CHAPTER II

DEVELCPMINT CF INDUSTRIES AlID THE FIVE-YEAR PLANS

First Five-Year Plan

The real starting voint of industrialisation in
Malaya in which 2 definite programme was prepared for it
could be found in the development plens of 1956-60 and the
present Second Five-Year Flan.

The First Five-Year Plan for the Federation of
Malaya, was adopted in October, 1956, for the period ending
31st December, 1960. The sigrnificance placed on the
development of industry is reflected in the amount of
allocation of public investment in this sector. Cut of a
total public investment of #1,007 million only $12.1
million was directly alleccated to incdustry which is only
1.2% of the total public expenditure. And of this $12.1
million $11.1 millicn went to site development. This amount
spent on industry is like a tiny drop of water dripping on
the pleasent land. However, the indirect effects of the
public expenditure on industry in the following sectorss:
transport, communicationrs, utilities and the scocial services
are important as they contribute to the preparation of the
economic environment for the development of industries.
The amount of £635.5 million spent in these four sectors is
about 65.4% of the total expenditure.

The growth of industry in this period when:
"Measured .n terms of horse power, the number of machines
and other instaslletions in manufacturing fstablishments
more than doubled between 1955 and 1959."+ It was further
estimated that gross fixed investment in manufacturing
amounted to $85 million or about 14 per cent of total
private investment.

The preparation of the Petaling Jaya industrial
estate with develcoped industrial sites having access to
such basic utilities as; roads, water, electricity and
telecommunications proved to be a great influence in
attracting industrial investment. More than 150 factory

1See Federation of Malaya, Second Five-Year Flan
1961-1965, Government Printer, K.L., 1961, p.3
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lots were scld and about 80 factories started productlcn.d

Another feature during the Five-Year Plan was the
passing of the Piloneer Industries (Relief from Income Tax)
Ordinance, 1958. This ordinance provided substantial tax
incentives. Profits of enterprises which qualify as
"pioneer" industries are exempted from income tax ranging
from & period of two to f 3 le
of capltal investment made. In the period concerned, 55
firms with a called-up cavital of about $28 million and
prceducing 232 nroducts had been awarded pioneer status.
About 35 of these units started production tefore the end
of the First Plan period.

M

The total number of workers employed in the manu-
facturing sector was roughly estimated at 145,000 in 1960
compared with about 123,000 1In 1955 or an increase of abou
@ per cent during the Plan period. Figures for the total
manufacturing output were not available, but it was estimated
that the increase was about 20 per cent to 25 per cenit. The
rate of growth for biscuits, soft drinks, cement, woocd-
working and light engineering industries were the most rapid.

Second Five-Year Plan 1961-1965

The Second Five-Year Plan recognises the maj
economic problems which it has to face. These are mai
centred round the problems of population and the 'lorp
economic growth of Malaya.

Firstly, the population is expected to ircrease
by more than a million persons during the Second Flan period,
There is an estimated number of 240,000 new entrsnts to the
labour force. The rate of population growth is at more than
3 per cent a year.

There is a further problem of the rural populatien
which have over 60 per cent living in depressed situation
and land hunger. Under employment and unemployment is wide-

spread.

Secondly, there is the "over-specialization and an
excessive dependence of the economy on a single voroduct-
rubber."® Rubber accounts for over 25 per cent of the
national inccme, nearly 30 per cent of empioyment, and about
60 per cent of exports. It is extremely sensitive to price
fluctuations and to the technological development of synthe-
tic rubber,




The broad objectives of the Plan are laid down to
tackle the above problems:

(1) The rural population is to be provided with
facilities and ovportunities to improve its
levels of eccnomic and sccial well being.

(2) The increase of the country's povulation of
working age by about 15 ver cent during the Plan
period is to be provided with employment.

(3) The per-capi
be raised and the
to te protected =
possible decline

of the economy is to
ita living standards is
the adverse effects of a

(4) The diversification of the Malayan econony
in agriculturs and industrial expansion is tc be
encouraged,

(5) The social amenities such as education,
public health and housing are to be improved and
expanded.

It 1is to be noted that industrial expansion in
the long-term "offers perhaps the greatest promisefor sus-
tained dexelopment and diversification of the Federation
econony."

