysi:a The best firm is Eng Hardware
: Engmeermg Sdn Bhd m Penang 1ndusma1 estate.

Paid-up '(f:'_'atpital:*"M$'1.6 million

Number of Employees: 115
Annual Sales: M$%$4.3 million
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The firm makes high preciéiﬁn moulds and dies with machines such as the
 wire cut EDM, EDM and CNC machining centres. It supplies its products
mainly to serm—conductor fn‘ms in_the Penang Frec Tradc Zonc (F’I‘Z) The
owner of the firm gives techmcal advxce to workers in the shop to foster skﬂled
~ workers. o : : . :
~As. the chalrmdn of the Peng State Foundry and Engmeelmg Industues
Assoc:1at1on the owner tries to encourage skllled workers 'md plans to establish
a training centre named the Toolmg Centre with the cooperauon of the Penang
Development Coxporauon

The Fourth Group: SmaII—Siz_ed_ Firms with Less -th__app_ 20 -Employg;:s N

The rcmaining 50 firms aré smaller factories in the toWn 7Some' firms
shifted to industrial estates away from the town and owmg to brisk demand
installed new machines such as the wire cut EDM and EDM. But, mo;t flrms_
have no skilled workers to operate them. Many {firms st11_1 use,ol(__ier_machlnes
since they have no collateral to obtain bank loans. .

(3) Ovérseas Market_TrendS

Prodngnon gf Mg],;lds and_ Dl§§ in Mg']Qr Nauon§ : .
Accoxdmg to a presentatlon by off1c1als m the Internatxonal Specml Toohng
Association (ISTA), the total value of production from the 15 mcmbcr natlons totalled
about ¥2,000 billion, . S . :
Ranked by cc)untry, the Umted States was 1st wnh a producuon value of
¥940,814 rmlhon and occupying 47% of total productlon valuc Japm was 2nd ~with an
output of ¥375 /498 million, which was 18.9% of total producnon value. 3rd was West
Germany with ¥208,517 million, which was a 10. 5% of the total. Next in order were Traly
and France. The production values of these five countries were 84 4% of the total value,
‘Ranked by item, the moulds and dies for metal workmg had the greatest
production valued. Next in order was the moulds and dies for plastlc and rubber
forming followed by jig fixturcs, standard toohngs and dle ~-Cast moulds o |
ISTA members as of 1986 are the Umted States Japan, West Germany, Italy,
France, Great Britain, Spain, Switzerland, Holland, Canada, Belglmn leand :
Portugal, Sweden, and Denmark. '
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The total export value for the ISTA member nations in 1986 was ¥383 billion.

Ranking each country by the value of its exports Japan was Ist at ¥109,800
million, which was an increase of 70.1%, over 1ts 1983 level; 2nd was West Germany at
¥68,800 million, a decrease of 3. 3% from 1983 next was the United States at ¥40,600
miilion, a_decrease of 8.3%, from 1983,,

Mould and Die Industry in Asian NIES
The mould and die industry in Asian NIES made remarkable growth in recent years.

_ Exports of Korean moulds and dres mcreased sharply to US$39 6 million in
1987 an increase of 160% from the previous year.

Along with the changes whrch were made to the 1ndustrra1 structure in the 19703
and the growth of export -orignted 1ndustr1es the fumber of companies involved in the
'mdustry mcreased to about 350. From the penod of rapid growth in the 1970s and then
overcoming the slump in the fnst half of 1980, the number of mould and die
manufacturers increased further to 800 compames ‘

~ By the period of raprd economic growth expenenced in the latter half of 1985

the number of compames in the 1ndustry had. reached 1,200. _

‘ As for the scale of companjes specrahzmg m mould and die manufacture there

are many whrch are Small and 82% of the compames have a work force of less than 20

workers. By item, exports of the moulds and dres for plastic and rubber forming
increased 46. 8% from t_he previous year. The main export country is Japan.

Korean-made moulds and dies are generally poorer in qualitj( than Japanese-
made prOducts It is said that processing precision is up to 10% of that in Japan, and

the durabﬂ]ty of Korean-made moulds and d1es is only half of that of Japancse-made
| products Korean made moulds and dres are also of a lower level than Japanese
pr oducts in regard to appearance and surface treatment. : |
L June 1987 the. government announced a greater assrstance plan in relation
to taxatron and finance to raise the level of 7 technical areas to the standard of advanced
countrres by 1991, The areas which have been selected are:. casting, forging, plating,
heat treatmeut surface weldmg, surface treatment and stalnlng

Accordmg to the plan for basw productron technology tramrng which has
been forrnulated by the Industry Promotion Agency, the following are to be done:
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(@) System of gtadmg factortcs

(b) Assistance to selected compames
{c) Creatlon of spemahzed mdustnal estates
(d) Taxation and financial assistance

(e) Training tectim_icians'and skilled workers
(f) Technological devclopment :
(g) Assistance with ihspcction equipment.

The value of mould and die pfoduction"in'Tg' wan increased sharply from
NT$5.0 billion in 1981 to NT$15.0 billion in 1986, thus showmg 300% growth during
the 1ntervenlng 5 year penod The reason for th1s is the malkcd growth of the
electronics industry which has been respons1blc for the accompanymg growth of the
mould and die mdustry, one of its supporting industries. ,

“The trade of Taiwanese moulds and dies has grown remarkably over thc past
several years. In parncular there has been a rapld increase in exports, and exports to
the American and the Japanese markets have mcreased ‘In 1987 (January—October) '
exports to these two markets accounted for 40% of total exports.

The Taiwan mould and die industry got off to a late’ statt, as, although before
1951 some manufacturers made moulds and-dies s well as other products cxcluswe
mould and die manuf‘tcturers did not appear until after 1964 It is estimated that as of
1987 there were some 2,000 mould and die manufacturers Thére are 525 compames ’
which specialize in the manufacture of ‘molds and’ dtes Of this numbcr 200 are
capitalized at less than NT$50,000, of which, 5% or only 26 compames are capﬂahzcd'
at over NT$10 million.

Although the mould and die industry in Hong Kong largely depends on (_ior_'n'ﬁsti(':' '
demand, exports have been increasing. Mould and die exports from H:ong'Kon'g 1056
46% in 1986 to HK$469 million. "The value of mould and die producnon for domesttc |
use was worth HK$500 miltion in 1981, and this 1ncreased at an anriual rate of 24. 6 %
so thatin 1986 it was worth HK$1.5 billion. AR -

There are 1 000 manufacturers which spemahzc in the productlon of moulds and
dies. As plastic manufacturers have their own miould and die plants, the total number of
mould and die factories is in excess of 2,000. Companies which employ fewer than 10
workers make up 70%, and those w1th more than 50 employees comprtse 20% of the'
companies in the industry. ' B '
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Inthe past, manufacturers of moulds and dies in Hong Kong have tended.to be
conservative in respect to the introduction of technology. Since the early 1980s,
however, a change in attitude has been seen and they have gradually begun to introduce
advanced technology. | . |

§1pgapor§ expol ts were worth S$44 65 miltion in 1984, Thcy increased by 37.0%
in 1985. They mcreased slightly in 1986 and 1987 to $$62.71 and 5$62.94 respcctlvciy

Exports of dies for machlne tools were mainly exported to Thailand, Japan,
Malaysia, and the United States. Moulds used in metal casting manufacture, excluding
-casting moulds, 'were exported to Malaysia, Japan, Hong Kong, India, Thailand and the
Unlted States .

It is csnmated that there are between 400 and 500 mould and die manufactorers.
Although the types of machinery and equipment used by the manufacturers are on a
fairly good le\{el, experience in relatio_n to the design and manufacture of moulds for
metal foondries,' and technical levels vary from firm to firm.

- The government and the Economic Development Board attaches much
importance to the mouId and die 1ndustry and has been providing assistance to factories
through basic te_chmcal training,

Although thc mould and die ind'ustries' have developed considerably as
supportmg mdustnes m NIES, they comprise inainly small scale firms. They are still
inferior in respcct to expencnoe, technology and facilities for producing moulds and
dies compared to the advanced countrics in the world. They also lack related technical
information and mformanon SOurces.

