A
.
3
5

PER . UT —UM

ADOD4468704

PBimik
Neo. M
Jumisl M

12/é6/a¢

1S5 2)
|

1 12 .‘-A
Puzi b. A. Wahab

presented
the University of Maloye in

part
mam«m
with Honours

lj'"vif M x‘k_rm"i',r’ T
Kisls gt
IMPORT SUBSTITUTION IN WEST MALAYSIA
wmi REFERENCE T0 SELECTED INDU
a >
Wong Ab Meng
ec19ée
ERE
LT
19 %



TABLE OF CONTENTS

LISTOF TABLES s ¢ s v'o 9 s 0 0600 a 08 sso0bonsnss
ACKNOWLEDGEMINT o g o ¢ o 0 0.0 6 0 6.6 00 6 06 6 9.8 ¢ o»

SINOPSIS o+ o0 e e 0 808 800 o samosanisssih

M
10 momml..........-.--

-
&
.
-
-
-

Soope for Jmport Substitution + + « v o ¢ » » »
Objective of Study o+ o « o« » ¢ ¢ 0 0. 8 v o s &
Seope and Limitation of Study + o » » ¥ » » » &
MWoco'oc._o._o:oqtc.ootco
11, INFORT SUBSTITUTION WiITH REFERENCE 70
DEVELOFIRG QOUNTRIEB o » « v ¢00 s ¢ 0 . 0 o 8 ¢ ¢ &
Introduction + « « s s o 4 6 o 6 0 0 0 06 0 8
Nmemmm EEEEED
Definition B T A
m‘w 'R EEE R

Arguments for and against Import Substitution
as a Vehicle of Industrialisation « « « » o o o
kecent Treads in Developing ECAFE Countries » o

11, IMPORT SUBSTITUTION IN THE FOOD MARUFACTURING
INDUSTRY XN WEST MALAYSIA o o » o ¢ s ¢ ¢ ¢ »

. @

-
-
-

Introduction o« o » o ¢ ¢ ¢ ¢ ¢ ¢ ¢ 0 5 ¢ 0 8 8 s
Ice Cream and other Dairy Products + s « ¢ ¢ o »
Biscuits S H B P A BB ST ERS LTSRS
Animal Foods o o ¢ o ¢ o ¢ s s 6 2 s s 6 s 08 n
RACE ¢ 6 ¢ 0 6 8 0 0 4 6 06 s s 0 s asesnaes
Conclusion « » o o ¢ & @ ¢ ¢ ¢ ¢ ¢ 6 8 0 6 89 #

1v, INPORT SUBSTITUTION IN THE BEVERAGES AND
TOBACCO PRODUCTS INDUSTRY o » » o o &

.
-
-
-
L
.

The Beverages Nanufacturing Indusizy o« ¢ ¢ ¢ ¢ »
Aerated Water and Cordials o+ ¢ o« ¢ &« ¢ s ¢ ¢ ¢ &
Tobacco Froduots « ¢ «» ¢ o ¢ ¢ o ¢ s s 0 0 0 0 &
Clgarettes o+ o« ¢ o s 2o s s s s 0 s 0 s 0 0 s o0

- il -

"% s 8

L Y

Fage
iv

vii

- dgw

viii

wvimRorReNn -

:D SO O

GEEE ¥ BRERRE B



Chapter Page

Manufactured Tobaoce s o + o & « ¢ s o 5 ¢ 4 o & » 47
Conclusion « « « o o o s o ¢ ¢ s ¢ s 2 0 ¢ s 8 ¢ & 49

Ve IMPORT SUBSTITUTION IN THE CHEMICAL PRODUCTS
MANUFACTURING INDUSTRY o o o o o« o o o s o ¢ o 5 o » 50

Refined Coconut 0il .Q‘..O.‘......

. e @
’m‘t‘,mmmmlvic‘o'ooo.o 53
Soaps, Washing and Cleaning Compounds o+ o « » & 56
Perfumes, Cosmetics and Toilet Preparations .+ « » 60
Medicinal and Pharmacaeutical Preparations « « « « 63
Matches o« ¢ o ¢ ¢ o ¢ o ¢ ¢ 6 o ¢ 5 6 6 s a5 s 0 64
ccnolulicn....-.............q. 61

2

no GONCLUSION.........'........gtu

Some Observations s+ « o o ¢ s ¢ ¢ 2 4 ¢ o 0 ¢ 8 o 69
Some Suggestions . s 5 0 6 0 W b e e e 12
Whtoooooooob-‘\’ﬁ:coooo 77

NNy o i

Appendix ;

1. List of Pioneer Companies in West Malaysia as ‘-

at 315t Octobery 1967 « ¢ o« o o « ¢ ¢« v o & s & & » 81
Ration and EXLOTS. .
11, Investment Incentives Act 1968 -~ Export Incentives . 83
III. Facilities for Industrial Development + « ¢ o + o » o 84
e

- i -



Table
1.1

1.2

2.1

2.3

244

2.5

2.6

3.1

3.2

343,

3.4

3.5
3.6
37
3.8

LIST OF TABLES

Value of Retained Imporis, West Malaysi
Yearly Statistics, 1963~1965 (‘ -1111-:5 soliEe, 5.

Value of Retained Imports as a FPerceat of
Gross Domestic W. 1963, 1964' 19 5 " X Y W

Import Substitution of Consumpbion Goods + « ¢ » &

Import Substitution of Material for Conswaptien ,
Goods for Import of Consuaption Goods ,
‘m‘m’.;.otunggh‘p’{m'&!‘

Substitution of Import of Capital Goods for
Import of Consumption Goods (excluding foed) «

Substitution of Import of Material for Capital
Goods for Import of Capital Goods + « « s o o » «

Import Duty, Import Substitution and Export of
Selected Kanufactured Commodities 1955 and 1962

Selected Beafs Countriess Import Coefficient
1951 and 1959 o % 5 9 » o 5 o s » % 0 s 0.8 s o o

Substitution -1 e % 8 8 8 % 8 " 0 0 8 e

Ioe Gream and Other Dairy Products — Bstablishment
uﬂwlomt.19§9.l9“. ® & 5 s s 0 s s 0 8

fﬁk;“mmmmn%l—&mpim, -
Lﬂfu‘;lmtionl959°l9“.q-.- o8 &N e w

Bisouits Menufacturing Industry - Import Substitution
1959"19“ooooo.coooo-ooc-ouo

Bisouits — Establishment and Employment 1959, 1966.
Bisouits - Consumption Liberaligation 1960 - 1966 .
PPO‘MiOB OfMM. 19‘1"’19‘5 .. oicvq N

Imports of Feed Components for the Period 1958 o 1
MO*M“.t.‘dmm.oo-oooo,?aooo,“

.

- S -

Page

13
15

16

B Yk N ¥ & o5 B



3.9

3.10
3.11
3.12
4.1

4.2
4.3

445

4.6

4.7

4.8
449
4,10

Dal

5e2

543

Se4

545

Projections for Production of Eggs, Fouliry Meat,
Pork and Beefor for the Feriod 1965 ~ 1968,
w.’tla-l”.u ® 5 8 & 8 5 8 & B B 6 kS 8 o8 e s e

Rln*lwtsmtituttm. 1959“'1966 L

Rice -~ Establishment and Employment, 1959, 1966

-
-

°
.

Rice - Consumption Liberalization, 1959 = 1966 .

Beverages Manufacturing Industry = Import
Snbltitution, 1959"1966' 4 0 8 8 0 2 ® s & v 0 e

Beverages — Establishment and Employment, 1959, 1966
Beverages = Consumption Liberalization, 1959 = 1966.

Aersted Water and Cordials -~ Import Substitution,
1957"19“0&"0&00¢'0 TR R EEE

Tobacco Products Manufacturing Industry -—Inpert
Substitution, 1959 = 1966 . . “ .. J"g s e s a0

Tobacco Products -~ Establishment iud Employment,
1859;19“ TR e, e T L A R

Tobaceco FProducts = canlupti.‘a Liberalization,
1959 = 1966 « o o ¢ oo #'a s s 0 0 s 2 8 60050

Cigarettes = Import Substitution, 1957 — 1966 .+ « »
Cigarettes — Consumption Liberalization, 1957 = 1966

Manufactured Tobacco = Import Substitution,
1951-1,“0000000000000000oo.o

Refined Coconut 0il =~ Import Substitution,
1959 = 1966 o« o o o o« o ¢ # 2 2 0 0 s a0 8 - s s »

Refined Coconut Qil = Establishment and Employment,
1959y 1966 & o o o o o o » s o ¢ 6 5 2 0 0 8 08 0

Refined Coconut 0il = Consumption Liberalization,
1959 = 1966 o o o« o s s o s s 0 8 0 0 0 8 0000 s

Paints, Varnishes and Lacquers = Import Substitution,

19”*19“.0ooooooocooocooco..

Paints, Varnishes and Laocquers — Consumption
Liberalisationy 1959 =« 1966 « ¢ « & s o o s ¢ » & &

- Y-

£ € ¥ ¥ & S 282 & 2k iy g

S



Table

546

Se7

548

3+9

5.10

S.11

S.12

5.13

3.14

2415
5.16

317

Soaps, Washing and Cleaning Compounds = Import
Substitution, 1962"19‘661 e 8 s 8 0 0 8 0 8 0 P

Soaps, Washing and Cleaning Compounds -
Establishment and Employment, 1962, 1966 . + « «

Soaps, Washing and Cleaning Compounds =
Consumption Liberalization, 1962 -« 1966 . . .

Perfumes, Cosmeii®s and Toilet Preparations <«

.
L]

I-pmmitufion. 1”9"1,‘6. s s e e s ey

Perfumes, Cosmetics and Toilet Preparations =
Establishment and Employment = 1359, 1966 , .

.
-

Perfumes, Cosmetics and Toilet Prcparutim -
conmption Liberalization, 1959 = 1966 . + .

Medicinal and thmnticﬂ Preparations =
Import Substitution, 1959‘19“0; e & 0 0 4

Medicinal and Pharmacaeutical Preparations =
Establishment and B‘lplmnt. 1”9, 1966 . & o »

Medicinal and Pharmacaeutical Preparations -
Consumption Liberalizmation, 1959 = 1966 « +» « « «

Matches - Import Substitution, 1959 = 1966 + « « »
Matches — Establishment and Employment, 1959, 1966
Matches = Consumption Liberalization, 1960 = 1966.

-
.

Page

31

& &8 &



In the writing of this Exercise, my thanks are due to Dr. Syed
Waseem Ahmad for his most valuable, penetrating and eritical evaluation
of the work and to Enche' Mohd. Zain b. Abd. Majid for his guidance,
particularly in the improvement of the presentation of the mmuu
of\hhlurein.
»ea'), vl
A S

@l

A 57 ’XM “ m
& S
p - h LIy
W 4 Pl

L s TS

i T 5 ¢ s o ol



SYNOFSIS

In chapter 2 a brief theoretical discussion will be undertaken
regarding the pros and cons of import substitution in developing couniries
%0 be followed by a general survey of the recent general tronds and
development of the import substitution process in the developing ECAFE
countries of which West Malaysia is one. In chapter 3 an attempt is made
to analyse within the limitations of available statistical data; the
progress of import substitution in West Malaysia in the food mamufacturing
hﬁum.tohronomwmmmmum products menufacturing

in chapter 4 and the chemical products manufacturing indusiry in
chapier 5. The results of the analysis in these 3 chapters must be
regarded as temtative, partly because of the lack of the necessary
mmmmmmu.mmmmuma
difficulty common %o all those who are making am empirical study on
mcmwmuu.mumw m-
gation is the subject of study. In the concluding chapter a number of
ohmxmmmmm-ntmmmmm
tlmmhrmmmwummm ,
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Even as late as 1957, the mamfacturing industry in West
Malaysia was undeveloped and unprotected from overseas competition, a
classical char-cteristic of a colonial economy. The 1957 Consus of
Population shows that the proportion of the total working population in
mmmulmmms.ifumm.nhm
industry alone it was only 6.4 per cente

The mamufacturing industry in West Halaysia was exposed to
foreign competition, particularly from the advanced western countries.
As such, it is not surprising that import—replacement industries find it
very diffieult to survive in such an wnprotected market. With fow
exceptions those secondary industries which survived are those with
“natural® protection, that is, those associated directly or indirectly
with primary production and trade, where the processing neods $o be
Pﬂo&d:?mhmﬂmm#ﬁ«.m
palm Co

We can say, therefore, that at the time of independence, there
mmuu-mnWhﬂmMuhMm
in the true sense of the word.” This is because import-substituting
industries require protection against foreign competition which was not
provided at that time. It was not until 1958 that the import substitution
programme was given a serious start with the enactment of the Pioneer
muu(mmmxmm}mmhup Import

There are 3 categories of secondary indusiries in West Malaysia
and these aves (i) the primary of agricultural products such
as rubber and off estates; (1i) the manufactures of food
products, beverages, s structural clay produots; and (iii) more

gensus of Povulation, 1957

Zineeluright r.L. Industrislization in Molsyeia, Melbourne,
1965 pe3.

3pne only exoeption is Tobacco Mamufacturing industry which was
protected by an import duty on imported tobacco products.

4processing off estates is, by definition, not included in the
mamafacturing sector. "




capital=intensive operations such as machinery repair, tin cans, machine
parts etcs Most of the industrial firms fall under category (ii)s In
West Malaysia this category of indusiries mugu for about per cent
of the value—added by mfwtm'iac industries.

As pointed out earlier, industrialization in general and import
substitution in particular are relatively mew in West Malaysia. Hence,
there is tremendous scope for further expansion. The potentiality of
import substitution in West Malaysia can be gauged by the amount of
retained imports in the country, Table 1,1 shows that the amount of
retained imports in 1963 was $2,240 million and this increased to $2,445
million in 1965, The most important items were food, manufactured .
consumer goods and machines and transport egquipment as shown in Table l.1
and Table 1,2, The existence of such a substantial market for consumer
and producer goods would provide a viable basis for the establishment of
many indusiries producing import—substituting productse

Objective of Study

. The main objective of this study is to show, within the
availability of comparable statistical data, the progress and extent of
import substitution of a few selected categories of manufacturing
industries in West Malaysia. Such a study is not expected to give a
complete picture of the process of import substitution in West Malaysiae
Nevertheless, it is hoped that such a partial coverage will provide us
with some indications of the progress and extent of import substitution
since its inception in 1958.

Import substitution is a wide-ranging subject covering many
fields of economic activities such as manufacturing, agriculiure and
servicess As such, it would be erroneous to associate import substitution
with manufacturing alone although this is the most likely sector where
import substitution is practised, particularly in underdeveloped countries
which are usually primary producing countries. This study is concerned
solely with the manufacturing sector in West Malaysia in which substantial
import substitution has taken place during the last decade., However, it
is not within the scope of this study to cover all the industries found
in this sector. Only certain industries will be selected for our study
and analysis, These are: (i) the food manufacturing indusiry; (ii) the
tobacco and beverage manufacturing indusiryy (iii) chemical products industry.

