CHAPTER IV

| PROMOTIONAL FACTORS
i
Industrial development in the Federation of

Malaya does not come about by itself. The very process of
industrialisation is a major project that entails a lot of
money. It cannct be carried out solely on the initiative of
the private enterprises. Merely setting up industries, not
to mention expansion in the industrial sector, cannot be
easily achieved. To ensure that industrialisation can pro-
ceed, the base must be established; resources and facilities
such as social overhead capital ( roads, communication
system and power ) upon which industrial development is
dependent upon must also be set up and private enterprises
must be fetted, at least in the early stages. These are

the work of those concerned with encouraging industrial
development, because social overhead capital and regards
shown to the private enterprises can only be done by them.
The building of social overhead capital and the things

done to attract investors to participate in industries,

are promotional factors. In other words, promotional fac -

tors or incentives must be given to promote industrial

development.

alsae | .
Giving incentives, will not automatically ensure
that industrial expansion can take place. It cannot be
even with incentives given. There

gh which expansion

carried out in a vacuunm,

must be an environment - & medium -~ throu

~an take place. And the environment must be maintained in
a form condusive to jndustrial development.

This chapter will discuss the various promotional

factors that have played ( and can play
industrial expansion in the Federation. In the next chapter,

we shall discuss the factors found in the environment that

are responsible for the industrial development that the

Federation has experienced.
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That incentives, whether in the form of protection

or assistance, are important in stimulating growth in the
rate of industrialisation, are recognised by the government
of this country. To start on anything is a very difficult
task due mainly to the tendency of stickiness of social
valuation and acceptance. If private enterprises, whether
they are foreign or local, are expected to participate

in setting up industiries, they must have confidence that
they can succeed in their veniures, It is the task of the
government to see that everything is done to ensure that
these ventures can be svccessful ( either the giving of
protection or assistance, or some other things }. Early
success can, to a very large extent, determine the success

of industrialisation in the future.

While the govermment is taking special interest
and posifive steps to influence the rate and pattern of
industrial development in Malaya, is is the stated policy
that business enterprises shall be carried out by private
enterprises, withut any undue interference by the govern -
ment., Direct investment only comes about in projects which
do not offer sufficient attraction to private entcrprises
but nevertheless vital to the industrial progress of the
country. Whatever measures taken by the government are in-
direct, in the form of incentives ( financial and non -
financial ) given to local industries which may either use
local or foreign capital. The industrial develgment that
Malaye has exPeriéhced is due mainly to the giving of such
promotional inducements to local industries, and to pot -

ential investors.

A. Financial Inducements:

Pioneer -Status:

A principal fipancial inducement for businessmen

to invest in industries in this country was the setlting

up of the Pioneer Industry ( Relief from Income Tax ) Ordin -

ance in 1958. Under this, the government grants " tax free
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holidays" to pioneer companies’ for a period of 2 - 5 years
- o =

depending on the capital invested,z Besides this, losses
m?y‘be taken into comsideration after 'holideys' cease, and
firms can also treat all the}r existing assets as new for
depreciation. This is to help industries establish themselves
until they are able, without jeopardising their financial
positions, to make tax peyments ( in the Federation, the
companys' tax is 40% of profits obteined ). Many investors,
to take advantage of this inducement, have set up firms

in the hope of getting pioneer status. Up to June 1963, 99
companies have been granted pioneer status.

The granting of pioneer status to firms that are
qualified to get it ( only those firms that are producing
new products are considered ),so as to allow them relief
from tax, have no doubt contribute greatly to the industrial
development. Without this incentive, many firms might not
be able to establish themselves, because the initial run-

ning costs are exceptionally high.