Each gov_ern_rnent has introduced an industrial promotion'polioy by itself to
foster skilled workers and give incentives on financing and taxation to iudu'stries,
especially to the mould and die industry. |
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(4) Cost Analysis

- ." n fPI N

Monthly Base Salary _ ' S
. S e My
Junior high school graduates =~ 425_()?""'_.3'00:" NA _
Technical high school graduates -~~~ 7300- 400 2,200- 2,500
University gradUatas;"désigdéis SRR 0 A _300--:- 2’7003’000 55_
Worke_r_s'wit'h 1-5 years experience - ~ 500-. 700 _ 3,500—'?:1,'666 AR
Designers with3-10 ji'éaré'e}c'peﬁenc'e S 7900-1,500 0 4,500-'5,000

Factory managers of foremen with - B R AR

over 10 years ekperience” - 1,5(')50-"2,80(.)"'_ 6,000- 8,000

The estimated average monthly salhﬁes'cbuid' ;ifdtli;a'lly be fiom 1.3 to 1.6 times
the monthly base salaries meritioned for each type of employee shown above. '

Comparison of Hourly Charge of Major Machine Tools L
e 7 Malaysia Japan
Multipirpose machine tools 10207 80-90m
EDM 3036 0 100

CNC wire cutting EDM 4045 o120
CNC machining center 4050 - 120

The comparison simply shows that the Malays;i‘an' cost is con#i'ciéi‘éblir Ehcap,: at
less than half of the Japanese_éost. But these figures do not h_ave"_much impb'rtaimt:
because of the difference in the types of machining equipment betyVeen Japanese and
Malaysian manufacturers. Many Malaysian manufacturers use machine 'ti_nols imported
from Taiwan. '
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Sales Value Per Man . _
: . (unit: M$) -

- Scaleof fifms by number of employees  Sales value in 1987
A 20 persons | 1 million
B 9 " 0.45 "
c 9 025 "
‘D 10" 0.15 "
E. 33" B 0.80 "
E.. 30 ". 1.20 "
G 17" . i "

Based on _the-fiéld survey, the.'avcrage .annual sales value of selected Malaysian
companies of each group in 1087 is shown above. Figures vary according to each
cq_:hp.any, The average annual sales value for the firms with an average 18.2 employees
réach_es-M$690;000. Thus the total average annual sales value per employee is
assumed to be M$38,000 (¥1.9 million) in Malaysia.

In con‘ipar_ison, the average annual sales value per employee in selected Japanese
companies is said to be from about M$240,000 (¥12 million) to M$400,000 (¥20 million)
and the break-even point:-i_s abo',uﬁ M$200,000 (¥10 million) per annum. And it is said
that, if the processing value (sales value minus cost of materials, subcontracted orders,
and consumables) is under ¥6 million per person per annum, the operation of the firm is
~assumed to be under the break-even point. In this comparison, the sales value ratio of
Malaysian c'ompani_ss is about one-fifth that of J apanese companies.

Comparison of Cost Composition

Ttem- . S . o : Malgggi@ : lapan

Material . | R 15-25% 15-25%

Personnel o 20-55 - 45-50

Administration & design. -~ ... - . - 10-25 (estimate) 1520
- Depreciation. T 530 . 1020

Profits. - . R 7 10-20 (estimate) -- 8-10
Based on the results of the field interview survey, the structure of costs in Malaysia per '

one unit of mould was invcstigated'and compared wit_h that in Japan. Sales value is
- assumed as 100%. _ .
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Not much difference can been seen in the composition ‘of costs in both
countries. However, the depreciation cost of the machines on a company basis differs
largely in Malaysia accordmg o whether Or not the company possesscs high qnahty
machine tools. . :

Material Costs E
S (unit: M$)
Material ' In Malaysia - InJapan
ASSAB 760 (Equiv: JIS $50C) - 46 - 55kg 50+ 0%
ASSAB 718 (PD555) 8.8 - 10.8kg = 260+ 10%
ASSAB XW-41 (SKD11) 155 - 18.3/kg 12.0 + 10%

ASSAB STABAX (SUSS3B) - - © 133 - 164/ke 300 + 10%

In Japan the pfice of ASSAB materials is 15% higher than 'J'apa'nése materials.
However the materials of SSOC or SKDII which are popular in Japan are relatlvely
cheap in the Japanese market. ' '
Comparison of Production Costs of Moulds for Len

Comparison of Production Costs of Moulds. o
: *(unit: M$)

| S2nd o ad ~ Japanese
Item . Group Group Manufacturers %
Lens caps, S8mm diam 22,800 16,800  -36000: 0.63-0.46
Lens caps, 67mm diam 25,600 19,800 38,000 : 0.67-0.52
Lens caps, 77mm diam 29,200 18,000  .40,000: 0.73-045"
Knobs 20,000 116,000 35,000: - 0.57-0.46°

There is an average price difference of 65% in the 2nd group and 47% in the 3rd
group compared to the prices of J épanese manufacturers. Because these are the 'q‘uOt'ed
prices before price negotiation, actual prices might be lower than this in both countries _
but the estimated price differences would not be so large in actual prices.
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(5) Current Problems

'The major problem is the fact that most firms do not make full use of their
present equipment and facilities,” Even old fachines are able to operate at capacity as
long as they are 'properly maintained, while even modern and efficient machines will
not produce high precision moulds and dies and even may have shortened life spans, if
they are not used in a propet marmer ‘ '

While these are the problems which managers should resolve, the shortage of
skilled workers is the major bottlencck in this regard.
1t is the governments policy to increase domestic production of moulds and
| dies, which depend 1a1 gely on imports at present. For the production of these precision
moulds ‘and dlcs pnmary importance should be placed on the creation of skilled
workers mcludmg_de&gnors, and this will also i improve the-general technical levels.

‘The problems which the mould and die industry in Malaysia faces are

summarized in the order of their importance as follows. '

1) Lack of Skilled Workers

Al firms suffer from a lack of skilled workers. However, since moulds and
dies are produced each in ad-hoc order basis, it takes a long time for workers to
accumulate experience. As a matter of fact, it is said thai even Japanese workers

-need 10 years to become skilled workers. ‘Much more acute is a lack of the
“absolute m_ir_nb_cr of skilled workers in Malaysia, partly because of the
considerably shorter history of the mould and die industry in the country.

No matter how considerable of ‘an. improvement the most up-to-date
equipment may achieve on production efficiency, the final polishing processes
such as scraping, as well as assembly and adjustment, will require skilled work
by hand. ‘This manual work determines the ultimate quality of the finished
product. -So the most urgent task is considered to create a sufficient number of
skilled workers. -
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2) Lack of Designers

The majority of firms 'produc'e_ moulds and dies without. any design
drawings. As aresult, the designcr‘s instructions are not conveyed: thoroughly 1o
the workers, and this conscqucntly causes a lack of stabﬂlty in the thty of the

finished product, . L s e e L

In order to dcal propcrly thh the producnon of moulds and d1cs, w1th
demand growing in thc commg ycars, it will be’ _nccessary‘to,. achieve greater
accumulation of know-how than ever before, L - _

Hence, it is mdispensablc to accumulate know-how and to develop new and-
-advanced production methods thr ough the unhzauon of drawmgs RS
7 Furthermore, since the designing work calls for overall knowlcdgc of such
Jitems as the mould and die production process products, and processing accuracy,
it takc.s even more time to foster designers than to train opcrators The training of
designers is of greatér importance than the training of skilled r_nechamcs. _

3) Low Level of General Techniques -

. There are many firms ‘which faxl to. obscrvc even the basw prmc1plcs of
. metal processing such as an mcorrect ordcr of processmg steps for hcxahcdrons
and a failure to. pcrform pollshmg for lappmg alternatcly in the horizontal and
vertical dlrccuons They use machmc tools in excess of. the processing capacity,
or fail to use workmg oil for mctal cuttmg, oF: neglcct mamtcnancc and
inspection on machines, measuring mstrumcnts, and tools. - _

Although these are also problcrns which managers- cf the- firms should
resolve, such operating. condmons will make it vcry dlfﬁcult to meet orders
. placed by the domestic-export mdusny and overseas users for. moulds and dies
which is estimated to grow hereafter: . This is the reason that:the improvement of . |
the general technical levels is more important than the. training of sk1lled_
workers

4) Lack of Cost Consciousness
Among the small scale firms, there. are somc 'cascé in which they

manufacture moulds and dies only with given drawmgs, or in whlch thcy use
machmcs in a poor maintenance condmon without conductmg any accuracy
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inspections i‘esulting in repeated demands by the users for rectifying the
products; such reworking eventually causes an increase of costs.