- This study covers the period between 1757 and 1966, No effort
is made to go earlier than 1957 mainly because of the inadequacy and
incompleteness of statistical data prior to this dates Import data, even
if available, were at best fragmeniary andinaccurates On the other hand,
data on local production were not available until 1959 when the first
census of manufacturing industry in the States of Malaya was published

s Guide to Investment in Malaysia", prepared by Do Indusirial
menv Ui ) p1_Lon G LNAUSIIY, Pe
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TABLE 1.1

VALUE OF RETAINED IMPORTS, WEST MALAYSIA,
YEARLY STATISTICS, 1063-1965 (8 MILLiow)

rasjsnsnensmeSseassasoRsRRaats. sodsaRes sesssss — - =pn I
’ 1963 1964
Retalned ’!d Metsteed. 120G HEE S
t neta : W
Sections inports | Re-Exports up:',:: “: .::“ laports | Re-Exports | . ':‘ m Total
laporte | Ywports Tuports

- . W V. 3 . =
O | Food | Ge68 | 128 84, 2.1 695.2 1) 4.8 0 20 | oema | s 068 | 2.9
5| e g . e | '
...| Tabasee it § 1.3 60.0 Ly 1| ok | W7 t.’; i 6.6 2.5
2 | Crude Material X 1.4 l 6.3 o i Y
....x-!!!!.‘!!.'s!-.--.-......m" 90.9 20 : 8.0 ; fzm g.s i B ?.lﬂ | 22,4 8.1 m 6.8 v
3| Rineral Fusls 152.7 10.0 142.7 8.4 Wwa | .l LJ u 1 ma 5.4 | 8.8 6.9
A 2&:-”&»%-. n1 0.4 na 0.5 2.4 o | %o | g8 | wa 0.6 w2 | o
- . . o i :b':m
S etety | e 88 LIRS L M2 omel M LRd L pall wma | 3 | s | 83
6 | Nanufactured J 372.2 18, : v M5, e - «
-...| Boods by Natertal - . e A6h7 10.3 ¢ M | 902 16,0 w2 |
| sport Equipnent o - A m ﬂ.l
"'-J'-‘s!!sm.-.--o--"vs ‘5“‘ " ‘&J '!l. .0.
8| Others 8.1 A1 .4 2.2 5.7 B
| Totat 12,568 | 2768 2,201 | 1000 | 2,514 100.0

Source: fssues of Annual Stattstics of External Trade Federation of Halaya,
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TABLE 1.2

VAWE OF RETAINED IWPORTS A8 A PERCENTAGE o

Source: Various Issues of Annual Statistics of External Trade, Faderation of Halayas FIP®t Mlayata Pian 1966-1070, Table 2-3 p. 20,

GROSS DOMESTIC  PRODUCT, 1963, 198%, lggg
o ($ Wi1110n)
P LT P g - RS aw w8 ® L T T T T e TR PP e o e
e - | , 1965 |
| Retained S - P A "
Sections Rotalned | ross | laports | Retained | GOross Retained e Iaports
Dﬂ““. " ] e ¥4 L o ! N m o
imports : asal {aports Uonostie dmports | wal
e | o aw Prodet | Podet | ot
0| Foud 644, 800 8.0 @e.] | 8,80 8.0 w088 | om0 6.6
1| Bovarages and Tobacon 0.0 | a0 oo | % _Jam | er | we | sm 01
2 | Crude Naterial (Fnedible) 2014 8,080 2.5 we.E | e 2.0 1883 9,170 P‘ 18
. it i |
3 Mineral Fuels W27 8,080 1.8 157.2 8,570 1.8 - 168.8 8. 170 1.8
‘ _ i ,
4 | Oils, Vegetable, Antual n.3 8,080 (N3 12,0 8,510 0.1 W2 9,170 0.2
e [~ - -
5 | Manufactured Goods by Naterial 312.2 8,080 Lo 454 8,570, 5.2 A2 9,110 54
s ;
\ ‘3.8 . - & e . '. .
6 | Chenteals L 8,080 2.0 md |80 ;.i 204.5 8,170 | nz
7 | Wachines and Transport Equipnent 42,7 8,040 5.6. 4666 8,570 5.5 520.2 8,170 6.0
8 | Misc. Nanufactured Articles V44,8 8,080 18 146.0 8,50 6.7 1810 9,110 17
8.4 8, ' . : :
o | Others %0 0.8 ws | 8.sn 0.6 4.5 8170 0.5




by the Statistics Department.

In writing this exercise, the writer was confronted with 2
major difficultiess (1) The date and information that were available
were inadequate as well as incomplete. (2) There was a lack of literature
on industrializstion in general and import substitution in particular in
West Nalaysia. Needless to say, these diffioulties would necessarily
limit the scope of analysis of this study.

Hethodology

Much of the information regarding import substitution is
obtained from the Statistics Department, articles and puhn-tm
t0 a smaller extent, from the data obtained from United Nations .
tions, The writer also has interviews with personnel of the various

with the industrialization procramme, such as, the Pederal Industrial

Development Authority (FeIeDed.), the Industrial Developmemt Division,
mnw«m:.&m;;ummm(&h&).
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The term import substitution, however, mmst not be taken in
the literary sense, for to do so would give rise to a false notion of its
dynamic nature. In a dynamic economy, import substitution is a process
which extends beyond the stage of replacing imporis with loeally produnced
m. Certain commercial policies applied systematically in

~help in the process of turning imports (M) o
mm Je mmml-)mmmm
Ultimately the production of consumer goods which was strated with a view
to import substitution may be expected to become so efficient as to be
able to compete successfully in the export market. This is possible,
however, only if the process of import substitution takes place within the
framework of changing conditions existing in the countryes Therefore, the
M =~ D process will in most cases lead to the sequence M - D — X, where
X form the exports. mmm«wmxmumw
be taken as a "once—and~for-all" procedure but rather as a continuous and
dynamic process of indusirial development. :

Definition

v There is no clear-cut definition of the term, “import substitu-
tion", Different definitions have been used by different writers %o serve
~ their own purposes. Fundamentally, it means produeing locally what used
to be imported. R Prebisch defines import substitution as an increase

- -



in the proportion of goods that is supplied from domestic sources and
not necessarily as a reduction in the ratio of imports to total income.’
It should be noted, however, that import substitution can mean not enly
the substitution of home-produced goods for imported goods but also the
substitution of capital goods for consumer goods imports. A.R. Khan
says that in an import-competing industry an increase in domestic output
represents import substitution since in its akeno.! imports wonld have
been necessary to maintain the same availabilities:® But according to
him, this proposition is incorrect. He explains that once production of
& commodity that was formerly imported is undertaken at home, ite
domestic consumption often exceeds what would have been absorbed or
demanded if the commodity had continuwed to be imported. If the commodity
is a consumption good, the effeet of this is to liberalize consumption,
and the contribution to ag regate national saving and the development
effort is consequently diminished. The United Nations Economie Survey
of Asia and the Far Fast (1963) adopted a broad definition. Acco:

to this report, import substitution is said to exist in the case of a
given commodity whenever its domestic production inoreases at a faster
rate than its importation, so that imports l;t(that commodity constitute
lﬂdni%ﬂcmpoﬁimofﬁotohlm domestic production plus
imports).” This definition requires the computation of the share of
production in total supply and the share of imports im total supply. The
former is termed production coefficient and the latter, import coefficient.
The method of computation is as followss ' _

Production ecoefficient = _D _ x 100 where D = Domestic Production

D+ N ¥ = Total Imports
"D + N = Total Supply

There are no firxed oriteria against which import substitution

12, Prebisch "Commercial Folicy in the Underdeveloped Countries®,
American Foonomic Reviews May 1959, ps253«

 Zfhan, A.R. "Import Substitution, Txport Fxpansion and Com=
sumption Liberalizations A Preliminary Report™. The Pakistan Development
Review, Vol. III Noe 2, 1963, ps208.

s 1963,




can be measured. Its measurement is determined partly by the economiec
structures and conditions of a particular country and by the
purpese or purroses for which the messurement is neededs” In a static
eoommrath-mmlnionmdpttmddmmwgn
increase in domestic production will lead to a decrease in importss In
such a case, the measurcment of import substitution would be simple and
straightforward. BSuch a situation certainly does not apply to developing
countries where the population is incoreasing rapidly and govermments are
pursuing development programmes which change the distribution of income
and the character of demand.

Import substitution may be measured by the increase ia the share
of domestic production or the decrease in the share of imporis to total
supply. ®s pointed out earlier, the ratio of domestic production to total
supply is termed production coefficient ond the ratio of imporis $o total
supply is termed import coefficient. According to this measuvre, an
inerease in the production coefficient or a decrease in the import co—
efficient would indicate import substitutions This measure, howevery
may be misleading. For example, a decline in the import coefficient may

be the result of import restrictions or austerity measures, the imposition
of which has produced an artifiecial slackening in the demand for such
imports. In such a case, a deecline in the import eoefficient can take
Place even in a situation where domestic production remains stagnante

On the other hand, an increase in the import coefficient does not necessa-
’nvmtougntln

mponnmxmsm. hsMMW

Eafiest am Ahe mtiehiadty of Akis pattom of inimsugaidoution An the
light of existing economic siructures and conditions prevailing in these

mwmmmmuﬂﬁmM"'m hen
can hardly make generalisations about the merits and demerits of import

43p14, ». 28.
5In fact the volume of imports tend to increase during the
early stoges of industrialization.
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substitution from the experienges of a few countries which have
experimented with industrialization via import substitution. For the
success or failure of a policy of import substitution depends on a number
of factors such as the size of the domestic market, the existence of a
healthy investment climate, the availability of capital, raw materials
and technical know-how, the existence and availability of which varies
between countries,

. In this section, an attempt is made to discuss briefly, on a
theretical basis, some of the major arguments for and
substitution as a vehicle of industrialization, with particular reference
to developing countries. The basic assumption underlying this discussion
is that a policy of import substitution is usually accompanied and supported
by tariff and taxation policies or by direct methods such as Lmp:
restriction and government investment in import~substituiing industries.

Import substitution may be adopted as a strategy of industriali-
gation partly because of the relative scarcity of basic industrial raw

materials, capital, technical know-how and trained and partly
because of the small size of the domestic market, all of which are
typical characteristiocs of developing countriess In the light of these
linitations, import substitution seems to be the easiest way to get
industrialization started, especially if it is directed at the production
of light consumer goodss In the first place, light indusiries require
:chtinh less capital and lesser number of highly skilled er ::s:’

a :

rained manpower, and secondly thqu:mrdaf ready
markets Furthermore, the hveiopnont of these industries may i

induce the development of ancillary industries to serve the origimal
industries, MNuch of the recent econemic history of some rapidly
developing countries can be written in terms of industrialization working
its way backward from the "final touches" stage to domestie production
of intermediate, and finally to that of basic industrial materials.

But a policy of import substitution may invelve the govermment
in a loss of revenue for a number of years or mores This loss of revenue
arises becanse of the necessity to provide tax incentives to mamufacturers,
both foreign and local, to induce them %o invest in manuf , industries.
Revenue is lost th exemption or reduction in import duties certain
items of raw material imports, income tax exemption and loss of import
duties on ftems of imports in order to give protection to domestic
manufactured products. If the country concerned depends to a great extent
on taxation (direct and indirect) for a large part of its then
this would result in a substantial loss of revenue and consequently this
would impair the ability of the government to finance the development and
improvement of the infrastructural and other basic services necessary
for suocessful industrializations On the other hand, 4% can be _
that the losses or gains in government revenue from higher import duties
depend very much on the price elasticity of demand for imported commodities.
If the elasticity of demand for imports is high, then higher import duties
would result in a reduction in revenue. On the other hand, if the price

————

%04, Hizschnen, Sh Stratesy of Eoonceis Develomaanty Now Haven,
Yale University Press, 1958, p.l112,

-’-
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elasticity of demand for imports is low, government revenme may even
increase instead of fall.

Another argument in support of import substitution as a vehiocle
of industrialization is that it would emable the country to save foreign
exchange which would otherwise be spent on imports of consumer goodss
The foreign exchange resources thus saved could then be used to import
capital goods and spare parts which often cannot be produced in the home
country at the initial stages of development but which are essential for
accelerating the rate of industrial growths But, it must also be
realised that a policy of import substitution in turn generates a demand
for imports of fuel and ra w materials by the import substituting
industiries, If the amount of foreign exchange saved by import substituting
industries falls short of the amount required by them for the import of :
fuel and raw materials, a policy of import substitution may add to balance
of payments difficulties which in turn may adversely affeet the industria—
lization process in the country.

In some countries, import substituting industries especially
those of the labour-intensive type are encouraged because they provide A
additional employment opportunities for the rapidly increasing population.
As more and more people are employed, the market for industrial products
would expand and this in turn would stimulate further production and ‘
expansion, In short, the economy would benefit from the "muliiplier effect™
of these industries. On the oth a of protection of import
that would be imcurred by these their infancy,
the cost to consumption in the form £ higher—price import substi
during this period. This may cause a fall in the real income of &
people especially if the higher—price import substitutes are basie
necessitiens

The artificial fostering of import substituting industries may
discourage the development of “export industries" which, for many
developing countries, offer the means to generate faster industrial
growths As protection is a device whieh affects only local market
industries, it $ends to make this kind of industry more profitable than
export industries. Thus; by confining industrial development to the
narrow domestic markets, the pace of industrialization would be gradually
slowed down as these market limits are reached, unless, of course, export
markets can be found for the surpluses that would jnevitably if
the pace of industrialisation is maintained.

Finally, an important effect of import substitution poliey
frequently overlooked or underestimated in economic development planning
and policy is the influence of protection of the domestic market on the
market structure and competitive practices of the protected import—
competing industry. Such protection provides a foundation for the
development of oligopolistic market structures, characterised hy non-
price competition among a small groupe The tendency is reinforced when,
as is frequently the case, protective policies encourage the establishment
in the country of branch plants and subsidiaries of the giant corporations
of the advanced countries, since these corporations characteristically

;
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transplant with them both the technology of production and the marketing
practice of their home countriesy; neither of which is well adapted to the
factor availabilities and market size and standard of living of the
developing countries. The consequences is likely to be both that the
developing country will suffer the “wastes of imperfect gompetition" and
that the protected industries will not become a dynamic source of technical
progress and improving productivity, but instead will play a parasitical
role in relation to the economy at larges

Although it is difficult to say whether, on balance, import
substitution has more advantages than disadvantages or vice mn. it is,
nevertheless, necessary for developing countries to weight the likely
coste and benefits of a poliey of import substitution before acting on
its For their real resources are too limited to allow them %o aet on
policies which might prove disastrous and irreversible as a result of
miscaloulations and misjudgementse

In the previous section, it was pointed m 4that import
gubstitution as a policy of industrialisation has beem adopted by most
developing countries throughout the world. We have also discussed the
major advantages and disadvantages of import substitution as a strategy
of industrialisation with particular reference to developing countries.

In thie section, an attempt will be made to examine the extent’ and
pProgress of import substitution in the developing ECAFE countries i.u order
to add realities to our theoretical discussion on import substitution in
the previous section.

E

Although the chan(.l in the compogition of imports of a particular
country does not measure the extent of impurt substitution as such, it
donhlpto:iﬂul some of the trends of development leading to import

A decrease in the ratioc of final ooumthn goods to wluto
consumption expenditure would indicate, ceteris paribus, the
consumption goods industries. Table 2.1 shows the ratio of

ﬂulmtmmtowm“tooo on
developing ECAFE mmwm«um
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TABLE 2.1
IMPORT SUBSTITUTION OF CONSUMPTION @OODS

i Ratie of Inport of Pinal Oenswmpbion .
Goods to Private Consumption Expenditure
Country ] , ' | W ¢
195354 | 196061 | - (2)=(a) |~ Fgr Cent

(1) (2) (3) (4’
Burma ! 1‘.0 11.0 "5;0 u
Geylon . 28,0 23,0 =50 |'/ 18
China (Taiwan) 4.9 45 -Oud o 1N B
South Korea 2.7 ¥ 1.0 N
India v 2.7 2.2 |, =0.5 19
Philippines 6.6 3.2 | =344 52
Thailand 10.3 9e8 =05 4
Average of 7 ; '
“mlﬁping 4.8 T A8 ~1.0 21
ECAFL countries

Sources United Natioms Foonomie Survey of Asia and the Far
Zast 1963, pe3l L & : %4

»

It has been stated earlier that a change in the composition of
imports may show trends leading to import substitution. Table 2.2 shows
how import of material for consumption goods has been substituted for
import of final consumption goods. With the exception of Cambodia, Laos,
Sabah and Sarawek, all the countries showed positive percentage changes
in the ratio of import of material for consumption goods to import of
consumption goods during the period 195354 to 196162, This vould be
due to 3 possibilities, PFirst, it could be that import of material for
consumption goods increases e the import of comsumption goods remains
constanty second, it conld mean that the import of material for consump—
tion goods increases while the import of consumption goods declines and,
third, i¥ ecould be that both import of material for consumption goods
and the import of consumption goods increase, with the former
at a faster rate than the latter. With the exception of Burma, India,
Philippines and South Vietnam, all the countries showed inereases in
the import of material for consumption goods as well as the import

on goods. For these countries, the third posmsibility is true.
the case of Burma, India, the Phillppines and South Vietnam, the
nd possibility is true as is indicated in column (4) and (5).
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TABLE 2.2

g < 0

Ratio v!' tmﬂ of Haterial

‘ --mtm-.'mnwna- ».n-..-

SUBSTITUTION OF WMPORT OF RATERIAL FOR CONSUNPTION GOODS
FOR WPURT OF CONSUNPTION GO0DS (EGLUDING FUOR)

ok

available,

-.13—

Annual Gmd Rate of
for Consumption Goods to
ket §f Cosiiiion besls Mnm:m
| hor aak Woot Baterfal nm of |
105k | 10008 | "L | for Consuption mmm | (9(5)
o m @ | @ O (:} LIS
Burna 8 | om| en 08 -0 A
Canbodia 0" " - 18 2.8 1780 | <32
Goylon 41 85 » 50 o b 1l one Kb . 61
Ching (Tavan) 37k 660 o 7 2000 S | e 82
India 178 426 +138 +QFo o o b6 +10.8
Indonesta ® o | .8 ol 223 | +58
Korea, South an 85 225 a3 . b2 +16.1
Laos : 1 o 26 - 18 147 T | -0
Sh; 64 0 | ” &, .85 + 2.6 + 5.9
Sabah WL . 3.8 6.6 | -28
Sarawak @4 395 -3 -3.0 ' 3 SUEE «u
 Pakistan [ . 2 2.3 + 5.8 s 67
Philippines % | s 352 B2 A +18.3
Thailand 2 [ « 80 MR + 3.7 o 1.9
South Vietnas a* | owm 2 « 1.0 128 19,8
il L. ) oo feeten koot 4ne L R
Source: As per Table 2.1,
1955
Y961
CExcluding Canbodia, Laos and South Vietnaa, for which statistics for 1953-54 are not



