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CHAPYER IV
Lids and Incentive for Industrialization
Introduction
- An introduction to ihe numver of pioneer companies, azount

LA
of called-up canital, emvloyment, nature of production and rate of
pro ress has aiready veen given in the second chrapter. In Lalaya as
a whole, tne capital - intensive tion metiods of the majority
of pioneer firus hpve nads the mo aid.wrowuh Avout half of the
103 pioneer firms in Lalaya are 1 ted in Tetaling Jaye, one-fifth
in Johore Zarru and the rect ere ttered in :rovince Wellesley,
Peral, Selangor and Johore. There is only one pioneer industry -
the Felantan Ilatch Fectory Lid. operating in the cast coast of lalaya.

The picneer industries produce about 358 preoducts such as:-
agricultural machinery, cer enu, asbestos progucts, baiteries, bolts
muts, canneéd food-stuffs, chenicals, condensed mi
? b 3

? b
1k, cotton wool and
medical dress ns, electric cavles, insulating and acoustic material
1awn mowers, na.unes, netal containers, metal preparations, tooth-
zste, tJTEQ, P ic products etc. In addition, several large-scale
n as; a sugar refinery, a flour mill, an aluminrium
wo 0il refineries, a tyre mouldingy pla

rolling nlll, a Dc; ill,
ks have been built or are being built.

end an iron and SUeel w0

The net value of output of pioneer firms in the manufacturing
in dustry is cstlﬂate around § per cent of the totgl lLialoysien net
enufacturing output by the end of 1962, 1In llalaya alone, the net
value of outyut for 59 operating pioneer industiries was in the region
of about .30 million in 1062, There were 87 in ndustries granted
pioneer certificates in that year.

E’J

It is typicel for omne or two pioneer firms to dominate the
market in each pioneer industry and only in e few industries, such as
paints, nharmaccutlcal matches and toothpaste are there from three
to six firzs. In a snrvey of existing pioneer fir:s oy_wtucnen in
1963, it was revealed that at least two-thirds of the firms have plans
for expansion and the production of new and different products.*

*Philip Stuchen is a Colombo Plan expert sent tc advise the

povernment on the setting up of picneer industries.




The ploneer indusiries are allocated to 13 major groups:-

(1) Agriculture

(2) Food, Drink and Tobacco

(3) Chemicals and Related Products

(4) Metal Recovery and manufacture

(5) Engineering and elsctrical goods

(6) Vehicles

(7) Miscellaneous Metal Goods ienufzcture

(8) Textiles

(9) Clothing and Footwear

(10) Non-metallic structural and related products

(11) Timber, Timber Products and Furniture

(12) Paper, Paper Products and Printing

(13) Miscellaneous Manufacturing Industries.
As noted earliér in chapter two, the chemical grcup has the most
mumber of firms followed by the metals and engineering group and the
food, drink and tobacco group.

Legislation of rioneer Industries

Pioneer industry legislation is provided by the Pioneer
Industries (Relief from Incoze Tax) Ordinance, 1953. It is "an
ordinance to make provision for encouraging the establishment and
development in the Federation of industrial and commercial enter-
prises by way of relief from Incone Tex?,29  The period of tex-free
holiday in connection with the amourt of investment made has already
been noted earlier, A pioneer company may, hovever, graduate from
two years relief to five years or from two to three years and thence
to five years in stages as its fived capital expenditure becomes not
less than the limits specified in the ordinznce.

295ee Federation of Malaya, Pioneer Industrizs {Relief
from Income Tax) Ordinance, 1958, Section Une,
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. . The pioneer industry legislation was recommended by the
Industrial De?elopment working Party, 1957 which was {ormed throagh
the sponsorship of the Alliance party to look into the problsas aﬁd
aspects of promoting industrialisation. It was one of the nany
recommendations to attract local or foreizn capital to embark on
schemes involving new forms of enterprises which are either unrepre-
sented or inadeguately represented in the Federation, )

In part two, section 3 of the Ordinance, the conditions
for pioneer status for the industry or product are written as follows:

(a) any industry not being carried on in the Federation
on a comnercial scale suitable to the economic require-~
ments or development of the Federation or at all; and

(b) there are -

(1) favourable prospects of further developnent
of the industry; or

(1i) insufficient facilities in the Federation -

to enable the industry to be carried on a commercial
scale suitable to the economic reguirements or
development of the Federation.

(¢) it is considered in the public interest to encourage
the development or establistment of the industry in the
Federation by the making of an order declaring the industry
to be & pionesr industry and any product or products of
such industry to be a pioneer product or products.

Arong other topics covered by this Ordinance are the
gdninistrative arrangements whereby applications are to be issued with
the pioneer certificates which may be cancelled or amended to include
other changes in the pioneer status. Part three of the Ordinance
deals with the tax relief period concerning such items as ccmmencement
date, capital allowances, dividends exemption and the carrying forward
of losses incurred in the tax relief periocd.

