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*

rn{e'tives are impor-iant, but d"o not in thernservesattrect iodrru'[tialists" Htrat is equally vital, if not morei.mportant, is the environment ( or the investment cliraate )in which the industrial t'e"relopmen.d is carried. eut. unressi* i-s condusive to ind.ustriar devel0pment,r fl' annount of in_centives given can as$ure tirat the ir.dustrial econamy ce.n
expanil. rn the Federaiion of a{a1aya, "Lhe ind"ustrial environ
ment has been ?ery favourabre due to ma,ny factors and this
favoura'lrle ind.ustrial environment has un,i!.oubtedly allowed.
industri.al developrnent to take place in the country.

rn this diseussion of dhe factors that, bave go*eto create a favourable industrial environment, we sha1l
consider the environment &s consisting of three espeets.
t") politicatr" aspect i.e. considering the polit1cal eaviroD-
ment, (b) deononic aspect ( o" tbe economic environment )and (") social- aspect ( or the social environrnent ). The Last,
Z are rather closely cCInnected..

A PqlLtllcal Environment:

The politicar enviroment in the Federa.tion has
been favourable to industriaL development. Tbis is d.ue to
the poriticar stability which is dependent, greatry on the
government policies-regard"ing noliticar matters &s well es
matters of economic si-gnificance.

rt is the government stated policy thet it €,, -
courages ind.ustrialisetion and will do its yery best to
see tbatr it is carried. out successfully. Therefore, in policies
regarding thi"s field of economie activities, the government
is firm and. positive. Thus the incentives off,ered. by the
governneat to proroote ind"ustri.al d"evelopment. Besid.es this,
it has also mad.e every means af smoothing the v&yr displaying
a maximum of gooilwill, spced and. efficiency in removing uinor
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obstaeles, attending pr:omptl.y to requests and refraining
fr.'ur{r obsl,nrcting ineiustrial prag:.e$s. Ir: other word"s, besid"es
the granting of incentives, ttr.c government has also at,tractecl
industrialists,i, through the implementation of al1 sound. rules
of hospita}ity".

In in*,ernal political matt,ers, the governnent is
souncl and just &$ can be provecl by'the;r.trsence of any ma.jor
pol.itical crisis. A political- crisi.s can und.o all the good"

worh done. As far as the foreign pnlicies are concerned", the
government is very friend.ly arrd has clase ties with ma.ay

democractic eountries, which incidenta)"ly facilitate the
signing of treaties and. egreements in ma"tters regard.ing for-
eign capital participa"i,ion in the Fecleration"

?he part that poiitical stability has pl-ayed- in
ind"ustrial development is obvious. fndustrialists are more

confident in setting up ind.ustries because thay are quite
certain that their produetion vi11 not be sud,d"enly interrupted,
by any strife or unrest, The political stability means sign-
ficantly more to the foreigu investors. There is no poi.nt
in granting inclucement's to interested. foreign investorsr if
they have the iilea that they have little or no chance of
getting any renumereiioas or their capital back because of
politicel unrest. Thusr political stability is the ultimate
faet,or in foreign participation in locaI industries.

- Besid.es providing confidence to foreign investorS
politicatr stability'in the Federation has helpecl the country
to attain economic growth . Economic dcvelopment in the other
economic sectors has a tpullingt effect on the inclustrial
sector" After o11, the expansion of the manufacturing in-
d.ustries ( wlien the industries d"epend on the internal narket,
as is the case of lr{alaye, }, depends partly on the total
popul.ation ancl partly on the purchasing power of the people.

B Ec onomi c Environme,ryt, :

&s a fact,or by itsett is not
is just as important, if not

Poliiical stabilitY
enough. Jlconomic errvironment'
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more import'ant, in influehcing the expan.sion of the ind.ustriarsecdor' rn the Ferleration, *he econolnic environmenf,, too I hasbeen f*r'oursrbre, thus faci,li.ia,ting i'dustrial de'er.opment"
This fortunate sitlr.ation ir; cLue to m&ny factor_s, a.nd one otthern that **d b* brief].y staied here is that Haraya has thehighest peT capita. income in the Dilst. T'is f s,al, has made
Halaya a rrcry much sought placer for. profiLa.bLe investment.

