CHAPTER V

ENVIRONMENTAL FACTORS

In%%ntives are important, but do not in themselves
attract industrialists. What is equally vitel, if not more
important, is the environment ( or the investment climate )
in which the industrial development is carried out. Unless
it is condusive to industrial development, no amount of in-
centives given can assure that the industrial economy can
expand. In the Federation of Malaya, the industrial environ —
ment has been very favourable due to many factors and this
favourable industrial environment has undoubtedly allowed
industrial development to take place in the country,

R

In this discussion of the factors that have gone
to create a favourable industrial environment, we shall
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consider the environment as consisting of three aspects,

(a) political aspect i.e. considering the political environ-
ment, (b) £conomic aspect ( or the economic environment )

and (c) social aspect ( or the social environment ). The last
2 are rathef closely connected.

¥

A Political Environment:

The political enviroment in the FPederation has
been favourable to industrial development. This is due to
the political stability which is dependent greatly on the
government policies.regarding political matters as well as

matters of economic significance.

It is the government stated policy that it en -
courages industrialisation and will do its very best to
see that it is carried out successfully. Therefore, in policies

regarding this field of economic activities, the government

is firm and positive. Thus the incentives offered by the
government to promote industrial development. Besides this,
it has also made every means of smoothing the way, displaying
a maximum of goodwill, speced and efficiency in removing minor
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obstacles, attending promptiy to requests and refraining

frvm obstructing industrial progress, 1In other words, besides
the granting of incentives, the government has also attracted
industrialistsithrough the implementation of all sound rules
of hospitality.

In internal political matters, the government is
sound and just as can be proved by the absence of any major
political crisis. A political crisis can undo all the good
work done. As far as the foreign policies are concerned, the
government is very friendly and has close ties with many
democractic countries, which incidentally facilitate the
signing of itreaties and agreements in matters regarding for-

eign capital participatlion in the Federation.

The part that political stability has played in
industrial development is obvious., Industrialists are more
confident in setting up industries because thay are quite
certain that their production will not be suddenly interrupted
by any strife or unrest. The political stability means sign-
ficantly more to the foreign investors. There is no point
in granting inducements to interested foreign investors, if
they have the idea that they have little or no chance of
getting any renumerations or their capital back because of
political unrest. Thus, political stability is the ultimate

factor in foreign participation in local industries.

Besides providing confidence to foreign investors
political stability in the Federation has helped the country
to attain economic growth . Economic development in the other
economic sectors has a 'pulling' effect on the industrial
sector. After all, the expansion of the manufacturing in-
dustries ( when the industries depend on the internal market,
as is the case of Malaya ), depends partly on the total
population and partly on the purchasing power of the people.

B Economic Environment:

Political stability as a factor by itself is not

enough. LEconomic environment is just as important, if not
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more important, in influehcing the exPanslon of the industrigl
sector. In the Federation, the economic envirooment, too, has
been favoureble, thus facilitating industrial development,
This for{unate situation is due to many factors, and one of
them that can be briefly statad here is that Malaya has the
highest per caﬂlta income in the Bast, This fact has made
Malaya a very much sought place for profitable investment,

Stable Currency.

The Federation currency system ( controlled by the
Malaya/British Borneo Currency Board ) provides a very sound
and stake currency system in the sense that the free exchange
rate is alvaya well maintained. Put this system is not without
defects, It is highly susPectlble to economic fluctuations
caused by high and low prices. Inflation comes in when prices
are high ( esPeclally of rubber and tin ) and deflationary
situation sets in when the prices are lowl. These are, how-
ever, only internal problems and they do not wreck the stable-
ness of the currency system, since the exchange rate is always
fixed. The stable currency system has encouraged many countries
within the sterling area to trade with and invest in Malaya.
This has, therefore, made the imports of such commodities like
capital equipment and other manufactured goods which are re-
quired for industrialisation, very much easier. Thus progress

in the industrial sector i%ﬂécilitated.