©his financial inducement can continue to play a
part in promgbing industrial expansion, but modifications
must be made and the inducement made more flexible. At pre-
sent consideration cf graniing pioneer status to companies
is not made in clear precision. Some firms granted pioneer
status are subsidiaries to other companiqs.that are not
given pioneer status, By making 2 subsidiary company a pion-
eer company, the parent company is running away with taxes.
Moreover, granting of this inducement is too easy with 1little
consideration given to minium standards and also to small
capital basis - only 100,000 dollars and above, lleavy and

more capital intensive industries should be encouraged more

than the smaller ones, to act as a base for industrial dev -

1 ce is given to industries using local capital,

preferen
ital are entitled to

put industries using foreign cap
this privilege too.

2 050,000 and above — 5 Years; 3100,000 to $250,000 -

3 years and less 3 100,000 = 2 years.



elopment. This may also cut down the difficulties of consid -~
ering small units which have no potential contribution to
national incyme and employment. Bigger and more capital base
industries h?ve greater chance to succeed and they can help
createconfidence in the business world and thus help change
social attitudes towards the functions of business.

But as it stands now, a question may be asked. Is
it adviseable to attract new firms only producing products
never produced before in Malaya, while there are no such
inducements for the expansion of existing industries ? In -
dqustrial development is not only the setting up of new firms,
Horizontal and vertical expansion or integration should
accompany the establishments of new firms. Of course, in
the early stages of industrial development, new firms must
be given every encouragement to be set up, but existing

firms must not be neglected!

Industrial Finance:

Capital 1is essential for the setting up and expan-
sion of industries. Local capital is limited in its flow,
yet local investment is encouraged. To facilitate the ac—
quisition of local capital so that industires may be set up
and later:to acquire capital for further expansion, & Malayen
Industrial Development Finance Ltd. ( M.I.D.F.L.), sponsored
by the government and comprising the principal Exchange

Branches, the Colonial Development Corporation and Common -
1

wealth Developmeni Finance Company, was set up in March 1960 .

This is the only organisation with the sole purpose of pro-

viding long term capital for Malayan industrialists. It also

offers equity, preférence and debenture participatioa and

act as underwriting and issuing house.

This move has been in the right direction and it

has encouraged the sctting up of many industries. Interested

1 For 2 detailed account of how the Company works

and grants loans, refer to " Capital for Industry".

published by the M.I.D.F.L.
-]
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investors are always hindereqd because of the lack of capital

¥ith the setting up of this et us .
g up his ln&tltaplon, many firms which

formerly could not be set up due to insufficient capital

and mexy firms which are prevented from expansion due also

to the same cause, can obtain capital for their ventures.

put il cennot be professed that in this direction the company %

is very effective. Being

a public company with a capital of
350 million, it is not suprising thatl the main thought of
the company is only to invest in very sncceszful and large
ventures or in business that have a very good chance of
success. What is lefl over is for the smaller and newer
establishments. As sueh there is discrimination against
those which may in most casesﬁhore in need of financial
assistance from this source ( because of the difficultieca
of oblaining funds from some other sources ). Thus, in 1962,

out of 77 applications, only 17 loans were granteds.

Besides giving financial aid, the ¥.I.D.F.L.
also helps the industrialists in another way. It is prepared
to discuss with potential clients on capital requirements,

capital structure and suitable means of obtaining new capital.

As a financial institution to help industrialists
and therefore to promote industrial development, it is going
to be of more imprtance in ihe future. As such the institution
itself needs to expand. At present, the Company is negotiating
with the World Bank for a loan which can increase its present
capital to § 250 million. jMaybe then, it can provide capital

assistance to more industries.

B Inducements to Foreign Capital.

The financing of industrial development in a country

should come as far as possible from local sources, but if lacal

sources are not forthcoming, then foreign capital is welcomed.
In the Federation, local capital is limited and slow moving
there is only one financial institution where loans can be

obtained and although there are many com:ercial banks, these

=9 ..



are conservative in th@irllending habits ). Therefore Malaya

has depended on a great deal of foreign capital for her
industrial development. If Malaya wants her industrial dev —
elopment to go on, then more need may have to be made of

foreign capital unless local capital is made available.