Stable Currencv.

The Fecler*tion currency systenr ( contror"led. by the
hialeya/sriiish Borneo curre'ey ]}oard. ) provides a very sound"
and' s*-&be currerey system in tlre sense that the free exchange
rete is alxays well mail-rta.ined" Eut this systern is not rithout
d'efects. rt is highry suspectible to economic fluctr"rations
caused" by hig'h anil low prices. Inflation co&es in when priees
&re high ( especielly of rubber and tin )-ancl deflationary
situation sets in rrhen the prices are rowl. These &re, to*-
everr only internal problems and they do not rreck the stable-
ness of the currency system, since the exchange rate is always
fixed" The stable currency svstem has encouraged rnany countries
vithin the sterling are& to tracle with and" invest in f,lalaya.
This has, therefore, mad,e the imports of such commod.ities like
capital equipment and. other menufociured good.s which a.re re-
quired for ind.ustrialisation, rrery much easier, fhus progress
in the indusirial sector i{ffr.eilitated.

Although the internal mon€tary probrenns that ere
created. by the cttrrency system, do not prevent industrial
d.evelopnent froru taking plaee, they are not good for the
econonic environrueut as a rhole. ft mey be possible that if

I This is because of the automatic exchange of sterling
into Malayan d.ollars &nd yigg ygrsa. Thus rhen exports prices
f.re higb, nore sterling is brought in and coaverted into
Llalayan d"ollars, Therefore there is an increase in the supply
of money in ihe country thereby causing inflation. And

conYersely,
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these probrems &re erid.icaterl, ind.ustrial progress ma.y pro_
ce.ed. 0n aL a fas*er rate. The cen'LrnJ. ISank of ldalaya ( o"
tsank Nega.ra ) rrhich was only forrned in rgsg, has as its
principar jab the overconing of these internal problems. rts
najor functiXns may be summar,iesed" as rr to promote monetary
stabiliiy and. & sound" financiar structrrre iu the Federation
end to infl"uence dhe cred.it' situation to the countryrs ad.v-
s,ntege thereby creating & favourabl'e u,'brnosphere for ind.ustrial-

l-
isationrr*n

Str.qng lle:_po#j,blg jratl9, liqrgqs "

fhe existence of strong responsible trad.e unions
is another factor that has contributed to the favourabre
economic atmosphere in this country. Industrial reletions
betreen the employers anil earployees &re yery important in
determining the suceess ancl failure of the business enter-
prises. Itesentment of the porkers lead,ing to poor work ,
sabotage ancl strikes a.re the ultimate results of bact relation*
ship, and. these do not help in the ord.inary operations of
the business enterprises. Smooth und"erstanding between the
two mejor groups can go & Iong ray to avert these interrup-
tions to production and" 'bhereby in preveniing lor prod.uction.
Business succe-sses rill "'teail *o ind.ustrial expansion.

In Malaya such ind.ustrial relationship has been

functioning satisfedtorily" Enpl-oyees a.re under strong and

responsible traile unions, vhich are democraetic, voluntary: "

a.ncl ind.epenclent, vh-ereby both the employers ard. employees

&,re free to negotia,te and. to enter into collective agreements

on any natter they consider rel-evant and. to choose their ovn

arbritrator in cases of disagreement. Thes.e policies are

based. on the principle of building up ind"ustrial democr&cy

I ,t The Role of Central Banking in Industrialisation rl

by Ismail Ali Bin Mohaoeil AIi ( Governorr Bank Negara Tanah

b{eleyu } Printed in The Malayan Eeonomic Review. \rolume YIII
Ho 1, April 1963. Psge 19"
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Trith eventu&I ilim of n cil j"eving r;elf*government, in industry.