The application for pioneer industry status requires that

certain information and particulars be given. This is found in
Section 4 of the Ordinance. In section 11 of the Ordinance the forms
of application required to be filled give a fuller det§il gf the
required particulars. The things included in the application form are:

(1) the pioneer industry and products intended to be
produced by the company or proposed company

(2) the capital structure
(3) the analysis of the product quality and costs.
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(A)cha production rate and capacity in terms of
marﬁetablg quantities on production day and at each
stage of development of the company;

(5? the size and cost of construction of the
buildings, plant and machinery of the factory through
stages and the location; '

(6) the various types of labour from unskilled

to managerial level; particulars of foreign technical
and managerial personnel and steps taken to arrange
for Malayan personnel to take over their place if any;

(7) the technical agreements with overseas companies
and also management zgreements;

(8) the market analysis of the company's share of
the proportion of that market, competition through
imports and any local production already existing;

(9) tariff concessions and other details.

The Minister of Commerce and Industry is the person who
decides to grant the pioneer certificate after teking into consi-
deration of the following factors:

(1) the number of pioneer companies already established
or about to be established for the production of the
product or products mentioned in the application;
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(2) the production or anticipated production of such
pioneer conmpanies;

- oy -
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(3) any objections of existing and established manu-
facturers to the proposed industry or product wo be
declared pioneer. This is to safeguard exisving .
manufacturerst interest, otherwise, the failure to do

so may mean that new-coners to the industry may be :
given an unfair advantage over established manufacturers.

Sone grounds for rejecting the applications of certain
companies are:

(1) applications wit hdrawn before they could be considered;

(2) the productive capacity of companies already granted
pioneer shatus would supply the local market;

(3) no qualifications for retrospective granting of
ploneer status;




e
(4) not considered expedient in the public interest because

the product is already made on a substantial scale in
the country; '

'

(5) refused on grounds of security;
{6\ obiecti oY E T Vs 3

\0/ objections recelved and upheld;
(7) rejected because raw mat

when complenentary and ent
materials are available,?©

n tre svecch of the ldnister of Cornerce and Industr
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efi readins of the rioneer
Irndustries LEill, emarked there was abscluiely no
difference in treatment beiween foreisn and local capitel or pioneer
status, In fact, "the need for capital is so ;reat tnpt there is Toom
or all the local znd foreign cgpitel washing to invest here, with
e
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nty more tc spare'. However, "£11 other factors bein; equal, I an
epared to give preference to a pioncer faciory which is financed
by local capital.”Dl The next in order of preference would
be capital finenced by local and foreign cgpital in partnersnip and
last
e

, companies financed wholly by foreign capital.

Other conditions and qualifications which are not legislated

for Pioneer indusiries but are of a persuasive and conditional character
are dravn to the attention of applicents.* lowever,

to obey the ordinary legislation regnlating conditions of employment

in the seme way as do non-pioneer firms. Ion-pioneer firms are in no
way obliged to observe the special conditions and gualifications attached
to pioneer firus. To all applicants for picneer status, the Government

through the linistry of Cormerce and Indusiry negotiate and agree on
these conditions regarding capital, employment, raw materials, etc.

Local participation in the capital structure of any pioneer
project is recormmended as desirzble. Furthermore if the project is
to be initiated by foreign companies, at least 49 per cent of the share
capital should be taken up by lalayans. Tris however, is not rigidly
laid down; the actual share to be allotte@ to local participation
depends on the size and nature of the prOJectwand the typg ang amgunt
of foreign capital available and necessarye. ‘Lalay pért1c1paflon in
the capital of pioneer industries is o receive special treatment

30pefer to Dewan Ra'ayat, Questions and Answers, ilgvenmber
30th, 1960.

3lgee Seconding the Motion for the Final Reeding of the
Pioneer Bill, 1958, 2op. cite.

¥Refer to the iinistry of Commerce and Industry published

tulletins to prouspective industrialists.
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through the preference and reservation of g4 COrtain wmmemt

allotted issues. This is to allow g greater st;Qe .F“f§°r“i°3 =L
Malaya by nationals of Malaya whoever they may 1 1$“h:§ esorony of
about 4648 per cent of local capital in piovi; oe. In 192 out of

. s neer industries abes 2
per cent had either been taken up or reserved for Malay czﬁi‘ai 32
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As to labour, preference should be o3 to M
ssibl s el given to Hal
ever possible, 1ng the initial years of the comnany 1imitesd
nunber of foreien technical and exeeuti e bals paroa
- SoTels cal and executive posts may te held but with
the provision that most, if not all, of them are %5 be reslanod
Malayans within specified periods., If foreign personnal 59; )
employed, then training should be given to Hala&ans L0 taxe
them within reasonable periods, There should also be en:
ploneer industries a certain percentage of Malays, .
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Raw materials or commodities of Malaya should be made use
of as far as possible. This will ensure that the resources of Malaya
are effectively utilised and that the attending industries are
benefited.

Machinery for installation in a new plant or for the expan—
sion of an existing one is to be new and modern or up-to-date. This

is to compete with foreign producers by cutting down labowr and
reducing production costs.

