
CHAI'TSR, IY

{; PROil{OTIONAL }'ACTORS
[i i
I
Industrial d"evelopnrent in the Federation of

Ila.laya d.oes not cot$e aborrt, by itself . The Yery process of

isd.ustrialisation is a rnajaI' proj*ct tha{:' ent,ails & lot of

mon€y. It cannot be ee.rried aut" solely on the initiative of
the private enterpri"ses, Merel-y setting up indust'ries, not

io mentian expansion in the igtlustrial sector, cannot be

easily a,chieved. To ensure tl':at i"nciustrialisation c&n pro-

ceecl, the base must be establishedi resources ancl facilities
sueh as social overheail capital ( road"sr coarnunicaiion

system and po$er ) upon E,hich intlustrial development is

d,ependent upoB must also be set up and- privat'e enterprises

mustbefetteil,atleas6intheearlystages.These&re
the ,q'ork of those coucerned vith encouraging ind"ustrial

developmentu because social overhead" capital and regard's

shorn to the private enterprises can only be done by them'

The buildiug of social overhead capit'al and the things

d.one to at,tract investors to participate in inclustries '

areprourotionalfactors.Inotherword's,promotiorralfac
torsorincentivesmustbegiventopromoteindustrial
d-eveIoPment.

Giving incentit"Sprif f not automatically ensure

that ind,ustrial exp&ssior can take place. rt cannot be

carried out in & v&cuumr even rc'ith incentives given' 'l'here

must be &n enyironnent - a medium through vhich expansion

.&ntakep}ace.Aneltheenvi.roumentmustbemain"t,ain.ed"in
& form condusive to inctustrial development'

Thischapterwilld'iscussthevariouspromotional
factors thai bave playect ( aud can play ,1 io promoting

inclustrial expansion in the Fed'eration' In the next chapter'

ve shall discuss the factors found' in ihe envirsnment that

aTere$ponsiblefortheirrd,rrstriald.evelopmenttlratthe
Fed"eration bas experienced'
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That ir:cent,ir/r)'$, whet j.ler in ilre forrn of protection
or s.ssistir.nee, &re irnportant i.rr stimura,l,ing growth in tle
ra"[e of ind'ustrialis*t'ionr &]:e r{icsgni,t** t}" ttre gorrernment
of this corrntry. To star"r; on anyt,liing is a. yery aliffieult
taslt clue mai-nly to the tendc:rcy of st,ickiness of social
vnluation and. acceptarleeu If private enterprises, whether
they are fcreign or local, 6rre r:xpected ta pnrticipate
in setting up indusiries, they must h*ve colfidence that
they can suceeed, in their veni,ures. It, is tir.c t,ask of the
government tc see that everything is rlone to ensure that
these ventures can be successfnl ( either the giving of
protect,ion or as..;istance, or some other things J. Early
success e&n, to a T""y large exl,ent, d.eterrnine the success
of, industrial,isa.tion in the future. 

.

Ehile the government is taking special interest
and. positive steps to influence the rate and pattern of
inilustrial development fs |,{alaya, is is the stated policy
that business enterprises shall be carrieil out by private
enterprises, wiSbut any und.ue interference by the goYern -
ment, Direct investrnent only coxnes about in projects which

its not offer sufficient attraction to private enttrprises
but nevertheless vital to the ind"ustrial progress of the

country. shetever mes,sures talten by the government a,re in-
d"irecto in the forn of incentises ( finaneial end' Ron -
financial ) given to local industries wliich nay either use

local or foreign 1*pital , The ind"ustrial clevelopent that

Malaya has experienced is due mainly to the giving of such

prono{irirnal inducements to local ind"ustries, ancl to pot

ential investors.

A. Fioancial Indqcgng4lg:

Pioneer "Stat-us :

A principal financial ind"ucement for
to invest in industries in this country was the

up of tbe Pioneer Ind'ustry ( Retief from Income

s.nce in 19F8. Under this, the SoYernment grants

bus ines smen

s e tting
Tax ) Orain
tt tax free
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lrol idays;n to p!-oneer coinlianiesl Jior & period of 2 5 years
deper:rd.ing on the capita). inve:;ted.2 Besirles tl.ris, losses
may be daken int'o con.Hid..:ration af 't.*r I liolirie.ys I eease, and.

fiirms can al-so treat all t,heir exis{,ing a"ssets a.s nelr for
deprecie,tion. This is to help irr&rr$tries este.l:lish therrrselves
gntil they are able, withaut jeopardising t,heir financierl
r,ositions, to mali"e tax paymet.rt;s ( itt tht+ Fedcration, the

csmpanysr tax is 4Cd, qf Sirr:fits cbt,ninerl ), blany investors,
t,o tglte advantnge of this intlgcemept,r have set up firms

in the hope of glttittg picueer status- [-1p to June 19631 99

coElpsnies ha.ve beeir gra:rtet1 pi*necr $ta*us'