In general, an increase in the ratio of import of material for
consumption goods to import of consumption goods indicate, especially in
countries where domestic production of material for consumption goods
inadequate, a more developed consumption goods mamufacturing industry.
The negative ratio for Cambodia, Laos, Sabah and Sarawak, therefore, is
a reflection of the narrow dbase of mamufacturing industry in these
countries. For the developing ECAFE countries as a whole, the ratio of
import of material for comsumption goods to ;7part of , 1 goods
increased by 58 per cent over the period 1953/54-1961/62, (See Table
2,2). This is due to the fact that import of material for consumption
goods increased at a faster rate than import of consumption goods. The
annual compound rate of change at constant prices of import of material
for consumption goods was +7.5 while that of import of consumption goods
was +l.4s Needless to say, the economic conditions prevailing in the
base period 1953-54 must be taken into consideration in coming to any
definite conclusions This is because if the base year is an sbnormal
{;:r. as in the case of certain countries (e.g« Malaya and Simgapore),
per cent change would be inflated or deflated as the case may bes

For most developing countries in the ECAFE regiony import
substitution has been directed mainly at the mamufacture of light
sonsumer goods, while capital goods which camnot be produced at home or
which gan be produced only at higher cost are imported. Since these
countries depend mainly on imports for the supply of capital goods,
additional evidence of import substitution may be deduced from the
substitution of imports of capital goods for the imports of consumption
go0ds. As indicated in Table 2.3, all countries except Laos showed such
substitution, indicating the progress of industrial development. The
anmual compound rate of change at constant prices in the import of
¢apital goods increases for all developing ECAFE gountries, while that
of import of consumption goods also increases except for Burma, India,
the Philippines and South Vietnam. The increase in the ratio of espital
goods %o import of consumption goods for all developing ECAFE oountries,
except Burma, the Philippines, India and South
1953-54 to 1961-62, therefore, means that the import of capital goods

at a faster rate than import of consumption over the
period covered, as is indicated in colum (4) and (5) x Table 2.3,
Countries with a high rate of substitution and high ratios of capital
goods imports to consumption good imports include I dia, the Philippines
and South Vietnam. For Malaya and Singapore, the ratio of import of
eapital goods to import of consumption goods increased by 78 per cent
over the same periods This inerease, however, can be inflated due to
the conditions prevailing in the 195354 period.d

. Another indication of industrial development in the developing
ECAFE countries is the substitution of the impert of material for capital
goods for imported capital goods. Table 244 shows the substitution of
import of material for capital goods for import of capital goods in the

8nited Nations Boonomic Survey for Asia and the Par Gasty

19‘3' Pel32s

’m- is a depression period for West Malaysia.
s u -
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TABLE 23

SUBSTITUTION OF IWPORT OF CAPITAL 600DS FOR ,INPORT
OF CONSUMPTION GUGDS (EXCLUDING- FOOD

e i B Y § ) YR s e
LTS PR m:mmmum
Goods to Import
Consumption Goods ok Langtont frjocs
1953-50 | 1961-82 | Per Cont nport
s | [ | 0 | cth | (B8
m | @ (3 el SR

‘, ». LA g
Buraa & 138 o121 . 67 =3 | 08
Quh‘h 1" 83 +152 e . t «18.2
Ceylon 7 114] o« ¥ 5 AR /Y m . 5.0
China (Taluan) b 507 o120 +24.8 12,5 o123
India 181 766 #3273 om - Q.. ouﬂ
Indonesia % ne® 8 o 8. . 23 . 2.9
South Korea % 29 o2 #18.2 o 12 +16.0
Lass n % - . 1,0 1.7 10,1
;"”h”.:‘ 45 80 3 bt 10,1 + 2.8 . ?,l
Sabah 80 | N +10.2 +16.6 + 2.8
Saravek 65 ::u ) . 26 + 58 9!.1 31
Pakistan me (] Cws | R I
Philippines no| W o528 0.5 ad | e
Thatland 80 | e . R . 8.4 »!.1 o b1
South Vieinas ' oo o g |z | e
""" e 88 18 flﬂ A8 o!.& Jl'.ﬁ
Source: AnpenTable2il: Pt

#1955

1961

“Excluding Canbodia, Leos and South Vietnss, for which statistics for 195-54 are not
aval lable, ' < ' o Y pe 0l



SUBSTITUTION OF IMPORT OF WATERIAL FOR CAPITAL GOOES

TABE 2.4

FOR INPORT OF CAPATAL G00IS

|sem e ows o an -
" Ratlo of tuport of Raterial mtciuumdc
hange
for Capital Boods to laport
" of Capttal Goode i
Yaport of taport of #
105456 | 190102 | Peramt | ool iea |
| it ac:x:z . w -8
m | @ | @ (4) Wtsm
traa @ |2 8 3 a1 | A7
Cambedia 56° % » & 022.5 h m + 0.3
Ceylon 7 ") -3 .24 * 7.4 - 50
China (Taivan) 2 2 -8 -~ S B % R S
India 3 1 -5 e hd o3 - 2.0
Iadencsta z W -36 08 | e82 | 80
South Korea @ 51 % BT ez .23
Leos w | @ E I +6 | T
- b i | ] A [ | e
Sabsh 2 | 2| = RY) ez | ez
Saravak » n | W o 07 .58 o %8
Pakistan .| B -3 o138 'D«. :gu
Philipptoes R - L T R R
Thailand 8 2 8 * 85 .84 « L1
South Vistoan W » -29 o84 v1g - 0.0
Merage of ECAFE + o 2 » + 5.8 My | -5
Source: A por Table 2.1
185 |
b1 _
Stxeluding Canbodia, Laos and South Vitenas, for which etatistics for 198-5¢ are net

aval lable,
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developing ECAFE countries. The ratios given in the table must, however,
be examined in the light of the nature of the requirements for capital
goods and the development of the capital goods industries. Thus, while
the high rate of increase in the rt of ital goods and material for
capital goods Jeolumns (4) and (5)/ in China (Taiwen), India, South
Korea and Pakistan was for industrial development purposes, the greater
rate of inerease in of material for capital goods over that of
import of capital goods /see column (4) and ( in Burma, ‘
Laos, Sarawak and Thailand was due to the nature of investments in
countries and not the result of the development of capital goods
industries. As can be seen from the table, almost all the developing
ECAFE countries showed a relatively high rate of increase in the import
of capital goodss This is an indication that the capital goods industries
in these countries are still in their infancy. Even though the import
of materials for capital goods increases at a high rate, it can hardly be
expected that thie will provide complete substitution for the import of
capital goods for many more years to come.

Table 2.5 summariges the progress of import substitution in
some of the ECAFE countries with reference to selected commodities. I%
can be seen that import substitution is concentrated mainly in consumer
goods with the exception of cement which is produced by every country.
Among the countries listed, the Philippines and Seuth Korea show
relatively rapid prosress as well as a wider base in their import
substitution programmes. Both countries show positive increases in the
Percentage of production to total npp‘l: for ,
By 1962, the Philippines could supply 60 per ;
11 of the 13 commodities listed, and, for South Korea 7 of the 9
commodities listed. However, only South Korea énd Thailand have reached
the stage where import substitutes could be exported. For Korea,
15 per gent of the cotton fabrics and 23 per cent of steel plated and

cent of the sugar produced were mﬁd 1962,

In conclusion we may say that the progress and extent of import
substitution in the developing ECAFE countries over the perioed 195354
1961~62 had not beem very significant. While considerable
made in the substitution of consumption goods, the import of final
consumption goods still continued. For some countries such as China
(NM). Sabah and Sarawak, the rate of increase of consumer goods was
over 12 per cemt per annum, This mean that loeal production has not
increased fast enough to meet the inerease in demand as a result of
increases in population and per capita income. In addit o this, the
import of material for consumption goods industries for o
developing ECAFE countries also increased at a relatively rapid rate
during the period covered. This could be the result of a lack of local
industries producing such materials and therefore imports have to be
relied uwpon. It is likely, therefore, that, as the consumption goods
manufacturing industries in these countries become more and more developed,
dependence on imports of material for consumption goods industries is
expected to incorease. As for capital goods, substitution has been
negligible for most ECAFE countries and is 1 to remain so in view of
the lack of technical know-how, shortage of capital and trained manpower
and the relatively small size of the domestic market.
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IMPORT DUTY,

TABLE 2.5

IMPORT SUBSTITUTION AND EXPORT OF SELECTED

MANUFACTURED COMMODITIES 1955 AND 1962
P ,.::_-::::::-_—;g;::v_:mz::a::n::ﬁmﬂ#::zzzz::===:1 ErmansrErzEREasrarsReesssRne, lunznmmw
Inpor’t‘) Production as Percent Percent of Increase FExport as Percent
Country and Commodity duty of Total Supply 5 . , of Production
(Percentage) | 1955 | 1962 1955-1962"°| Production | Import Supp) 1955 1962
Bunac)
ugar 29 b5 72 27 238 9 us “ &
Cotton Yarn Eg 28 g; 1Z %27; 77 g L - -
G ‘ : » - - -
— 10 | 28] -17 - | s p h:
Indonesia : v >
) 96 oL - 12 -‘
Gasoline® 50 - 12 o 76 58
C:::ntn 50 30 8o 50 248 .?R ‘e - -

South Korea . :
Fertilizers (urea) 10 o 50 20 - 1,354 3,555 - -
Rubber tyres 60 55 100 72 fza 950 | 46,950 - -
Newsprint 30 18 oh 38 p SN - 9 6 - -
Printing paper 30-50 5% 90 8 503 - 30 :x - -
Kraft paper 20 90 7,972 ‘- 2l - -
Cotton yarn and thread ko 97 100 (3) o8 - 99 8 < =
Cotton fabrics 70 lsg lgg ,‘; 71 -100 L8 - 15
Cement 15 ¢ 6 1,304 118 yzy - -
Steel plates & sheets 80 - 1 1 9,353 - 81 - e 23

(uncoated)

West Malaysia 5
Cement 10 W) 62 18 200 k2 11 2 1

Phil e) ; '

Hippes e 10,25 43 | 8 39 132 % # i i
Distilled Fuel 0il 10.25 23 76 53 193 - 72 -12 & -
Fertilisers® . 5 3 38 4 136 7l ok - -
Automobile Tyres 60 67 98 3 183 - 8 ol . -
Paper, Vriting 50 92 29 ? 2 - 87 o % » -

Kraft 25-40 - 60 68 - - 36 " B
Cotton Yarn 35 15 97 82 3,111 i Q 301 . -
Cotton Fabries 10-25 by 67 20 1,246 473 835 - -
Cement 88 88 29 n 128 - 8 103 - -
Tin Cens 10 85 100 15 85 -97 98 - -
Air Conditioners 70 72 97 25 283 - 65 185 » -
Refrigerators ho-120 58 97 39 k19 - 79 208 F -

)

Thailand® y
Sugar 72 81 100 10 177 W
Paper : oW 8 9y e mhL _lg. : ‘g,, ,_,.,_: : ;
Gunny Bags 27.5 18 26 8 | 204 87 108 7 -
Cement 3 ok 97 L B 143 35 137 3 19

Source: United Nations, Economie Survey of Asia and the Far East, 1063, Ppbl-d3,

) Rates f rt
3 (e et ) In
¢
d; Figures refer to
e) Figures refer to
£) Figures refer to
g) Figures refer to

duties:

Statistics refer to 1955 and 1961,

and 1961,

1955
B
1956 and 1962,

Burma 19603 Indonesia 1961; West lth:lh 1962
indicate increase or decrease less than 0,5 :

Philippines 1957; Thailand 1961,



On the whole, we can say that import substitution in most of
the developing ECAFE countries has not achieved very significant progress
during the period 1953~54 to 1961~62. Whatever progress had been achieved,
it was at best limited to the consumer goods industries. If industrializa—
tion for these countries is to have any meaning at all, they must be able
- %0 substitute not only for consumer goods but also intermediate and
capital goods as well. They must also look beyond the stage of producing
merely for the domestic market to a stage of production for export. A
great virtue of export manufacturing is that the world offers a market
of vast size for ;}moct any kind of production that is competitive in
price and quplity.

It is high time that policy-makers of developing ECAFE
countries ponder the economic feasibility of import substitution on the
basis of narrow national markeis. For empirical evidence has shown that
only in countries with relatively large domestic markets can the process
of hlport substitution in aggregate terms be carried out to an appreciable
extent,ll (See Table 2.6) ,

10,0, Bryece, nmmmmmmmm.

New York, 1965; peT0s
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TABLE 2.6

SELECTED ECAFE COUNTRIESs
IMPORT COEFFICIENT® 1951 AND 1959

S
ot My | o | totaeport | total v
Over 15,000 India® 845 649
Indonesia® 542 2.6
3,000 - 6,000 Philippines 13.2 TN
South Korea 9.4% p. A 1046
1,000 - 3,000 Thailand 132 N\’ 18.3
China (Taiwan) 15.6 S ) ]
Burma .}!8;5 L _An)

‘mmuofmmam«mmam¢
”l..-u-.a by p'on dsnestis produst of Market peiees &x 19994

m-mm.mnm»m domestic
Dmdnctatfutcmththom«mnﬂdWMmhm
uuotxn‘uutu
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CHAPTER III

IMPORT SUBSTITUTION IN
THE FOOD MANUFACTURING INDUSTRY
IN WEST MALAYSIA

Introduction

In this chapter, an examination is made of the progress and
extent of import substitution in selected manufactured products classified
under the broad category, the food mamufacturing industry in West Malaysia.
m»msmlmmmmmmmmm
animal feeds ond rice.

num-efmlr-hotm-cbm-tumwmm
chapters is limited by the following factorss -

(1) muamatmﬂammmw
content” of the manufactured commodities; this excludes
the poesibility of showing the extent of substitution of
local raw materials for imported materialsj

(i4) a dearth of inforamtion regarding the proportien
of production that is being exported;

(4i1) m.rmmmmmmmm
m-ofWﬂthM;:ﬁm;

(iv) for wost. of the commodities under study, the
import and export figures are given in terms of value
with the vesult that price influences cannot be
eliminated. We have therefore to assume constant

a Mm

(v) mum-mmwmmm.mm
do not cover all the manufacturing units in West Malaysia,
the output figures are underestimated.

Because of all these statistical limitations, no attempt has been made
at refined analysis. COonsequently, the conclusions drawn from the

analysis of the various commodities would be nothing more than a rough'
indication of the general trend of import substituion in West Malaysia.

It must also be noted that because the statistics given by the

Statistics Department does not distinguish between “gross" exports and
"net" exports, we shall assume that the export figures given include re~
exports.

-nu



dce Croam and Other Dairy Products
Jdmport Subsiitution 1959-66

The extent of import substitution in this industry is shown in
Table 3.1s Figures on produetion and importe show that in absolute terms,
both domestic production and imports of ice eream and dairy products have
increased during the period 1959~66« Domestic production increased from
$3.9 million in 1959 to $62.5 million in 1966, while imports increased
from $64.7 million in 1959 to $83.8 million in 1966. Although imports
have inereased in absolute terms, this does not indicate negative import
- substitution. If the import coefficient is examined, we find that the
relative share of imports in total supply has in fact decreased from
9442 per cent in 1959 to 57«3 per cent in 1966. This is a good example
of a case where both import substitution and increased imports have
occurred simultaneously. .

The share of production in total supply on the other hand

increased from a mere 5.8 per cemt in 1959 to 42.7 per cemt in 1966.
This rapid incresse was made possible by the cstablishmemt of 3 new ,
plants producing sweetened gondensed milk during the peried 1961-64.
If these plants were to expand their product limes to include unsweetened
or evaporated milk, milk powder and butter; it could be expected that the
volume of imports of dairy products would be reduced considerably in the
foreseeable future, N

Zstablishment and Buployment

In 1959 there were 33 establishment in the industry employing
a total of 360 employees, an average of 12 employees per establishment.
As the dairy produets factories were not established mt; 1961, all of
these establishments were ice cream factories. The small number of
employees per establishment indicates not the capital-intensive nature of
these establishments but rather their small=-scale operations As a matter

employing 1,014 employees while the average number of employees per
establishment inoreased slightly o 15. However this does not mean that
all the establishments are small size establishments. As pointed out
earlier, three new modern sweetened condensed milk plants were smet up hy
foreign manufacturers since 1961, These are relatively large scale planis
using the most modern machinery and equipment amnd employing on the average
over 100 employees each. Incidentally these 3 plants are respomnsible for
the greater part of the inerease in production in value terms in the
industry for the period 1961-66. '

2) Food Specialties (M) Ltd.