It is clear: ttrat resTr*n.cib_le t,r'nde unions exist
here and that thoy have neiinie.in€:cl & pcaceful relal,ionship
between the vorkers and tl:e erni:lolicrs, hial"*ya has & rrery lon
numher of irtchlstricrl strilies anel. r;:;rn-ila1's l"ost, &s cornpared
t,o most countrj.es ( Sinljnirilre for c:li,r.rnpl* ) " In 15|59 thers
yere only 39 s'Lrilies { in l95fl1 fucf*rr: t,}re t}nde rrnions were
preoper}y forrner] {,her* hiere 6t} s1,:"ihe s }, An irnportaut point
mtst lre noted. he re. T hc nuntrer of irrdrtstrial sl,riltes shoulcl

!!ot be tahen &$ the sole $eans c'f, jridging rihether or not
the trad.e unions are re:ipon*ibLe a.nd strr,::q in the serrse that
they help in maintaining good rel.ationsh.p be'owqen the em -
ployers and. e*playee*. lihat shosld. be in{:,}e important is the
ease at which strike$ &re settletl anti agrremetrts formed."

In Haloya, most of the strikes are easily settlecl - &n evi-
ilence tf responsible nrrd" strang tred.e unions ancl friendly
relationshi.pn l{oreoyer, most of t,he strihes &re justifiable
and responsible,

such friend.ly ind.ustrial relations have, beyond.

ary doubt, played" an importanl, pa.rt in rnaking ihe economic

atmospbere of the Federation more condusive to ind-ustriaL
clevelopnbnt. Any investors ( *i-bher foreign or local ) vill
hnve to think twice before Lreforc deciding to establish
industries in any place in the lrederation, if they think
that the existin$ ind.ustrial relations are unreliable be-

c$&se of unruly ancl. irref;ponsibLe trad'e trnions. ?his is
because, under such a situation, production uray be curtailed.

sud.clenly.

The Existence of -qgrnqisrqial, Iloltses '

f:r Mgl&Ier ihe cost of proiluction of manufsrctured'

good.s is eompara,tively Otffr/ This is due partly to the smalr

internel marSet upon which ^th" industrics are dependent, and

partl.y to the higb cost of labour. For manufacturers ( **p-

eciall.y the nswly established firmr; ) to establish their

ovn sysbem of m*,rketing oI di.striiiutional channcls will only
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&ild t,o the cost of prr"rriu*tion, r*adi.ng to prohibitive priced
ancl lower sales. Indu.s*nir,r,i.i*t,s who nrr.'fura.1ly &re snehing
nate ri.alistie gains wirl, the::cf or:e b* more lesitant in
pndertalting any neg'yen{ures, Tll:is rrill not, of course, be
fcr.voura.ble to inelusirial d,rrvclc;:mcnt,.

iiowever, in lin"In3-a. 'birc erxistr:nce of established.
comacrci*1 hoLr:;es &*u lie,1p+cl" t,he j.ndr.rstries in cutting
down ( o* escaping'.) m*rlie"Ling cost,sr virich othc*wisc ttrey
have to incur if the;' have t,o e*t,ablish their own clistribut-
icn*I che.nnel*. These eei:-.:itcj:'*i.aI ii*u:+es have <li*"-t,ributional
networlt a.lre a*y es't abli*. j:ed. 'i;hroug;houtr the country. Factories,
with the help of the conilercial houses will-, tireref ore, be

spareil the expensesof e.*t,ablisliing their orn distritrutional
systemsu which eyen if esia.E;ished may proye iuefficient.
Commercial irorrses al-so ga,in from this a.rr&ngement;they will
not loose bu*:iness they otirerwise may have lost &s & result
of 1ocalIy manufactured good.s relacing imported ones wi:ich
the estabti.shed" cominercial houses ha.ve been handling for some

'bi-me. As such, commercial houses, b y helping to cut d.orn

prod.uction cost in this manner, have played. a. role in nraking

the econonic environment conclusive to ind.ustrial d.evelopment.