The gran*ing of pioneer status to firms tliat are

qrialifieil to get it ( only those firms that a.re producing

ne€ produets &re consi.d.ered' )oso a$ to allow tham relief
from tax, have no d"oubt contribute grea.tly to the inclustrial

d"evelopnrent. ffithout "Lhis in.centive, ma"ny firmr; might not'

be able to establish themselvesn because tire initial IrIr-

ning costs are exeeptionally high' 
"

Thisfinancialinducement,c&ncontinuetopiay&
part in pror{oing inrlustrial expansion, but modificai'ions

must be macle and the inducement mad'e more flexible' At pre-

sent consid"eration cf granting pioneer status to companies

is not made in clear preci;ion" soue firms granted' pioneer

sta&us are subsidiaries to other cornpanie's'that a're not

given pioneer status" BY making a subsidiary company & pion-

eelcomPaoyrtheparent'companyisrunningawayrrithtaxes'
h{oreover, grant,ing af tbis inducement j.s too easy with little

con$iderationgiventomi;iiumstarrdardsanda.lsotosmall
capital basis only 100t000 dollars and above' iieaYJr and

nore capiial intcnsive industries -:":1U-:: 
:::::::::l :::--

;;" ;;:';;r;;;-or,"u, ro acr a5 & base for industrial dev -

local caPitalt
entitled. to1 preference is given

but inclustries using

this Privilege too'

to industries using

foreign caPital &re

? S25o r ooo aail above

3 Years and less )

S years; :-1f OOt CCO to $250 
' 
000

100r000 - 2 Years'



elopment, This m&y also c.ut clcwn the difficulties of con;,id *
ering small units whicl: have no po"l,entinl. contribu'bion to
natioaal income and ernploymen'1" fiigger ancl more capital base

ind"ustries h,qve greater chance to *ucceerl nucl theSt ca.n help

creaiecoufidLnce in the businesii nnrld" and. thus help change

soe ial aititudes towards t.he furicl,ions of business.

But as it s,'b*.ntls no'wr f-i qlle-\tion nay be a'slterl. Is
it nd"viseable to *r,ttract n€w firm*: only producing proclucts

ney€r prodrrced before in P,1ataya, while there &r€ no such

induccments for the expansion of exist'ing industries t In -
d.ustriald.evelopmentisnotonll'tlresettingupofI}e\rfirms.
Horizontatr a.nrl vertic*I expansion or integration should

agcompany the esiabi.ishments of net' firms' 0f courset in

the eerly stages of industrial d'evelopment, neFI firms must

be given eveTy encour&gement to be set up, but .existing

firms rnus+ not be neglectedl

Ind"ustrtgl Financsl

Capitalisessentig,Iforthesettingt}panil"exp&n-
sion of industries. Local capital is limited in it: flowt

yetlocalinvestmentisencourageil"Tofacilitatethea,C*
quisitionoflocglcapitalsothatind'ustiresmeybesetup
and laierrto acquire capital for further exp8'nsion' & lYlalayan

Industrial Development Finance Ltd' ( t'{'I 'D'F'L') ' 
spon$ored'

bythegovernmentandcomprisingtheprincipallixchange
Branctres, the Colonial Sevelopmerr.t Corporation and Common -

nealth Development Finance Companyt was set up iu trlarch 1960I'

Thisistheonl.yorganisationriththesolepulposeofpro-
vidinglongtermeapi{,alfor},ialayanindustrialists.Italso
offers equityr preference ancl dsberrtrrre part,ici.:ra.;ior1 and'

act &s undervriting and issuing bouse'

Tbis morre has been in thc right dire":t":-:::^::.^

has -"""*";;:; ;;;""liit"n up of manlr industries' rnterested

1 For & d.eta.iled account of how

and grants loans' refer to rl

Publisl:ed bY the i'f'I'D"F'L"
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investors are alva.ys hindcred because of thel lack of capital"gith the setting up of th's i*stitr'Lio*, mail)" f irms *lr'chfornerly *ould not be sa.f up due to insufficient ca.pital
end meny firm.s vhich ars prcyentcrl frcm exuansion clue olsoio the sa.me eause, c&n obtairr c*;:it.n.} far their ventrrres.
*rrt it cannot' be professed" tirai in this dir.e ct,icln tlie corrpany
is .,erJr effect,is* * Ileing 11. prrrrlic c{}rnuiiny with & c*pita}. of
:"iS0 millinn, it is not supri.sins tI:o.L flre ma.in thought of,
the eomTla,n.tr is only to in.r.est in yr:r*y s{rccrsr,ful and large
ventures cr iri brrsiRess that hr*vc * vcry good chanee of
sue cess* E'ha.t is; lef L oT€r i_-s for the smaller and- nerrer
estabrishments. As such there is discriminatisn agai*st
thos* vhi.ch mey in msst case*t^lro"* in need. of financial
assistaucc front this sourc€ ( bec&rl:,e of ihe rlifficultiee
cf obl,aiuing fund.s fram soae ot,her sources ). fhus, in 1962,
out of 77 epplicationso onry L7 loans were granteda.