Trhese 3 plants ares ﬁ Premier Milk (M) Ltds
3) Pacific Nilk Industries (M) Ltd.

nuu



TABLE 3.1,

$CE CREAN AND OTWER DAIRY PRODUCTS

VNPORT SUBSTATUTION (1950-1966)

i , - _SERRY B /81 A e 20

we | T | | MY | ot | e | i | S| ot
o (Percontace) 11,000 1,000

we | e | am %77 68 w2 .| 2m 1,518 @,25

| Fras

1960 um | sz s 5.8 L a1 8,102
1961 L8 | 75,3 X LERR 0 2,381 1,800 228
we | wam | @ wssm we ) s 5,008 190 84,287
we | 2% 81,050 103,608 TN 7.2 5,882 240 10,705
we | 2a@ | eae | omom | oA 754 8,3 wn | wem
wes | e | e uz8 t © e 0.4 2, 1,45 T
o | ez | s TR T | 5.3 21,508 1,488 131,860

‘ - e
Source: Coapiled from "Survey of Hamdectoring Industries® and *Extornal

Trade Statistics of West Halaysia®.



TABLE 3.2
ICE CREAM AND OTHER DAIRY PRODUCTS
ESTABLISHMINT AND EMPLOVMINT, 1959, 1966

“---ﬂr o
Average Number
Number of Number of
Year Betabl ishments - Yaployees me Per
1959 33 360 12
1966 69 1,04 15

Source: Survey of Manufacturing Industries, West Malaysia,
1959, 1966, (Table 1).

The major raw materials used by the ice cream and other dairy
products industry are milk powder, anhydrous fat, sugar and liquid milk,
in that order of importance, Unfortunately has to depend

the

on import for the bulk of these mate '!hopelli 1y of loeal
substitution of these materials (except sugar) is very remote because of
the absence of a developed dairy cattle industry in the country. The only
item which can be substituted is sugar. uthough the :

refined sugar still leaves much to be desired, it can be expected that
more and more loecal mwu!&\o used by the industiry in the foreseeable
future as their quality and as the govermnment imposes greater
quota restrictions on imported sugar to protect the local sugar industry.
According to a Tariff Advisory Board Publication, about §5 million to
$6 million of foroicn‘nhawwnuh saved a year if all the sugar
requirements of the 1!! and dairy products industry were obtained
from domestic sources,“ This sum mmumwa

All the ice cream and the bulk of the sweetened condensed milk
are sold on the domestic market. As shown in Table 3.1,domestic consump-
tion has almost doubled over the perioed 1959=66. Although the milk
industry produces mainly for the domestic market it has also been actively
seeking foreign market for its products. The effort at export expansion,
however, was not very successful with the result that the export markets
have been limited to Indonesia, Bast Malaysia and Thailand. Exports to

250 "0ral and Written Bvidences on Milk™ published by
IThe Tariff Advisory Board.

u“-



Singapore was made impossible in 1965 when the Singapore government
imposed a protective tariff on imported sweetened condensed milk. A¢
present about 8 per cent of the total output of sweetened condensed milk

are exported — mainly to East Malaysia.

One of the main problems facing the milk industry is foreign
competition, a problem common to other industries in West Malaysia as
well, This is because the domestic market is not particularly protected
from foreign competition in view of the relatively low import duty on
imported sweetened condensed milk of $4 per 100 pounds.3 Because of
greater volume of production, foreign manufscturers have been able to sell
their products at about the same price as similar local products despite
the import duty. Besides this, the foreign manufacturer also has the
added advantage of an established market reinforeed by the high degree
of brand consciousness among local consumers. In view of these wn—
favourable factors, greater protection would have to be given %o local
producers if excess capacity were to be avoided. S 4%

Since the bulk of the products of the ice oream and dairy
products industry are sold within the domestic marke$, it would be
interesting to know whether there has beem any tion of

consumption of these commoditiess According to A.R. Khan, if in the
process of import substitution the output of a consumption commodity
becomes so great mt%nd'mmp%muuuoded.mm:w
that domestic consumption of this commodity has been liberalizeds

TABLE 3.3
ICE CREAM AND 'DAIRY PRODUCTS
CONSUMPFION LIBERALIZATION 195966

M Per Capita ($) rrm”
1959 | 1960 |1961 | 1962 | 1963 | 1964 | 1965 | 1966 |  1959-66
9487 u.as'rio.q 11.25| 13.20] 13.65] 14.31| 15,67 12451

Source: Computed by author from data given in Table 3.1




As shown in Table 3.3 the consumption per capita has shown an
inoreasing tremd, rising from $9.87 in 1959 to $15.67 in 1966. This is
a very strong indication of gonsumption liberalisation. That consumption
liberalization has taken place can also be seen hy comparing the average
annual consumption per capita of $12,51 with the consumption per capita
in the base year 1959 of $9.87.

Biscuits
Inport Substitution 1959-66

The biscuit manufacturing industry in West Malaysia is a
relatively matured industry, as a glance at Table 3.4 will shows Bven as
early as 1959 domestic production accounted for 75 per cent of the total
supply. The industry seems to have reached its maturity by 1962, though,
in absolute terms production has continued to inereases In 1959 domestic
production amounted to $15.9 million and this increased to $32:2 million
in 1966, an inerease of 108 per cent over the 8 year peried (or an
average inereage of 12,5 per cent per annums On the other hand, the
total value of imports dropped only slightly from $5.3 million in 1959 to
$4 million in 1966« For the period 1962-66, however, imports had remained
at about the same level, This ism an indication thet the industry has
reached its maturity although imports still eomstitute about 10 per cent
of the total supply. Incidentally these imports consist mainly of high
quality biscuits which are consumed only in small quantities and largely
by the higher income group. ' .

f

As shown in Table 3.5 there were 80 establishments in West
Molaysia in 1959 employing a total of 1;209 employees, an average number
of 15 employees per establishment. By 1966 the number increased to 168
establishments and 2,287 efmployees, while the average number of employees
per establishment decreased to 14. As most of the establishments are
small-scale factories it is not surprising that the number of people
- employed in each establishment is smalle. In the majority of cases,the
method of production is labour intensive rather than capital intensive as
the figures would us believed. Because of each unit's small productive
capacity comparison with total demand, it has taken the biscuit industry
much longer for full import substitution to be achieved than weuld be the
case if the unit's capacity is large in relation to demand,
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The major raw materials used by the biscuit manufacturing
industry includes flour, fats, sugar and flavouring chemicals, most of
which are imported from abroad. However,with the establishment of local
industries producing flour, sugar and flavouring chemicals,there has been
a gradual substitution of these local materials. Unfortunately, the rate
of substitution of local raw materials for imported materials has not been
very rapid because of 3 main reasonse (1) The prices of these local
materials are relatively higher than similar imported materialss (2) The
quality of local materials is very much inferior to those imported from

-
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m—-w—-———#r : e 1 --;_ qreesesnsantasacciahanesasan et
&M 14 1 (Porcentage) |  (Percentage) £1,000 §1,000
1950 15,996 ﬁ Wr '7 21,318 751 M (%4 - »
we | wse oz 2,08 L8] s 518 s 21,50
1961 ’.’“ 4,464 23,4825 : 80.9 19.1 | 5,726 1,358 2,060
ez 24,586 3,021 n.m 86,3 EJ‘ 6,352 1,652 26,865
196 28,807 . l.m : w , “ 6.8 6,779 2,068 32,558
1964 30,872 3,08 1% ¥ Ry na 6,89 1,474 T
ws | mee | 3. CXL SRR A 21 6,520 L | naw
we | 3200 (X3 maz ) w na 7,506 2 | B

TABLE 3.4

~ BISCUIT MANOFACTURING IROUSTRY
IRPORT  SUBSTITUTION 1950-1966

4 — A e 2 i .i’v ! Rcae—— 2L 2
Source: Compiled frem “Survey of Nanufacturing Indusivies; Vost Malaysta® and “External Trade Statistics, West Malaysta®s
| \ '
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TABLE 3.5
BISCUITS
ESTABLISHMZNT AND MMPLOYMANT, 1959, 1966

Number of Number of Average Number
Your Establishment Employees ‘; m. f} WI I ml
1959 80 1,209 15
1966 168 2,287 - 14

Sourcet Survey of Manufacturing Industries, West l-l:;na.
1959, 1966 (Table 1)« PP

ebroads (3) The existence of a strong prejudice against the locally
produced materialse. Nonetheless, the rate of substitution of local raw
materials particularly flour and sugar is expeoted to increase substantially
in the foreseeable fture in view of the fact that the government is going
to impose greater guota restrictions on the import of these 2 commodities.

Y

" Phe biscuit manufacturing indusiry is essentially a domestic~
market~oriented industry. Domestic consumption of biscuits inecreased
from $21.5 million in 1959 to ab $34 million in 1966, However, for
the period 196466 eonsumption has been stagnant. As pointed out earlier,
the biscuit industry has already reached its maturity by 1962 and since
then the industry has bécome export oriented, a natural development of
the process of import substitution. The export performance of the indv
during the period covered, however, has not been very encouraging either,
as a glance at Table 3.6 will show. In 1960 the value of exports was a
mere $0.9 million. It increased only slightly to $2.3 million in 1966.
The drop in exports in 1964 and 1965 was the result of Indonesian com—
frontation Malaysia which started in late 1963. Throughout the
peried 19 less than 5 per cent of the total domestic production
were exported, partly becamse of the lack of export promotional efforts
on the part of local producers (the majority of whom were comtented with
b oo B R Rt R ol i ekl ® o Ry
of bisonits is re ey as
countries have their own biscuit manufacturing industries which are
usually protected. Unless an effort to e the quality and price of
local biscuits, to amalgamate the small wnits into ts s0 as
%0 give them economies of scale and an aggressive po of export
promotion is made, the proportion of exports to total production would
remain at a low level. ‘
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For the period 1960~66 there has been a distinet increase in the
per capita consumption of biscuits. Per capita consumption of biscuits
increased from $3.06 in 1960 to $4.03 in 1966s The average annual
consumption per capita for the period 1957-66 also show an increase over
the base year 1960. We can therefore conclude that consumption of
biscuits has been liberalized. In this case consumption liberalization
is an indication of existence of market limits which we have noted earlier.

TABLE 346
BISCUITS
CONSUMPTION LIBERALIZATION 1960~66

genags Annual
Consumption Per Capita ($) Consumption
| _Per Capita ($)
1960 | 1961 JF 1962 GL 1963 | 1964 1960-66
3.06 3.04 3458 422 4420 - 370

Sources Computed by author from data given in Table 3u4

mmwmmﬂmmrynwmuma
Oon-htu! to the growth of the livestock and poultry industry in the
eountry, Under the agriculturel diversification programme, the need to
develop a sownd livestoek industry was emphasised in order to meet the
growing dietary needs of the country's expanding population. As a result,
& number of “pioneer™ were established since 1959 in response to
mmmar rmwwmummm




and are produced by the biggerfeedmills but exeluding the smaller feed~
mills which produced just a few thousand bags. Thus we can see that there
has been a substantial growth in the animal feeds industry.

TABLE 3.7
PRODUCTION OF ANIMAL FEEDS, 1961=65

Year Quantity (Tons) vnm‘(u,;eo)
1961 74266 2,089
1962 26,688 : 7,861
1963 68,947 ; 19,841
1964 794557 23,664
1965 103,844 33,375

Sources Veterinary Division, Ministry of Agriculture
and Co-operative

|

The availability of raw materials (feed components) is very
important to the feedmilling industry. In West Malaysia the industry has
to depend on imports for the supplies of most of its raw material
ments mainly because the country does not produce sufficient quantities
of feed componentsy Consequently considerable amount of feed components
of various have to be imported annually from abroad. The quantities
of feed components imported andtheir values are shown in Table 3.8, It
shows that in 1958 West Malaysia imported about 106‘,00;0 tons of feed
components. This figure gradually increased to 210,000 tons in 1962

000 tons in 1963. But since then, in 1965, it has been reduced
186,000 tonss There has, therefore, been a drop of about 55,000
tons between the period 1963-65. This drop in the imports of feed
Component was not due to a slack in demand or imposition of import duties
but to substitution of local feed compoments. It was during this period
that 2 flour mills were established in West Malaysia whose by-products,
wheat bran pollards were used to substitute similer imported feed

7 The other feed components available locally is rice bran,

& by-product of local paddy mills.

Regrettably, the use of local feed components like wheat bran,
pollards and rice bran has not been very substantial during the period
covered, There are 2 main reasons for this. (1) The quality of local

Sfhese 2 local flour mills arves (1) The Malayan Flour Mills
(M) Ltds and (2) The Pederal Flour Mills Ltds

-”-
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TABLE 3.8

mmormmmwmmmnxmmnshmmmmwnun

I T s == , e s g s e s g e o o S 2 e S S O S [ S S P S S e e e 20 R 20 S ORS
1958 1959 1960 1961 1962 1963 1964 |
Comodity |wdl & : o : - b I r ' B -
1 38 s (sl laeld baeld ol d ol et
= & - &8 & g & > 8 & é g g - g g 24 g 2 g > &
+ f T
Rice Bran Ton| 12,221 2,499.0 21,198| 4,004,0| 13,910| 2,75.4| o9 ogo| 3 gu1.1| 18,639 | 3,412.0 | 29,364 | 5,263.8| 38,955 | 6,738.2 | 50,502 | 6,377.6
Other Bram | 12,9m| 3,959.3| 20,033 5.392.4 | 17,986 | 4,90%1| 19 630| s.362.0| 26,368 | 6,218.1 | 31,825 | 7,822.0] 19,015 | 3,652.5 11,698 | 3,469.4
Maize " | 18,636] 3,504.0f 25,268] 4,520.3| 32,576 | 5:M3.7| 34,408 6,679.9| 64,094 |12,848.6 | 72,069 |14,328,9| sh,727 |11,056.8 | 20,760 | 5,135.6
Cocomut Cake | " | 26,999| 5,893.7| 26,852| 6,981.8| 26,558| 6.2 | 28,014 | 5,973.2| 28,224 | 5,875.2 | 19,588 | 4,548.6| 13,786 | 3,297.0 | 11,698 | 3,089.6
- o " | 6.535| 1.610.0| b,5oh| 122341 4,783| 132%.2| b,80s| 1.33.2| 7,677| 2.064.6| 9,966 | 2,723.5| 10,58 | 2,8%6.5 | 11,068 | 3,498.6
Pram Dust "| 5.2 13401} 5,300 1,263.4| 4,866| 1,275 s5.538| 31500.9] 7,252| 2,385.4| 4,698| 1,797.2| 3,062 | 1,289 1,008| 313.2
Fish Meal : : ~
g::pt prawn | " 28|  140.7 524 2313 972|  %5.0| 1,300 437.8] 1,9%0] 8ow.8] 7,393 2,843.9| 6,470 | 2,719.7 | 6,000 | 3,119.6
g 5 i g - - 21,334 2.175.7| 16,5%0| 1,742.6| 8462 1,263.7| 13,565 | 1,608.2 120,683 | 1,79.2 | 11,000 | 2,092.8
Skim Milk - - - v S €47 486 995 M1.9| 1.662| 1,3% 2,665| 1,661.6] 2,752| 1,872.6 | 26,000 1,508.6
Animal Feedi " . ; ,
State, NES | 2.723| 3,120.7| 34,801 5,104.0 24,430| 75166.8| 36.593| 10,261.4] #9,746| 15,013.2] 44,290 | 13,258.6] 41,733 | 12,3948 | 48,201 | 15,004.2
_— —
Total 106,571) 22,153.5| 138,660/ 28,720.6| 148,062| 32,4h.5| 158,382| 35,555.0| 210,85k | 49,815.2 | 235,423 | 55,796.2| 202,002 | 47,986.2 | 198,125 | 43,699.2

Source: Veterinary Division, Ministry of Agriculture and Co-operatives



Vo

feed components are muoh more inferior to that of imported feed onentse
For example, locally=produced rice bran contains a h%gh percentage (13

per cent) of crude fat (o0il) which is not extracted.® As such the hrm if
stored would become rancid. (2) The prices of local feed

relatively higher than imported feed components although their qulith-
are relatively inferior than those of the latter. For example; while local
wheat bran and pollard are sold at between $12.90 to,_$14.45 per pieul,
imported rice bran can be obtained at $10 per puu." Unless the quality
and price of local feed components are made competitive, the propertion

of local feed components used in relation to the total amount consumed

would remain smalle.

Markeiing

All the domestically produced animal feeds were sold in the
domestic market. There was no export of animal feeds outside the country
simply because there was no surplus for export. In fact the varieties of
feeds available are so limited in relation to domestic nql:lrﬂuts that a
large proportion has to be imported annually.

In view of the fact that production still ml‘l short of
domestic requirements there is much scope for expansion and growth of the
animal feeds industrye Ae pointed cut earliery the feedmilling industry
is closely related to the livestock and pounxr industry, Its future
therefore depends on the future expansion of the livestock and poultry
industry, As it is, the livestock and pouliry industry is an expanding
industry. Table 3.9 shows the projections for the production of eggs,
poultry meat, pork and beef for the period 1965-80. As can be seen from
the table, there is a great need for the expansion of the livestock and
poultry uhm-y to meet the growing demand of the population. Therefore,
i% can be expected that thommm:hmtﬂlmhﬂl
foreseesble futuree

Biss -
Zmzort Substitution 1990-66

Rice is & staple food in West Malaysias It is the intention of
the government %o be self sufficiont in this important commodity. Accordingly,
various measures were taken by the government towards achieving this
objectives ~despite such measures as extension of cultivated

double cropping, improvement of irrigation and drainage schemes and planting
of better uds. production still lags behind conswmptions

Table 3.10 shows the extent of import substitution of rice in

Sesearch by "The Pakistan Industrial Credit and Investment
Goxvoration® (PICIC) has revealed that the fat equivalent can be extrated
for cooking pruposes. All of this would go to waste if rice bran is fed
raw to cattle and poultry. Furthermore it was found that raw rice bran

is injurious to cattle health.