To athieve these objectives relested to industriali-
sation the allocation of public investment vlanned for the
Industry sector will be examined. The amount ic more than
twice the amount actually spent in the Firet Plen but not
even twice the amount planned for during the same period,

Out of a total plan target of 92,150 million, only %27
mililon is to be allocated to industry as ccompared with the
plan target of ©15.8 million in the First Plan. This amount
of 527 million is about 1.3 per cent of the total planned
public investment which is equivalent to the percentage
actually spent in the First Plan. From this figure, it will
seem very incongruous to expect industrial expansion to offer
very great promises when the big drive 1s not in industry at
all., It is very interesting tc note that Wheelwright says
that "industry is really treated ss a Cinderella"™® in the
plan. Even then more than one third cf the %27 million goes
to rural industry. A figure of $7.5 million in contrast to

41pid., p.ls.
SSee E.L. Wheelwright, "Reflecticns on Some

Problems of Industrial Development in Malaya", Malavan
Economic Review, Vol., VIII, No.l, April 1963,,p.67.

-7 -




the First Flan target of 14 million is directed to site
development. There is no doubt that public expenditure on
jndustrial development has a very low priority in the plan.

To offset this pessimistic picture of the little
dgirect aid given to industry, +1,227.9 million or 63.5 per
rent as compared with 5.4 per cent in the First Plan is
allocated to the fou

r secterss transport, communications,
utilities and tho soc

O b

%,

H

ial services., Dut of course these are
ceneral aids rather than specific ones. They do not only
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serve industry alone but many cothers as well,

o

The views and =

ttitudes of the government towards

industrialisation are helnful 1
tr
a

aining the steps taken

ot

el

L
oyt
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to encourage industry. It s that the role of
manufacturing is still a sm . It is very imprescsed
about the results of recent additions to the courtry's
manufacturing capacity in the First Plan. And has alrezdy
been noted it places a lot of hopes on the manufacturing
sector to stabiiise and sustain the economy in the long-run.
As stated in the Five-Year Plan,K the policy of the Gevernnent
is to rely on private initiative for this development, but
at the same time to encocurege the growth of private incdustry
through every reasonable means of ascistance, consistent with
the general interest. .
The Government thinks that the basic contribution
to industrial growth is through the preservation of a sound
and stable monetary aznd financial climazte in which free
entervrise can operate within this freedom from restrictions,
controls and uncertainties. More specific assistance and
encouragement will come in the form of providing credit
through its participation in the Mzlayan Industrial Develop-
ment Pinance, Ltd. The success of the Petaling Jaya indus-
trial estate will be followed v with more industrial
estates in Fenang, Perak, Selangor and Johore. These
industrial estates will be located in the most eguitable
regional distribution. The tax relief ranging from two to
five vears provided by the Pioneer Incdustries {(Relief from
Income Tax) Ordinsnce, 1958 will be continued. In addition
to this duty exemption on the required raw material imports
of an industrial venture will be considered and given if
Justified. Tariff protection will be used as a temporary
neans of assistance to "infant industries" in cases where
there is every prcspect that they will be able to compete
eguelly with others by the end of the protected period.
Alreedy in existence are protective duties imposed recently
on sulphuric acid, tyres and tubes, pesticides, hard soap,
aluminium household utensils and other articles.

In the Second Plan period, no greater acceleration
in industrial growth is expected but rather the same expan-
sion as in the First Plan period. However, it is expected
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+hat the level of industrial outovut during 1961-1965 to be
50 per cent to 75 per cent larger than in the last five years.
Industrial employment might not be able to increase propor-
tionately as much as before becavse of more capital-intencive
~ethods of production. However, an increase of about 20 per
cent, or about 30,000 additioral industrial workers are
expected.

The pattern of allocation for industrial promotion
is given below:

$ Million

(1) Industrial Estates 745
(2) Institute of Industrial

Technology and Industrial

Productivity Centre 1.8
(3) Malayan Industrial Develop-

ment Finance Ltd. 2.5
(4) Pineaprvle Canning Industry 5.0

(5) Rural and Industrizl Develop-
ment Authority 10,0

Totals 26.8

Although the figures for the Second Plan ac a
whole is of greater magnitude than the First Plan; yet pro-
portionately the public expenditure in industry and also of
the four sectors with which we are concerned: transport,
communications, utilities and the social services is about
the csame.