Besid.es giving fi'ancial aid., the l,.i,I.D.F"L.
also helps the industrialists in another w&y. It is prei:ared.
to d.iscuss wi"th potential clients on capital recluirements,
capitel struet,ure and suitable means of obtai-ning nev capital.

As a. financial institut,ion t'o help industrialists
and, t,herefore tc promote iud"ustrial cievelopment, it is going
to be of more imprtance in j,he future. As such the institution
itself aeeds to expand. At presenin the Company is negotiating
rith the ?forld Bank for a lsan whieh ca,n increase its present
capital to $ 250 million. l'laybe thenn it can provid.e capital
assistaace ts more industries.

B Incluceme{rtL to &rei-gn Ca.pitel.

Ttre finalcing of indrrs'triaI d.evelopment in & country
shoulil come &s far &s possible from local sourcest but if local
soErces are not forthconing, l,hen foreign capital is we'IconleC'

In the Federation, Iocal capital is Iimited ald' sl"ow moviug

{ there is only gne financial $stitution w}rere loans can be

obtainecl and aLtlroggh there &re many cofil'r€rcial banks, these
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n.re couservatiYe in theirilencling h*bi t,s ) . Thoref ore [ia
hn"s d"epend"ed on & great ciear of forr:itr1n capi,l,;r.I for her
indristrial d.eveloprnt:nt. If 1i*1a,ya s*nt* ler ind*strir,r,l

elopnent to qg onr then more need nay have to be mad.e c,f
forcign capidat unless l"ocal 'copitel is mad_e available.

rnya

dev *

Forcign c*.pi*a} just doe s not come into Lla1aya,
unJ-ess t here &re see r:ri"tie s for f arr:ign investsrn, In other
vsrd.s, it must tie intl.ucc<l to come in, l'lre rea.son why }{e.}aya

has been able io make u$e of foreigin capital" for her indus
1"ri.*1 d"evelopurent is bccause the governraen{, has granted many

oiirer inducements in the form m*inly of protection $o foreign
invest,ors, besides the inccnt,ives given to l.ocal inilustries
either using foreiga or d.omestie eapital* ?he other intl-ucemenis

c&n be brieflY *tated..
(") private foreign capital is given securities and

fair treatment. The governnnent is alnays witling to negotiate

Bssur&nces on foreign inv estment rith other governments to

prevent against expropriations. lJalaya has alread-1' signecl an

agreement to that, effect rith America'

tb)theFed.erationgovernmentiswil.lingtop&y
compensation to investors in the event of nationalisaiion of

their compenies. Agreements with U.S. and" lfest Germ&nY have

been maile to proYe the sincereity of {,he goYelnment'

('*) fora&ga investment and, remittances of divid'encls

and. repatriatisn of capital are subject only to normal excl:ange

control sithin the sterling ere&. To eBsure that this pri-vilege

is not abused, the Tederation government has made &greements

vith commonwealth countries for relief of tl'oubIe taxation'

so that income sill not be subject to t,ax both vhere it arises

and"wheretherecipientsreside.Ifthereisdoubleta.xation'
investors ftaut oY{} rs€as mey be more reluctanl' 'to participa't'e

in the ind-ustrial sector ill the Federation

TheseinducementsgivenbytheFedei.ationgoverr.unent'
expl.airrtheattractivessfortheforeigninvestorstocorue
a:rrl. invest bere" There is Yery rittle reason to d"oulrt the

-33-



inrportant role that foreign cn"pitLl hrrs conLributerl to the
inrlustrial development of the Fed.firation. This is borue out
ty the fsct.i,hat out of *he n'inriiia,l cnpi-ter.l of ri6ii4r$?0r000

af the 99 pioneer conpnnies ( a'b end of Ji:ne 1968 ), ?Sri

rel:resents foreign cani{.4I. Eesirlc* bcing used" &s t}re base

fqr indust,rialisation, c*,pitaL frors or.erFerrs cont,rii:ute to
ild.ustrial expatrsion l:y se::vi.ng 'fvo ot):er plirpo.ses. It (e)

prtvi'd.es te chnologie al sh.iI.l. rrnd n.rnr&geria.l experie nce,

heca.use cone toge thev x ith foreign capital and (ir) ncts &s

pioneering and stimulal,i:rg proces$ l:y rirotrilisillg local capi-
i.al-.

Though foreign capital has pl"ayed" & great part' in
affeeting inilustri.al development in fhis countrl', its future
role raust, hot be tsken for granted. Frpn the viewpoipt of
d*velopmentn there is no doubt that foreign enpital vill be

welcome{. and" f or that matter capital f ron w}ratever sourees.