Rather than mere assembly, it is desirabtle that pioneer
companies carry on manufacture to as great an extert as is feasible,
This extent of manufacture should moreover be progressively increased
as the companies gain more experience in their respective fields,

Tariff concession and pioneer status are considered
separately, Pioneer projects requiring tariff concessions as a pre-
condition for their establishment would be congidered for picneer
status only after their turiff requests have been resolved. The new
enterprise must show that it is being efficiently operated, that costs

of production are reduced and a competitive positior vis-a-vis imported

products of the same type is maintained.

Applicant companies should consult the Ministry of Commerce
and Industry before they conclude any arrangements with foreign firms
for technical aid, loan of patents, trade marks, processes, etc.
involving the payment of fees or royaities.

Approval of the Controller of Foreign Exchange is required
for the free transfer of capital and earnings between Malaya and
countries outside the Sterling area, Within the Sterling é;ea the
goverrment allows unrestricted transfer of capital and earnings
between the Federation and other countries.

32366 Straits Times, December lst, 1962,
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Thus, legislation for picneer industries in addition to the
normal legislation provided for all imdustries is carried out through
3 e gy 2 . . -
the Pioneer Industries Ordinance, Verious conditions and qualifica-

tions are attached to this legislation when conforming to pioneer
applications. '

Examples of pioneer indusiries which have pert of their
capital subscribed by the public are: Esso Standard (M) Ltd.,
Shell Ref%ning Co, (M) Ltd., Bume Industries (1) Ltd., Metal Box
Company (M) Ltd. and Dunlop Malayan Industries Ltd, Other pionzer
conpanies which are not public companies may have joint capital
ventures with local capital too,

7 A1l pionszer industries employ local lebouwr, Training at
the operative and executive levels are given, In the case of Colgale
and Palmolive (Asia) Ltd. long before the plant was ready for actual
overation, senior employees were sent to plants in other countries
for a thorough indoctrination in methods of plant operation and
production, Every operator was given a two-month fanilisrisaticn
course by foreign instructors.

Whenever it is economical and feasible to use raw materials
they are utilised as in the case of natural rubber by Dunlop Malayan
Industries and local cement in the Hume Industries (¥) Lid., and the
Malayan Nozawa Asbestos Cement Co., Ltd. However most of the raw
meterials are imported. There seems to be little scope for local raw
materials in this direction.

In the case of machinery, they are all modsrn and up-to—-date
in almost all the pioneer industries,

Tt is interesting to note that in the case of Johnson ard
Johnson Ltd. all the staff and exeoutives are local except for the
manazing director and plant manager who ere fron overseas. o> Again
in the Malayan Nozawa Asbestos Jement Co., Ltd., there are only four
Japanese on the staff, a manager, engineer and two technicians while
the 150 odd workers are local personnel. Colgate and Palmolive (Asia)
Ltd., has only 3 foreigners in its top management,

In the middle of 1962, out of 80 firms granted pioneer
status, 20 had no tariff protection at all, 34 There is some degree
of correlation between pioneer industries and higher tariffs.

335ee Straits Times, Made in Malavsia Supplement October
26th 1963.

'

Wheelwright, ovscits, P70,
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Provision of Services to Industries

In zeneral all these services, inducements and facilities
are also avallable to both nionser and non-pioncer industries.
3 - ~ s ~ % ) ‘.
?heoe specific measures taken to create an atmosphere conducive to
industrieg are based on the recomuendationg of the Industrial Deve-

.y Uarking . a5” AL . o8 1
lopment Working Party, 1957, Eariier ire have noted somethning about
these facilitles for industrial development,

Basiac Services

The provision of public services and utilities on such itens
a8 roads, railways, sea and air ports, posts, telecomnunications,
electricity and water nave zlready besn discussed in nrevious chapters.
There is no weakness in the supply of these basic services. On the
other hand they are edecuate, sufficiznt and good.

Advisory and Informative Servicesg

The central organisation for dealing with enquiries from
prospective industrislist is the Industrial Development Division
of the Ministry of Commerce and Industry., From here printed material
and answers to specifie to guestions about any phases of seliing up
an industry are provided. This Divisicn came into existence in 1957.
In connection with this Division, industrial promotion in the form
of publicity and advertising campaign to publish the bright prospects
for foreigzn and local industrialists are carried out. A Colonmbo Plan
expert working with this Division has made a survey of the type of
industries which can economically be or ought to be established in
the Federation,

Industrial gites prenaration, services

Land for industries are being established in Penang, Perex,
Selangor, Negri Sembilan and Johore, An account of the progress @ade
in the development of industrial sites in the various states is given
below:

" Penang - Sungei Mak Mandin, Butterworth

The Penang State Government has set up an industrial
Trading Estate Committee to develop about 320 acres at Sungel Mak
Mandin, Butterworth, The first phase of developnent was abo?t 50
acres., Up-to-date about 30 acres of land have been divided into
suitable lots for alienation arising out of 14 sgccesgful applica-
tions. The site will be leased on a 99-year basis and the cost o?
development per acre is about 50 cents per square foot. The premium
for an underdeveloped site is about 25 cents per square foot. The
quit rent which is additional to the above charges is 31,307 per
acre per annum excluding survey fees, This picture shows that
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although the site is not fully developed yet interested manufaciuyr:

i / i 8 3 i3 ir:g
companies may acquire lots at the site and develop them at their oun
expense,

B w m
rerax - lassk, Ipoh

About 200 acres of land have been cleared and more than
one mile of road and drains constructed. One factory has already
commenged production, while proposals have been received from the
following concerns: Governnent Printer, Malaya Feed Millg Ltd,
Malgya Chemical Industries, Fraser & Neave Ltd., Garmon (Malayas
Ltd., and Hhume Industries. They all occupy about 100 scres of lard.
Initial deposits for further 50 acres from other firms have also
been received. The land is being sold o 25 per saouare foot on a
99-year lease. Recently a delegation led by the President cf the
Town Councll visited Hong Kong with a view to attract industrialists
there to invest in the Tasek industrial estate. The Ipon Municipa-
lity is responsible for developing the site,

Other industrial sites for the saller light tyove of in-
dustry are being considered. About 100 acres of land along the
Menglembu Road, Ipoh will cater for these smaller establistments.
The major part of the work in developing this area will be taking
place during 1963-65,

The Taiping Town Council in Perax has set aside about 117
acres with immediate water and electricity supplies available, XNo
roads have been constructed yet. The site is near the town of
Taiping., The establishment of light industries for local and foreign
industrialists is contemplated.

Selangor - Petaling Jaya

Petaling Jeya which ig the first new towun of Malaya has e
total of 3,900 acres, The industrial site of about 700 acres zoned
for industrial purposes has now been almost fully taken up by
investors. The rest of the acreage not allocated for industry are
uged for residential, commercial and other public purpcses. Only
about 20 to 30 acres of the 700 acres of industrial land are ye@
available to industries., However there is a p?ssi§ility that about
200 acres of mining land leases which will expire in about 5 years
time will be converted into industrial land.

industrial land in 1957 was at 27 cents per
square foozhzrpgiif72§ per acre, This inclgded the levelling of t@e
lanu, the building of roads ard the connecting of water and electri-
city’mains. In 1964, the remaining few acres are priced at $% per .
square foot, The quit rent per anmm was at $500 per acre originally;

at present it is at $1,000 per acre.
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. At present, a total of 215 lots have been sold for indus-
trial purposes. The lots range from a quarter acre to 30 acres in
size., From 1957 when the industrial site was opened up £i11 the pre-
sent there are 110 factories in operation. Of the hundred over
facto;ies in ?etaling Jaya, nearly half are pioneer industries. In
a period of six years, the averaze growth was about 18 factories per
yeare.

The estimated total populetion of Petaling Jaya is about
40,000, The industrial population is 6,086 for 103 factories which
lodged a return in 1904 to the Town Secretary of Petaling Jaya.
Of this figure, 3,745 were daily-paid and 2,341 were monthly-paid
workers, Roughly, the average growth of employment in a period of
s?x years was about 1,000 workers per year for all the industries.
Pioneer companies contributed most to this growth.

The State Government of Selangor is already finalising
negotiations to acguire the new 700~acre industrial site to be
located at Batu Tiga a few miles from Petaling Jaya., This site lies
between the Federal Highway and the railway line which pass to Klang
and Port Swettenham.

About 200 acres have already been booked by local and
foreign manufacturers though the price, terms and conditions have
yet to be fixed., Work had already begun on the 70 acre site for the
Imperial Chemical Industries (M) Ltd. A wide range of industries
including a car assembly plant, food factories, building materials
factories and an electrical plant is to be set up. Numerous
inquiries are being received.

The industrial site will come under the jurisdiction of the
new State Development Corporation, This corporation will also take

charge of other industrial sites to be put up in Selangor, There 1s a

proposal to develop a new town like Petaling Jaya with an area set
aside for industries. Details are still not known.

Negri Sembilan

Both the Esso and Shell refinery are in production, Other
conpanies have shown interest in setting up fac?ories in the area.
Port Dickson may therefore become an industrialised town in the

future,

The State Government of Negri Sembilan %s plgnning_to
establish a 400-acre Industrial area a few miles from Seremban.
Plans are being arranged and finalised.
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Johore - Jalan Larkin Industrial Area

. The State Govermment has set aside aboub 135 acres divided
into 58 lots. ?he terms of alienation in this area will be on g
giggear leise with i prem}um o? ?1,563 per acre. Quit rent is at
¥157 per acre per annum excluding survey and other fees et scheduled
rates., About 32 acres divided into 9 lots are under developmernt
while another 37 acres have been epplied for, Work on roads, rail
and water nains are being carried out., The new $18 million Johore
Bahru power station will be sufficient to meet all requirements in
this area.