T3ee "Oral and Written Evidences on Animal Feeds", published by
the Tariff Advisory Board.
- ” -



TABLE 349

PROJECTIONS FOR PRODUCTION OF NGGS, POULTRY MEAT, PORK
AND BEEF FOR THE PERIOD 1965-68, WEST MALAYSIA

Commodities Units 1965 T1970 | 1980
Egze
Local production No, in millions | 750400 | 1,200.00 | 1,800.00
m :::"""““ Nos 100,00 130400 | 160400
Eoultry Meat
Local production Million pounds 90+00 15640 448400
p‘::“:p :::““"““ Pounds 12,00 | | 17.00 40400
Local produotion | Million pounds | 99:00 125,00 | 175400
m ;::mrﬂ" Pounds e Joeve 38,00 | 50,00
Beef 3
Local production Rillion pounds 2753 28.70 | 56.00
m;::myuon | Pounds  T#00 8,00

3 ]
o

T+00

' o~ | VI .
Sourcet Veterinary Division, Ministry of Agrioulture and Co=

operations

1970 = Population estimated to be 95200,000%
1980 = Population estimated %o be 11,200,000%
#Based on 3 per cent inorease per annum.



TABLE 3,10

RICE

IHPORT SUBSTITUTION 1950-66

Production

=@

mnwm

.

aranmuclluw mm

Production ~ taports Total Inport o Donestic

Year - : - Supply Coefficiont Coefficiont 1,000 Consumption
Tons $1,000 Tons 1,00 | 31,00 | (Percontage) (| (Percontage) (Tans)
we | sman | en0 | e | we,s | 21,150 22 | ma 2,110 733,066
1960 471,980 Ne,708 | 373,578 134,808 3,98 | 460 : 53.2 16,612 834,946
wo | sz | nem | osmess | omam | mees | wa 52.6 2,16 38,829
1962 m.m 102,970 00,268 | 132,38 | as.m 3.7 56.3 22,156 781,047
wes | ssow | mum | wesm | wom | o $is §0.2 5.8 0,52 425,183
1964 | 477,350 121,910 m.m tu.q,s'.‘_, * %ﬁ.ss 3.7 56.9 6,809 679,18
e | smom | waser | 3w naew. | 2,05 5.0 0 35,0 828,30
wes | s | war | mesw | e | s 584 M6 1,805 2,652
::':M‘ %swhmnﬁﬁm tmmtmwasw. ¥ '
*External Trade Vest Halaysig® and



West Malaysia during the period 1959-66« It shows that both in
quantitative and value terms, production has increased while imports

had decreased over the period covered. Production inereased from 373,470
tons ($87.4 million) to 585,030 tons ($147.2 million) in 1966, while
imports dropped from 361,706 tons ($189.7 million) in 1959 to 239,407
tons ($104.9 million) in 1966, The extent of substitution is shown by
the import coefficient which decreased from 68+2 per cent in 1959 to 41.6
per cent in 1966, Consequently local production at present is able to
meet about 3/5 of the total domestic requirements.

Phe growth in rice production in West Malgysia has been due
primarily to increase in productivity per acre, and to a lesser extent,
an extension in planted acreages8 With the increasing use of high=
yielding plants (e.ge Malinja and Mashuri), and with the increasing practice
of double oropping and the increase in new planted acreages, the trend in
rice production can be expected to show an accelerated growth in the fore-
secable future, thus cutting down further the rice import bill,

Zsiablishnents and Employment

Table 3.11 shows that in 1959 there were 77 large rice mills in
West Malaysia with a total work foree of 1,813. By 1966 the number of
rice mills has increased to 83 while the mumber of workers has increased
0 2,259, This averaged out at about 27 workers per establishment. The
percentage inecrease in the number of workers employed was 18,5 per cent over
the 8 year period, or about 2.3 per cent per annum, There has therefore
been a slow growth in the rate of employment in the rice milling industry.
This could be due to the inecrease in the preoductivity of labour as a
result of inoreased mechanization of rice cultivation. On the other hand,
there does not seem to have been any increase in capital—-intensiveness of
the industry, as the average number of workers per establishment instead
of decreasing has increased. Nevertheless; in terms of employment the
rice milling industry is one of the largest industry in West Malaysias

Though in absolute terms, domestic consumption of rice has
inoreased over the period 1959=66, the per capita consumption has shown
a decline over the me(gq;zed. A mpu)-i::: :;tvun th-“a:onp m‘:
consumption per eapita \J.50 0%Z. per the per cap. consunpt
in the 1959 (10.56 oz pordng shows that consumption liberalization has
been negative. (See Table 3.12), In view of the fact that rice is the
main staple food of over 90 per cent of the population in West "
this negative value of consumption liberalization is quite surprising,
Perhaps this is due to the substitution of better cereals or bread for
rice, but since there is no empirical evidence to substantiate this, the

mwmmufm.

8y, Lin Chong Yeht "Hest Malaveien Externsl Trade, 1047-65"
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TABLE 311
RICE
ESTABLISHMENT AND EMPLOYMENT, 1959, 1966

‘  | Average Number
Number of Number of
Year of Employees per
& - TSEIAshnte Tp e Establishment
1959 17 1,813 23.5
1966 83 2,259 27.00

Sources Survey of Manufacturing Industries, 1959, 1966, (Table 1)

TABLE 3.12
RICE
CONSUMPTION LIBERALIZATION, 1959=65

FrErImy: ==

Average Annual
GConsumption Per Capita (o0z. per day) m
| : (os per dlv)
1959 | 1960 | 1961 | 1962 | 1963 | 1964 | 1965 1959-65
10.56 | 11,68 | 11.36 | 10,26 | 11.79 | 10.90 | 10.10 9450

Sources OComputed by author from the data given in Table 3.10

Longlugion

Among the commodities examined in this chapter for the period
1959=66, the progress of import substitution was most significant for
ice eream and dairy products. Production of this group of commodities
increased by about 15 times over the period covered which resulted in a
considerable drop in the share of imports in total supply. The main reasons
for this rapid rate of import substitution are the coming into opmtiu
of newly established milk plants and the small base in the base year.
Import substitution in the biscuit industry was also subst m with
production more than doubled, but compared with the ice eream and dairy
products industry the rate of substitution was very much slower, mainly
because of its larger bases On the other hand the biscuit industry was
able to substitute more local raw materials for imported materials than
the ice oream and dairy products industry which, as noted earlier, has to
import a large proportion of its raw material requirements from overseas.






CHAPTER IV

IMPORT SUBSTITUTION IN THE
BEVERAGES AND TOBACCO PRODUCTS INDUSTRY

If Table 4.1 is examined, we find that although some import
substitution has taken place during the period 1959-66, the progress
made has not been very significant. Domestic production imcreased from
$17+4 million in 1959 to $23.2 million in 1966, an average anmnual rate of
increase of 4.2 per cent. The sharp drop in the valwe of production in
1965 was the result of the erown cork tax (5 cents per piece) the
imposition of which forced a number of marginal aerated water factories
to close downs With increasing domestic production, import of beverages
declined from $33+4 million in 1959 to $20.1 million in 1966, an average
rate of decrecase of 4.9 per cent per anmum., Hence imports declined at a
slightly faster rate than the increase im production. Consequently the
share of imports in total supply dropped from 65,8 per cent in 1959 teo
4645 per gent in 1966, There is thus strong evidence of import substitu~
tion of beverages during the period covered.

As pointed out earlier, import substitution of beverages during
the period 1959-66 has not been very encouraging. Perhaps this is due to
the fact that production has been confined to only a limited range of
beverages particularly aerated water and other nom—carbonated drinks
wm.mmnuammthmma-ommm
alooholie drinks. ‘Note also that for the periods 195
share of imports in total supply remsined practically at the same level,
The sudden drep in the import coefficient after 1962 was due %o
the establishment of local beer and stout breweries in the country.

hbhh!ahcnthmhrat’mﬂim and the total work
force in the beverages industry fer the period 19 ¢ It shows that

the number of establishments had increased from 73 in 1959 to 79 in 1966
while the corresponding employment figures were 1,859 and 1,882 respectively.
There has been only a slight increase in the number of employees employed

in the industry over the period covered. The average number of employees

e

'magm:; 1963-66 2 breweries wer mmzmnwm
Malaysia. These aret (1) The Malayan Breweries ‘(’l-r!.u.

¥
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TABLE 4,1
BEVERAGE MANUFACTURING INDUSTRY
INPORT  SUBSTITUTION (1950-1966)

we | ot | s | vy | et |t ] e T g | et
e | ; rﬁ - (Percentage) |  (Percentage) §1,000 ’ $1,000
19% naw | mas | syms | 0 ma2 6.8 0,658 526 50,250
1960 19,769 37,85 57,62 ».3 8.1 1,240 o) 57,92
1961 20,39 e | w %0 i 65.9 1,15 3% 50,458
1962 nn | .20 56,63 3.0 f Y 1,903 39 55,205
1963 %, 2,23 51,56 w: | wa 12,557 W7 51,128
1964 2,786 28,507 5,383 A | 26 | wm s 54,08
1965 2,6 27,24 ; 47,85 WA 52,7 9,64 1,690 46,185
1966 5,25 20,197 43,42 3,5 3 4.5 12,00 2218 36,120

Sources Conphled from *Survey of Manufacturing Industry,® Vost Nalaysla and *External Trado Stathsticn,” Vost Halaysta.

" g '\ s
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W
per establishment seems to indicate that the industry is capital~
intensive. This is not sos The small number of employees per establish—
ment is due to the small size of these establishments. On the contrary
the industry is labour-intensives

TABLE 4.2

BEVERACGES

ESTABLISHMENT AND  IMPLOYMENT, 1959, 1966

m o £
: Average Number
Number of Numbexr of
Toar Establishments Paployees gnh‘ﬁ“""l : :“‘
1959 ' 73 : 1,859 2545
—

“Sources Survey of lamfm\n-iu Wm; 1966. {‘hhh 1)
: . , ‘e
Baw Materials v ) ‘

The major ingredients used by the beverage industry are malt,
flavouring chemicals, bases, fruit juices, and sugar, a large proportion
of which are imported from overseas. It was only in recent years has
there been a gradual substitution of local raw materials partioularly
sugar, base and flavouring essences. Regrettably the rate of substitution
has not been very rapid mainly because of the oonpuaunl.y poorer quality
mdhigher prices of loecal Mm

Harketing

= AL » ! A ARE T
The beverage industry is a domestic-market—oriented industry.
Hence virtually all the production of the industry are consumed locally.
This is particularly true for aerated water and other non-carbonated soft
drinks, But unfortunately domestic consumption has declined over the
period 1959=66. Due to lack of empirical evidences it is not possible
to give any real reasons for this decline in consumption. All we can say
mthumuivnn-mmmuxumm-um
m&mummnmmnwtm

Since the lnvoragu industry is oriented towards the domestiec

markety the value of exports was negligibles Only in the case of beer and
stout was there a small percentage of exports to overseas markets Perhaps
the main reason the insignificance of exports of beverages is that
almost all coun uhtkeworu have thoirmhwa uulutxy.

W

" As shown in Table 4¢3« there has been a distinct decline ia the
per capita consumption of beverages throughout the period 1959-66. In

- 40 =~



absolute terms consumption per capita dropped from $7.37 in 1959 to

$4+29 in 1966. The average anmual per capita consumption of $6.82 was,
also lower than that of the base year value of $7.37. In other words,
consumption liberalization has been negative for the beverages industry.
Unless an empirical study is made to find out the causes for the decline
in per capita consumption, it is not possible for us to give amy valid
reasons for such a deecline in the per capita consumption of beverages in :
West Malaysiae

TABLE 4.3
BEVERAGES
CONSUMPTION LIBERALIZATION, 1959~66

=g =rreyes = ==
Gonsumption Per Capita ($) Consumption
; Per Capita ($)
1959 | 1960 | 1961 | 1962 | 1963 | 1964 | 1965 | 1966 1959-66
Te37 | 8417 | 8.20 | 7.51 | 6.63 | 6.82 | 5.66 {4.:9 6.83

Sources Computed by author from ina given in Table (al.
Aerated Water and Cordials
Import Substitution 1957-66

A glance at Table 4.4 will show that the serated water and
cordials industry is a relatively developed and matured industry even as
late as 1957, Further import substitution was evidenced the
period 1957 = 1966. Production increased from 10,1 million ons in
1957 to 13 million gallons in 1966« On the other hand imports dropped
from 1.1 million gallons to 0.5 million gallons for the same period.

The relative share of imports in total supply, already at a very low
level, continued to drop further. We can therefore conclude that almost
all the ic requirements are met by local suppliess The main reason
for the te substitution of local aerated water and cordials is the
localized nature of the industry. The bulkiness of the commodity in
relation to its price necessitated that the factories be established near
the place of consumption. :

20) |
R ”

x-»:-é-:huntm in tobacco products in West Malaysia during
the period 1959 = 1966 was very rapid despite of the fact that substantial
substitution has already been achieved prior to this period. Table 4.5

s e S e £ S e e g RS
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TABLE 4.4

AERATED WATER AND CORDIALS
NPORT  SUBSTITUTION (1957-1966)

Your | | 1 et | sy | ot | ot | oo | Gt
L - m: "”:'“'" e | Corcontuge) | (Porcentass) Gallons | 1,000 Galons
1057 10,18 1 nam 90.0 10,0 " 1,260
1958 10,608 1,00 1,53 R} 8.9 n n,627
1050 us 02 12,118 92.1 7.9 3 12,16
1960 12,830 o0 1,71 034 6.6 5 13,726
1961 12,60 %2 13,516 R 6.3 5 13,51
1962 12,518 W ] nm 9.7 6.3 3 13,350
1963 13,325 o W20 3.4 6.6 1 14,268
1964 13,7 TR 02.8 12 % 1,760
ws | wm s ‘%M"“’im 8.0 4.0 1 13,478
we | wm 531 13,55 9.1 3.9 5 13,503

Source: Monthly Statistical Bulletin for the States of Halaya, July 1067.



TABLE 4.5

TOBACCO  PRODUCTS MANUFACTURING  INOUSTRY

INPORT SUBSTITUTION (1950-66) ¢
W w. = =
- Production taport o = Added Dosestic
Production Inports Total Supply '
Year s Coefficiont Coefficient by Preduction Consuaption
L, 05 100 | (oercentaon) || (Parcantase) e | o |
: o . anoen
1950 48,252 46,820 95,078 50,7 0.3 10,624 04,703
10680 | a8 ®,A%% 138,889 83,0 32,0 17,866 e 138,50
wat | wses | ases | W 04 X 2,20 MW | e
we | we 35,482 182,642 80,6 194 2,816 520 182,123
e | e | msw | 20,00 08 16.2 2,16 616 199,228
we | e | moew | . me0m LY Wi 3,05 m | asm
w65 |- 185,502 32,808 218,460 D 15.1 40,057 6 218,33
1966 198,008 35,701 man | wa 15.3 5,006 5% 233,070
el . ! ' 4 A
~ Souce: Conpiled from “Survey dwq industrios, Vest Malaysta® and *External Trade Statistics, Vost Nelayste",
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of 38+8 per cent. This rapid increase in domestic production was matched

by the fall in the value of imports from $46.8 million in 1959 to $35.9
million in 1966, Consequently the relative share of imports in total
supply/from 493 per cent in 1959 %o0.only 157 per cent in 1966+ It /dropped
mist be admitted, however, that thic decline in the import coefficient
unﬁdmtosmﬁututoorteuWhh’oﬂmmmw
import substitutiones Local production has been able to increasse fast
enough to meet the bulk of domestic requirements as well g8 the increase

in demand so that imports were able to be reduced to a much smaller ‘
proportion of total supply than befores

Estehlishnente and Haployment

While the number of establishment dropped from 143 in 1959
to 126 in 1966, the corresponding figures for employment increased from
3)470 to 3,843 respectivelys As indicated by the figures for the average
number of employees per establishment in Table 4.6 the majority of the
establishments are small scale and labour~intensive. A few relatively
large firms employing more than 50 employees each and using modern plant
and equipment account for the bulk of the tetal outputs

TABLE 446
TOBACCO PRODUCTS
ESTABLISHNENT AND IMPLOYKINT, 1959, 1966

» Average Number
Number of Number of
Your Establishments \ Enployees ';"1"' :‘!‘
1959 143 3,470 24,0
g {26 3,843 0.5

Sources Survey of Manmufacturing lnh-frin 19594 19“7(!.“0 1)s

Baw Materialg

* The major raw material used in the manufacture of tobacco
products is tobaccos Until recently almost all the tobacco requirements
were imported from overseas. Although tobacco is being grown in West

Malaysia on a commercial scale, the proportion used of these locally-
_grown tobacco in relation to the total has not been very substantial

mainly bomu of their relatively poorer qualitys !t must be admitted,

ulmmmuta.nwmmmumw
plants have to come from outside sourcess Most of the locally-grown
t.wmmurmwmnmdmtmmm
and manufactured tobacco.
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Marketing

As the figures in Table 4+5 will showy the bulk of the loeal
production of tobacco products in West Malaysia are consumed within the
domestic market, indicating that the tobacco products manufacturing
industry is essentially a domestic-market~oriented industry. Throughout
the period covered less than 5 per ceant of production was exported to
overscas markete There are 3 main reasons that acecount for the
insignificance of exports. (1) The manufacturers of foreign brands are
foreign subsidiaries and hence cannot export to markets which are
served by the same brands from other cenires where these brands are being
manufactureds (2) Most countries have their own tobacco mamufacturing
industry which are heavily protected from foreign competition. (3) Loeal
manufacturers found it difficult to compete in international markets. At
present exports are confined mainly to the Dast Malaysian market.