A question stand.s out clear. Do we have to elepend' on as large

&.n t*xtent on foreign capital in the future &s Fe &re at

present ? Depanding too much on capital may nroYe a cost'ly

affair d.ue to the incrsasing outflow of capital from within'

Dven at pre-*ent 6 7{, of the Fed'cration net national income

is flowing out to oYerseas investors. 0n1y & s;malI rt at the

ss,metimecomesbackintheforrnofnetcapitalinflow.In
other sords, there is & net capi.tal outf low.I If the net

ourftos can be' Gd;ined*l; th;;;;;;Jr- u*"v d'eveloprnent

pro j ects, rrhether industrial proi ect's or otherrise t cg'n be

uudertaken.Theanswertotheabovequestionvilld'er;end
greatlyonthespeedatwhic}rmobilisationofd.omestiecapi-
tal ca.n be underisken arrd' ruade ovailable.

capital nust
in helPing the

i
i
I
*
?I

Ia the
not be neglected'

meantiote, holrevcr, foreign

It, tras PIaYerl & great' Part

t 
- 

Drr*'lrrrcltearY in his bookl rr0wnershi
Forthisreason'}utlruche*,ryintrisbook,||0wnership

antl Control in hialayan U*ooo*y ,' ( prirrted" by the Singapore

llastern University Prsss ) has like necl the ir:ducements to

foreigninves.r;orsaSl|htrldingthedoorof&birdcageopen
j.ntlrebxpectatieinstlratmorcbirtlsriillflyirrdhangutnpg.169.



j''ri*st:ri*r dcv*lopnrent' irr tris c*rr''t,r.y arrd it. vri.11 co't'nueto p1il]' ir'n i'nrportar:t rnr e. rili:r'b iridri.,*,,,r,rrt.n orr:-*i., h;:.ve beengirren ta the f*roign i"n'e.rt,r-rs l*ust, i* nost r:e"spr;cts lre
re'bn.inccl-, but the {l..nernmei*t "rn*st, try to co*nter*ct t}rc
p;.*h"1. cms of o*t.f low of c&.1-ri-i,a.l " ,1rrr1 this is i.nportant. 0ther*rr'isc '{'rrc stntcmc'1, rnar!r: }r,}" Irut,irrr*}r*rir,}- is vc11, per.t,inent.
r']re gc1:{rrnn'+n'l ca$ tJ* ,.}: j s i:c ft j;r{iat *xt,rrt{,, try clevicing
l"!'!{r{l'5111'fis t'o recl'ucc t}re ou'l,fl*v rrnrt irn.nneL t}re'r i't,a" interriat
i.*r'r::;trner-lts, some to th* inriri:r{r;.1"1 ricet.or. r"u c8.n tie e10*e-tirrougir ne&s,iur*s l.ike l*.irjq,trillt ol}rr(rr:tnnit,ies for investrnent
autl strengihening the go\-ell.:ru*nl, invc:stment oFFortrrnity. The
h{,I.I}.}'.L. is suclt & ffe&tiilre, Ilrrrthcrmore, foreign capital
$n$* bc *t all coi'ts be prcvented from floocling the incustrial
l-.-&-se which m*.y learl ta !'cr*ign dc'r:rinntioa in i:rdnstrj"es.
llhile neasures ere taken to incluce fareign capital to come
in, arL out, efforts mu$t be taken to aequire more domestic
capitrll.

C Non-Financial Ind.ncernents:

' Pr-g{qctj@t's r

Before the arlvent of &n.y great ex"tend. of me,nufact-
rrring inrlustrie s be ing set up in t he lledern,tion, there had"

alrendy treen an influx of inptr:'te<i 6;oods. li'hus when ind.trst -
rialisaLi"on st,arde d in lialaye, there w&$ alrcady stiff
coalpetitiol to be faced. liierrly establish.ed manufacturing
enterprises could not hope io oYcrcL\fie the competitiou. Ifith
such keep cornpetitfon prevalent, and also because of the

srnalI igterns,I market, oYcrscas invcst,ors voultl have been

ve ry re luctant to builtt faetories in the lredera'Liaul they

*ould. supply the l,ecleral,ion f rorn outsid"e bases. These had

been rcccrgnised" ancl wherr thc ind.ustrial d.evelopneut progranme

yifr$ set, epr prodectisn fron imports Ha$ give$ to eusuTe that
iire j.pd.rrstries esia!ishecl hcre coulcl he successful' (iTith

]r# r.:. cCInp#tition, m&ny nrnly' set up indusi'ries: in lnost c&ses t

e ftn have lii;tlc cha.nce of $uccess). Tire protection given IIese

irr l,he forms of t,ariff proL*c"iion, reruis:iiort of d'pties oll raw
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ililt'erials and c*'r:itn.I gorit'rs r.]rcn nCIcesriary, ri,nc), anti_d.*mping
or"dilrances. The riu.cc€$r-: *f i,dr_*strial.i.saiion a*cl its early
ileve)"opment &rc cu,e, 'i,o Dr-r't. an r:ni:rip*r{.art p*rtr 011 t,rresepreve*tive measu''e s. 1'hcse rfif ilsure.l {}.re sti}} bcing usecl at
nresen.t and" they e.re riliely t* b* rlr$d. in the futi:re, u'til
i:rer*striali.satio* rr.,s rcaclicd- *he *clf*si:staining ste.ge ancrthe intlus-fries eiLn f-&ca nx1;*:r:*aJ- {:$r}1}iaIi1,i*1 n*ch better,