Other State Government such as Mslacca and Pahang are
already interested in the possibility of developing industrial
sites in their respective states by taking advantage of the Federal
Govermment loan which is at low rates of interests, The Second
Five~Year Plan provides a trust fund of $7.5 miilion for loans to
Stateg for the development of industrial estates.

Research Services

At present the Goverment is planning to set up a Depart-
ment of Scientific and Iadustrial Research to undertake researcn for
industrial firms which do not have their own research facilities in
this country. The majority of foreign firms established in the
country have the research organisations of their parent companies to
rely on. A committee consisting of officials and representatives
fram the University of Malaya is studying the feasibility and means
of implementing a Report, prepared by Dr. Jordan of the United Natiozs
on the setting up of the research organisatiocn.

The research should be able to provide such information,
advice and proposals for many of the feasibility studies and tech=-
nical aspects of industries. Feasibility studies may datermine whe-
ther a prima facie case exists for the local production of a commo-~
dity. Potential investors would be informed of the preblems and
uncertainties yet to be resolved, Details of cost studies, market
possibilities and production and technical aspects of estab}ishing
the imdustry would be made availables The deyelopment,testlng and
improvement of products, processes, end materials would also be

given scope in this type of research.

Present research facilities on many aspects of industrial
production are provided by tbe many che;nment @epartments.. of "
the A-riculture, Forestry, GeOlOgica%, Mines, Fishery, Chemistry an
the Rubber Research Institute. The information coll?cted oy these
departments are only incidental inthe course of t@elr‘dgties.s
Statistical aspects of the economy is prov1de§ by ?he fa;gdani ta-
tiscal Department, A more complete picture o: manufa?uﬁginf njus—
tries is being provided by the survey of these establishments.
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The Malayan Industrial Development Finance Ltd. throurh its Economics
Research Seetion undertakes initi AR HLle 2 ;S 4 s
rretrestr .{b houngervakes initiasl feasibility studies and markeling
surveys, eltber on ilts own or in co-operation with specialists

Harket surveys are also bei ri : DS
.~ = B - Rois ing Caﬁlalpd ot ‘b‘ 3 - .
. . & tarlled oun priv nercial
organisations. J privave commercil

Training Services

. The Hational Productivity Centre with the help of the
Iﬁternatlonal Labour Office was established in 1361 foxltbe training
of management, ¢xecutives, supervisors and trade unionist, Five )
international experts provided by theI.L.0. and a counterpar: staff
of Federstion nationals who will wWitimabely carry on thg~wo;k En
about. five years time are available to car;y out“this training
programie, Zxperts in their own fields are also invited to take
part in it.

The Centre will undertake the trsining of managerment at
all levels by corduclting seminars, courses, and demonstration
projects in plants, using modern management techniques covering
factory organisation, stores control, human relation. Working
conditions, factory layout, job methods, material handling, work
study and works costs accounting,

The Centre will serve as e forum and clearing house for
all productivity work and problens in the Federation of Malaya, not
only conducting training courses bu. also collecting and disseminat-
ing informating about productivity and new meihods, encouraging
exchange of experiences. Research within the field of inqustrial
engineering and standardisation of methods and systenms, will be
carried out where such detailed infomation is not available. A
comprehensive technical reference library will also be available
to all,

Pioneer industries are given priority in the selection of
participants for the courses ard also in the selection of factories
where follow-up projects will be held. Many pioneer firas have
already setn their men to such courses ass production planning and
control, management accounting and budgetary control, management of
personnel, introduction to management, job simplification for
supervisors etc.

Financial Services

The Malayan Industrial Development Finance 1+d, (MIDFL)
was established in March 1960 to assist industrialists in the
provision of medium and long term loans, Commercial bank3 provide
only short term loans or floating capital rather than funﬁs for
permanent assets. MIDFL begins where the cqmmergial banxs‘leave
off. Its officially authorised capital was $15 million, which was

- 52 =



ed i 5 4 S 3

%ggrsig%g in Auguot‘19b2 to $50 million, A proposal to reorganise

i | @ * - (‘_L. Fal . 3
the geco: f§~sgggested by the staff members of the International Bank

Re nstrucclon and Development (World Bank) in November 1962 will
grea y‘ichgase i?s resources. The proposals have been accepted
and:§?§o:ia:103§qw1t§ t?e kor}d Bank will increase its present
Ci?*ﬂﬁﬁ 4P 0 $220 million, The International Finance Corporation
of the World Banx will also be contributing capital to the MIDFL
af'ter reorganisation,

Various facilities are offered by the HIDFL besides the
provislon of long and mediun term loans. The minimun loan is for
$50,000, but this may be less than the stated amount. The security
for long or mediun term leoans reguired by the MIDFL generally takes
the form of a first debenture charge on the applicant's assets.
Wnere appropriate alternative forms of security may be considered,
Full debt repayment, on the annual reducing balance outstanding, is
extended over a reasonable nuiber of years. The borrower has the
option of repayment at short notice, MIDFL mey permit the postpone-
rent of capital repayments beyond the agreed development pericd.

