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SYNOPSIS

In this study the writer shall attempt to describe and analyse
briefly on the industrial pioneer sector of the whole manufacturing
sector. As this topic is too wide, only certain but important aspects
of the pioneer sector will be dealt with. In Chapter II the history and
growth of the pioneer sector can be seen. No study of this topic is
complete unless the investment and employment aspects of the pioneer
companies are dealt with, This is done in Chapters IV and V. Chapter
III relates the incentives offered by the Government including the
Tnvestment Incentives Act 1968, Only in Chapters I and VI does the
writer deals with the manufacturing sector as a whole. This is necessary
as in Chapter I where the case for industrialization is seen and in
Chapter VI where the recommendations and comuments of the industrialization
poliey are given. This is done so because in these 2 chapters no clear
demareation line can be drawn between the nonepioneer manufacturing
sector and the pioneer manufacturing sector znd also these sectors are

very closely inter-related.
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CHAPTER X

T IMPORTANCE OF THE MANUFACTURING
SECPOR TO MALAYSIAN ECONOMY

Iatroduction

An exporteorientated economy has its limitations. It can only
by exploiting carefully ond successfullyits comparative advantage of
{nternational trade, raise the standard of living of any country up to a
cortain }evel sfter which it can never enjoy the same rate of econouic
progress it had experienced, When ecomes to such a situation, to achieve
a greater economic growth and & higher standard of living, there is a need
for structural trancformation of the sconouy.

Malaysia is such a country. It has enjoyed the gains of inter-
national trade which was responsible for transforming Malaysia into one
of the richest countries in Asia, with a high per capifa income and a high
standard of living. But now the case for a structural transformation is
being urgently sdvoeatei, No lomger can the lMalaysian economy rely exclu-
sively on her export earnings to raise her standard of living; to combat
unemployment, underemployment and disguised unemployment, characteristics
of developing economies; to preserve the palance of payments position and
to obtain more revenme. The time has come for Malaysia to resort to
industrialization as a means to achieve the above needed wants.

Malaysia also a typical case of a developing nation, and like
most developing nations find its economy in complete reliance on certain
products on which they have comparative adventage. The reliance of the
Mulaysian economy on the export of rubber and tin, the twin pillars of
the Malaysian economy, is a classic example. For example in 1965, rubber
and tin together accounted for 55% of the total expor: earnings and about
0% of its Gross lational Producte

Due to the importance of these 2 commodities, resulted in an
unbalanced growth of a dual economyj with an impoverished rural sector
existing side by side with a comparatively well advanced sector enriched
by the rubber and tin industry. The obvious dangers of such an economy is
likely to be wide fluctuations in G.N.F. In such & situation then Malaysia
has no choice but to diversify its economy.

llho term 'economic progress' is used interchangeably with
Veconomic development! and 'economic growth' by the writer,

2The term ‘industrialization' is used interchangeably with
tindustrial growth' and industrial development' by the writer,



Malayeia todey is undergoing intensive egonomic development.
The diversification of ite agricultural sector and its manufacturing
sector are the two most important. As the present exercise is mainly
soncerned with the mamufacturing sector, the diversification of the
agricultural sector will be completely left out.

Silcoek in his genersl veview of Lconomic Pblicy} of Malaysisa
recognised 4 basic problems. They ave racial imbulanced, inereasing
population pressure, instability due to the price of rubber zmd the high
jevel of imports, snd lastly the balance of payment difficultiess It can
be seen in the following discuseion in this chapter, how the effects of the
last 3 basic problems can be lessened trrough the industrialization process.

The importance of industrislization in the Maluysian economy ean
be clearly seen by the significance attached to it by the First Maleysian
Plan 1965-1970, which says, "if mational income and euployuent are to
rise over the vext 20 years, as envisaged by the Perspective Plan 1965=
1985, considersble structural changes in the economy will have to ocewr
with industry sccomnting for an increasing share of the total"s It goes
on further to state that ", . » the promotion of accelgrated development
in the manufaeutring activity is therefore important.” This realisation
of the Govermment on the importance and growing need of a bigger manufac-
turing sector can be easily seen by showing the public expenditure
channelled to this sestor of the ecomomy over the period 1956 to 1970,

Although the industrial develojuent sector expenditure consists
of only a small percentage of the total public development expenditure, one
must not forget that the industrial sector forms only part of the alle
embracing menufacturing sector. Special emphesie is placed on the indus~
trial sector because this sector has great potemtialities in accelorating
the growth of the economy, As can be seen in Tabile 1,1 there was a tremen=
dous inoroase of $47 willion or 388.4% spent in this sector over the seme
sector but spent between the peried 1956-1960. Again for the period 1966
1970, the amount to be spent in this sector is $133.9 willion, an increase
of 74,3 million or 126.5% over the developuent expenditure spent on the
same sector between the period 1961-1965. This elearly prove the intention
of the Govermment; that the industrial sector must be expanded, exploited
and promoted to play a bigger role in the iluture.

Another clesr indication of the growing impertance of the
manufagturing seetor and hence its rapid growth is provided by the smount
the commercial bapke in Maloysis loan out to this sector compared to other
sectors. This sector over the years begen to borrow more and mere for
investment purposes. The coutribution of the maaufacturing sector to the
Malaysian economy will be discussed fully in the following parsgraphs.