Although the internal monetary problems that are
created by the currency system, do not prevent industrial
development from taking place, they are not good for the
economic environment as a whole. It may be possible that if

This is because of the automatic exchange of sterling
into Malayan dollars and vice versa. Thus when exports prices
are high, more sterling is brought in and converted into
Malayan dollars. Therefore there is an increase in the supply
of money in the country thereby causing inflation. And

conversely,
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these problems are eridicgted, industrial progress may pro-—
ceed on at a faster rate. The Central Bank of Malaye { or

pank Negara ) which was only formed in 1959, has as its
principal job the overcoming of these internal problems, Its
najor functi%ps may be summariesed as " to promote monetary
stability and a sound financial structure in the Federation

and to influence the credit situation to the country's adv-
aniage thereby creating a favourable atmosphere for industrial-

isation " 1.

Strong Responsible Trade Unions,

The existence of strong responsible trade unions
is another factor that has contributed to the favourable
economic atmosphere in this country. Industrial relations
between the employers and employees are very important in
determining the success and failure of the business enter-
prises. Resentment of the workers leading to poor work ,
sabotage and strikes are the ultimate results of bad relation-
ship, and these do not help in the ordinary operations of
the business enterprises. Smooth understanding between the
two major groups can go a long way to avert these interrup-
tions to production and thereby in preventing low production.

Business successes will lead %o industrial expansion.

In Malaya such industrial relationship has been
functioning satjisfac¢torily. Employees are under sirong and
responsible trade unions, which are democractic, voluntary: -
and independent, whereby both the employers and employees
are free to negotiate and to enter into collective agreements
on any matter they consider relevant and to choose their own
arbritrator in cases of disagreement. These policies ere

based on the principle of building up industrial democracy

1w The Role of Central Banking in Industrialisation "
by Ismeil Ali Bin Mohamed Ali ( Governor, Bank Negara Tanah
Melayn ) Printed in The Malayan Economic Review, Volume VIII

No 1, April 1963. page 19.
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vith eventual aim of achicving self-government in industry.

It is clear that responsible trade unions exist
here and that they have maintained a peaceful relationship
between the workers and the employcrs, Mclaya has a very low
number of industrial strikes and man~days lost as compared
to most countries ( Singaporce for cxample ). In 1959 there
were only 39 strikes ( in 1958, before the itrade unions were
preoperly formed therce were 69 strikes ). An important point
must be noted here. The number of industrial strikes should
not be taken as the sole means of judging whether or not
the trade unions are responsible and strong in the sense that
they help in meintaining good relationshp beiween the em -
ployers and employees., W¥hat should be mcre important is the
ease at which strikes are settled and agrrements formed.

In Malaya, most of the strikes are casily settled - an evi-
dence of responsible and strong trade unions and friendly
relationship, Moreover, most of the strikes are justifiable

and responsible.

Such friendly industrial relations have, beyond
any doubt, played an important part in making the economic
atmosphere of the Federation more condusive to industrial
development. Any investors ( either foreign or local ) will
have to think twice before before deciding to establish
industries in any place in the Federation, if they think
that the existing industrial relations are unreliable be-
cuase of unruly and irresponsible trade unions. This is
because, under such a situation, ?roduction may be curtailed

suddenly.

The Existence of Commercial Jlouses.,

In Malaya, the cost of production of manufactured
A calmy 1
goods is comparatively high.” This 1s due partly to the small
h -
internal market upon which the industries are dependent, and
partly to the high cost of labour. For manufacturers ( esp-
ecially the newly established firms ) to establish their
own system of marketing or distributional channels will only
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add to the cost of production, leading to prohibitive prices
and lower sales. Industrielists who naturally are secking
materialistic gains will, therefore be more hesitant in

h I 3 o . e hy s or Y
undertaking any new ventures: This will not, of course, be

favourable to industrial development,

lowever, in Malaya, the existence of established
commercial houses has helped the industries in cutlting
down ( or escapingc) marketing costs, which otherwise they
have to incur if they have to establish their own distribut-
ional channels. These commercial liouses have distributional
network alrecady established throughout the country. Factories,
with the help of the commercial houses will, therefore, be
spared the expensesof estlablishing their own distributional
systems, which even if estalished may prove inefficient.
Commercial houses also gain from this arrangement;they will
not loose business they otherwise may have lost as a result
of locally manufactured goods repacing imported ones which
the established commercial houses have been handling for some
time. As such, commercial houses, b y helping to cut down
production cost in this manner, have played a role in making
the economic envircnment condusive to industrial development.
However,. it is important that commercial houses should be
used only to facilitate the distribution eof goods produced
by the industries. Costs incurred in marketing research,
product planning etc., must be met by the factories concerned
because these activities cannot be dispensed with by any
individual business unit. Again, commercial houses with their
established distributional network should not be used blindly.
A careful study and consideration to see whether or not such
established channels are appropriate to one's marketing

programme, should be undertaken first.