Applications for loans have to meet certain basic reguire-
ments, among which are the provision by the sponsors of 50 per cent
of the total fixed capital required, the furnishing of evidence that
the project is capable of earning a reasonable return, and that
experd management will be available to conduct the business in an
efficient manner, Full details of a comprehensive nature of the
company are also required, 4mong other things, the irnspection of
premises, equipment and operations are also carried out if the
information provided indicates that the application may be acceptskble.

Hire purchase facilities are also provided by the MIDFL.
This is to assist in the financing of the machinery and guipment or
in the modernisation of exisiing plants. MIDFL will undertake to
supply major items of industrial equipment on a payment~by~instalmen§
basis over periods related to their useful working life. Upon depogit
of an initial instalment of 25 per cent of the C.I.F. price of the
plant or machinery, (the remaining 75 per cent being advanced by
MIDFL) it is hired out at rentals payable monthly or quarterly,
moderate financial charges being calculated on the reducing balance

out gstanding.

MIDFL will undertake to provide loans to cover the con~-
struction costs of factories by 1IDFL apvointed constrgction firms,
Here loans will be provided to cover the cost o?lerectlng.a ?umber.
of standard factory units designed to suit specific technical require-
ments, provided government approval for the plan is fofthc°?1n%iDi?d
the layout and management of tne property are'sat%sfacuory to ! DLF.
Complete factory development schemes on Goverimaent~aporoved indus-

trial estates can also be financed.
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Loan y an
» i may be graﬁted for up to 15 years. Repayment s
are, again, calculable on the anmusl reducing balance of the loan
. - . -
outstanding. ihe loan agplicant 1s expected to be able o meet
not less than 20 per cent of the estimated cost of the land and

buildings, and toegree to insure the property with an approved
companys i

) Thréugh its associstes overseas MILFL can furnish pros-
pective inves;ors with ready-made plans of turnkey projects for the
complete establishment of suitable procduction units,

MIDFL will consider subscribing to shares in established
or new public and private companies after assuring iteelf that
efficlent maragement is available. It will also make arrangement s
to offer its shareholding for sale o the public or to the gther
shareholders of the company on terms previously agreed upcn,

Other services avazilable are in the tnderwriting of
capital issues, issuing house services for capital flotations, and
advisory services in regard to industrial capital,

MIDFL balance sheet at the end of its financial year at
March 3lst, 1962 reveals that $3.6 million was put up in secured
loans to four companies and $121,46/ in outstarding hire purchase
contracts with five compenies, The loans range from $427,000 to
2,046,267 and the hire-purchase contracts from $5,000 to $39,170.
Two of the loans and two of the hire-purchase coniracts went to
companies with pioneer status. Commitments show that $7 millior
would go to the Dunlop Malayan Industries Ltd., ard two loans of
over 1 million to other pioneer companies. Of 77 applications
investigated during the financial year ending 3lst March 1962,
only 15 loans were accepted. It also undertook to underwrite
capital and provide issuing house services to the Malaysn Tobezcco
Company Ltd., and the Dunlcp Malayan Industries Ltd. For the former
comparny of $8 million stock units; it was 600 per cent oversubscribed
ard for the latter company of $4.86 million stock units; it was 400
per cent over-subscribed.

Co-ordinating Services

Since the formation of Malaysia in September 1963, the
Federal Goverrment will be setting up an autonomous agency called
the Federal Industrial Development Authority or FIDA. This agency
vwill deal with the federal aspects ofs

(1) meking the recommendatiors of pioneer applications;

i i i lopment
2) formulating policy on industrial site deYe p ’
éd;inistering related Federal funds, and acting as
co—ordinating agency among State institutions with
such functions;
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—rd «+ # amad
éB) Sgii{ing out, or contracting for econoniec
easibllity studies of industrial posgibilities;

(4} providing general guidance and advice to the
units engaged i

agencies sich as
the Small Industir

eyt 2 U . . cps
(S)Vasoem§L¢ng general information on the conditions
of Malaysian industrial production and directing

PN

industrial pronotional work, dosestically and abroed;

(6) facilitating ewchanges of information, and co-
ordination, among insbtitutions engaged in indusirial
finance, the Tariff RBoard, and other bodies concerned
with industrial policy so as to permit optimum use

of staff in this field; an:

fe

(7) reporting annually to the Government on progress
and problams of industrialisstion in Malaysia and
rmaxing recommendations to deal with these problenms,

FIDA will thus provide the necessary over-all co-ordinabing services
g0 vital to the successful implementation of the various industrial
programme s,

The provision of services mey be szen as providing basic
services, informative and advisory services, land development
services, research am training services, financial services, and
finally, co-ordinating services.

Provision of Financial Inducements

The principal inducement for industrialists is the
Pioneer Indusiries (Belief from Income Tax) Ordinance 1953. This
we have discussed earlier to quite some extent. Since the enact-
ment of the Ordinance 103 companies have been certified with pioneer
status, The potential employment offered by these picneer cogpanies
is over 15,000 people. They invclve a total of §§342970,OOO~1n
nominal capital. The paid up capital to date 1s $134, 398,055 of
which 336,444,559 or 26 per cent has been contributed from local
sources, The number of factories in operation up-~to-date is

eighty-six.