Foreign capital just does not come into Malaya,
unless there are securities for foreign investors, In other
vords, it must be induced to come in. The reason why Malaya
has been able to make use of foreign capital for her indus -
{rial development is because the government has granted many
other inducements in the form mainly of protection to foreign
investors, besides the incentives given to local industries
either using foreign or domestic capital. The other inducements
can be briefly stated.

(a) private foreign capital is given securities and
fair treatment. The government is always willing to negotiate
assurances on foreign inv estment with other governments to
prevent against expropriations. Malaya has already signed an
agreement to that effect with America.

(b) the Federation government is willing to pay
compensation to investors in the event of nationalisation of
their companies, Agreements with U.S. and West Germany have
been mede to prove the sincereity of the government.

(¢) foreign investment and remittances of dividends
and repatriation of capital are subject only to normal exchange
control within the sterling area. To ensure that this privilege
is not abused, the Federation government has made agreements

with Commonwealth countries for relief of double taxation,
e subject to tax both where it arises

If there is double taxation,

so that income will not b

and where the recipients reside.

investors from overseas may be more reluctant to participate

in the industrial sector in the Fede;ation

These inducements given by the Federation government

explain the attractivess for the foreign investors to conme

and invest here. There is very 1ittle reason to doubt the

-33~
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important role that foreién~°ﬁpital has'contributed to the
industrial development of the Federation. This is borne out
py the fact that out of the nominel capital of $634,970,000
of the 99 pioneer companies ( al end of June 1963 ), 73%

ae R LT L VORER S T Bl bt

represents foreign capital. Besides being used as the base

(o aand

sr industirialisati i S .
for isation, capital from overseas contribute to
industrial expansion by serviug two other purposes. It (e)
provides technological skill and managerial experience,

because come together with foreign capital and (b) acts as

pioneering and stimulating process by mobilising local capi-

[ FY

tal.

Though foreign capital has played a great part in
affecting industrial development in this country, its future
role must nhot be takea for granted. From the viewpoint of
development, there is no doubt that forcign capital will be
welcomed and for that matter capital from whatever sources.

A question stands out clear. Do ve have to depend on as large

en extent on foreign capital in the future as we are at

PRRTErsrpeRgropn

present ? Depending too much on capital may prove a costly
affair due to the incrcasing outflow of capital from within,
Lven at present 6 - 7% of the Federation net national income %
is flowing out to overseas investors. Only & small & at the
same time comes back in the form of net capital inflow. In

other words, there is a net capitg}wgggf}gy,l If the net

IR
i

outflow can be retained in the country, amny development
projects, whether industrial projects or otherwise, can be

undertaken. The answer to the above question will depend

greatly on the speed at which mobilisation of domestic capi-

tal can be undertaken and made available.

In the meantime, howevcer, foreign capital must

not be neglected. It hes played a great part in helping the |

1 For this reason, puthucheary in his book, "Ownership 2

and Control in jalayan Leconomy " { printed by the Singapore
as likened the inducements to

Fastern University Press ) h
f a2 bird cage open

estors as " holding the door ©

foreign inv
s will fly in than out” pg.169.

in the sxpectations that more bird

-
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industrial development in 44
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Wtry and it will continu
) nue
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What 1uducements which have been
estors must
retained, but the government mu

to play an important role,

given te the foreign inv in most
in most respects be

St try to counteract the

‘ And this is important. Other-
wvisce the statement made by Puthuc

problems of outflow of capiial,

heary is very pertinent.
The government c: ~his 1 :

: g I can do <his to g grent extent, by devicing
gsures b ‘ 1 : F 6 ] g
measures to reduce the outflow and nannel them into internal

investments, some to the industrial scctor., It can be done

through measures like widening opportunities for investment

and strengthening the goverrnment investment opportunity., The
- .