Sonsumption Liberalization
»

If Table 4,7 is examined it is clear that the per eapita consump~
tion of tobacco products has shown a rising trend during the period
1959 = 1966, Consumption per capita increased from $13.91 in 1959 to
$27470 in 1966, a very large increase indeeds For the period as a whole
the average smmmal per capita consumption was $23.37 which is higher
than the value for 1959. This is a strong indication of the liberalisza-
tion of consumptions Domestic consumpiion has been liberaliszed mainly
because of an increase in "induced" demand made possible by means of
highly competitive advertisements through various mass medias

TABLE 4.7
TOBACCO PRODUCTS
CONSUMPTION ;;:i.mmu.xzmn,_ 1959-66

mzmIIre EEEREIOTEY - *

Consumption Per Capita ($)

Consumption

Per Capita ($)

1959 | 1960 | 1961] 1962 | 1963 | 1964 | 1965 | 1966 | 195066
1_..._ 5 - p-

13.91 | 19,75 |22.68 | 24430 | 25,85 |25.97 |26.T77 | 27470 23437

Sources Oomputed by author from data given in Table 45

Ligarettes :
 Import Substitution 1959-66
‘ constitute the most important commodity in the tobacco

products mamufacturing industry, both in termm of quantity and value.
The extent of import substitution of cigarettes in West Malaysia during

-‘,-



VPORT  SUBSTITUTION 1957-66

TABLE 4.8
CIGARETTES

Nonthly m@mw the States of Nslays, Septonber 1967 p.85.

Nl e T O e
we | am 9,020 % n,7 2.2 b 57 1,605
w8 | 2 8,405 n,m 5.3 wa n 1,356
| 195 4,133 7,8 n,e .8 65,2 2 11,853
1960 7,81 5,219 13,008 60,1 39,9 kil 13,067
1961 9,517 s | 13,500 0.5 2.5 4 13,45
1962 02 2,50 13,551 8.3 187 60 13,401
1963 12,89 1,43 14,268 9.0 10.0 8 W,226
1068 15,59 1,1 L wem 0.8 01 9 1,898
wes | 13,10 1,29 1,300 914 8.6 8 14,361
1966 12,870 - LM %, 9.2 8.8 1 1,100
33



the period 1959~66 is shown in Table 4.8. It shows that domestiec
production has increased from 2.7 million pounds in 1957 to 12,9 million
pounds in 1966 while the corresponding figures for imports show a drop
from 9 million pounds t0 1.2 millionm poundss The rapid increage in the
production coeffieient was matched by an equally rapid fall in the import
coefficient. We can therefore conclude that substantial i.lpert substitu—
tion has taken place in this commodity.

The cigarette mamufacturing industiry seems to have reached its
maturity as early as 1964+ This is indicated by the import coefficient
as well as imports in absolute terms,both of which had remained almost at
the same level for the period 1964 - 1966. The imported cigareties
consist mainly of expensive brands the consumption of which is too small

to justify their production domestically.
Ge rtion Liberalizati ' ‘;

While domestic consumption of cigarettes has incre: over the
period 1957 = 1966, that of per capita consumption has ed
Average annual consumption per capita has not changed sinee 1957 despite
an increase in the per capita income. In other words consumption
liberaligation has not taken place in this commodity (See Table 4.9)

TABLE 449
CIGARETTES .
j CONSUMPTION LIBERALIZATION, 1957~66
Consumption Per Capita (1bs) » «%m
; o ,?‘Pﬂrézg.h

1957 [ 1958 |1959 | 1960 | 1961 | 1962 1963 [1964 {1965 | 1966 | 195766

<

lurm Computed by author from data given in 'hblo 448

Hanufactured Tobacgo
Inport Substitusion 195766 :

Import substitution of mamfactured tobacco has already reached
ite limits even as early as 1962 as shown in Table 4.10. Production has
not inecreased much over the p dlgn-l%;ﬁt«mm&;m-
1966 it has remained at about the same level., Imports on the other hand
had dropped by about half over the period 1957 — 1966 but for the period
1959 ~ 1966 it has remained relatively stable. The fall in imports is

T 4=
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TABLE 4.10

MANUFACTURED TOBACCO

{KPORT SUBSTITUTION 1857-1966

1957 1,705 1,218 2,083 51.2 ey » 2,95
1058 2,29 1,1 4,356 8.1 4.9 % 4,317
195 2,150 53 2,113 .3 207 » 2,675
1960 2,185 985 3,170 5.9 3. 7 3,163
1061 2,326 1,205 3,591 8.9 B, 6 3,505
1962 2,250 756 3,006 %9 .1 N 3,002
1963 2,15 60 2,83 %9 A 3 2,832
1964 2,160 567 2,17 .5 24 . 3,17
1585 2,In 73 2,918 .6 BA ] 2,828
1986 2,20 68 2,070 .0 %.0 . 2,970

Source: Nonthly Stattstieal Bulletin for the States of Helaya, Septesber 1967 p,86



due more to increase in import duty than to import substitution. There
is in fact very little import substitution :l.n this commodity. It could
also be due to a shift in taste.

Lonclusion

The analysis in this chapter reveals that the process of import
substitution in beverages and tobacco products has been very rapid and
substantial during the peried 1957 = 1966. By the end of the period
studied, West Malaysia has achieved a very high degree of self-sufficiency
in both these commodities. Progress in import substitution was greatest
in the case of aerated water, cordials and cigarettes. The analysis
also shows that both the beverages and tobacco products manufecturing
industry are essentially domestic-market—oriented industries. while
consumption liberalization was negative for beverages as a whole, it
was positive and substantial for tobacco produets as a whole, al
it has remained unchanged for cigarettes. For both ecategory of hluhy,
mmm»unammtwmwmm-m
own beverages and tobacco products industries.

h -
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CHAPTER V

INPORT SUBSTITUTION IN THE
CHEMICAL PRODUCTS MANUFACTURING INDUSTRY

dntroduction

The chemieal products manufacturing industry is a relatively
new industry in West Malaysia. The present stage of manufscturing is
confined to the compounding of various chemical elements o produce a
variety of chemical products. There are as yet no establisbment which
mamifactures basic chemicals such as soda ash and sulphuric acid in West
Malaysias. This is due partly to the initial high cost of investment
required for their manufacture and partly to the small sime of the
domestic market. Nevertheless,the establishment of basie chemical industries
is essential for broadening the base of industrialization in West Malaysia.

dmport Substitusion 1959-66 o -

That pubstitution has reached a very advanced stage in
this commodity is evidenced by the fact that by 1959 domestic production
accounted for 90.4 per cent of the total supply of refined coconut oil
in West Malaysia. Because of this large base, the extent of import
substitution during the period 1959-66 has not been substantial although,
in absolute terms, production has shoun a large increases Table 5.1
shows that production has inecreased from $10.9 million in 1959 to $22.2
million in 1966« But the value of imports increased only slightly from
$1.1 -unonnlmusa.x million in 1966, Throughout the period
covered, imports . at about the same level though domestic
consumption has doubled. This means that the inecrease in
consumption has b met almost entirely by local production. Consequently,
the share of imports in total supply declined further from the already
low level of 9.6 per cent in 1959 to 5.3 per cent in 1966 It is an
indication that the time has come for the industry to reorientate its
production to the export market as well excess capacity were to be
avoided in the future,

doubled and the mumber of workers employed increased by 25 per cent over
the period 1959 = 1966« On the average each refinery about 9
workers, an indication of the small size of the establishment rather than
the capital-intensiveness of the method of production, although relatively
modern plant and equipment are used in the production process.

Table 52 shows that the number of coconut oil refineries

~50=



TABLE 5.1

REFINED COCONUT OiL
IHPORT SUBSTITUTION 1950-1966

Production

----- sEREsoaSzSa

Year "’m“' ey Na ool | Cosffictent it | wiedetlr 108 Gecnptien
' g i (Percentage) (Percentage) 1,000 $1,000
1950 10,878 1,158 17,0 0.4 9.6 512 m 11,806
1960 0% ™ 12,2 0.0 80 no 5 12,2
1961 12,206 (RIE 13,41 0na a3 1,01 320 13,000
1962 006 1,32 15,308 9.2 8.8 " 0. 1,20
wa | mws | 1 21,490 9.9 6. 1,818 % 21,4
1964 n,m 1,35 25,113 0.4 5.6 1,151 676 2,150
1965 2,604 1,388 5,99 -s % 5.3 1,363 122 25,870
1966 22.& 1,238 l.ta ? J B 5.3 1,800 40 2,90

: Bl 3
Source: Complied from *Survey of

59’ !

A~

‘ 9

*

Hemutaeturing Industries, Vest Ralaysta® and *External Trade Statistics, Vest Halaysia®,



TABLE 5.2
REFINED GOCONUT OIL
ESTABLISHMENT AND IMPLOYMENT, 1959y 1966

. ; i
T | et | Rt | ot Aesieyman e
1959 10 | 142 14

1966 20 178 , 2 ]

2 Sources Survey of Mamufacturing Industries, 1959, 1966 (Table
.

Zayw Materials

The major raw materials used by coconut oil refineries are
mm.m%mu&m-m—mmm.
Except for edible tallow and cottonseed all the other raw materials
are produced in significant quantities in. countrys This means not
autonmm.mmaummwmmuum
in the country.

Marketing

~If Table 541 is examined agnin it can be seen that almost all
the production of refined coconut oil in West Malysia are sold and
consuned domesticallys Although there has been some exports %o overseas
market, the amount exported was negligibles As a percentage of production
exports barely exceed 3 per cent throughout the 1959 - lﬂm
is becsuse increased production has been met by increased domestic
consumption so that very little was left for exports. Note also that
Wuhmwmhﬂmﬁdhmﬂmﬁnﬁimh

the value of" monu
W

We m«l in the ,rnulm section tht m Mu
mammmuxmmmofnmmux. This is
due mainly to inecrease in the per capita consumption of the commodity.
Pable 5:3 shows that the per capita consumption has inoreased from $1.7
in 1959 to $2.7 in 1966, The average amnual gor capita consumption for

the period as a whole was $2.4 compared with ¥1.7 in 1959, thus indicating
mtwmmmnm



TABLE 5.3
REFINED COCONUT OIL
CONSUMPTION LIBERALIZATION 1959~66

Consumption Per Capita ($) Consumption
- Per Capita ($)

1959| 1960f 1961 | 1962 | 1963 | 1964 { 1965 | 1966 1959~66

L7 7] 28] w9 28] 30 22| a7 2.4
Source: Computed by author from the data given in Table 5.1
Joport Substitution 1959-66 . i F

Table 5+4 shows that in agsregate value terms production of
paints, varnishes and lacquers has doubled while imports declined by
about 18 per cent during the period 1959~66. The gross value of output
inereased from $1,5 million in 1959 to $19.7 million in 1966.
on the other hand show a decline from $9.2 million in 1959 to $7.5
million in 1966+  Though imports had net declined as rapidly as production
has increased, substantial import substitution has taken place in this
commodity, This is indicated by the fall in the relative share of imports
in total supply from a relatively high level of 85.9 per cent in 1959 %o
a low level of 27.6 per cent in 1966.

The main reason for the rapid increase in preduction is the
inerease in the demand for paints and varnishes as a result of increasing
housing and eonstruction activities in West Malaysias The small base in
the earlier period also contribute to the rapid rate of substitution as
modern plants were not established in the country until after 1959. The
decline in the value of imports was due mainly to replacement by local
products, and to a lesser extent an increase in the rate of import duties,
However, in view of the fact that local manufacturers do mot produce the
whole range of the commodities consumed in the country, West Malaysia has
to depend on imports for the ies of those range of products which
she does not produce at home because the quantities consumed of
these products are too small to warrant their production domestically.

@tq depends on il::ﬂf;t tx nnlm of all ::1 its
resins, p nts, solvents, turpentine and te
i dipontine and white spirits There are ap yet no looal

waterialss This is because the materials required

-
o”w
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TABLE 54

PAINTS, VARNISHES AND LACQUERS
IMPORT  SUBSTITUTION 1950-1968

- R—
o [ [ [ e | i | oo T VRt | e | 2
| s =l —t (Porcontage) |  (Porcontage) | 41,000 1,000
1959 1,51 8,23 10,750 w1 85.9 1,19 341 9,900
1960 4,038 9,602 13,720 0.4 0 1,69 1,616 12,10
1961 s | ean 15,5% .1 T 2,483 2,07 8,460
1062 9,60 7,928 12,807 5.5 WS 3,991 2,006 15,11
1963 12,59 7,608 20,207 62.1 .8 §007 3,804 16,003
oo | 13,800 1,37 21,25 6.3 ».1 5,320 4,083 1,208
1965 15,55 !’,va 23,40 et 32.9 5,957 4,628 18,412
1965 19,763 7,55 3 7.3 2 L 19,308

, e

7

Sources Gospiled from "Supvey of Manufacturing Industries, West Naldyste® and "External Trade Statfstics, Vest Ralaysta®.



for their mamufacture are lacking or absent and, secondly, the demand
for them is too small to warrant their produotion on an economical and

profitable scale.

Marketing

A large proportion of the total production of paints, varanishes
and lacquers are consumed domestically. Note that domestic eonsumption
of these commodities has more than doubled over the period 1959-1966 mainly
as a result of the housing and sonstruction boom.

Competition from foreign manufacturers is one of the major
problems confronting local mamufacturers. A large quantity of "bazaar®
paints (cheap quality paints) are being imported annually into Wess
lalo:r.h tfu neighbouring countries particularly Singapore, Hong Kong

Because of greater volume of production and govermment
nhum,mhﬁuoomtﬂumm.umm%
products at relatively low prices into West Malaysia and hence weaken
the competitive position of local producers. Unless greater protection
is given to local products; excess eapacity may result since the combined
capacity of the 6 paint factories in the country are hﬂ'hiontly qnippod
to meet the entire domestic requirementse :

Increased production has alse muu‘lud Mmcu ta
export to overseas markets, It must be admitted, however, that the export
figures given in Table 5.4 cannot be takem as true indicators of nxport

performance since they include re—exportss Nevertheless, exports in
recent years had shown an mcroasing trond partiouhrly to Singapore,

East Malayeia and Thailand.
ms-s
PAINTS, m m LACQUERS
mmmm. 1959-66

it W )

eIy : A Average Amnl‘-
Gonsumption Per Capita ($) 7 ’m::u&)

1959 | 1960 | 1961 | 1962 | 1963 | 1964 | 1965 ms+ 195966

Yal 13| 19| 2afozal o22] 23] 23 28 : tor

Sourcet Computed by author fren the data given in Buble Sod

"Por further information regarding this matter, see the WOral
and Written Ividences on Paints" published by the Tariff Advisory Board.

e
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Lonsumption Liberalization

It was shown that agzregate domestic consumption of
varnishes and lacquers has increased over the period 1959 - 1966,
Similarly the consumption per capita has also shown inoreases over the
same period. If we compare the average annmual per ocapita consumption
with that in 1959, it will be seen that consumption has been liberalized,
made possible by the lowering of quality as well as prices (See Table 5.5)

Import substitution in this group of products has already
reached an advanced stage by 1962 and continued progress was made
the period 1962+1966., Groes value of production increased rapidly from
$24.6 million 1962 o $44.9 million 1966« The value of imports over the
same period declined $7+3 million in 1962 to $5.4 millien in 1966
This has resulted in/the import coefficient from 23.1 per cent to

per gent respectivelys There is therefore clear evidemce of import
substitution but the rate of substitution was elow owing to the large
bases This substitution is due more to increased local production than
to deoreases in imports in view of the fact that the former increased by
84 per cemt over the period covered whereas the latter decreased hy only
26 per cents (See Table 546) e

|

Zstablickments and Fmplovment
Table 57 shows that both the mumber of establishments and the
number of person employed has shown a deeline over the per covered.

period

The number of establishments dropped from 60 in 1962 to 45 in 1966,
while the total work force decreased from 1,055 to 1,049+ The average
number of employees per establishment indicates that the majority of
them are small firms, employing on the average 23 employees cach. It is
not surprising, therefore, that the turnover of establishments during
the period was fairly large considering the ease with whi
established or liquidated. -
Baw Materials

The major rew materials used by the industry include coconut
oil, tallow and chemicals. Cocomut oil are o
sources while tallow and chemicals have $o0 be imported from overseas.
The trend is towards substituting loecal :
imported tallow as well as certain chemicals which are now being manufactured
190‘11’.