The above inducement has attracted, influenced and
encouraged both local and foreign industrialists.
the Pioneer Industriss Ordinance, as a

roment adopts a liberal attitude
tal out of the country. It is only

In conplement to
financial inducement, the gove
towards the remittance of capl
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. spas
in remitting capital to countries outside the Sterline irea that

* LS § Iz * “ © h
peraission, which is nominal, is recuired from the Controller of
T~ :,C" '.!’-,P’ s T,& v * ) Bl - T
rorf;uzhdkcnanfet ‘fhen ippLOJai has been obtained for the invest-
: g repavriati pit rofi r
m?nue repavriation oi capltal and profits are freely allowed,
and 1f necessary can be guaranteed by the Covernment, Within tha
Sterling Area, there is complete freedom o transfer capital,
pr0€1§s, and dividends subject to +the normal exchange controls
adninistered by the Central Bank, :

t 3 i nt - ~ oy » y
The Govermment has also ziven an wyertaking to guarantee

i
the security of ?0581%n investments in the Federation. Payment of
fair and appropriate compensation will be undertaken in the event

of any private enterprises being expropriated o

hY

_ 4 : ¢ r nationalised,
Security Si foreign imvestments has been formalised with the U.S.A.
and West Germany through concluding with them investment guarantee

agreement s,

Besides this, comprehensive agreements for relief from
double taxation are in force between the Federation of llalaya and
the United Kingdom and other Commonwealth countries. Similar
conventions are in operation bevween Sweden, Denmark and Norway.

Existing financial inducement is in the form of a stable
tax system. Changes since 1947 has been very slight, The company
tax from 1943-1950 was levied at a flat rate of only 20 per ceni;
from 1951-1953 it was raised to 30 per cemt and from 1953 onvards
at 40 per cent. In addition there is a comprehensive gystem of
deductible allowances.

The computation of the chargeable income on which the 40
per cent is levied is arrived at after the following deductionss—

(1) An initial allowance of 20 per cent in respect of
capital expenditure incurred in the orovision of plant
and machinery., Further, an annual allowance which is
computed at varying rates depending on the nature of
the plant and machinery,

(2) An initial allowance of 10 per cent in respset of
capital expenditure incurred on the congstruction of an
industrial building ard in addition an annual allowance
of 2 per cent in respect of the total cumulative cost
of the building., Where an expansion to an existing )
plant is consgidered necessary in the normal process of
growth, the initial allowance of 10 per cent is also
allowed. This includes the subsequent expenditure on
improving or altering the buildings.

isi v ying £ rd of losses
There is provision for vhe carrying forwa i .
and unused capital gllowances apd for their setting against profits
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58 ar: ne total effect o 5 qeea 4
to reduce the bax lisbilit f these allowances is

v of the companies,

N Pef§onal income tax is comparetively charged a«t low
rat?s. i8xavion rates are calculated on a ors*revsive scals but
again allowances and deductions sare made for rgli;?" ;Ee* resent,
rate of chargeable income ranges fron ¢ “cent on the firet

. © per cent on the first
€ . . N ~
¥2,500 t0 45 per cent on incomes in excess of $55,000 per year.

The incentives available
fron industrialist from 1/ forzign
U.S.A., United Kingdon, Australia, France, Germany, Hong Kong
F?rmosa,.Japan and Dermark., The zmount of called-up ca;italogn
pioneer industries that these foreign nations have provided forms
three~quarters of the total amount. ]

in Malaya have drawn responses
countries, They include the

Protection of the Markes

For many ifalayan industriss, the existing revenue tariff
automatically provides a measure of protecticn against competing
imports. All local manufaciured articles enjoy a certain degree
of protection if similar imported articles are subject to impors
duty. Where there is excise duty, there is still a measure of
tariff protection because the excise duly in'ell cases is lower
than the import duty on the corresponding imported articles,

The average Federation's tariffs is about 20-25 per
cent which will not be considered high by internationel standards, )
The highest percentage is 100 for canned pineapples. Protective
tariffs applied to certain goods will also inecrease the percentage
of duty imposed. ‘

Occasions may arise when a local industry whether ploneer
or non-pioneer requires tariff protection in the form of new or
increased import duties and concessions or remission or reducvion
of duty on imports of raw material and component parts. Such
matters are normally dealt with by the Tariff Advisory Cormittee
which was set up by the Govermment as part of its industrialisaticn
programe in 1959. There have been other occasious when the Govern-
ment found it necessary to consider applications for tariff concessions
without reference to the Tariff Advisory Committee. Such applicat%cns
are usually of an urgent nature of simple straight forgard ones‘whlch
would not merit the careful scrutiny of the Tariff Advisory Committee,