Also, many managers are suspected of having no cost-eonsmousness in
- view of the fact that they fail to shorten the processing time because of their lack
of knowledge about a new attachment to the machme or do anythmg when it
contmues to pi oduce a large number of mfenor p1 oducts,

5) O'Utd'ated Business M’anagér’ﬁent

Most of these enterprises are business entities operated under ountdated
management, w1th0ut employmg any cost accountmg or modern accounting
systems.

'6) “Outdated Machines and Facitities -

'Sincé many of the firms are medium- or small-sized which have difficulty
in ‘obtaining loans from bariks because of their lack of collateral, many of them
~ use outdated machines. This, together with their low technical level accounts
for their productlon of moulds and dies that show an extreme lack of accuracy in
cach case.

"7y Insufficient Maintenance -
There are many cases in which relatively new milling machines and

grinding machines are used but they suffer serious damage resulting'in a reduced
life span just because the work load is in excess of the machine’s capacity.

8 io'sufﬁeienf Incentives' N

~ For the productlon of precision moulds and dies for electronic and electrical
g component parts, apart from those to be used for the production of sundry goods
“for daily use, it is necessary to replace the existing machines with new and
“efficient mac_hmes However preferennal ﬁnancmg plans for that purpoqe is
~ insufficient.’ B |
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9) Lack of Technical Information

Many enterpnses lack knowledge of shght confrivances, such as a new
centermg accessory attached to a machine tool, or a. vacuum apparatus mounted
ona plastlc mould to avoid. bummg by high pressure, Ev1dent1y, this 1ndlcates a
lack of technical information. o

It is thought that this i is atmbutable prlmanly to the scarcity of the chames to
exchange information with overseas mould and die industries or to inspect the
overseas market by direct visit, but ordinary Ievels of overseas technical
information and market mforrmtlon are also Lickm g.

10) Insufficient Business Tie-ups with Foreign Firms

For the produciibn of precision moulds and dies, for whic_h’_.démand is
increasing, it is most expedient to form a tie-up with a foreign firm.. rHowevér,
for the promotion of joint—vcnturcs and technical tie-ups with foreign firms, the
industry itself is lacking in-active efforts, and the activities by public
organizations are also insufficient.

(6) The following measures are i:pr’icei'v'ed'as means for coping with the various
problems summarized in the preceding section. The problems are presented here in the.
order of their respective priority in dealing with them,

1) Train Skilfcd Workers and Designers -

For the moment, it is nece‘;sary to provxde pnvate -sector firms w1th itinerant
on-the-job trammg and technical training by technical experts who go from plant
to plant on an on-going basis. Yet, it also will be important to formulate such
training plans on a medium- and long-term basis. :

In view of the urgency and efficiency of such programs, it will be the first
priority to plan for the wutilization of such cx;stmg_organ_lzatlons for_re_scarch,'
development, and trairiing;' such as SIRIM, and such vocétional training institutions
as ITI. In c0n51derat10n of the current state of affalrs, efforts should be made to

‘improve these machine and equipment facilities and also to expand and strengthen
programs for training skilled workers and designers.
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-Albng-w_ith these steps, it is desired that programs be developed in such a:
way as to be suitable for training, and that the government expands the incentive
systems avallable towards this goal, since dispatching trainees to the training
msututlons isa heavy burden on many firms.

Furthermore, it will become necessary to develop programs also in consideration
of the necessity to introduce CAD and CAM systerus in the near future.

2) Expand Technical Education

It is a very serious mater for the mould and die industry, which requires
high precision production, that workers have not acquired even basic cutting
techniqués or havc not learned how to use tools, measuring instruments, and
machines properly

- The measures that should be taken at thlS moment are on-the-job trammg
(OIT), itinerant technical- guidance and technical training. More fundamentally,
“however, these basic _techmques are matiers to be taught in basic educational
institutions, such as .poiy:te_chnics"(technical colleges) prior to the employment of
workers by firms. In th_e_célse.s of Taiwan and Korea, it can be said that the
de’vgiopmenf of the mould an_d'die.industry has been realized by the expansion
and .replction of basic technical education through the establishment of
polytechnic schools for Speciaiiiing in moulds and dies and the establishment of
moﬁld_ar_l_d_ die departments in colleges and universities. For the present, it is
necesSary:to achieve the repletion of machines and facilities at polytechnics and
to develop curriculurn specifically addressed to moulds and dies. For the future,
the establishment of a metal mould course or a metal mould department in such
schools should additionally be considered.

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

- 3) - Strengthen Guidance on Management
“The successful solution of technical problems concerning the managemcht

- of a factory-owes largély to the manager's capabilities. . Moreover, since it is
indispensable to provide on-the-job training within a firm, it is an urgent task to
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prepare work manuals (including yis_ual-ﬂmateriails),'- to inttoduce quality-control
(QC) teclaxtiqtles, and to strengthen such business'adminisu'éition‘ techniques as .- -
cost accounting and so on, along with thorough—gomg workshop guidance to be
offered by outside techmcal experts: ~Also, it is. 1mportant to make the -
managers understand that-the de31gnmg of moulds and dies in anticipation of
the customers' future needs_-wﬂ_l Jead to an exp_an_smn-oﬁ markets, -including - -
overseas markets, in the coming years. Thus, it is necessary to promote
training programs for managers and exchanges with overséas organizations
through such institutions as the NPC (National Product1v1ty Center) and
industrial circles. : '

4) - Improve Mould and Die Factories

While firms of medlum standing, whlch enjoy. bnsk demapd introduce up—
to-date and hlghly efﬁ(;tent machines and facilities owing to their fund—ra1smg -

capablhtles sthaller enterprises keep usmg old machines and' facﬂmes because of

their poor fund—proeunng capabﬂmes, and, consequently, the resuli is a-lack of =
accuracy in the moulds and dies which they manufacture For the purpose of

producing preelslon moulds and- dies, whlch are expected 10 enjoy’ mcreasmg i

demand in the years ahead, it is indispensable to Tenew. outdated machmes, and-
' addtttonally it is essential to introduce modern and effiment equlpment in order to L
deal properly with the lack of skilled: workers. ' In view of these reqmslte"
condtttons it is suggested’ that attempts be made at 1ntroducmg such’ systems as a:
special ﬁnancmg system, at a low initerest. rate, and a model factory recogmtton'
system, like the recognized JIS: factory.system,- established in Japan.

5) Strengthen Activities by Industrial Organizations .

For attaining a higher techmcal level of the mdustry as a. whole and-',.-
improving the quality of the products the industry's oWl efforts w1ll be.a
prerequisite. Consistent mform_atton exchanges with the mould and die 1ndusu'1_a1 '
groups in foreign countries will hot'only lead to improving:technology 'ditectly,_:'
but also result in business tie-ups with foreign firms, s serving as a key factor for
speedily promoting technological transfers, ' ; e

Efforts should be directed towards actlvatmg the mdust‘rtal orgamzatton'
activities in order to increase management capabilities- throu_gh-,mutual exchange o
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of opinions among managers, training, and to expand the activities of the
~ industrial organizations for the collection of technical information. In addition, a
goveriitlletlt_ subsidy system for these programs is also requested,

6) Promote Tie-Ups with Foreigh Firms

For the produciion of pl'ecisibn moulds and diés, joint-vénturés and technical
tie-'ups with foreign enterprises are the most readily available and effective
measures. However, in order to encourage such tie-ups, it is necessary to provide
'.adequatcly prepared information on investments in the mould and die firms in
Malaysiaarge dés_ir_ed by the potenfial investors of foreign countries. In addition
to the efforts by industrial organizations, it will become necessary to collect
“investment information on such items as a list of interested firms and the latest
info_x_‘ma_tion on _industrizil estates in various districts, to store such information in
MIDA,ran_d to brovid_e it'for the usér's convenience,
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7. Automotive Metal Parts

(1) Automobile Industry

1} Number of assemblers:
12 plants including PROTON, of which, 10 are in operation.

2) Production units:

‘Passenger cars- L 33:685 (1987)
Commetcial vehicles —— = 15,305 (1987)
3) Industry outline
" a) The production of passenger cars and commercial vehicles has shﬂffjly

b)

)

d)

4) Policy

a)

b)

decreased since production reached its peak points of -around 100,000
passenger cars in 1983, and 42,000 commercial v-ehicle's' in 1985.