The irnposit'*n *f t,arid'fg in uncler.tarie' by the
iariff Aclviscry 0omrnit'teel, r;lrich alsc cleals vii;h the remission
cf riut.ies af raw mater:ia.].$ n.nt1 n:a.chincry for nanufa.cturiug
pllr"ps$e s r import,efl hy 10cal. manuf'actur:ers, The p*rpose of
t,his remission is l,o cut d"o*n prod"*ction costs ar:"d t.o com_
pensate for the rel"a{:ive paucity of ri{w n:aterial_s and capital
goatls in the Federation, 'J'*riff pro'Lerc iion is very essential
far successful ind.ustrialisatiou for the home market, llany
formerly ogricultural countries beca"me j.nd.ur irial"ised behi.nd.
& tariff barrier. Ir{alaya in her searc}r for iudustria.lisatio:r
shoulrl be of no excepiion.

In the Fed.eration tariffs have been imposeril ancl

they have led" to intlu.s L.ria1 develcpent, In fact,the Reuff
, l-

I{i"ssion" in its renort has s1,ated that one of the most im-
port.ant reasons res"$on$ibLe for tire rr recent spurt in
manufactiuring inclustry which has occurrcd mainly in the
Federation of l,lalaya tt (pg.30) is the inrposition of tariffs.
It, thereforen is suprising tha"i althouglt the government

recognises the need for tariff protcction &s & si:lective
instrurneut of progress that is imperative to industrial
development ( there is no Coubt Lhat governrnent has macle

use of this tariff irnposiion ), the pre*ent ta,riff structure

is still weak and. inad.equate.

1(n*nceforth to
The rluty is to af,vise
Protection to be gi't'en
0r foreign eapital ),

be knor';n as the Tariff Aclvisory Boarcl)'

the l,li.iistry on the amorint of iariff
1,o locel irid,ttstlies ( *ither nsing local

each inclr-rstry being cecidcd" oni1,s o\vn merit.

2 0r the rntern&tional $rr.nli for iiccoils'l,nrction a"nc1 DeYr

cloprn*nt,lt'hereporti.:o$iltireJiconomicAspectsofiialays;al:
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I

Tire existi*g [ariffs &rf] *ot rrigrr enoug]r, ouly
bet,wee n f 5-35;i { s;eId.om exce eding; il{:.,{ ), },,1*ny ma*rrfr.re turers,
furtheriTore, 

'h*to 
no tariff proi.*ctir-rn. i" quar.Ler ofl the

pioneer compd.*ies, for exaraple, irave n0 tariff lrrot*ction.
T'hese inad"equacies arise beei:,use of the fsar: that tariff
i-r::1:osition ca,n hove ecnnomic anrl noIiLical implications.
rt raises the stgnd.,ffi *f living i"}*"o.,gr, ,i;irc incr*rr,se inb*_-_-'
procesr but the pieople c*ncernecl witii 'i:,!re mangfac.Nuring
se,e tor will not be se gre*tl"y afl'ected by "bhe rising prices,
::r:r-i-ever, fising pr*ices *s.de*r:ir:rerrl,a} to the people outsid"e
iire ir:d"ustrial sectsr a::.d ther:efore usualry outsid,e urtren
s.ren"s" Tlri.s ca.u give rise to coni*i.rne1 conflicts and. pclil,ieal
uphea.r'el . These f ears need. not nec€ssarily arise, s i"nce the
iariffs are 1evri.6c1 gradually and" not a* once, fhis witl not
brring a. sudd"en junip in the standaril of living of the people.
*tlow rising stend"arcl of living d.ue to the gradual imposition
of tariffs may be shat is need. for industrial ilevel-opnent
in particul+r { it clepend.s on a great extcnt on the internal
purchasing porver, especiel"ly so when the marhet for the
prorl.ucts produced is internal such as is the case of l,ialaya ),
and" economic growth of the country in general. Eesi<les these

fears thene is ground of conf iict between the Treasury (whictr

get about 3A{, of the {,otal federal and sl,ate reven in fg$?

from import d,uties ) anrl the Ind"ustrial |evelopment Board.