35Refer to Federation of Malaysia,Irade Classification

and Customg Tariff, 1964, Govermment Printer, Kuala Lumpur,
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‘ The terms of reference of the Committee are to investigate
and advise the Minister of Commerce ang Industry on apglicationso
by manufacturers or potential manufacturers within the Federation
for tariff protection, the reduction of import duties on réw mate:
rials, the reduction of excise duties or for drawback; or on any
application for other assistance or concessions invol%ing the tariff

policy of the Govermment's industrial development policy as set out
fron time to tinme, pRens p J/ 85 set o

The Tariff Advisory Committee :ill be superseded by the
creation of an autonomous body called the Malaysian Tariff idvisory
Board, Besides reporting on the proposed Common Market to the
Central Govermment which will be available soon, the Board will be
responsible for the following functions:

(1) Extension of .xisting protective tariffs;

(2) Introduction of new tariffs or changes in existing
rates;

(3) Periodical review of the level of all protective
duties and recomnendations concerning the level of
protection which would be appropriate for a further
period;

(4) To advise the Federal Govermmen: before any
anti=-dumping duty is introduced and;

(5) To advise the Federal Govermment on any cther
relevant matters.

The Tariff Advisory Board was recommended by the mission
urder the International Bank for Reconstruction and Development led
by Jacques Rueff, Suggestions as to the terms of reference for the
Board to take into account and to assess the effects of any measure
recormended by it or by the applicant industry would include, inter
alia, an analysis of the effects of the proposed measures ons

(1) the cost of living in Malaysia;
(2) the cost of production of other industries;

including the cost of public works, and partic?larly
of the export industries, such as rubber amd tin;

(3) the éntrepot trade in Singapore and Penang;
(4) the net effect on employment and rational income.

wfficiently informative to give the means to

b +
The report should be sbenefits (both short and long-term) to the

weigh the overall net
national economy.
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t s§5% 4 ok s S .

vas not usig tgeangiazaziigﬂirigfggioa ag@1§§t import competition

s : = i e Federation of Malaya., Fow-
ever it 1s now in a position to proceed carefully in the direction
of tariff protection as a device to stinwlate further industrial
expansion. With the proposed Common Market being setein in Malaysia
this would mean the complete elimination of tariff ard obher trade
barriers to the circulation of goods originating in Malaysia, And
the same import duty on like products would be applied by all the
Malaysian States originating in countries outsid; Halaysia.

3
A

2.

o 2um

The Customs (Dumping and Subsidies) Ordinance 1959, as
we have noted, is another important measure adopied by the Govern~
ment to protect industry against unfair competition, "Tbis legisla~-
tion provides for the imposition of dubies in azddition to normal
import duties on dugped imported goods. Section 13 or the Ordinance
is as follows:

"Any duty chargeable under this Ordinance on
any goods shall be chargeable in addition to any other
duty for the time being chargeable thereon under the
Customs Ordinance 1952, or any other written law.®

Thus, protection of the market is ensured not only by
the raising of tariffs, the granting of import duty exemption for
the import of raw materials, components and capital equipment
which would bring lower costs of prcduction and the protection
egainst dumping by foreign exporters but also by the "Buy Malayan"
campaign of the Government.

The Federal Government has instructed all its departments
to give preference to local products to the extent of 5 per cent
more than what imported goods cost, provided the locally made
articles are of the same or better quality., This is what the
Minister of Commerce and Industry considered as "the snall price
we must pay for industrialisation.“3b By buying local goods the
Government will be assisting consumption of home~-made products!
conserviné the country's foreign exchange reuerve and encouraging

industrialisation.

The Ministry of Commerce and Industry will'also be )

n a campaign to bresk down prejudice aga1ns§ locally
made goods.B% As observed by Wheelwright: “Br§nq c?nsc%ogsness
is extreordinary high, probably due in oart tg inferior imitations
reaching the market in tne pest, and to a certvain amount of
adulteration,®38

leading out

87he Small Price We Must Pay for Industria-

36
See article h 1963,

lisation", in the Straits Times, June 9t
37Refer to Straits Times, March 28th 1963,

BSSee Wheelwright, op.cit. p.69.



Through the Government's example of using and paying the
"small price" for locally manufactired produsts, and through the
promotion of "Made-in-Malaysia" trade fairs annually, the Govern-
ment will provide the impetus in breaking do'm prejudice arainst
locally produced gfoods. The main purpose of the trade fair (held
in 1962 and in 1963) is to bring to the attention of the public
the range and variety of goods, comparable or even better in
guality and value of imported goods, In the 1263 Trade Fair,
about 145 different products were on display., These were the
products of factories belonging to 54 firms both in the Federation
and Singapore,

There is no doubt that foreizn firms can be established
here even if there are lesser attractive terms and conditions
than are to be found in Malaya; however the various inducements
offered to industrialists should always be improved. Wider scope
and greater opportunities should be offered to local industrialists
who do not possess many of the factors which make 1t possible for
them to set up industries as easily as foreicners. The proposals
for industrial research and other plans to benefil industrialists
should be implemented as soon as possible,