The accomplishment rate for IMP's targets was 27.1% in 1987 for passenger
cars and 38.6% for commercial vehicles. It is said that confidence in the
projections of IMP is decreasing.

In 1987, the production achievement for the nat1011a1 car, the PROTON Saga
which was launched in September 1985, was 24,000 units and its share of
total passenger car production was 72%. There was a great gap between
PROTON and Nissan, the second largest assembler, which had an annual '
production of 3,500 units.

The forecast for passenger car producnon in 1988 was revised upward from
the 35,000-40,000 units originally expected to 50,000-60,000 units.

Development of related industries through PROTON as the core of the the
automobile indusiry is being aimed at.

As an incentive aimed at PROTON CKD (Comp]cted Knocked Down)
shipments for PROTON are exempted from import duties. The government
assumes PROTON is an automobile manufacturer while others are CKD
assemblers. ' o
In 1987, the manufacture of body stamping _patts,_enginés, transmissions,
etc., was appfoved for Tan Chong Motor Assemblies Sdn. Bhd.
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(2) Automotive Metal Parts

1) Number of manufacturers:
135 approved manufacturers (end of August 1987), of which,
57 are in Opera_tion.

2) Production:
M$92,550,000 (1985).

3) Production items:
(Refer to page 1I-41)
1. Thei‘c is no clear-cut definition of “metal parts." In this survey, therefore,
the following guidelines wete employed. |
2. Pa1 ts which use a substantial quantity of metal (e.g., finished seats) will be
mcluded in the survey.
3. Electrical equipment (e.g., generators) will not be included.

(3) Localization of Automotiv_e Parts
1) Basic policy

a) Under the Mandatory Deletlon Program (MDP) if parts can be produced
domesucally, then domestic automakers must purchase domestically produced
parts for 80% of their vehicles,

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

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

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

1) Imports (unit: M$ million) : _
' 1985 1986 1987

CKD (passenger cars) 531 252 262

CKD (commercial | _
vehicles) 166 104 93

CKD (other) - 199 128 91

Parts accessorics 169 149 177

TOTAL 1,065 633 622

2) Exports (unif: M$ inil'li'o:n):' o
TOTAL

o
o0
[y
N

3) Comments

Naturally enough, imports exceed exports in .thef_bzilanée of é*xte_rnal trade of
automotive parts. Exports remain at a level .ra-ngi_ng' from O.72% to 2.55% of impbrts
(including CKD parts). Automotive parts accounted for only 0.035% of Malay':s'ia‘s total
exports in 1987, Trade statistics for metal parts .alonerare not available.
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_List of Automotive Metal Parts in Prodliction (Estimilted)

Engine Parts

Transmission &
Steering Parts

Suspension & Brake Parts

Body Parts

~ Other Parts

Air Filter
Cylinder Liner
Fuel Tubing -
Piston - -

Clutch _Tubing

-Cluich Cover

Shackle Asgy

- Shackle Bolt

Tie Rod
Wheel

‘Wheel Stud
Whee] Nut - .

Wheel Cover o

A.ir' Receiver Tank
Ball Joint
Brake Disc

" Coil Spring
‘Spring Pin

Shock Absorber

Bodies-Truck
Bodies-Bug
Bus Seat
Bracket
Centre-Bolt
Door Washer.

Exhaust-clamp U-_bo!i

Grease Nipple -~ -

- High Tensile Nut

Muffler Hangér 7

* Seat Complete
" - Safety Belt Metal-parts

Spring Washer
Sun Visor (Metal)

Electronic Horn
Screw Jack

Air Filter Housing
Fuel Filter

- Oil Filter

Radiator

.Clutch Disc

Rack & Pinion
Shackle Pin -
Steering Linkage

Tie Rod End

Wheel Rim

Wheel Bolt

Wheel Weight Balance

Air Receiver Housing

~ Brake Tubing

Brake Shoe

Leaf Spring:

Spring Bush

Suspension Shock Absorber

‘Bodies-Pick Up

Bodies-Van )
Battery Holder
Body-Side Moulding
Cross-member

- Exhaust Pipe -

Fuel Tank
‘High Tensile Bolt

Muffler

Metal Bush

" Spare Wheel Clamp

Steel Washer

U-bolt

Bodies Passenger Car {only
for proton)

Spark Flug

_No;c;_, The=,!ist is based on _MII_DA'S feport,__"Di_repﬁtory of Approved Auto Component

Man_yfactarelfs_", (Aug. 31, 1987). ‘Efforts were made to confirm whether listed items are

_ actpélly being produced.
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(5) Major Problem Arcas
1) Backward production, engineering and manurfocturlog 't.ecluiology

a) Production engineering . o _
Malaysmn f“mns wluch are either establlshed as Jomt ventmes or h'we tcchmml tie-
ups with foreign ﬁrms have introduced complete ploductlou engineering from their
foreign partners. F_o;' this _reason, ‘what they require is practical guidance on op_eratxons.
The consequence of this is that some local firms cannot deal with design cllaligES on parts
asa 1esult of automobile deSIgn changes without assmstfmcc from their foreign partners,
In the case of local fnms whlch ale not tied up with forelgn firms, the level of their
pxoducuon technology IS cvcn lower. e '

b) Manufacturing technology _ , _

-Because: manufacturmg technology in the arca of hot forgmg, fine precision
machining and various kinds of tcsts has not yet bcen mtroduced parts requiring such
mdnufacturmg tcchnology are not bcmg ploduced In the area of proccssmg tcchnology,
products reqmrmg mechanical drawings to make cup shaped products or drills still show
ploblcms in tcrms of quahty and precision. Genexally speaking, the technical levels of -
local flrms are quite low. In the area of die castmg technology, materials for body
stampmg dies are at the stage of trial ploducnon Althongh productnou of hubs for 2-
wheeled vehicles: or bxcyc]es has. alrcady startcd based on injection technology, the
technology has not been introduced in the product1on of automobllcs from the point of
view of the scale econornies. Wlule the cold forgmg method is being apphed by use of 5-
stage formmg machines, dies for these machines are dependcnt on imports. This forging
method is still not apphcd to production of complcx shaped parts.

2) Weak price compelitiveness of parts

a) The following points shall be mentioned as characteristics of the unit prlces of
domestically produced parts for use as original equipment as compared with imported
parts. : ,
. Parls usmg metals are gencrally more cxpcnswc {hdn those usmg non metal :

materials. ' ' o

+ Metal parts which are unit parts produced w1th mass producuon cqmpment are -
mote expensive among metal parts. ' '

* Metal parts which req.mc liﬁ ‘ge-sized and cxpcnswc d1e:g {o produce are more
expensive. '
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. Metal parts whrch reqture a series. of integrated productron facilities for
 assembly are generally more expenswe o . '
+ Generally, qu'rhty levels are not so serious problem compfrred wrth price
- -levels. , . . ,
SpeCIflc examples of metal puts for whlch puces are hrgher than rmports are:
Fuel tanks (401- 526%) brake pipes (194%),. radlators (129 134%), shock absorbers
(117-161%), coil sprmgs (112%), exhaust systems (74-94%), mufflers (71- 83%)
carpets. (80%), seat pads (52—55 %) :
~b) The main causes of the expensrve productron costs whrch most of the managers
B stressed were the hrgh costs of raw materials, small ot production in tetms of facrhty
utrlrzatlon and lngher purchasrng costs of productron facilities. Also, in the case of

: __moulds and dies, luoh cost and small lot production are the main factors for expensrve

purchasmg prrces ,
__ c) In the case of ﬁrms wlnch are not affrhated wrth for eign fmns somie waste was
_observed in the way of productton management

3 Small producti'o'n volume

L a) In order {o promote healthy and farr cornpetrtron in the auto part 1ndustry, the
};'Malaysmn government t’tkes a pohcy of crrvmg productron Ilcenses to a limited number of
' multrple parts manufactmers fora partrcular item. The problem herewith is the fact that
_ automobﬂe productron volume is very small. In 1987 passenger production was only

o 24,182 units for PROTON 3, 429 for Nrssan | 557 for Honda, and 1,383 for Toyota.
_' Furthermore, many same type of components are bemg produced under different

specrﬁcatrons by models. Thus, production volume becomes exl:remely low in the case of

.. patts for which REM is very small _ _

T b) When a manufacturer begms productron of new items, many tools such as
moulds and dres are necessary. As for production machrnes, exrstmg machinery is
_ Tsuffrment but addruonal new. Iools must be purchased The toolmg cost becomes very

| hlﬂh 1n terms of produnon volume As a matter of fact, it is very drffrcult to begin

: productron of new 1terns from the cost aspect Furthermore some managers say it is at

" present. 1mpossrble to study the poss1b1hty of i Investment aimed at automation fo improve

_ ' _efflclency Although auto productron volume is expected to 1ncrease in the wake of the

recovery of the domestrc nnrket such constrarnts are expected to continue if parts

V_tmdnufacturers only eye the domestrc market. . - _ o

- ¢) In the case of fmns dffrhated with forergn flrms via ]omt ventures or - technical

agreements the relatronshrp between their partners (parts makers) and automakers in
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foreien counties will have some effect on their's;n]")ply' of E'lfi'ax“ts’ 'fori'the;'mo'del's being

produced by Malaysxan automakers. - Especnally consuamt appears in the case of the
| supply of parts to non- affthated assemblers as ougmai equtpment Some Malayslan parts

makers are afﬁhated with automobile assembly firms throu gh their par ent_compames.