If such fears have no substant,ial grouncl and.

coCIperation and co-orrlinai'io1 between tire i'reasury and the

Irriiristrial Development Board' can bc aehieved ( the former

rnay loose l'ome I'eYeaue due to the imposition of teriffs, but

snce industrj.al elsu-qion talces place {rIr B. Iarge scalet revenue

rqa.y again increa.sei re1'enue fronr company tax' i-ncome tax etc' ) '
there is every re&son for incrcasing the exisiing tariffs

that have alleady been levieil errd 'bo extend' the imposition

of tarirr'fff io'" iudustrie": :t"u: 
-::l 

::":::::lllll-;,.*ll',
nore investors me). be ruore wiliing to,r:r*. rn ind'ustries i* the

Feqlcration, since they can hope to h{Li;E{Thriff 1:ro"l'ection

against competition frorn imporl'ccl' goods' cf cclurset "lhis will

Ieed to furLher irrclus brial rlevelonrent'
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Fair competition c&rf l:o o,,ercome to a large extentby ta'riff protec*ion, but 
''ni'air compctition cansed by rl*mpedgoorS.s cannot ire over:cons by tariff s. llcnce to rrrotect lcczllindustries frorn such r:nfair cor:rpeti-tinn by or.ersea.s manufact*rers, anti-dunping legisiELtian has been i'.f roduced. in

L.l:e countr5- by the Custolns ( Duniping and- fjribsidies ) 0rCinancein rgng" Ey this legisra*isr-r, it, ]:Tr:vfEr,s;; far Lhe imposj"tion
off add"itional duties, be.siele s norueil ir,rort iiuties on dunped
inportecr" good"s, if ilre irnports are lihely to endanger or
r:r:te,rd" tire es{,s.blisl:rment of ind.rr_qtrrj.e* in t,he country. This
rilie tariff protectian, is & ycry impor.t,ant mea.$ure for the
pr*t*ction of local industries against competition.

Pfqvision of trnclustria"l Sites

Tariff protecti"on and anti-dunrping acts a,re not
the onlJ' non-financial incentiyes that &re given to promote
ind"ustrial development in tire Fed.eration. ?he provision of
ind"ustrial sites at low cost,, wifir &ccess to roa.dsr lr&ter
;rnd electric power, for potential invesbors i-s yet another
effective inducement, If potential investors, €ither local
or foreign investors, can be certain of a. site where their
ind.ustries can be built upr they a.re much more tempted to
invest in ind.ustries. Such provision mea.ns the s1:aring of
costs othervise iucurred. in prelimina.ry surveJr, red" tape,
fuss and detray and the delay of getting im:necliat,e l"and title
( ttiis fn.cility is not always availabl.e in Asia lanci tenure
s3-stens ).

l{ainty t; d.ispense with such problems so that
investors a.re more read.y to set up inclustries, the Federation
goTlernrnent hss set up the Industrial site Developent Trusli

Fund. of $?,5 million, with t,he tash of provid'ing and" develop-

i*g ind.ustrial sites. Th.is also allows the state govelruIients

which &re left to set up their osrn inclustrial sites in their

respeciive states, to,aPPIY for loans' Petaling Jaya ( itt
$nlangor ) vas the first indrrstrial site to be set up in 1960'

nith 201 lots, It has proved Yery successful. The site has
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irts been virtuallv f ilLed up i,ri-[;]i iri.6ust::ies. " ?he Ts.sek
i. ir,i*st'rial si"te, the Sungei ir,lai-r ],lariLi.n ii:ci.usi;i:iaI site
:,r::el o,'e in Johore &re furtlieir siLas thE"', have 

'een 
established.

**d ihe cha'ne es are great tha,t thel. wiLl folloe, the sarne
:':riteru Rs cxperience,d t;y I,ci,a.ling Ja.;,a.

The pro1rision af irrdr:s rrj-:ir rites ha.s successfurry
atirecred ma.ny ma.nufscturers v;ho +thcruise urigrrt have been
i::hibitecl from setting,rp inrlus;tries. Iir:cognising the sign_
fi-*anceo the goyernrirent lias decid"ad lhnt &s & rong -Lerrn plan,
l'c set up & corporation t* lly l*nd. i"o* tire state goverrunent,
iier"el.op it and se11 it' cheap tro ind.ustrial investors. This
sil'1 overcome the present difficrrrty of lack of co-ord.ination
be{,ween the central a.nd state governments so far s,s t}re
pr*vision of industria.i siies i.s concerned. Und.er the present
s'v"st€rn, the d"evelopment of sites is left to the state gover_
nnents with help fron l+ederal loans. As such d.evelopment of
industrial sites have been retarcled &s a vhole, because
soae state goYeruments have not the necessarily fund"s, while
soine a.re afraicl that no ind"r-rstrialists will eome a.nil make

use of the ind.ustrial sites. The latter problem should- not
a,rise at all, There is no fear that ind"ustrialists will not
n:*ke use of developed. sites.

Perhaps there is another *oy in wliich tbe provision
of industria} sites hef,€ contributed. to ind.u.strial develop
nent, Location of iadustries is an important aspect of in -
d-us trial expansicn,Tiith the provision of sites, t'he location
of ind.ustries is virtually controlled. Otherxise there is &

tendency for ind"ustries to be concent'ratecL near towns where

eorninunication systems a.re availabtr-eo and where supplies of
rater and electric pcwer and otlier facilities are also

n:ost readily avsilable. llhls obviously can leacl to ind"ustrial

congestion, high social costs and wastege and as a shole

mfty retard. the carrying ont of the intlustrial developmeut

progr&nme. These things &re cltarac'teris'i;ico1ly absent in the

ired,eration. This is due fuI1y t'o the government provision of

inriustrial .rites. This has allorveri' thc industrial development
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here to proceed, uninterruilted.