IloweveTr" it is importani that commercial houses shoultl be

usetl only to facilitate the distribr-rtion of goods protJ"uced.

by the in'd.rrstries. Costs incttrrecl in me,rlieting research,
procluct planning etc., must be met by the factories concerned

$€'s3r:s€ these activities eannot be dispcnsed with by any

inrlividual business unit. Again, commercial houses vrith their
established distributional network -shouId. rtot be used. blind"ly.
A careful sdudy and. cofl$ideration to see whether or rio'N such

established chennels are appropri.ate to one r s marheting

programme, .should' be und"ertalten f irst '

ManPowq r :

The existence of atrr-r.nrlant aud semi-skilled' Iabour

is yet anol,her asset for the indusdrialis-Ls. In the Feclerer'tion

there is enollgh r,ranpo\{e r, ancl they &re avai].able in most
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plBces, The only drnvbacit i"s ti:at, ln.lrour corjt is conpar&
iirely high. Fnrtir*rn:o.r:*, the Trorliers are vcr.y respon:._iv€ r
yer*y ail*pt&bLe to new icleas aud rr.illing to deve lop sSills,
if tirey *re given enough voca'iional trair:.ingr

I
IIo'wev'cr:, t,he :'e is a. cili.li;rndi. ve si.rortage of tecri-

nic*lly skiliert. Iabaur a.;lsl ]-rrofr} r;*iolilI H&nf:rg*6ent ia i,lie
i:rd.ustrial field" The abs*trce l:a,* not been de't,rimentnl to
indus*rial iicvelopment :.;i,nc* it e&.ll be overc*rne by the
esse of ob'iaining then f:.'c:n o.retrseil.s lrrren the,1' &re rerluired.

. The reeruitrnent of $Yers€ils sliiLled labour ir; not of & *good
policy in the rong rurr! hut nt i"*a*t the ease in getting
t'hern me&ns tlrat there is no fear of t,he lack of such &n im*
portant faet,or of prod.uctiorr shoulrl ttre need arisesl o,herwise
t,he sb*qence may provecl harmf,u] by rl.eterring tire esta.bti*shment
of manufacturing ind.ustries.
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As suchrthe abundai:t' supply of local semi*shilled
labour and ttre ease of, obl,aining technically skilled labour
from overse&s when the need arises, have nrade investors
nore read.ily to set up new inc-ustries and to expancl their
exist,ing ones.

. CaPital.
. In the p&st there Tra,b a lack of domestic capital

availeble to the ind.ustrial seetor in the }'ecleration. Insti*'-
utional houses I insignficant number ) and conrilercial banks
( the rnajority of qhich were foreiign owned. - and. still a.re

which held. about BW of their total banl*. d.eposits overse&s ),
were rrery re"Luctant to exl;ent advances to loca1 manufacturers.
Whatever loaas that were granted rrere only for short period.

and the interests cbarged" nere rather high. liith the setting up

of t,he Central llank of Malaya ( ot ilarrk. liegarn ), one of the
major functions of which is to influence the credit situa*"ion
to the countryt s ad"vantage, the situa,tion has changed" consid"*

erebly. The Central Banh does thst by the power of tihich it
is granted"r to prescribe the rates of interest applicable to
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commercia.l bsnhs and o1,her financial irrstitu'bions &s ryell &s
to influence the banhcrs to grn.n* r-oa.ns onry to r;uitable
investors. As such, the att,itude cf the conncrcial banls
ancl the financial houseE; ton'*,rds the gra.nting of loans have
changerl somewhR.t, espacia,)"ly so in t,he last c or 4 yenrs.
Domestic capital from thrsr: sources.r is nueh lnoro mobile anil
can be achieved easier. Furtl:or, tire loans &re gra.nted at
lower rates of in"l,erest antL for lon;1er tcrrns, 'lhis has given
8.s-.;ur&nce to prcspectit'c ir:rlustri*Li*ts dhat finance of worfh-
while ventures can be n.vail.eible in e.FprCIpriate amounts and.

at. norninal rate of interest.