M.I.D.F.L, 15 such a measure. Furthermore, foreign capital
must be at all costs be prevented from flooding the industrial
base which may lead to foreign domination in industries.

While measures are taken to induce foreign capital to come

in, all out efforts must be taken to acquire more domestic

capital.

C Non-Financial Inducements:

' Protection from Igports :

Before the advent of any great extend of manufact-
uring industries being set up in the Federation, there had
elready been an influx of imported goods., Thus when indust —
rialisation started in Malaya, there was alrcady stiff
competition to be faced. Newly established manufacturing
enterprises could not hope to overcome the competition. With
such keep competition prevalent, and also because of the
small internal market, overscas investors would have been
very reluctant to build factories in the Federaticn; they
could supply the Federation from outside bases. These had
been recognised and when the industrial development programme
vas set up, protection from imports was given to ensure that
the industries estabished here could be successful,(With
keer competition, many newly set up industries in most cases,
cen have little chance of success), The protection given vere

. , . PR remissi f duties on raw
in the forms of tariff proleciion, remission © )
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materials and capital godds vhen neces

ordinances. The succes: of ; striali i i
T industriclisalion and its early

4 .- -
*0 not an unimportant part
preventive measures, these

“ary, and enti-dumping

development are due, 11
on tlhese

§

measures ere still being used at

-esent and they are likelv 3n L
pr Yy are likely to be uced in the future, until

industrialisation has reached 4he self-sustaining stoge and
- Bt LT WA da gt Ar g £

the industries can face external competition much better

The imposition of tariffs is undertaken by the
Tariff Advicory Committeel, which also deals with the remission
of duties of raw materials ang machinery for manufacturing
purposes, imported by local manufacturers.The purpose of
this remission is to cut down production costs and to com—
pensate for the relative paucity of raw materials and cepital
goods in the Federation. Tariff protection is very essential
for successful industrialisation for the home market. Many
formerly agricultural countries became induririalised behind
& tariff barrier., Malaye in her search for industrialisation

should be of no exception.

In the Federation tariffs have been imposed and
they have led to industrial develq@ent. In fact,the Reuff
Mission2 in its report has stated that one of the most im-
portant reasons responsible for the " recent spurt in
manufacturing industry which has occurred mainly in the
Federation of Malaya " (pg.30) is the imposition of tariffs.
It, therefore, is suprising that elthough the government
recognises thé need for tariff protection as a sclective
instrument of proéress that is imperative to industrial
development ( there is no doubt that government has made
use of this tariff impostion ), the present tariff structure

is still weak and inadequate,

1(henceforth to be known as the Tariff Advisory Board).

The duty is to advise the Ministry on the amount of tariff

protection to be ~iven to local industries ( either using local
; £ !

or foreign capital ),

i jank 1 heconstructi nd Dev-—
2 or the International Bank for heconstruction a D
~ 3 4. vy et "
: - is on " cconomic Aspects of ialaysia',
clopment. The report 1s on the I sial.

-

each industry being decided onits own merit.
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helween 15-257 seldom eXceeds ‘ o
7 ceeding 254 ). Many manufzcturers,

furthermore, have no tariff protection. A quarter of the

ioneer comndnlos for exampls . .
P ample, have no tariff protection.

These 1nadequac1es arise because of the fear that tariff
3 - - 3 (8
imposition can have economic and nolitical implications

It raises the St&ndard of living ihrough the increase in

P b

proces, but the PQOPIC concerned with the manufacturing
cector will not be so greatly affected by the rising prices.
ovever, rising prices is deirimental to the people outside
he industrial sector and therefore usually outside urban
areas. This can give rise to communal conflicts and political
upheavel. These fears need not necessarily arise, since the
tariffs are leviéd gradually and not at once. This will not
bring a sudden jump in the standard of living of the people.
Slow rising standard of living due to the gradual imposition
of tariffs may be what is need for industrial development

in particular ( it depends on a great extent on the internal
purchasing power, especially so when the market for the
products produced is internal such as is the case of Malaya )},
and economic growth of the country in general. Besides these
fears there is ground of confiict between the Treasury (which
get about 30¢% of the Lotal federal and state reven in 1957
from import duties ) and the Industrial Development Board.