Pr?,viFiQq q_{ Local Ind.u;t,rial X,+oGg4ge.
Efficient management is an ind.espensable and &E

integral part in running a business enterpri.se succes,sf*1ly.
liiitho't efficient man'.genent, there can be a, waste of profits
due to inereasing eosts 1eading to high prices, Increasing
corit can be caused. by urany f;rctorsl factors such as using
the trrong method. of product,ion; prcducing the wrong product
{ since there is nc market anarysis ); lach of cCI-ordination;
poor morale giving rise ta workers r resentment which can be
manifested in many forms, such as sabotage and strikes; and_
haphazard prant rayout. iligh cost of prod"uction cannot by
i-ise1f prevent industriar d.eveLopment f,rom taking prece, but
it can retard. the tat,e of d.evelopment. ,

There can be no denying that this type of situatj.on
( lack of efficient management ) exists in the Federation,
as it stanils..*os, there is not much of a market researchl
there &re "lgtl:fr" analysis of d"euandr oo analysis of produets
suitable to local environrnent and. no consid.eration of capital
for participating ind.ustries. fhese things c&n only be carried.
sut by eff,icient man&gement. As a, d.igression,to shov the
importance of effieient management in the part it plays in
ind.ustriol d"eveloFent, it is &n accepted fact that the level
of management is higher in e more ind-ustrialised. country
tban in a, less ind"ustriarised country. For exampre, I{orea
vhich is definitely fa;r less ind-ustrialised than Canada, has
a. l-evel of management which existed, in Canad.a 40 50 years
baek. liorever, the ]'ederation government has mad.e provision
to supply its o-w-rr local management" l'his is doae by the
setting up of the i,trati-onal Prod"uctivity Centre ( it ras set up
in 196X ) rhere the local people are trained in layout of
factories, co-ordinationr personnel, prod.uction planning
ancl other ina.nagerial functionsl.

r Tire iJniversity
in the various
Lra,ining local

of llalaya and other
parts of I'lal a3.s are
people in indus'l'ri-al

_40_

Technical Institutes
othar centres for
linowledge,
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At present, a. rirge n.rno*nt of professional manage
ment is obtainecr from cyersees, but, at E. relatively high
cost- Although it can be obtained from o.,erse&s easily, norelocal managetietr- skilr in the. ind.ustrial is liighry desirabre.
Fith local *J|ugu**ot avait"ii-,--ii- need. of foreign help
in thi*q direction can be cLispensed vith o and investors will
be more willing to consider the se'Lting up of factories here
because they can be certain cf obtaining easily locaL t.alent
rhich i's oriented to the local va,ys of tive and ar, a. relatively
lorrer cost.

ra its encouragenent for irrd.ustrial d.everopment ,
the Fed.erati.on government has also set up ind.ustrj.al r€_
seereh facilities whieh unilertake reseerch for i.ndustrial
firns shich do nei have iheir ovn research facilities in
this country. But this is only on a smalr scale, although it
is going to be expanded with the setting up of the Department
of .Scieniific er,nd. Industrial ll,esearch. Statistical services
are al-so established. to facilitate the passing of information
regarding inclustria} prod.uction and. ernployment. Besides
these, information services are also set up to create know -
leCge for better d.evelcpment of the industries. These various
services, by faci.litating the exchange of ind"ustrial ideas
as regard"s to production nethod"s which go a long vay in
benefiting the industries, have helped inclustrial d.evelopment
& great d eal .

Provision of Servi-ses for fnd,ustries.

Another non-fiuaneial induceraent ihat has been
given by the governrnent to prornote ind.ustrial d,evelopment in
the country, is the provision of soeial overhead. capital an4
other Services. The need of social overhead capital to
ind.ustrialisa.bion cannot be overemphasised. Ind.ustries to
exist aeed rater aad porer to run the plants, efficient
conrnunicatian systems to get rar materials to tire factories
and to Lake finished goods to the consumers. fn a place
rhere there is no eff +q;1ent ioci.al cverhea.d- capital, one
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c&nnot imagine to find i-a.pge scale in<iustries there. ?hevord- r efficient r is enpha,sised liereo becrruse by j*st havinge soicsl overhead ca.pital is not enough" It, must, also beefficient in terns of its cnst and production. rf erectric
and" water supply can be obtained cheaply and. adundantly,this wilL of course benefit fiie i.ndustries. Efficient t,rans_portation aad- communieation systems c$n also cut <10wu costsanrl s&ye time for more effeciivc prod,uction. hlore ofpen ae*_than not' *' plaee with a higher d.eveloped. and efficient social,overhead ce'pita' rilr be xsore ettractive t,o inve.r{;nrs" as aloeal exe=*le, the lfest coast of r{alaya which has & morebigtrry d'eveloped. and efficient social overhead" capitar, has

more ia'.ustries than the East coast where the soeial 
've' -heail capitatr" is not so well dr"ever.oped and, effieient.