IJonestic c*pitn,I from sources other thsn the comm-

erciErl banks and financial trcuses, is e.lso relatively abundant,
although it is not, sufficiently tapperl for inclustrial purposes.
This has been borne out by the publicts villiugness to invesi
in local manufactr.rri-ng ventures. I'or exanple, the Dunlop

llelayan fndustries with &n offer of $4.68 mill.ion shares v&s

oversubsbr,Lbed. by 4OA/"; the Malayan Tobacco Co. Ltd. with &n

offer of $B million stock was oversubscribed by 66A%. The

receat Esss Stanclard offer of 617.5 nrillion was also hoavily
qyg3subscribe<t by 16 times. Alt,hough these are partly explained

by speculat,ion, it is cvid.ent that tlretre is a greai ileal of
idle clomestic eapital. It hael existed for a ]ong time a]readyr
but it vas not tapped due to ihe inadequacy of insiitutional
channels through rrhich the public savings could be effectively
directecl. to prod.uctive investment. liowever, d"uring recent
years, Ba.ny moves have been untertaken to remeily this. The

setting up of the l{.r.D.F,L. and an organised stock Bxchange

&re such moves. This mea.ns that d.omestic capital is al'ways

a.vailable for those who need- it.

A stopk Exchange is e meclrani"sm more significant in
tapping priyate domestic savings ancl direct theu into prospective

unclertakings ( industrial ). Actually & s'Locir Exchange is &

place vhere stocks and" sha.res c&D be bought a'nd sold' freelyt

fairly era effec'i;ive1y. Iurtherr it also acts as an egency
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by mcans of which eapitrer iis ia,iscd thro.gh the saie of
shares subriptions. Therefor*, l,irrough ilre Htock i:ixchange,
the pr.rbJ.ic c&n have t.l:c: nide st cl:aice in vesting varying
amounts of their savings in different types of securiiies
vhich they c&n sell quickry *h*r:o"r-e! they vish to d.o sor and_

also industriarists s,re e :rabr.cd. to get ca1:itar for startir:g
lrcs en{,erprises and l,o cxterid. t}:eir' $cc}pe clf operations.
liith the existcnce of &n. arganised ,!tccl'r xxcliange ( a fully
operative Stock Exchange was only formed in 1960 ), it means,
thus, that local capital c:,.n be obtainerl ea,si).y beca.use of
the sillingness of tire public to invesi by buying ind.ustrial
shares and" also that prospective industrialists can obtain
the neces"yary funds i:y shares subscripti"ons. :.,he availability
of enough d"omesiic ca.1ita.1 for ind,ustrial purposes have played.
a. great role in making the economic environment more suitable
for industrial developnent to take p1ace.

C Social Environment.

Favourable social environment is also important to
ind-ustrial progress. 1n tlie Federation, the socr-&.r- environ-
ment has been very conclusive t,o ind"ustrialisation, and it ptr-ays

its part, together with political and economic environment,
in alloving inclustrial d"evelopment to take place in the
country. The factors that mahe the social atmosphere fevourable
are all due io iU" changes of the social attitudes toward.s the
process of ind.ustrialisation by the people of the c ountry,
bdth from the ernploy-erstand employeesf point of view respectively.
To allov inclustrialisation to be carried on is to accept the

changes tha.t industrialisation brings to them, the changes in
their social and cultural structure ( beaause of specializatiou,
lost of personnel inportance and the accentance of d"ynamic

technology aad" economie ad.vances ), Although th{tf""upt*o""
af social changels is a. time consuming processr&DJ changes

torard"s these dirbctions a,re contrihuting to create B. suitable
social climate for welcorning ilrdustrialists.
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In the Fed.eratio'n, during the past few ye&rs, the

social at'Litu&es toward,s inrlustirialisa.tion a.re observec]. to

be constanily changing in the posii;ive directj.on . Inrlustrial
ilevelopment dF" been slowly b.yt stead"i]y being accepted by

the people. the philosopl:y of both the enrployers and employees

torrards the industrial process shorn's positive changes" They

a.re sS.owly modifying t'heir thoughts and a.tti1'ud"os in response

to the ind.ustrial development taking place in the country'