If such fears have no substantial ground and
cooperation and co-ordination between the ‘ireasury and the
Industrial Development Board can be achieved ( the former

may loose some revenue due to the imposition of tariffs, but

. le, revenue
once industrial eanQ1on takes place vu a large scale, r

revenue from company tax, income tax cte.),
r incrcasing the existing tariffs
and to extend the imposition

may again increase;
there is every reason fo
that have al eady been levied

of tariflg, to more industries.
more lnvestors may be more willing to set up industries in the

Federation, since they can hope to havef%arlff prot ecﬁlon '
ted goods. of course, this will

Given such considerations, many

arainst competition from impor

lezd to further industrial develoment.
-3




Fair competition cap be over

‘ come to a large extent
by tariff protection, but unf :

o &1r competition caused by dumped
ro0dS canno € overcome ariffs
0 come by tariffs, flence to protect local

industries from such unfair competition by overseas manu
w3 i —

‘acturers nti- ing IS iats .
factt » 8nti-dumping legisiation has been introduced in

stoms ( Dumping and Subsidies ) Ordinance
ip 1959. By this legislation, it provides for the imposition
off additional duties,

the country by the Cu

besides normal imort duties on dumped
imported goods, if the imports are likely to endanger or

recterd the establishment of industries in the country. This

is a very important measure for the
protection of local industries against competition,

like tariff protection,

Provision of Industrial Sites;

Tariff protection and anti-dumping acts are not
the only non-financial incentives that are given to promote
industrial development in the Federation. The provision of
industrial sites at low cost, with access to roads, vater
and electric power, for potential investors is yet another
effective inducement. If potential investors, either local
or foreign investors, can be certain of a site where their
industiries can be built up, they are much more tempted to
invest in industries. Such provision means the sparing of
costs otherwise incurred in preliminary survey, red tape,
fuss and delay and the delay of getting immediate land title
( this facility is not always available in Asia land tenure

systems ).

Mainly té dispense with such problems so that
investors are more ready to set up industries, the Federation
government has set up the Industrial Site Develoment Trust

Fund of $7.5 million, with the taslk of providing and develop-

ing industrial sites. This also allows the state governments

vhich are left to set up their own industrial sites in their
reépective states, to.apply for loans. Petaling Jaya (.1n
rst industrial site to be set up in 1960,

Selangor ) was the fi
’ <ful. The site has

¥ith 261 lots. It has proved very succes

-38~
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nas been virtually filleg up with industries.. The Pasek

)
istrial site, the Sungei Mah vandin s i
L PHRgel Mah Mandin industrias) site

and one in Johore are further
2pd the chances are great that they will follow the same
attern as experienced by Fetaling Jaya

The provision ; 1t
P n of industrial sites has successfully

Ay - =] \ .
ahnrectea many manufecturers who otherwise might have been

nhibited from setting up irdus tries, Recognising the sign-

ficance, the government has decideg thai as a long
to set up a Corporation to gy land from the state government,
gevelop 1t and sell it cheap to industrial investors, This

¥1ill overcome the present difficulty of lack of co-ordination

between the Central and state governments so far as the

term plan,

provision of industrial sites is concerned. Under the present
system, the development of sites is left to the state gover—-
nments with help from Federal loans. As such development of
industrial sites have been retarded as a whole, because

some state governments have not the necessarily funds, while
some are afraid that no indusirialists will come and make

use of the industrial sites., The latter problem should not
arise at all, There is no fear that industrialisis will not

make use of developed sites.