Manpower:
The existence of abundant and semi-skilled labour
is yet another asset for the industrialists. In the Federation

there is enough manpower, and they are available in most
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places. The only drawback is that labour cost is compara—-
.. A " LT, . .
tively high. PFurthermore, the workers are very responsive,
very adaptable to new ideas and willing to develop skills,

if they are igiven enough vocational training.
i x -

However, there is a coparative shortage of tech-
. PR A ] 1 . .
nically skilled labour and professional management in the
industrial field. The absence has not been detrimental to s

industrial development since it can be overcome by the

ease of obtaining them from overseas when they are required,
The recruitment of overseas skilled labour iz not of a good

-

i pelicy in the long run, but at least the ease in getting

H

them means that there is no fear of the lack of such an im-

portant factor of production should the need arises; otherwise
the absence may proved harmful by deterring the establishment
of manufacturing industries,

As such,the abundant supply of local semi--skilled
1abourfand the ease of obtaining technically skilled labour
from ocverseas when the neced arises, have made investors
more readily to set up new industries and to expand their

existing ones,

Capital.

In the past there was a lack of domestic capital
available to the industrial sector in the Federation. Instit-
utional houses ( insignficant number ) and commercial banks
( the majority of which were foreign owned - and still are -
which held about 85% of their total bank deposits overseas ),
were very reluctant to extent advances to local manufacturers,
Yhatever loans that were granted were only for short period

and the interests charged were rather high. ¥With the setting up

% of the Central Bank of Malaya ( or Bank Negara ), one of the % ;
major functions of which is to influence the credit situation % :
to the country's advantage, the situation has changed censid- : :
erably. The Central Bank does that by the power of which it T

i is granted,to prescribe the rates of interest applicable to RN
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commercial banks and other‘fin&ncial institutions as well as
to influence the bankers to grant loans only to suitable
investors. As such, the attitude of the commecrcial banks

and the financial houses towards the granting of loans have
changed somewhat, espccially so in the last 3 or 4 years.
Domestic capital from these sources is much more mobile and
can be achieved easier, Turther, the loans are granted at
lower rates of inlerest and for longer terms, This has given
assurance to prospective industrielists that finance of worth-
wvhile ventures can be available in appropriate amounts and

at nominal rate of interest,

Domestic capital from sources other than the comm-
ercial banks and financial houses, is also relatively abundant,
although it is not sufficiently tapped for industrial purposes.
This has been borne out by the public's willingness to invest
in local manufacturing ventures, For example, the Dunlop
Malayan Industries with an offer of $4.68 million shares was
oversubscribed by 4600%; the Malayan Tobacco Co. Ltd. with an
offer of $8 million stock was oversubscribed by 660%. The
recent Esso Standard offer of 317.5 million was also heavily
oversubscribed by 16 times, Although these are partly cxplained
by speculation, it is evident that there is a great deal of
idle domestic capital. It had existed for a long time already,
but it was not tapped due to the inadequacy of institutional
channels through which the public savings could be effectively
directed to productive investment. However, during recent
years, many moves héve been untertaken to remedy this. The
setting up of the M,I,D,F.L. and an organised Stock Exchange
are such moves. This means that domestic capital is always

available for those who need it.

A stock Exchange is a mechanism more significant in
tapping private domestic savings and direct them into prospective
undertakings ( industrial ). Actually a Stock Exchange is a
place where stocks and shares can be bought and sold freely,
fairly and effectively. Further, it also acts as an agency

D2

EFLL

P T s iR T

{
:
X
R
5

I #
Freatiisd Absifs ol M



i
N
H
i
L4

[P

by means of which capitaléis iaised throﬁgh the salie of
shares subgriptions. Therefore , through the Stock Exchange,
the public can have the wide&t choice in vesting varying
amounts of their savings in different types of securities
vhich they can sell quickly whenever they wish to do So, and
also industrialists are cnabled to get capital for starting
new enterprises and to extend their scope of operations,
Hith the existence of an organised Stoeck Ixec hange { a fully
operative Stock Exchange was only formed in 1960 ), it means,
thus, that local capital can be obtained easily because of
the willingness of the public to invest by buying industrial
shares and also that prospective industrialists can obtain
the necessary funds by shares subscriptions. the availability
of enough domestic capital for industrial purposes have played
a great role in making the economic environment more suitable

for industrial development to take place.