(6) Automotive Pa"i‘tls:lrndnstriesih Third Countries -

| Dttri'ng the rapid motoriZation that occurred in 'm_j'Start}ng:in'the‘niid"iQSOs
automakers offered 1ntenswe assrstance 10 parts subcontractors and developed vertrcaily—
affiliated producnon groups to ensure a stable snpply of h:gh quahty components In
addition, the automotrve par ts mdust:y was smgied out as a designated mdustry 1n the
Law on Extraordmary Meastres for the Plomotton of Spemfred Machmery and
Information Industues The 1ndust1y consrsts of prlmary subcontractoxs or gamzed in
' cooperatwe groups formed around each automaker, ‘and secondary and tertlary
subcontractors. In recent years, however thiis type of affiliated productlon system has'f
begun to break down and an increasing number of parts manufacturers are supplymg
products to more than one automaker. - ' '
Thatlgn 's ‘domestic market is a small one, and development of the local
automotwe mdustry through 1mport subsntunon based mdustnalrzauon is beheved to -
have reached its limits, Asa result the country is redoubhng 1ts &fforts to develop export '
markets but there is a IllEl.JOI‘ gap between }oca] goods and ploducts available ¢ on the -
1nternattona1 market in terms of both p1 ice’ and quahty Although government pohcres
(witness the plans for locahzatron of parts productton) are more clearly set forth than i in
nelghbonng Maiaysra ‘an increase in vehicle exports is, in the’ short term hkely to brmfI
about a further increase in 1mports of anfomotive parts Y TS
In the case of Korea, full-scale expor ts of vehicles to the North Amerrcan market
began in 1984, and a rapldly incréasing number of ﬁrms dre becommg involved i m the
“export of automotlve patts. Moreover with the inove to transfer productron bases by the'; |
advanced nations, the number of joint ventures and’ technology provrsron agreements with
| overseas automotive parts manufacturers is on the rise. Govemment pohcles a1med at
promonng the Iocahzatron of parts produetton 1nc1ude fmanc1a1 ald programs “and
technologlcal assmtance via research testmg, “and’ rnspecnon orgamzat:ons and ‘the
overall pohcy rs one of promotton of the vertlcal aff111at10ns around automakers that’
¢haracterize Japan's mdustry Among effofts to. promo _e’automonve parts 'enports have -
been the establishment of permanent exhrbtttons 1n Korea and abroad and the promotton -
'of exchanges wnh overseas automaker 1ndustr1al assocratrons S
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N Although the situations in these three nations are instructive, the case of Malaysm
presents fundamental dlfferences in 1ndustml pohey, the mdustzy as a whole, and social
stmctule, and the blmd adoptlon of blml]al po]xcles would not necessmly have a positive
unpact on the natlon 8 ﬂutomotwe metal parts mdustly o

Cumently bemg discussed is the posmblhty of exportmg the PROTON SAGA to
-~ the U.S., whose formidable market makes it of critical i impor tance in any future program
to expand exports.. Although high-level dist’rilih’tbn will not be easy, efforts such as a
paring down of the p.ro'_duct line and the collection of information on distribution channels
and demand trends should make development of this market possible.

0 Coonfenneesljijes for Major Pfo_biénis
D Measﬁres _Vtooye-rcome‘ the low level of teehnology
| ': a) Estdblish _a_ba'_-:.ie teehnicdl tesearch system

In order to promote domestic production of automotive metal eans, development
and acquisition of production technologi_es and manufacturing skills should be required.
For this purpose, it is advisable for organizations to estéolish a research system which
would supply its results to the pubhc At the same time, diffusion of the research results
to the prlvate sector is recommended Ttis further suggested that contmuous on-the-spot

' gu1dance be’ conducted in addition to an introduction of new innovations in technology
and quality improvement measures. For example, assembly type parts, now regarded as
domestioally produc‘ed still largely depend upon imports. | Therefore, assistance by public
organwaﬂons is expected to support the local enterprises's effort to produce those parts
domesucally

- b) Affiliation and technical cooperation with foreign enterprises

_ To enhance the domeSzic' prod[xction rate of automotive metal parts, it has been
- observed to be efficient either to promote affiliation with foreign enterprises or to
introduce technologies from them. Therefore it is desirable to expand and enrich every
possible measure for those improvements. .

2) Meaegltes to edpe y}ith'-week p;"i_(:e" competitiveness

2) Promote domestic metal mould production
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It has been observed that the peicemage wcaght of moulds are hlgh in the cost
structure. ‘Materials for metal moulds, if not domesueally pxoduced could be pmchased
cheaply, provided appropriate deSIgmng and: pr ocessmg techno]ogies are obtamed Inthe °
present situation, since development of the démestic mould mdustry is premature '

1mplovements of techmcal levels in the ficld ale 1cc0mmended
b) Have affiliated companies grow

Due to small lot predurc'tiolnl i'hac'hi'ner:y and. "écj.dii)ﬁieﬁi-eéhriet Ama'iﬁtlﬁ'i:ti' high’
working ratios, Therefore it is advisable to develop hnkage type of a firm i mto whxch a'
particular processing works are concentrated, without dw1d1ng those oper'mons among -
many firms. For this purpose, enchancement of the teehmcal levels of the local lmkage
type of firms is necessary. Regaldmg metal processmg techno]ogles continuous long-
term on-the-spot guidance is needed. Furthermore, assistance is requested fror_r_l assembly
type of firms so that the linkage type of firms can develop their capabilities by getting

sufficient volume of orders.
~ ©) Make studiés on diversification of products

Iris suggested that a study be made as to whether automotlve parts mdnufacturers
who are equ1pped with mult1pu1 pose machines can produce some metal products other
than automotive paris.’ '

d) Educate owners

It is advisable to sirengthen enterprises by introducing overall busﬁiess -
management education. -Education on the followmg aspects is advisable as a measure for
multi-item production on a small scale, a means to enhance productlwty and to tackle
methods for cost reduction, as well as a methodology to 1ntroduce small group act1v1t1es,
and s0 on,

3) Measures against small domestic market démand

Expansion of exports is one pohcy to expand pmductlon In Jomt ventures or
technically cooperating enterprises, parent companies and thelr partners have aIready
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created supply systems in the major markets, In this case, the two enterprises are
expected to coordinate their activities there. ' : |

On the other hand, local enterprises with no such relationships are irrelgva'n.t to this
coordination of activities. However, they have to face the difficulty of acqlliring
information concerning export matkets. Accordingly, as one of the growth measures for
local ,éntcrp_f_ises, itis suggested o give them assistance by 'of'fering informa't'i_on for export
promotion, o |
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8. Chinaware
)] -P-roduotioh, Ekport,r 'Impoi;t' -

The total producnon of pottery, ohma and earthemwale in MaIaysm wis M$60 7
miltion in 1985.. TotaI export was M$39 0 ‘million in '1987,in which the- export of
statuettes and other ornaments occupied as large as large as M$30_.0 million. The import
in the same year was M$17.0 million , in which tableware of porcelain occupied M$11.4
million. The major countries é_xporting porcelain tableware are _div'ersified. They are

China, Taiwan, Korea, Japan, U.K. or W. Germany.