Perhaps there is another wgy in which the provision
of industrial sites have contributed to industrial develop -
ment, Location of industries is an important aspect of in -
dustrial expansion.¥ith the provision of sites, the location
0of industries is virtually controlled. Gtherwise there is a
tendency for industries to be concentrated near towns where

communication systems are available, and where supplies of

vater and electric power and other facilities are also

most reedily available. This obvious ly can lead to industrial

osts and wastege and as a whole

congestion, high social ¢
dustrial development

may retard the carrying out of the in

programme. These things are characteris :
Federation. This is due fully to the government provision o

industrial sites. This has allowed the industrial development

tically absent in the

-39
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here to proceed uninterrupted,

Provision of Local Industrial Knowledge.

Efficient management is an indespensable and an
integral part in running a business enterprise successfully,
¥ithout efficient management, there can be a waste of profits
due to increasing costs leading to high prices, Increasing
cost can be caused by many tactors; factors such as using
the wrong method of production; producing the wrong product
( since there is ne¢ market analysis ); lack of co-ordination;
poor morale giving rise to workers' resentment which can be
manifested in many forms, such as sabotage and strikes; and
haphazard plant layout. High cost of production cannot by
itself prevent industrial development from taking plece, but
it can retard the rate of development.

There can be no denying that this type of situation
( lack of efficient maragement ) exists in the Federation.
As it stands now, there is not much of a market research;
there are alg%:go analysis of demand, no analysis of products
suitable to local environment and no consideration of capital
for participating industries, These things can only be carried
out by efficient management. As a digression,to show the |
importance of efficient management in the part it plays in
industrial develoment, it is an accepted fact that the level
of management is higher in a more industrialised country
than in a less industrialised country. For example, Korea
which is definitely far less industrialised than Canada, has
a level of management which existed in Canada 40 - 50 years
back. However, the Ilederation government has made provision
to supply its own local management., This is done by the
setting up of the National Productivity Centre ( it was set up
in 1961 ) where the local people are trained in layout of

factories, co-ordination, personnel, production planning

and other managerial functions™,

* The University of Malaya and other Technical Institutes

o SRR T P S AT RN s e

in the various parts of Malaya are other centres for

training local people in industrial knowledge.
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At present, a ]arge amount of prof9581onal manage -
ment is obtained from overseas, but at a relatively high
cost. Although it can be obtained from overseas easily, more
local manager%al skill in the industrial is highly desirable.
With local management avallable the need of foreign help
in this direction can be dispensed with , and investors will
be more willing to consider the setting up of factories here
because they can be certain of obtaining easily local talent

which is oriented to the 1local wvays of live and at a relatively
lower cost.

In its encouragement for industrial development ,
the Federation government has also set up indusirial re-
search facilities whlch undertake research for industrial
firms which do not have their own research facilities in
this country. But this is only on a small scale, although it
is going to be expanded with the setting up of the Department
of Scientific and Industrial Research., Statistical services
are also established to facilitate the passing of information
regarding industrial production and employment. Besides
these, information services are also set up to create know -
ledge for better development of the industries. These various
services, by facilitating the exchange of industrial ideas
as regards to production methods which go a long way in
benefiiing the industries, have helped industrial development

a great deal.

Provision of Servises for Industries.

Another non-financial inducement that has been
given by the government to promote industrial development in
the country, is the provision of social overhead capital and
other services. The need of social overhead capital to
industrialisation cannot be overemphasised. Industries to
exist need water and power to run the plants, efficient
communication systems to get raw materials to the factories
and to take finished goods to the consumers., In a place

where there is no efficient Social cverhead capital, one

-4l
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cannot imagine to fing large scale industries there. The
word 'efficient' is emphasised here, because by just having
2 soical overhead capital is not enough. It must also be
efficient in terms of its cost and production. If electric
and water supply can be obtained cheaply and adundantly,
this will of course benefit the industries, Efficient trans-
portation and communication systems can also cut down costs
and save time for more effective production. More often net-
than not, a place with a higher developed and efficient social
overhead capital will be more attractive to investors, As g
local example, the West Coast of Malaya which has a more
highly developed and efficient social overhead capital, has
more industries than the East Coast where the social over -
head capital is not So well developed and efficient.