C Social Environment.

Pavourable social environment is also important to
industrial progress, 1In the Federation, the socia: environ-
ment has been very condusive to industrialisation, and it plays
its part, together with political and economic environment,
in allowing industrial development to take place in the
country. The factors that make the social atmosphere favourable
are all due to the changes of the social attitudes towards the
process of industrialisation by the people of the country,
both from the employers‘'and employees'point of view respectively.
To allow industrialisation to be carried on is to accept the
changes that industrialisation brings to them, the changes in
their social and cultural structure ( besause of specialization,
lost of personnel importance and the acceptance of dynamic
technology and economic advances ). Although the,acceptance
of social changés is a time consuming process,any changes
towards these directions are contributing to create & suitable

social climate for welcoming industrialists,
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In the Federatign, during the past few years, the
social attitudes towards industrialisation are obsexved to
be constantly changing in the positive direction . Industrial
development h%s been slowly byt steadily being accepted by
the people. The philosophy of both the employers and employees
towards the industrial process shows positive changes. They
are slowly modifying their thoughts and attitudes in response
to the industrial development taking place in the country.
They are also, step by step, accepting the implications on their
social structures. The employees have resorted to trade unidns
to do things in an orderly and peaceful manner to achieve
their objectives, and the employers are also accepting and
recognising the trade unions movements. This is a situation
in sharp contrast to say, the last 10 or more years. In
real fact, the establishemant of trade unions and their acc-
eptance are evolutionary stages in the process of industrial
development in any country. This is borne out by the history
of industrial revolution either in England or in the United
Satates of America ( and for that matter any country at all,
that have become jndustrialised ). The formation of trade
unions and their acceptance in Malaya reflects a change of
social attitude that necessarily accomgnies industrial dev-

elopment.

" The employers, too, have adaqpted to changes in
their thinking towrds industrialisation. They have become
more mature (tindustrially') in their thinking regarding the
: he business operations. The business

running and organising t »
ger than those units that

units as observed are becoming big
ore the advent of any industrial programme.

usiness units are more well organised.
status has become more important

In highly industrialised

were set up bef
Moreover, the present b
To the industrialists, now,

to theml. Formerly this was not so.

countries, such as Canada and the United States, business

status is a very important aspect in the business world.

rs of

1 Interviews with several managers and proprieto
anies have confirmed th
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The public, too, hawve accepted industrialisation.
The willingness of the public to invest in locally established
manufacturing industries is a pointer to that fact.

Thus, the slow acceptance of industrialisation by
the people in the Federation, together with its implications

on their economic and social lives, have furnished factors

in making the social envircnment of the country more con-

dusive to indutrisl development,

It is very difficult to say which aspect of environ-
mental factors play a more importent part in allowing industr-
ial development to take place. This is because it is very
much doubted that industrial development can take place in
the absence of any of the 3 aspects of enviroﬁment. If there

is political stability, but the economic and social atmospheres

T e A e s T - R TR

are unfavourable, it is obviously very difficult in perceiving
industrial development taking place. Therefore, one aspect

of environment depends and interplay with the others, and

it cannot be said that one is more important than the other

in allowing industrial development to be carried out.

In other words, for development in the industrial
sector to take place, the overall investment climate must be
Pavourable. And it must not be left to deteriorate. The gov-
ernment can do a lot in this direction. Any conditions and
directions that are imposed on an industry should be kept
to the essential minimum. The number and size of the factories
must not be predertiminéd on the basis of market appraisals
carried out by a goéernment department. This applies also 1o
the scale of production carried out by any individual industry.
This should be the job of the industiry concerned. The government
should act in an advisory capacity only and let the private
enterprises do iheir own thinking. Sometimes their assessments
may be wrong. If so, they bear the loss. Decisions should be
decided by those who bear the risks} However, government
must step in when necessary to ensure that no industries

act in ways detrimental to the process of industrialisation.
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