Marketing

2
£
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Mﬂwdmmﬂtinndﬁdmuuthw.mm‘
uauomwmummtatmmmm.
But recent export figures show that a substantial proportion of total

production has been exported though we must take precatuion in interpreting

e
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TBLE 5.8
SOAPS, WASHING AND CLEANING CONPOUNDS

INPORT SUBSTITUTION 19021968

y ﬁ:ci-dw 1 fapart Value - Added Domestie
Produstion | lwports | Total Supply h . W Exports ;

v | T | TAET GRSt | g | MR WS | e
1062 #,402 1,38 8 .8 z.d 10,668 5,441 2,37
1963 0,220 ,,605 3,825 w2 s 13,422 1,603 2,132
e | 45,208 4,085 49,260 0.1 83 20,509 19,26 30,015
1965 41,624 4,048 46,460 0.5 105 16,965 17,808 2,60
1966 4,005 5,438 50,400 0.2 10.8 2,00 1,113 31,657

e — - - ' ,i—g_f e :
Source: Compiled from "Survey of Henufacturing Industrlos, Vst Nalaysia® and *Extornal Trade Statistics, West Malaysta®,
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these figures as they include re—exports.

Nevertheless exports is on

the upward trend mainly as a result of export promotion, Regrettably the
exports market is limited to only a few countries particularly Dast

lalwui;.
TABLE 5.7 v
SOAPS, WASHING AYD OLRANING GOMPOUNDS
ESTABLISHMENT AND MMPLOVMENT 1962, 1966
Ty ‘ A;:ngo Humber
Number of Number of
Year Establishments Eaployess mulzna per
1962 60 1,055 175
1966 45 1,049 . 23.0
Sources Survey of Mamufacturing Industries, 1962, 1966
(Table 1) | ; ‘
g Polgs W v N

of

taken plage.

and cleaning

mmmaﬂlmouofthcpcrhd

TABLE 5.8

Pable 5.8 shows that the average annual per capita consumption
soaps, washing leaning compounds has remained unchanged over

that &n 1’62, thus indicating that consumption liberalization has not

The main reason for this is the rapid rate of expansion of

wnmmmmm“

domm’ﬂou LIBERALIZATION 1952-“

Average Annual
Consumption Per Gapita ($) m“ L,
1962 1963 1964 1965 1966 ; 1962-66
3.5 3 | 38 i § D82 3.5

Sources Computed by suthor from data given in Tsble 5.6,



: TOLE 5.9
, PERFURES, COSKETICS AND TOILET PREPARATIONS
3 PORT  SUBSTITUTION  1950-1960
" ememensannsiaapnen 1 . - ‘o - i You
o | - Pintion | Clwrts || it sy | gt oot | iy rehatin | 9 | o
ol | BTN N T Qﬁ (Percantage) E’:ﬁ"w Hﬂ.m | $1,000
1050 200 | 1,00 2,565 e Cwascd | m 5% 16,433
oo | am | e 1,0 w2 s 180 b8 9,00
T B YU 2,40 2.0 e 8810 5 2,30
8 we| g 1197 15,720 57,0 3.0 6,08 3,105 13,565
* il | 0 ser | @ 63.2 36.8 7,755 5,080 18,00
oo | e | as o | w3 wa 10.860 s | w2
wes | wam | som 2,00 - 1 ms .28 6% | 20,
wo | i 8,853 2,700 j T | me & 3,054 20,752

Source: Coaptled from "Survay of Hamufaeturing Industries, Vest Malayste® and “Extornal Trade Statistics, West Halaysla®,
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Perfumes, Cosmetics and Toilet Preparations
dmport Substitugion 1959-66

The progress of import substituion in this group of industry
during the period is shown in Table 5.9. While the gross value of
production has increased from $2.5 million in 1959 to $15.8 million 1966,
that of imports decreased from $19 million to $8.8 million respectively.
The combined effect of an increase in domestiec production on the one hand
and the decrease in imports on the other hand has resulted in a decrease
in the relative share of imports in total supply from 88.4 per cent in
1959 %o 35.8 per cent in 1966. This is a clear evidence of import
substitution, made possible by a relatively high rate of increase of
local production and, to a lesser extent, by the relatively high rate
of import duties partiocularly on imported perfumes and cosmetics.

Zstablishments and Employment

Table 5,10 shows that there was a large increase in the number
of emstablishments from 13 in 1959 %o 39 in 1966, Total employment also
increased from 126 to 447 for the respective perieds. With few exceptions
these establishments are small size firms employing on the average
10 to 11 employees each. A% present there is only one “pioneer®
in this industry while the rest are non—pioneer firms and in most cases
wholly loeally owned and operated. .

TABLE 5,10
PERFUNES, COSMETICS AND TOILBT PREPARATIONS
ESTABLISHMENT AND DMPLOYNENT 1959, 1966

T T o Y T T
Wumber of Number of
Tear Establishments |  Buployees ':,:gig;:,:"
1959 13 126 9¢5
166 | ) 47 11,5
' Survey of Manufacturing Industries 1959, 1966,
(Table 1), ‘
Raw Materials

The major items of raw materials used by this industry are
taloum powder, vaseline, essence, perfume 0il, white oil and
most of which are imported from abroads With the exception of perfumery

“Pnis rir is Naarden (M) Ltds
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0il and essences there are as yet no local substitutes for these imported
raw materials. .

Marketing

The bulk of domestic production of perfumes, cosmetics and toilet
preparations are sold on the home market. Though produetion has been able
to meet domestic demand, the range of products is however limited so that
the impact of import substitution on the aggregate imports is limited to
this extent. Because of the relatively high import duties on imported
perfumes and cosmetics foreign competition does not constitute a serious
problem to local manufacturers though brand consciousness is still a
thorny problem to be reckoned withe

The industry has also been seeking export markets for its
products. Although the export figures shown in Table 5.9 cannot be taken

as true indicators since they include /exports, these export values ér.-
nevertheless does indicate some general trends. The estimated

of exports to total production during the peried , was less than

10 per cents The level of exports also remained almost IQ:;.ho same level
throughout the periods The main reasons that account %he relatively
low level of exports are inferior quality of local pz and the high

cost of production. Furthermore very little efforts were made to step
up the promotional eampaigns beyond the national boundary.

Lonsumption Liberalization N

v nmuhuas.utmmmmummuwm
of perfumes, cosmetics and toilet preparations was slightly higher than
the per capita consumption in 1959, indieating that consumption has been

liberalized to a very small extents This may be due to the fact that

domestic production still falls short of domestic requirements and that
thers is still scope for further import substitution in the foreseeable

future. ,
A Tolaist £ & § |d
PERFUMIS, ;co;mm-m AND TOILET PREPARATIONS
CONSUMPTION LIBERALIZATION, 1959-66
e —

Gonsumption Per Capita (8) Consumption
v ~ Per Capita (5)

1959 | 1960 | 1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 195966
14 2.7] 19] 22 | 22| 22] 23} 23] . 20

Sources Computed by author from data given in Table 5.9
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TABLE 5,12

HEDICINAL AND PHARNACAEUTICAL PREPARATIONS

sasssscasa;

IPORT  SUBSTITUTION 1950-1066

-~

o B R -
'MMM#MWMMthdWMSMQMHM.

il E L EATS Bl &
5 e || Wy | ol | et | s | S| i
1950 ; & 1,728 16,63 " 200 - PR R 1,79 18,022
1960 3480 2,M8 25,800 1.0 8.0 1,607 3,40 2,39
1961 v 2,346 2,828 ne 8.1 2,190 3,018 26,506
1062 @7 2,345 2,92 160 84,0 3.3 3,587 2,9
108 ERE 32,06 2.8 7.0 3,007 5,118 2,0m
N T T 2l 7.8 a2 6,068 20,80
wes | wm 32,79 32,984 Coma %3 5,649 7,564 35,300
1966 wen | W wm | .5 5104 6,006 8,00

. k| .

Source: Compt



Hedieinal and Pharmacaeutical Preparations
dmport Substituiion 1959-66

In absolute terms both domeetic production and imports of
medieinal and pharmacaeutical preparations have shown inecreases over the
period 1959 = 1966, with the former inereasing at a fester rate than the
latter. Table 5.12 ghows that gross value of output increased rapidly
from $1.7 million in 1959 to $10 million In 1966 while imports increased
from $18.,6 million to $38.9 million over the same pericd. While the
increase in production was brought about by the establishment of pioneer
firms mor 1959, the increase in aggregate imports merely reflects the

spread and use of modern western medicine and health services
both in the urban and rural areas in West Malaysia.

The inerease in imports does not indieste negative import
substitution. On the contrary the relative sghare of imports 1n total
supply declined from 91.5 per cent in 1959 %o 79.5 per c«i’ 3 thus
indicating import substitution during this period.
substitution has taken place in this group of commodities Muﬁion ean
only meet 1/5 of the total domestic requirements, which mm there
is still a wide margin for further nl‘haﬁi'ntm h ‘N}h

Istablishments and Fmployment

Ae shown in Table 5.13 there was a large increase in the number
of establishment in the medicinal and pharmasaeutical preparations
industry from 16 in 1959 to 61 in 1966y The corresponding figures for
employment increased from 249 to 2 _Note that despite the large
increase in the number of establ the number of personsemployed
had not inereased very much, This is because most of these establishments
are small firms emvloying on the average 9 = 15 person each.

eABRLE 5,13 |
MEDICINAL AND PHARMACAUTICAL PRTPARATIONS

MABIIW AND MPLOYMINT, 1959, 1966

e e == P
Y mm’ m
Number of Number of
Toar Establishments Buployses m"'
1959 16 T 15
1966 61 | e 9

s Survey of Imfm';rnc Industries 1”!. ;9‘" .
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Marketing

As indicated in Table 5.12 over 90 per cent of total
domestic production are consumed within the domestic market. Despite
rapid increase in output production can only meet about 20 per cent of
total domestic needs partly because output has been confined to a very
limited range of medicinal and pharmacaeutical preparations and
because domestic gconsumption increases at a faster rate tham production.
Exporte on the other hand had not been very significant throughout the
period covered, amounting to about 5 per cent of production, Nevertheless,
the export figures (including re-exports) shown in Table 5.12 indicate
that export is on the wpward trend and may well continue to be so in the
foreseeable future in view of the export incentives provisions recently
introduced by the government.

5

Sonsumption Liberalization
It was noted earlier that domestic consumption : at a
very rapid rate over the period 1959~66. The per capita ion too

shows an increase over the base period. It increased from $2.7 in 1959

$0 $5.1 in 1966. For the period as a whole the average annmal consumption
per capita was $3.7. Hence we can conclude that oconsumption liberalization
has taken place during the period eovered, This is due mainly to the
rising standard of living particularly in the urban areas and the
increasing spread and use of modern western medicine particularly in the

rurel areas. ~
TABLE 5.14
MEDICINAL AND mmm"xm PREPARATIONS
CONSUMPTION LIBERALIZATION, 1959-66

=i ETITemasET T MIIS T ST ISR RN XN e

Aversge Anmal
Consumption
Per Capita ($)
1959 | 1960 | 1961 | 1962 | 1963 | 1964 | 1965 | 1966 1959~66
2,7 | 3.2 | 34| 3.3 | 3.5 | 3.7 | 4¢3 ] 501 3.7

Consumption Per Capita €3]

Sources Computed 'Iv author from data given in m.:s.n.
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TABLE 5,15

WATCHES

IMPORT SUBSTITUTION 19501866

Y oL I F Mb 'n-:t m u;a 141 Domest i¢
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Soures: Conghled fron "Survsy of Ranufasturing tndustles, Vest Nalaysle® and “Enterns) Trade Statisties, Veot Ralaysta® p, +-3.
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dropped from 49 per cent in 1959 %o only 9.6 per cent in 1966. This is
a strong indication of import substitution. Note that for the latter
period 1964 - 1966 there was little change in the value of imports
although production has increased. This could be an indiciation that
import substitution has reached its limit despite the fact that agsregate
imports still account for 9.6 per cent of the total supply.

Establishments and FEmployment

As shown in Table 5.16 there has beenm no change in the number
of establishments in the mateh industiry since 1959 while employment has
decreased from 543 in 1959 %o 534 in 1966, This is an indieation that
the 3 existing firms are sufficiently equipped to mcet the entire domestic
requirements for matches. The average number of workers per establishment
seems to suggest that the industry is labour—intensive. This is not so
because the plants are relatively large plants and thus sble to employ
a relatively large number of workers. In actusl fact the industry is not
particularly labour—intensive in view of the fact that the matech factories
are fully sutomated and only the final packing process is done by hand.
This fact sccounts partly for the decline in the average number of workers
per establishment from 181 in 1959 to 178 in 1966 dw the number of
establishments remained unchanged.

TABLE 5.16
MATOHES ~ =
ESTABLISHMENT AND IMPLOYMENT, °1959, 1966

BT et o w2 S £ e B S T S T D 0 2 T O S oy 2 FT MR
Number of widn  Bumber of - abes
b | Establishments. | = Employees %
1959 3 543 181
1966 . - ) noditisc M 178
s : :

- Sources Survey of Manufacturing wﬂu,- West lda&ﬂ:
1959, 1966 (Table 1). |

Most of the raw materials such as timber, chemicals, match sticks,
match splints, paper are imported from sbroads nwﬁmm
available in West Malaysia, the extent of substitution of local timber
has been negligible mainly because of t{heir unsuitability for the
manufacture of mateh splints for which the indusiry continued to import
from overseas. It is also interesting to note that even the labels for

ﬁ“-



the match boxes have %o be importeds”
Harketing

Like all the other commodities amalysed earlier, almost all
the total production of matches are sold and consumed within the home
markets One of the firms predicted that the demand for matches in
West Malaysia may drop as the social services such as electrieity
become available in the rural areas. PFigures in Table 5.15 seems to
indicate that the match industry has reached its maturity as early as
1964, The natural development would be for the industry to re~orientate
it production for exports as well. Unfortunaiely efforts made o export
matches to overseas market met with little success. This is because the
manufacture of matches is comparatively simple, and as a result, most
comntries in the world have their own match industry which W”
protected from foreign competitions A% present the export  of
local mamufacturers are confined mainly %o Nast Malaysia. But even here
West Malaysian manufacturers faced stiff competition from f!n:? 4
manufacturers particularly Sweden, Hong Kong and the Republiec China.
This is becamse the import duties in Dast Malaysia hae not been brought
up to the tariff level of West Malaysia. As it is import duties on
matches in East Malaysia are lower than those prevailing in West Malaysia.

Sonsumption Liberalization

Though in absolute terms aggregate demestic consumption of
matches in West Malaysia has inoreased over the period 1959 = 1966,
consumption per capita has shown a decline over the same period (see
Table 5,17)s The average annual consumption per capita of $0.5 is slightly
smaller than the 1960 value of $0.6, thus indicating tive consumption
liberalization. There are 3 main reasons for thise (1) The income
elasticity of demand for matehes is low. (2) The spread of social
serviees particularly in rural areas. (3) The substitution of gas
lighters for matchesa

Sonclugion

In conclusion we can say that with the exception
coconut oil, all the chemical commodities analysed in this
a distinet decline in the share of imports in total supply ,
period 1959 = 1966, thus indicating import substitution. 1966 5 out
of the 6 industries studied are able to supply more than of
the total supply of their respective products. The 3 most successful
industries are refined coconut oil industry, soaps, washing and cleaning
compound industry and the matoh industrye. For each of these
total output accounted for about 90 per cent of tetal supply in 1966,
However exports were disappointingly low for most of these industries.

-

refined
reveal

i
gl

g

2
[
:

3por detail see "Oral and Written Bvidences on Matohes®
published by the TarAf{ Advisory Boarde
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Instead we have consumption liberalization particularly in paint, refined
coconut o0il and medicinal and phamaoun‘aioa} products.

TABLE 5.17
MATCHES
CONSUMPTION LIBERALIZATION, 1960-66

Consumption P oim (s) h'-"“? :
er va
| Per Gapita ($)
1960 | 1961 | 1962 | 1963 | 1964 | 1965 | 1966 1960-66
i
06 | 0.5 | 05 | 0u4 | 05 [ 06 | 0,5 | " 05
g e
Sources Computed by suthor from data given in Table 5.15
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CHAPTER VI

CONCLUSION

From what has been analysed in chapters 3, 4 and 5 regarding
the progress of import substitution in West Malaysia, the following
observations may be mades

(1) Import substitution in West Malaysia isstill.in its
infant sitages As in many other developing countries 4

the Beafe region, it is centred chiefly om light and
intermediate industries engaged primarily in the production |, -
of foodstuffs, soft drinks, vegetable oils, footwear, I
textiles, and catering mainly for the domestic market.