They &.re also, step by step, accepting t'be irnplications on thej"r

soeial strnctures, The employees have lesorted" to trad-e unions

to clo things in au orclerly and" peaceful manEer to achieve

their objectives, ancl the employers e.xe also accepiing and'

recognising the traile unions:rliovemeuts. l'his is & situation

iasharpcoatrasttgsaYrtbelastl0ormoreyeers"In
real faet, the establishemsnt of trad'e unions a!ld" their a'cc-

eptance&reevolutiona,rystagesintheprocessofinclustrial
developmentinanycountry.Thisisborneoutbythehistory
of industrial revolution ei.ther in England or in the united

Satates of America ( anil for that matter any country at a1lt

tbat have become inclustrialised- ). The formation of trade

unionSancltheiracceptanceinMalayareflectsachangeof
social attitude that necessarily aecompnies ind'ustrial dev-

e3-opment '
The employers, too, have adopted to changes in

theirthinkiugt,or.rdsinilustria].isation.Theyhavebecone
more rnature ('irraottriallyf ) in their thiaking regarding tb'e

runningandorganisingth:businessoperations.Tlrebusiness
unitsasobservetlarebecorringbiggerthanthoseunitst,hat
feresetupbeforetheailventofanyind"ustrialprogramne,
Moreover,thepresentbusinessunitsaremorewellorganised'.
Totheindustrialists,I1ortr'statushasbecomemoreimporta,rrt
; ;;;-i: Formerly rhis w&s nor sor rn highlv industriariseil

countries,suchasCanaelaanil.the$nit,edstaies,business--^ *] i

";;;"-;;'a-very 
importa.nt aspect in rhe business worlil.

<;r-tdE

llnterviewssithseveralma'n&gersandproprietorsof

various conpanies have confirmed this statement'
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The public, too, , ha,ve accepted. industrialisation.
The willingness of the public to inve.st iri ioca1ly established.
manufacturing ind.ustries is & pointer to that fact.

Thus, the slow acceptance af iuclustrialisation by
the people'in the Fecleration,ttug*ther with its implications
on their economic and. social lives, have furrrished factors
in mahi"ng the soci*r.I snvirci:.:ner:t' of the country more corl*
ilusive to ind"utrisl developmeni,

It is yery difficult to say which aspect of environ-
nental factors pl&y a rilore inrportant part in allowing industr-
ieL developrnent to talte place. This is because it is very
much d"oubted. that ind.ustrial d"evelopment can talie place in
tbe absence of any of the 3 aspects of environment. If there
is political stability, but the economic anil social atmospheres

&re unfavourable, it is obviously rrery diffieult in perceiving
industrial d.evelopmeat taking p1ace. Thereforer one aspeet

of environment d.epend.s and, interplay vith the others, and'

it cannot be said. *hat one is nore important than the other
in allowing industrial development to be ca.rriecl out.

In other word"s, for development in the ind.ustrial
sector to take plaee, the overall investment cl"imate must' be

favourable, And. it must not be left to d.eteriorate. The gov-

ernment can d"o & 1ot in this direction. Any cond'itions aucl

direct,ioas that &re imposeil on &n inclustry shoulcl be kept

io the essential- minimum. The number and. size of tbe fact'ories

must, bot be predertimined on the basis of market apprai'sala

earri.ed out by L government clepartrnent. This applies also to
the scaLe of production carriecl out by any ind'i-qidual ind"ustry'

This should be the iob of the ind.ustry concetrned. The governrnent

should act in an aclvisory capacity only and let the private

enterprises d.o their swn thinking' sometimes their a'ssessments

mey be wrong. If sor they bear ihe loss. Llecisions should' be

elecideil by those rrha bear the risksf Horever' government

must step in wben n€cessary to ensure that no industries

ectinwaysd.etrimentalt,otheprocessofiudustrialisation'

3,
tf: i
l::

;!i

3i" i:!i., I

$.

&:
IF.

;l.t :

*i. l

{;t l

+.

t
:$
Ai!

a-.'

"*.

r1

fr
r,l

A

T

F

!.

fi
{
:!
A

$

t
{
i;
E

!

I
I

I
I

t

!
'I

.t
,l

.l

il
t

-55-