Interim Review of the Second Five-Year Plan

The Interim Review of the Second Five-Year Plan6

in December 1963 has somewhat altered the picture. Revi-
sions have raised the original Second Plan target of %2,150
million to $2,930 million and it is expected that the actnal
outlays may reach $2,800 million. In this revised targets,
an outlay of $59.6 million will go into industry. This is
about 2.3 per cent of the total expenditure. Percentage-
wise, the total expenditure of the revised figures for th
four sectors remain about the same. The only huge change
in the pattern of allocation in the industry sector is that

6See Malaysia, Ipterim Review of Development in
Mulava under the Second Five-Year Plan, Government Printer,
KCLC, 1963, pp. 22")30




of a loan of $37.5 million to the Malayan Industrial
Firience Ltd. The original aid that was planned was only
zo.5 million. The rest of the items in the industry sector
with only a very little increase remain approximately the

GENIE.

Private investment in the manufacturing sector
can be seen from the two tables beleow. From table 1 which
cshows the value of goods produced in selected manufacturing
industries Clasulileﬁ and grouped together in 12 major ,

eroups for the year 1959-1961;: two-thirds of the classified

1n*ustrlea show & rising trﬁnd in the net value of output.

The remaining one-third sheows a slight fall in the year 13861

though it was increasing the net value of output from 1959~
s ecte

1¢60., The four groups thus af xd weres

Cf}
'3

1 l

[

(1) Processing of rubber and coconut oil in
factories off estates.

(2) Food menufacturing industries.
5
(3) Beverage manufacturing industries.
(4) Wood products manufacturing industries.

From table 2 which indicates procducticn in terms
of physical units of selected manufacturzd gocds for the
years 1955, 1960-1962; we may say that as a whole production
is on the upvard tveﬁd Aerated waters is on the dowvnward
trend from 1960-1962. If we take the ten major group cf
products, the only excepticn in output growth is aerated
waters. Manufacturing output is therefore rising, although
it 1s still a small factor in the Mslayan chnch.

At the end of the First Plan 1960, there were
established 55 pioneer companies with a called-up cepital
of about $28 million since the Pioneer Industries (Relief
from Income Tax) Ordinance came into effect in 1958. This
took place in a period of 2 years. Though for the next two
years the number of pioneer companies has not been zktle to
match that of the first two years yet substantial growth
took place. The rate of growth in the pioneer companies
can be seen in the figures below:
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Source: Deperirent of tatistics, lontily Statisiical Zulletin of the Slates

of Lalsya, Octoter 1963,
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TABLE 3

Pioneer Industries

December December December June
1960 1861 1962 1963
Number of Pioneer Industries 55 71 87 29
*Called-up Capital (Million &) 29 54 69 134
Employment at beginning of
tax free period .. .. .. 4,420 6,666 8,347 9,339

Employment at end of tax
free period ., .o ¢ .o 5,357 8,522 11,798 13,31¢

Rate of growth of Pioneer
Industries (1960 as 100) .. 100 129 158 180

*Figures are rounded up.

Source: Quoted from Interim Review of Development in Malaya
under the Second Five-Year Plan, p.47.

It can be seen that employment at the beginning of
the tax free period has =slightly more than doubled in a
period of two z2nd a half years. The average increase of
employment far 1960-62 was about 2,150 workers psr year.
The amount of called-up capital for these new firms of
$133.6 million is mainly contributed from overseas which
comprise 73 per cent of the total in 1963, C(f the 99
approved industries about 70 have started production and
employ about 5,000 workers. The latest figures available
show that about 105 pioneer certificates have been granted;
and of these about 86 companies are in production. There is
about half of the establisnments in the chemical group,
about & guarter in metals and engineering and the rest in
food, beverages, tobacco and non-metazllic minerals.

Here, it is seen, how the private sector of the
economy has responded to the stimulus and encouragement of
the government in its industrialisation policy which is
primarily devoted to the creztion of a suitable investment
climate for private enterprise. While public investment is
determined by the decision of the Federal government, the
State governments and the few other public autherities,
private investment is the result of as many individuzis as
there are in the decision making processes. The decision
to start a business enterprise is an illusive thing to pin
point. But if the external conditions or environment in
which a business thrives can be made as conducive and
attractive as possible by public investment and other
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measures then "half the battle is won." Of course, there
are many’v1tal internal factors which have to be taken into
account in a business organisation for its survival.
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