The government has understood the importance of
social overhead capital to industrialisation and since it
cannot be built up by private enterprises, the government
has made provision to supply such important service so as
to attract investors to set up industries. In the First
Five-Year Plan, the\gdvernment had spent roughly 3500 million
foritransportation, communication and utilitiéS.” But in the
Second Five-Year Plan, it is proposed that about 3800 million
will be invested for this purpose. This is to improve and
further extend the existing social overhead capital., Table
IV on page 43 shows a comparison of government investment
in transportation, utilities and communication sectors,

Although no specific portion of the public invest-
ment can be determined as contributing to industrial develop-
ment, it can be certainly safe to say that development in
the industrial sector has taken place besause of the presence
of the social overhead capital. This can be said because of
the importance of social overhead capital to industrialisation.
Were there no social overhead capital, or there existis only an
ainefficiexf%c it can be very mush doubted whethe;rindustrial
development that has taken place, can ever take place at all,
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A COMPARISON OF
TRANSPORTATION,
SECTORS BETWEEN

3

TABLE 1V

PUBLIC INVESTMENT IN THE
UTILITIES & COMMUNICATIONS
THE FIRST FIVE YEAR PLAN

(1956~1960) & THE SECOND FIVE YEAR PLAN

(1961~1965), FEDERATION OF MALAYA

T Dollars in mitiioz
S 1 First 5 Yr.{Second 5 Yr.

ec °or Plan . Plan

(1956-60) (1961-65)
Transportation 206.5 382.0
Roads and Bridges 95.2 190.0
Railways 71.4 65.0
Ports 37.0 55.0
Civil Aviation 2.9 52,0
Utilities 238.6 402.0
Electricity 142.0 254.0
¥Water 80.6 140.0
Sewerage 16.0 8.0
Communications 51l.6 - 72.9
Telecommunications 47.4 50.0
Broadcasting - 2,7 5.0
Posts 1.5 17.9
- Total, the 3 sectors 496.7 836.9

Source: Figures taken from the Second Five
Year Plan ( 1961 - 1965 ), Federation
- of Malaya. pg.29.
-4 3~
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Finally, the government has helped local industries
by urging governmental departments, statutory corporations
and the public to buy 'Malaya-made'’ goods vhenever possible,
This may seem frivolous, but actually it is very important.
The people in the Federation'have been so used to buy imported
goods so that they mnaturally tend to have an evasion for locally
manufactured goods in terms of quality. Yet manufacturers here
depend very much on the local consumers giving them support,
depending as they do, entirely on internal market. In time

to come, when the locally manufactured goods have gained the
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confidence of the internal customers, such 'propaganda' which
has been quite effective in creating confidence of the local

customers, can then be unnecessary.

The above mentioned inducements given by the Fed -
eration to local industrial establishments and potential in -
vestors, have played a great part in promoting industrial
development in the country. They will and can continue to
play this role as long as industrial develoment is still in

its early stages. However, care must be taken in granting

these incentives, especially the incentives that benefit the
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industries directly ( or direct incentives ); examples are
tariff protection and financial aid. Excessive direct incent-
ives can be detrimental to a sound development of an industrial
economy. They may lead to harmful monopolies, inefficient man-
agement, high priced products and poor in quality. Direct
incentives which are necessary to nurse indusiries while they
are still in the infant &tage, must be slowly lessened and
gradually removed, when the industries can stand on their own
feet., Meéting outside challenges ( if it is possible ) is a
better way to improve and develop.Other indirect incentives,
such as the provision of public utilities, managerial irain-
ing institutions, which can give little or mno harm to the
process of development should be encouraged and expanded.

—44-