(2) Indusny' Structure

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

A)  Tableware manufacturers
B) Decorative manufacturers S
B-1 High-class decoratwewaie manufacturexs
B-2 General decorativeware manufacturers inW. MzﬂaySia
B-3 General decorativeware manufaciinefs in Sabah and Sarawak

" At present there is only one spemahzed tablewarc manufactorer in Malaysm Thxs'
is a joint venture between Japanese and local firms. Their production capacuy is around.'
1.0 million pcs. of tablcware per month and the number.of employees is about 450 in’
1988. ‘Their products are directed both for domestic and.for export markets. Ano_thcr
Japanese firm is now prep'lring lo start tableware production in Malaysia. They are
mainly targeting the export ‘market, :

There are 2 high- class decorative manufactuiers prcsently operatmg in Malaysxa :
One firm is a U.S. and another is a J apanese wholly owned subsidiary, Their operation -
scales are relatively large wuh the total number of empioyees around 1,200 and 480,
respectively. Their products are all duected into forcxgn markets " : o
Most of other chinaware manufacturers are small-scale flrms which j’)roduce such various
kinds of products as flower pots, earthern tableware or ceramic attware. They are usually

family- managcment type of fums
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(3) Market Analys'is of the Third Countries

Total import of chinawaré in the world market were US$2.7 billion in 1985. The
U.S. is the largest market for chinaware occupying around 50% of the total world import,
followed by the total Europe w1th the share of around 30% In the European market,
however the share of the trade within the market i 1s large Thus for other regions the
1n1portmce of Europe as an export tar get market would be reduced.
With 1ega1d to, the worId exports of chmaware Japan has been the lar gest suppher in the
world Due to the recent raptd apprecratton of the yen, Japan is raptdly losing its share.
| By country, those European countues as W. Germany, UK. or Italy which have {ong
tradrtron in chinaware ploductlon follow to Japan As a recent movements, the exports of
' chmaware from those counn ics as Tarwan and Chma re showmg rapid increase trends
Followed to these countries, the exports from Thaﬁand and Indonesia, which are the

neighbormg_couumes of Malaysia, show a srgmﬁcant growth.

(4) Cost Analysis

. The level of productron costs of chmaware in Malaysxa was measured and
analyzed from 3 aspects. Frrstly, the productron cost structure ‘of Malaysia chinaware
manufacturers was compared with that of an average Japanese chmaware manufacturers,
As a results it was observed that Malaysmn manufacturers enjoy the beneﬁt of cheap raw
- materials, while they suffer frorn htgh interest payments for outside borrowmg Further,
in sprte of the avarlabrhty of the cheap labour force, the labour cost ratio is not necessarily
hrgh in Malaysran manufacturers compared ‘with the ratio in Japan. This is due to the
dlfference of the prod_uct unit sales value and partly due to the difference in production
volume - '_ '_ | R ' |
_ Secondiy the producuon costs were compared under the assumptlon that the same
type of a product namely rnugcup of stoneware, ,wouid be produced both in Malaysia and
in Japan The result shows that the net productlon cost in Maiaysm is M$1. 10/each
* while that in Japan is M$1 90/each “At the level of ex- factory cost, which is net
productton cost plus sales and admtnlstratton expenses, the cost in Malaysw is
M$1. 34/each compared to that in Japan M$2 40/cach. Further the C.LF. price level of
Malay51an product in case of exportmg to J: apan would be M$1 70/each which is about
70% of the Japanese level
Thtrdly, a rough feasrblhty analy31s for the new estabhshment of a factory of h1gh—

'class porcelam tableware has been conducted based on vauous assumptrons By the
study, the Fmanclal Internal Rate of Return (FIRR) of the assumed project whole through
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the economic project life period was calculated at about 8.5%, which is almost the level of

profitability.
5) Spe__ciﬁc Probl_erns at'Present

MaJor problems which Malqysran manufftcturers are fftcmg at present would be

brrefly summarized as follows

Industrlal Structure: The major Mahyrnan chmawale manuf’tcturers of raw
material suppher groups are in separate cnclaves whtch makes the balanced growth of the __
'ceramlc mdusuy difficult. For one, there i 1s a group that exp01 ts 100 percent of their .~
ploducts overseas whr]e dependmg wholly on 1mported raw materrals, productton -
technology, desrgn or on the marketing capabﬂlty ‘of. the1r parent compames overseas.
For another, there are relattve]y large number of local manufactuters that produce
traditional types of decorativeware as souvenirs. “They mamly depend on the tradmonal
production technology and raw materials locally-available.

Instttutton Malays1a lacks a pubhc 1nst1tute or organlzatton to support 1ts ceramtc
mdustry group, and almost no 'tssn;tance 1n technology, market 1nformatton or
engmeermg tr ammﬂ has been done ln additton a relauvely low 1mport tax on ceramic
products and a ln gh demand for chmaware products not produced in Malaysm combme to
force the very large vanety of 1mponed chmaW'tre products o

Raw Matertals Malaysrd abounds in major rmneral materlals essenttally used for
chinaware productlon such as Kaolln or ball clay Unfortunately, however, these raw
materials are not fully utilized for the producuon of high value added products This is
partly because of the low quality of mineral resources presently produced in Malays1a but:_
mainly because of the Jack of i mvesngatton for better utthzatton of matertals and the lack of
suppliers who could supply a conststent grade of varlous kinds of clay materta]
Although there are two Kaolrn processing plants in Ipoh their products are rnamly for'
paper and other industrial uses and not spec1f1cally for ceramtc 1ndustr1es

Management and Markettng Small domesttc market size is one of the major"
problems for chinaware production as well as for most other utdustnal productlon m as
well as for most other industrial ptoductton in Malaysra In adchtton to the smallness of
the total market srze the dtver51f1ed demand of consumers frorn top qualtty products to .
low-end products makes the productton unlt of each product volume even smaller Tlns '
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limited market size is largely preventing the autonomous growth of chinaware
manufacturing in Malaysia.

From managenal pomts many local companies are small sized family owned

firms except those of forcign capltal companies. They are managed without modernized
management methods and facilities for quality control. In fact, they often lack even the
concoo_t:of QLiali_ly-co_ntro_l. ..As_fof Esalés, most of the firms take a very primitive method.of
selling their products at their own retail shops operated beside their factories. Many of
them have no expenencc or know-how of exports.
Except for some forelgn sub31dnnos most Malaysian chinaware nﬂnuf'u,turers lack the
capability to develop their own dcmgn They mostly follow the traditional designs or
imitate the dcmgns of foreign products As long as they stay in this stage, it is rather
difficult for thcrn to achieve enough competitiveness in the export maxket

As the ceramic industry in Malaysm belongs to the relatwely capital- mtenswo
category, the ‘modernization of facilities requires considerable investment funds.
However, because of .the smaliness of most of _t.ho‘c.hi_naware manufacturers, Malaysian
finaocial'ofganizations d_o.not show much ‘in_terest-' in'_the financial support for their
~equipment investment. In addition to this, there is another problem of underlying assets

being too weak to borrow necessary funds from financial sources.

Productlon Technology Chmaware manufacturmg is an mdustry in which
contmuous product development effoits are nf'eded in order to produce the highest quality
products-makmg best use of locally avail_able raw matenals. However, most Malaysian
chinaware manufacturers are small in scale. Most of them rely either on directly imported
productioh technology or on traditional production methods, and have not enough
capability to develop their own technology best fit for their condition. _
In producuon process and quality control, a great gap in technical level can be pomted out

between local manufacturers depending on traditional methods and foreign subsidiaries
7 _who are export oriented, _ : . ‘

.. Improvement in technology and capabﬂlty in each level of engineers and workers
in chmawarc manufacturers in Malaysm is an essential matter. Unfortunately however, in
the Malaysian ceramic mdustry, there can be found almost no training facility, either
prlvate nor public, capable 1o train e-1g1neers or workers. The present situation is that
they rely excluswely on thelr own experience altamed through on-the-job trainmg at their
factor:os '
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(6) Measures to Promote Malaysian Chinaware Industry
Some kinds of measures considered to solve the specific problenis are as follows:

Problems in the Industti:alfStrudtijrei_ In-order -to:'s'o_lve:'the“proble'ms'f' of ceramic o
manufacturers located in separate e'r_l'c:lla'\_?:es andlackmg mutual reldtionship, a measure
such as ‘establishmerit of a privaté associated union could be fecommended ‘there is a
ceramic association comprlsed mamly of tile manufacturers However;it does not cover at
all the tableware or ornament manufacturers An assocmted uhion such as recommended
here would have to meet the requnement of activities ‘such as mutual technical exchange or -
collection in common of market information. Also, it is recomniended that the posmblhty
of construcnon of a ceramic mdusmal complex mainly constltuted of materlals supphers,
testing and research msntutes, be exammed '

Institutional Problems"rllh Malaysia the establishment of a governniéntal policy of -
a suppomng system in 1nst1tut10ndl approach for the development of the chinaware
industry is largely belated. In parucular the establlshment of testing and Tesearch”
institutes or training centers is urgently’ reqmred A prehmmary survey is necessaly for
the start of pr oduction of items which are not produced at piesent domestlcally For this -
purpose, it is also necessary to promote and activate the mducement of 1nvestment of
foreign compames who h'we know- how in both productlon and markeung

Problems of Raw Materials: In order to ﬁfodu'ce high ‘quality ‘clay and kaolin,
essential materials for hlgh quahty chmaware a better method of exploratlon and
mapping operatlon for tliese m'iterlals is needed The development of techmques in
mdtenals mixing and refmmg for effectlve utzhzahon of domestlc raw materials is also
needed. A feasﬂnllty study for 1he estabhshment of ‘a’'ceramic raw matertal suppliers
group or institute which is capable to supply cons1stent qaahty to ceramic manufacturers, B
and the study of the possibility of common uuhzauon of Taw matemals among
manufacturers wouid berecommended B ' b

“Improvement of Management and’ Marketmg For the modermzanon or thef‘*
enforced external competitiveness of. Malaysmn chmaware 1ndustry, manager traming is -
necessary. To meet that requirement, facilitics and programmes of trammg should be’
established. In order to develop the small-sized Malaysia chmaware manufacturers into
export- oriented companies, it is essential to prov1de thern with governmental supports in -
the fields of information of overseas markets, overseas marketmg, nammg of an export -
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procedﬁres'and more effective implementation of the export financing systein!: For the
fina,nc'ial needs for capital investment to modernize their major facilities, some kinds of
supporting measures which make the funds available on’ soft-terms ‘would havé to be .
established because of the dlfﬁculty of fund recruitment, whtch most Malaysian
manufacturers seen to be faced w1th SR S o

Improvement of Manufacturing Techno]ogy In Malaysm exccpt for foreign
submdlanes in thc fleld of manuf&cturmg fechnique, there are many- sma]l sized’
compames havini g msufflclent product development capability compared ‘with these in’
major competing fomlgn_ countries. “First of all, govemmental supports-aré needed in the
field of eeramic_ related testing and research institute or training facilities wheré
_Cor"np're]'lensi{fe activities in raw material ﬁli_xi_ng;' teohriiqtle of ‘burning, inspection of
product, 'q'u;ﬂit’y- control or design development would be expected. Promotion of
- financial and technical cooperation with foreign companies with top quality production
know-how wouild also be needed. Meanwhile, their efforts by the private séctor would
also be necessary for the tmprovement of technology through techmcal exchange and
mutual (’ooperanon among themselves. - '
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9, Glass*{vare
(1) Production, E.xpc_)r'ts,- Imports.

There are only 4 manufacturers in Malaysia which are presently producing glass.
products from mineral raw matcrlals - Among them, one is a sheet glass ‘manufacturer and
“the other 3 are-glass container manufacturcls A small volume of glass tableware i is also
produced by the glass container manufactu_rc_:rs. From __the results of the field interview
survey, the total annual production volume of glassware (excluding sheet glass) is
estimated at around 112.8 _tho_usén’d tons in 1987, of which, about 33.0 thousand tons are.
exported. o . o -
Malaysm was sull 4 net 1mportcr of glassware m 1987.. However, thc trade_
mlbalancc in glassware has been 1mpr0ved con31derab1y due to the rapld increase of
exports in recent years. . - : : _
The total export value of glassware in 1987 was M$33 9 mllhon showmg a rapld
average annual increase rate of 17.6% during 1983-87. The major export item is glas_s
containers occupyihg up to 84% of total exports. Major export markets are Singapore and
" Hong Kong. As for imports, the total import value of glassware in 1987 was M$39.2
million. The major import item was glassware for office and household use, occupying
about 65% of total imports.

(2) Present Status of Production

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

Other glass products: Other glass products aré not produced from mineral raw
materials but are processed from semi-finished glass products. A joint venture between
Malaysian and German firr'ns_ is prbduc_ing optical jg.la_ss,_ pharmaceuiical products or
chemical and general laboratory glassware. Three firms, the largest of which is a
subsidiary of a Dutch company, are producing incandescent and ﬂ_uoresceht lamps
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‘making usc of imported glass bulbs or glass tubes, Further, a subsidiary firm of the
domestic sheet glass manufacturer started production of high-standard mirrors making use
of domestically produced float glass.

' (3) Overseas Market Analysis

- The total import value of glassware worldwide, according to the 1985
International Statistics Yearbook compiled by the United Nations, was more than US$3
billion, and the aver age annual increase after 1983 was 1.3%. Regionally, Europe was
the largcst market, accountmg for 47.8% of the total import value, followed by North
- America, Asia and the Mlddle East accountmg for 26.9%, 8.8% and 5. 8%, respectively,
Among major importing countries, the largest one was the U.S., accountmg for 21.6% of
the entire import value. Followmcr the U.S. were West Germany, accounting for 8.1%,
~ the Umted Kingdom (8. 1%) France (7. 4%) and Italy (4.5%).

On the other hand, Europc was the largest supplymg (exportmg) region of
glassware, ac_countmg for 80.0% of the entire export value in 1985. France, accounting
for 24, 1% of the entire value, occilpied ﬁrst place followed by West Germany (16.6%),
Ttaly (10.2%), the U.S. (6 1%), the U.K. (5.7%) and Australia (5. 6%)

.As for the. export of glassware from Malav51a the largest importing country of
Malay31an glassware was Smgapme, accountmg for 65% of the total export value of the
products in 1987. By product item, more than half of the products exported to Singapore
Were glas_s_contame_rs. . Following Smgapor_e.m value of imporis of Malaysian glassware,
were Hong Kong, 'a(':c:_ou_nting;'.for .9.5%,_ Pakistan (5.8%), Thailand (3.5%), the
Philippines (3.3%) and Bangladesh (3.3%).. These five countries together accounted for
25% of the total export value of Malaysianl glassware. By product item, the export of
gla_Ss_ containers was especially focused on Singapore, accounting for 77%, followed by
Hong Kong, accounting for 11%; these countries were, by far, the largest importing
countries of Malaysian giéss containers. Exports of glassware for laboratories varied
among nations including Pakistan, Thailand, Bangladesh and the Philippines.

A's for the irnp.ort of gIassware of Maléysia in 1987, France was the iargest
value Smgapore accountmg for 8 9% of the total 1mport value, Indonesm (8 2%),
Korea (7 8%) Japan (5.9%) and West Germany (5.0%) followed France.. By category,
the __I_arg@st m)pqrted_ product item was household and office glas_sw_'irc, of which the major
: .produ-cts' were glass tableware. France, accounfing for 61.3%, held the largest share of
- the supply followed by Indonesia, Korea, West Germa'-ny and Japan, accounting for
12:3%, 12.2%, 4.2% and 3.5%, respectively.
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(@) Cost Avalysis -, . ... . .

JIn order to evaluate the approximate level of production costs of glass containers
in Malaysia, some types of product were selected and their production costs both in . -
Malaysia and in Japan were investigated and compared.