This pattern of development is attributable to 2 main
factors; firstly, consumer goods indusiry is less
complicated and less eapital—intensive and secondly,

there is a ready market which ean be reserved for

domestic consumer goods industry by various protective
measuress .

(2) The manufacturing sector in West Malaysia is
characterized by the presence of a large number of small
scale establishmentse Taking the manufacturing sector
as a whole, average full=time employment per establishment
is about 10 workers. Establishment empl under 10
full~-time workers each account for about 82 per cent of the
total manufacturing establishments, but contribute only
14 per cent of total net output in mamufacturing. On
the other hand, the larger establishments which employ
more than 50 full=-time workers each account for only
about 4 per cent of the total number of mamufacturing
mm,mmnﬁ*ammwmw
net output in manufacturing.’ .

(3) The majority of the mamufacturring industries in
West Malaysia are heavily oriented towards the domestie
market, For these industries, exports rarely exceed 10
per cent of total productions The reason for this is
2 fold. Firstly, local manufacturers are unable %o
compete with thoir foreign counterparts in oversecas
markets, and secondly, there is little incentive for

me——— - —

"piret Malavsia Plan 196670, pel24
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local mamufacturers to export 4o overseas market since

they can_supply the protected home market at reasonable
2

profits. ,

(4) A relatively large number of the local industries
in West Malaysia depend: $o0 a large extent on imports

for the supplies of industrial raw materials. Perhaps
the main reason for this heavey dependence is the
relatively weak "1 ‘ effect operating in the
manufacturing sector.” For one thing, the establishment
of an industry does not usually result in the establish—
ment of related industries to cater for the

industrys In other words, there is a relative absence

of the inter-industry growth effects in the manufasturing
sector, where one industrial m*vity gives rise to others
in fields closely related to it.™ The absence of inter—
industry growth affects in the manufacturing sector in
West Malaysia is in turn the result of indiscriminate
establishment of isolated and unrelated hhtuhl in

monm.,

(5) m“dthm“mw
substitution has almost regched its limit<s so that »

(6) For a sumber. of “comnodities: analysed, the rapid
expansion of output has resulted in the liberalisation
of auupuo-. This is attributable to 3 main factorss

(3} mn‘hhmoctmﬁ-tMIl
excessive concentration of investment in the
protected industries. Once the capacity is
. areated (export possibilities being nom~existent
or mlord) the tm is to utilize the

‘mnw'mwumm
sales promotion. Paints and eigarettes are 2

2phe more protected the merket, the greater the profits will
acorue to local manufacturers.

3por more detailed discussion on the "linkage® effect;
OeA. Hirschman, Wm New lav-' 1950-
nnchun. Abids p.104.
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good examples.

(1i) 'The absence of internal restrictions on the
consumption of the import—substituting products with
the result that the consumption of these products
grow at a faster rate than for other products.

(iii) The imports of imported goods are restricted
by quantitative and other restrictive measures.
The result is that imported goods become relatively
more expensive and consequently their consumption
are reduced. In the protected import—substituting
industries, however, output exapnde much more rapidly
and as a result, prices decline relatively, thus,
indueing greater consumption. i

(7) ‘There has been little control over the use of foreign
brands in West Malaysias Many of the foreign—owned subsidiaries
still continue to use the same brands as when their products
were imported. This has the undesirable effeet of perpetuating
the"pre judice™ against the gmnr-u- produets in favour of
the foreign brand products.” This is enhanced by the intensive
advertising of these foreign brandss Furthermore, p:
of foreign brands (made in Malaysia) eanmnot, in most cases,
be exported because other markets are being served by subsi~
diaries of the same brands in different export markets.
Motor vehicles, cigarettes; tooth pastes, medicinal and
pharmasaeutical products are good examples.
: The observations set forth above are tentative. They are
congistent with the available quantitative and qualitative evidences,
but these evidences are admittedly sketchy. Until better evidences
are available, these observations may be accepted as guidelines only.

It seems clear from the results of the amalysis that the

imp :
West Malaymia. The orucial question is, can these problems be overcome,
and if so, to what extent: What are the likely costs involved in over—
coming these probelms? The answers to these questions will
have a direct bearing on the future course of industrial development

in West Malaysias

51% may be noted that some local memufacturers deliberately
avoid putting the "Made-in-Malaysia® mark on their products for fear of
consumers' prejudice against their products.



In the light of the observations made earlier, a number of
suggestions may be forwarded.

Begional Co-operation

It is generally recognised that national import substitution
based on narrow domestic market cannot be sustained over/long period /a
of time, This is because a relatively large market is an important
prerequisite for efficient and viable industrial development. For
empirical evidences have lhmstht the size of the market has a positive
correlation with productivity.” The larger the market, the higher is
the productivitys This is particularly so in intermediate and capital
goods industries where higher productivity cannot be achieved unless the
gohmqmtsmlwwumucmhmﬂo economies

The West Malaysian market is relatively small both in terms
of population and purchasing power. Efforts to enlarge the market
through exporte has been fﬂﬁmdelv the commercial policies of both
developed and developing countries.” Under such oonditions, it is
advisable for West Malaysia to co-operate with neighbouring eountries
to solve her market problem. Given that the establishment of inter—
mediste and eapital goods industries in West Malaysia is necessary,’
regional co~operation would enable her to set up these industries
which would otherwise not be possible um«mmm

goods industries. bﬂmmlm%mw technical

skills and technological know-how have to be taken into ion as
-

Bixport Promotion

being exported to
markets. Inuuﬁnﬂuhlnh, uumwmw
which provide the "growth-inducing” effect in the economy. The government
- should therefore take measures to encourage and promote the export of
MMM pmunhﬂv ihnprﬁutsfn“lﬂt

5-10-» Wmmsuc.

TI.!. Chenery, "Patterns of Industrial Growth"®, m
m—ﬁc 196y PPe624-5de

S el Ohan, Recional Ce-everation in Sousheast Asis, University
of lala.n. 19‘8. Pe255¢

9!ho value of uport-v of machinery and transport equipment
amounted to $500 milliom in 196 $515+9 milldion in 1964 and $580.2
million in 1965. (See Table li1l) pe3s

-q8%



Malaysian producers have a comparative advantage, such as rubber footwear,
textiles; wood products and foodstuffs. Export promotion can be carried
out by 3 methods, namely by providing export incentives (e.g. subsidies,
exemption from income tax expenditures on promotional activities), dy
sending trade commissioners overseas, and by participation in intermational
trade fairs, With respect to the first method, the government has recently
passed the Investment Incentive Act which includes a range of export
incentives,10 But export incentives alone are not enmough to enable local
mamufacturers to sell in the highly oompetitive international markets.

It has to be supplemented by sending trade commissioners oversecas to
explore the market potentials as well as to seek out potential buyers.

In this highly competitive world, ome has %o go out and sell instead of
waiting at home for orders to flow ins It is also equally important that
local manufacturers be eneouraged to partieipate in international trade
fairs so as to ensble foreign buyers to see for themseélves the range of
producte available in Weet Malaysia. For export promotion to be -
successful, local manufactured products must be competitive, both in terms
of quality and price with those of foreign mamufacturers. Otherwise

much of the promotional effort would be wasted. PFinally, %o mt‘.
promotional efforts of exporters; a National Promotional Centre should

Joint ventures in industrial undertakings in developing 1
countries have been an important phenomenon of the post—war periods
Empirical evidences have shown that co-operation with industrially advanced
countries for the use of the country's capital, resources, skill and
experience is a much more economical and ultimately a quicker way of
achieving industrialization than "to go it alone™. This has been the
experience of countries like Mexieo, Israel and Puerto Rico. West
Malayeia has no special eircumstances which justify it as an exceptions

T 3 i <

 As far as West Malaysis is concerned, joint venture serves 3
essential purposes. In the first place, it stimulates the engagement of
responeible local capital in productive enterprises; secondly, i% helps
to develop a nucleus of experienced managerial personnel in both the
private and publie seotorj and thirdly, it helps to advance training of
local labour and te¢hnicianse Murthermore, joint venture also helps teo
reduce the amount of capital outflow in the form of profit remitiances
which otherwise would not be possible if the industry is wholly foreign-
owneds Taking these factors into consideration, the government should
therefore plase greater emphasis on Joint ventures in future industrial

wﬁvp 'aﬁ-u.ih, see Appendix II
Vg, wetery mwmnm New York,
Oxford University Pressy 1964, p.l



as it has done so in the case of the iron and steel plant at Prai,
though with a market the size of West Malaysia and in view of the lack
of raw materials and skilled labour, the feasihility of establishing an
iron and steel mill and other heavy industries may be questionable.

Indugtrial Planning

The present policy of West Malaysia with regard to industriali-
sation is to leave a large share of investment outlay for industrial
development to the initiative of the private sector, partioularly
private foreign enterprisess Such a policy has its advantages and
disadvantagess One of the serious drawbacks is that private investors
tend to place their own interest above the national interest with the
result that some industries are set up which eould hardly be called
essential for industrial development. If present passive, unselective
policy is continued, it will inevitably result in indiscriminate develop~
ment and wasteful competition in a number of industries. For example,
there are already in West Malaysia 6 paint firms, 3 match firms, 3
toothpaste firms, 3 sweetened condensed milk firms and § pharmacaeutical
firms, oo competing with another as well as with importers for a share of
the small internal markets In almost every case 1 fimm can produce
sufficient for the entire internal market, working om a 3I=shift basis,
80 maximizing the productivity of expensive eguipment and minimizing uwnit
coste Imstead of this, the result is toe oftem that each firm has
considersble excess capacity, produces at a higher unit cost and 12
dissipates much of its energy and resources in wasteful advertisings
Another drawback is the establishment of wnrelated industries and the
consequent absence of "linkage" effect in the economys MM
m.muhumdorwwmmdmm
plan should be draw.up, based on inter-industry Mu?
the output of ome industry becomes the input of the otherindusiry.

In this way, nWWMMMMM
nmmttnmwcwu-mmq the plan should
inelvde a list of priority oriteria for the selection of industries and
products which need to be developeds This list should inelude the

followings

(1) hﬂmtries having a large foreign m
Mﬁ coefficient,

%.»n.«.m-wu»mmmmﬁm

government's policy of providing additional employment opportunities to
the rapidly growing lebour foree and partly to the lack of eco~ordination
among the various government bodies concerned with the industrialization

programme. It is questionable here whether the employment problem
justifies the indiseriminate development of industries without regard to
the repercussions on the economy at large as a result of misalloeation
of scarce resources.

Bpr, syed
Waseem Ahmad, "How san we promote a more rapid
industrial growth in Malaysia?™ in Ekonomi, Vol. 8 December 1967 pe521.



industrios which would provide basie aputs for the

industrios aaking the largest contribution %o
agricul

(v)

national income per unlt of investment,
10,0 Whoslwright, dbide, pel06s:

(vd)
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prices. A time period should be given to local manufacturers to improve /
their quality and reduce their price to the level of foreign products so
that serious effort would be made by them to be competitive within a
specified time period. If and when necessary, this time period can be
extended for those industries which can justify their applications for

such an extension. However, if the high price of local products are

due to high cost of production (as a result of lower output and high cost

of raw materials), government control would be useless.

Burchase of Foreign Brands and Patents

Finally, it is suggested that if possible, the government or
private business should explore the lity of g up 1 oy
foreign brands or patents so that 1 "products could be pro ander
national brands. Japan has done 80 for many of her Wt.
and has become one of the world's largest manufacturers. rly the
government could, after a period of time, substitute national brands for
foreign brands once local citizens have mastered the ques of
production of a certain commodity. This help brand-
consciousness among local consumers while at the same time enable local
products to be sold in foreign markeis which . otherwise not be
possible if the products concerned were to be sold under established
foreign brands, '

The Future N

umam‘xl: ::‘,"m".'.“&"" 3‘3 sy has »:‘:' mm le _attain

significant results in West
to the domestic market (which is relatively
and purchasing power) as as to the production of consumer goods.
The fact that import substitution is chosen as a means to get industriali-
sation started does not : ”ﬁg : " means.
Although it is not possible to say, at present, whether import substitution
avmu.rermnrmmmumnu;nnhum
in view of the short period covered in the s its contin

in the future is certainly questionable in view of results achieved

%

muma.uuupmmmtummummm
poliey of mmmuamrmim In this respect,
the government should alse consider poss es inducing a
gradual process of industrialiszation through agricultural development
and the Mmtiddwmmwnmﬂw
products, particularly of new products. This cause industrialisation
via hpo;t substitution cannot be relied upon indefinitely for sustaining
the rate of industrial growth in the future.

o
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APFENDIX I

LIST OF PIONEER COMPANIES IN WEST MALAYSIA
AS AT 3lst OCTOBER, 1967 .

Hanufacture of Dairy Products

1.
2.

Premier Milk (M) Ltd.
Food Specialities (M) Lid.

3. Pacific Milk Industries (M) Lid.
Manufacture of Frepared Animal Feeds

1, Asia Chemical Corporation Ltd.

2. Malayan Pharmacaeutical Factory Ltd.
3. Sin Heng Chan (M) Lid.

4« Jephyr Chemical Feedstuffs Ltd.

Se¢ Zuellig Feedmills (M) Lid.
Brewing and Malting

1, Cuinness Malaysia Ltd.

Malaysn Breweries (M) Ltd.

Manufacture of Paints, Varnishes and Lacquers

Colorcem (M) Ltde

Federal Paints Factory Lid.

1.C.1. Painis (M) Lid.

PuhoRe Malayan Paintworks (F) Ltd.

Sissons Paints (Bast) Ltd.

The National Lacquer and Paint Products Co. (M) Ltd.

Colgate Palmolive (Asia) Synthetic Detergents Co, Ltd.
Malayan NHeSeDe Ltds

Lam Soon Corporation Ltd.

A.S. Watson Company (Chemical) Lid.

Dumex Limited

Franco=ialayan Mfge. Co. Lide

Glaxo Allenburys (M) Ltd. .

Malayan Pharmacaeutical Factory Ltd.

Manufacture of Perfunes, Gosmetios and Toilet Preparations

‘Beccham Ltds

-l
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APPENDIX II

INVESTMENT INCENTIVES ACT 1968
EXPORT INCENTIVES

'!hllvumut Incentives Aot, passed in March 1968 also
provided a range of export incentives. The first related to deductions
for certain outgoings and expenses for the promotion of m‘

Any expenses incurred by the approved company for export
promotion would be allowed as a deduction. . ”

Such expenses would inelude mmuﬂv‘ﬁufngwm
to persons not resident in Malaysia, expenses attributable to free

samples for customers ouiside Malaysia expenses incurred in m
export market research and other related mﬁl.

Pioneer companies would have a mdd privilege as all
deductions allowed and which were incurred during their tax relief
poriodcouuhumaroﬁartm*homhumimuunnm
as deductions in the post~tax relief period

Another new export mhtfn took the form of an accelerated
depreciation allowance for al expenditure ingurred in
plant or equipment o mod rrodudion techniques in existing
newly set up factories.

Only aprroved resident companies would be emti .u.mtu-
depreciation and to qualify for it thuo firme must
20 per cent by value of its total productions

n‘iﬁn‘&ummuunﬂummm
mtuorunmmmtmc.m.mm g

The rate of scoelerabed depreciation ummwmout;
yoandthlswwl(mthtmo%ﬂpqmtdmmwm
would be written off in five years,

A further incentive was the export allowance. A non-resident
did not qualify and exports of primary commodities were exeluded.

The allowance was related to the increase in exports, the
extent of wages paid for employees whose basic wage did not exceed $500
a month and to the amount of local materials brought for use in the

mamufacture of products for export. g



APPENDIX III

FACILITIES FOR INDUSTRIAL DEVILOPMINT

If you invest in industry in the Federation, you can take
advantage of the many facilities provided by the government:i~

(1) Relief from ingome $ax for 2 = 5 years to indusiries
hitherto not carried on in the Federation. °

(2) Eree transfer of capital and earnings within the

Sterling Area and, with minimum of controly %o and from
countries outside the Sterling Area.

(3) RBrotection of foreign investments against expropriation.
(4) |‘Tariff protection to deserving local industricse

(5) ZImport duty exemption for machinery and in some cases
of raw material to be used for manufacturing purposes.

(6) [Protection against dumping by foreign exporters.

(7) ZIndustrial esiates providing cheap and readily available
serviced sitese

(8) WW as
roads, ports, power and communication facili:

(9) Lean facilities for industry through the Malayen
Industrial Development Finance Limited.

(10) Erodustivity %raining for management and supervisory
personnel in local industry.

(11) JIndustrial research facilities through the proposed
National Institute of Scientific and Industrial Research.

Sources Federal Industrial Development Authority.