The governnrent has understood'the importsnce ofsoci'al overhead capi.tal to industrialisation and" since it
cannot be built up by private enterprises, the governnent
hes made provision to supply such important service so a.sto attract investors to set up i.ndustries. fn the First
Five-rear pran, the'governrnent had spent rougirly .3sgo mirtion^ tL'for-transportation, communieation and. utiritiJ3f nut in the
second' Five-Tear plan, it is proposed. that about :ig00 mitr riourill be invested. for this purpose. Ihis is to irnprove and.
further extend. the existing sociar overhead capitar. Tabie
rY otr p*ge 43 shows a conparison sf government investment
in transportatioa, utir.ities and commrrnication sectors,

although no specific portion of the pubric invest_
nent can be cteterminetl as eontributing to ind-ustrial d.evelop-
ment, it can be certainly safe to say that clevelopment in
the industriatr seetor has taken plaee beeause of the presence
of the socisl averhead. eapital. tj:is c&n be said. because of
the importaace ef soeial overhead. capital to industrialisatj.on,
sere there no social overhead" capitar, or there exists only an
aineffi"i*fd it can be very rnueh cloubted whethe*ind,ustriar
d"evelopnent ihat' has taken place! can ever iake place at all.
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TABTE TV

a cO]i{PARrs0N 0F puBlrc r};yEst},{ENt rN TfiE
?BANSPOBTATTON, UTId.,Irlfi$ & CO}i{},{UNICATIONS
SECTONS tsETITEE}I TiIB FIN'? }-I}T IEAR PLAN
{1956-lgoo) & TI{n SECO},D Frys YEAR Fr,eN
t1961*1s6b), FEIfiRA?roi,i 0F LtatAya .

Sector

: :: :'::":: :-:a-:.: :-:== = :====
Dollars in Hillions

Transporiation

-

Bcads ancl B.rid.ges
Rai lways
Forts
Civil Aviation

Utilities
Eleetricity
Sater
Severage

Conmunications
?eleeomnruni cations
Broaclcasting
Posts

Second" 5 yr.
Plan

( 1e61-65)

3S2,.9

1go.o
65,0
55" 0'52"o

402. o
254.o
140.0

9.0

72 rg.
50.0
5.o

I7. g

Totel, the 3 seciors

Source: Figures taken from
Year Plen ( 196f
of Lta1aya. pg. 29 ,

496.7 836.9

the $econd. Five
l965 ), Fed,eration

Irirst 5 Ir,
Plan

(1e56-60 )

206.5
95.2
7L .4
37.0
2.9

438.6
142.O
80.6
l6, o

51.6
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Finally, the gorverirment has helperl local industries
by urging goyernrnentaL d*epartinents, statutory corForations
and" the public to Ltuy r[{a1a;,"*-madet gooels vhenever possib}e.
This mey seem frivolous, b*t aciuarJ-y it is rrery inporta*t.
The peop)-e in the Federati.on"have been so usecl to t,uy iinported.
gootLs so dhat tirey nai;ur:a.lly tenrl to have &n evasion for loeally
manufactureil goods in term* of qrrality" Yet manufactu.rers here
d"epenil Yery much on the loca} consumers gi.ring tirem support,
d"epending a.s tLrey do, entireJ"y on internal ma,rket. rn time
to eome, vhen the l-ocallJ, nanufactured good.s heve gaiued the
conficlence of the internal custcmersr such tpropagand.ar which
has been cluite ef f ective in creating conf id.ence of the - 1ocal
customers, can then be unnecessary.

the above rR€ri.r,ioned, i;id.'ircements given b;r the Fed *
eration to locaL ind.ustrial establishments and- potential in -
vestors, have played, a great part in promoting inclustrial
ilevelopment in the country. They will and can continue to
play this role &s l-ong a.s inclustrial d.evelopent is still in
its early stages. However, care must be taken in granting
these incentiyes, espe.cially the incentives that benef it the
ind,ustries directly ( o" direct incentives ); examples are
tariff protection ancl f,inancial aicl. Excessive clirect incent-
ives ean be detrinrenta.l to a. souncl developrneui of an ind"ustrial'
eeonomy. They may lead. to hs.rmful nonopoliesl inefficient man-

agementn high priced prod.ucts and poor in quality. Direct
incentives which &re necessary t,o nurse inclustries while they
a.re stil.l in the i'nfant ttage, must be slowly l-essened" and

gradually removecl, rhen the ind.ustries can stand. on their own

feet, li{e6ting outsid.e cha}lenges ( if it is possi"ble ) i" a,

better way to iraprove ancl develop.Other indirect incentivest
sucb as the provision of public utilitiesr lnanagerial train-
ing institr:tions, which call give little or. no harm to the

process af development should. be encouragei[ anil expaniLed".
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