Glass Cantainer Producﬁoh,(_]_bst'Cclnpa;lji_-san: .

s

- Y e (Umt M$)
Type of Product . ' o Malaysia =~ Japan

ST e e e e FirmeAs o 0 o Firm G
(1) Onc-way soft’ drmk bottle, no film- seahng, 30{)ml S99 026 R
(2) Beer bottle, small -size, amber ST s 022 048 -

- (3) Soft drink bottl_e, orange juice ~ ¢ - e 5",0.40 S el 0;—80'5-‘595

“Asan approach to analyze the factors: Wthh create the dxffelence -of prodﬂctlen'i_ '
- costs between Malaysm and Japan the manufactunng cost §tructiire’ among Malaysmn?

glassware manufacturers and an average Japanese méhufacturer’ was 1_nyes_t1gated and’
compared. The result shows that ‘Malaysian glassware 1 manufacturers have a cost
advantage over Japanese manufactures both in raw matenals and’ dlrect labour costs Due -
to the difference in producuon volume, however Japanese | ﬁrms ‘havean advantage in the:
cost burden of depreciation expenses for the production of one ton of glassware products.
In a Malaysian firm, the share of i interest expenses of the totaI production co$t e‘cceeds‘
12%, which badly affects thexr cost competltweness ' S

(5) Specific Problems at Present
Glass containers:

Excess production capacity; The glass contamer 1ndustry is a hlghly capital :
intensive industry, and once a furnace is mstalled it has to be operated contmuously for 24

hours per day. Because of this nature of the mdustry and the unsatlsfactory growth of

market demand for glass bottles, the productzon capa<:1ty of bottle manufacturers exceeds '.
the domestic demand not only in Malays1a but also i m many other natlons such as Korea :
Talwan South Africa or Turkey ' ' P E e e
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S Unit: productlon volume;. Bec'luse of the small market size and diversified product. _
'demand in Malaysia, most Malaysmn glass container manuchturexs face the problem of
pmducﬂwty loss due to frequent ]Ob changes. e _ _ L '

- Distribution ¢hannels; In many - other-nations, thc glass contamer manuf’tcturers -
who_h_ave been confxo_nted,wuh the problem of. Qvel—.plqduction capacity to market
demand have often su’ccé_eded by diverSi_fying their product line to glass tableware. _I‘n:
Malaysia, however, most of the bottle manufacturers seem to be rather reluctant to expand
their ploductlon in the field of tablewale due to the more comphcated domestic -
distribution structure of mass- consumption products such as tableware than glass
contamels e Co
Transportatlon Malaysmn manufacturcrs are favoured w1th a lughiy advanced.
road network,-and there are no problems in transportation to domestic and Singaporean
markets. . However, for exports to other.destinations using containers, Malaysian
manufacturers occasionally meet with the problem of low frequency of stops or high
container handlmg changes at Malaysian ports _

Financmg, Due to thc nature of the industry whlch is h1ghly capltal intensive, the
financing requirement is ver_y large in those capital investment cases such as facility
modernization, facility expansion or diversification of product lines. Because investment
fund recruitment is not so easy in Malaysia, some obsolete machinery and equipment
were observed in some factories.

Glass Tableware:

- Demand structure; The domestic market demand for glass tableware in Malaysia
reachcs:as_-l_ar'g_é as M$50 million per annum, which is more or less the same size as with
glass 'Cdntainers. : Howeycr_,- the types of gléss tableware demanded in Malaysia are
widely diversified from very high quality type of products to lower-end products. Thus,
the market size for a. pamcular type of product often becomes smaller than minimum
production’ scale for domestic pmducnon

_ Product quallty, At present, giass tabieware in Malay31a is produced by glass

' =ccmtauner manufacturers on a limited scale, making use of the same molien glass used for

container producnon Accordmgly, the present product quality is low and the type of

products are limited to jugs and cups mamly used as promotional items of brewery and
_beverage fjrms _ ) , . S

Domestlc market sme, After stamng producuon of the glass tableware factory

| prcsently pldnned by an Indonesmn investor, the domestic demand for soda-lime type of

products, which occupy the major portion of the market demand, would mostly be
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fulfilled. Thus, the room for import substitdtion would be limited to high value-added
types of products such as lead crystat ware and heat-resistant tableware. The domestic
market demand for these types of products is, however, still very limited in. Malaysia. -
Further, atother problem is pointed out for the production of lead crystal ware that the
quahty of silica sand in Malaysia is not high enough for the productlon of Ie"td crystal-

glass
Other glass p1'od1jcts:

" Domestic processing volume; At pre'selht, such produ'cts as fluorescent anld '
incandescent lamps, chemlstry and :gener'al -l'abo'ratory glassware or pharmaceutical
containers are produced making use of 1mported glass tubes or semi-finished glass -
products However, ' their present plocessmg volume is still msufftcxent for
manufacturers to start production from rrunerctl raw materials:

Domestlc market size; For those hlgh value-added types of ploducts such as.
optical glasses or pharmacentical containers, domestic demand in Malaysia is quite
hmlted 'Most of these products produced or processed in Malaysia would have to be

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

Product d1versrf1catton As a measure to cope with'the over- productlon capacuy
problem of glass containers in Malaysm a product diversification policy of glass
contamer manufactuters is needed: At present, however, Malttysmn manufactorers have
not enough_ know-how of product diversificatior. For one thing; R’ &D efforts’ have. to
be made both in public and privaté sectors. For another; the establishment of a-training -
facility to train technicians who could be used for the development and productton of new
products is needed. ' s ‘ : '

Development of export market; Because the present productiont capacny exceeds
domestic demand, the deveIOpment of export markets i is essential. Due to the niaturé of
glass containers which are bulky and easy 1o break, the develoPment of export markets is .
not easy, except for the market of Singapore to which road transport could be used;
Efforts have to be made, both from. public- and pnvate sectors, to gather sufficient -
overseas market information and 10 1mprove sea transportatlon cond1t1ons for container |

cargos.
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Glass tableware: _

Feaelbthty studles, Because most of the domestic demand for glass tableware is
expected to be fulfilled by a newly estabhshed t'tbleware factmy, the new investment
prOJectS would have to be those Wthh mamly aim at export markets Among h]gh value-
‘added ploducts for export ma;ketq, lead crystal glassware has a disadvantage in raw
matenals beeause the quahty of sxhea sa_nd in Malaysia could not satisfy the required level
'fef'lead:'ctystei glasses. More detailed and wide-range feasibility studics should be
.conducted in such product areas as- ‘hand-cut’ type of soda-lime glass tableware, hand-
made lead crystal ware or heat- res:stant tablewate _ '

_:Overseas mformatton For the new mvestments for protects m‘unly targeted for overseas
'mazkets, constant efforts have to be made to collect overseas market information or
information on new technology

'Capxtai or techmcal tie- -ups with foretgn manufaeturels In order to start the production of
export orlented glass tableware in Mdlaysm, it is essential to promote the new c'tpltal
investment of, or technical tie- -ups with, forelgn manufacturers which have an established
brand image and distribution network in the overseas market. Constant promotion efforts
for investment in Malaysia would have to be extended to overseas potential investors.

Other glass products:

Studies for starting production fromx mineral raw materials; For such glass
products- as electric lamps, pharmaceutical bottles or chemical-use measurers, only
processing work is conducted in Malaysia. With the present processing volume, it is said
to be economicaily unfeasible to start production from mineral raw materials. Joint efforts
of both public sector and private manufacturers have to be made to study and identify the
time and conditions which would make thorough processing feasible.

-Capital and technical tie—ﬁps‘ with fofeign manufacturers; As for high-value-added
products such as optical glass or pharmaceutical containers, there is almost no domestic
demahd; Accordingly, lthe invitation of or technical tie-ups with foreign manufacturers
which have strong sales capabilities in overseas markets would be the quickest and most
practical way 1o start new production in Malaysia. To approach simultaneously potential

“overseas investors in the fields of both glass production and glass product processing
would be recommended.

Inspection_.of export products; In order to compete in the very competitive export
market, an established quality image for products is essential. For this purpose, the

I1-59



introduction of an inspection system for exported glass products would be one of the
most effective measures.

Soft-term fmancmg schcme, In the gl'lssw'ue 1ndustry wh1ch 1s vm y capml
intensive, the problem of fund lalsmg 13 vcry he'wy for most manufactmers not only in-
the case of new invesiments, but also in those cases of modermzatlon of machmcs and
equipment or of expanslon of facilities for product dwelslflcatlon For thosc capltal
investment nieeds, some kind of credit schemes wh1ch would make avallable %ofter—teim
financing would be rcqulrcd Especmlly, the modernization of furnaces which are 'ﬂready
obsolete would directly improve the productmty of Ma]aysmn anufacturers. The
jmprovement of furnaces is one of the key areas to ‘resolve the prcsent bottleneck of
productlon in some firms and 1mplove thclmal efflcmncy and total plOdllCthH cost
performance.

Training facilities; At present there are no fac111t1cs to tram glass product
technicians in Malaysm and most of them are fully depended on On-the-Job training in
each factory. The establishment of some training facilities would be desired.
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