3T.H. Silcock: 'Political Economy of Independent Malaya', pe2i2,

hFirst Malaysia Plan, p.123.




TABLE 1.1

MALAYSIA: PUBLIC DEVELOPMINT EXPENDITURE ON INDUSTRY

1956-1970
amuusuazaz==mmaa==mmum=mamzzm¢umm SR S M S R NS A MRS AR TR I
First Five- Second Five= Third Five-
Year Plan Year Plan Year Plan
. % o % of } % of
M ?otal{a) oo | Ao | eal
Industrial
Development(b) 12.1 1.3 59.1 245 1339 Bl

Source IExtracted from First Malaysia Plan and Mid-Term Review
of First Malaysif Plan,

(a)% of total non-security expenditure onlye

(b)Industrial Development would include expenditure spent or
given to site development, MILF, FIDA, MARA, Borneo Development Corporation
Ltds, rural industries and others. Under MiRA, exclude cspital cost of
its Institute of Technology whieh is included under Pducation and Training
sector.

Population and Labour Forece

There is a gap between the growth rate of the Gross Domestie
Product and the growth rate of the population which necessitates accelera=
tion of the industrialization programme, The economy of Malaysia is not
growing fast enough to absorb the growth of the labour force and this
results in a contimiing growing amount of unemployed. Industrialization
is seen to be one of the instruments which can absorb part of the growing
labour forces.

Malaysia has a total population of 9.8 million (1966). West
Malaysia itself has a total population of 8,3 million and & population
density of 163.2 persons per square mile. T™is constitutes roughly about
82.65% of the total population of Mjlaysin. Although the size of the

population of Malaysia {# not that great to hamper the econonic growth, the



rate of natural iucrease ? however is considered to be one of the highest
in the world, At this rapid rate of 3% @ year, the population will double
in less than 25 years. This rate of natural increase will probably con-
tinue in the years to come as the death rate is already very low.
Migration is,out of the question as a means of reducing this rapid popula=-
tion growth.' However the First Malaysia Plan forecast that by 1970 the
rate of natural increase will fall from 3% to 2.8% or 2.9% a year.

This prediction is made with the allowance of the factors of
net migration decreasing the population and a decrease of life births.
However it can safely presume that the rate of 3% a year is likely to
continue until 1970, At this growth rate of 3% a year, the population
will increase by 1/ million from 9.4 million in 1965 to 10,9 million by
midw1970.for the whole of Malaysia, This can be seen in Table 1.2.

With this rapid rate cf natural inerease, one would expect an
equivalent rate of increase in its labour force. Malaysia's population
is relatively youthful and ac education becomes more available and longer,
the number of persous seeking employment will not grow so rapidly in 1965
to 1970 as the total population. Nevertheless an estimated muuber of
160,000 potential workers will be sdded to the total labour force during
this period, This means that an average of 92,000 new jobs have to be
ereated every year in order not %o incrsase the alresady 160,0C0 unemployed
persons in the country (19€5). The 1abour force will rise from 3.2 million
in 1965 to about 3.7 million by 1970, Malaysia's labour force can be seen
in Table 192.

SThe Rate of Natural Increase is calculated by using the
following formula:

Rate of natural increase _ natural increase in year 'x! X 1.000
in year 'x' population at mid-year period "x* ’

" Birth rate during year tx' - Death rate during year fxt X 1.000
population at mid-year xt '

6The Death Rate is calculated byusing the following formula:

Death rate _ mumber of death in year 'x' 4 1 oog
for year 'x'  population at mid-year x! '

7The Net Migration Rate is caloulated by using the following
formulas

LS
Rate of net migration  net migration during year "X 1,000

for year *x' population at mid~year X

Iu ants duri ear 'x' - emigrants during yeor Ix* X 1,000
population at mid-year x* 1



TABLE 1.2

MALAYSIA POPULATION 1965 AND 1967 (THOUSANDS)

2o 1 R S 0 T AR S S R R S S I S

azzumzznnmulm:zzzaaam 20 0 5 T LR 2 A G 0 S S S T S S IR IR IR A A R

Population 1965 1970 “";}‘;L‘*;"“h
West Malaysia 8,052 94334 3.0
Sabah 520 613 Be3
Sarawak 839 963 2.8
Malaysia 9,411 10,910 340

Source: First Malaysia Plan 1965~1970.

TABLE 143

MALAYSIA LABOUR WORCE, 1965 AND 1970 (THOUSANDS)

O ——T T T e e e
' Annwal Growth
Population 1965 1970 Rate %
Malaya 2,678 54095 o
Sabah 21k 250 e
Sarawak 334 382 7
Total 34226 54687 g

Source: First Malaysia Plan 1965-1970

The dangers of not being able to ereate mew jobs for the new
emerging workers will result in not being able to inerease per capita
income lsvels and hence the stamdard of living, In addition to this, the
unavailibility of jobs will result in frustration and discontent to the
new job seekers.

Tus, in order for the economy to grow rapidly, and at least
contain the present standard of living, a significant reduction of the
overall rate of unemployment must be resulted., One such way to achieve
this result is by accelerating the industrial development programne.

“5 -



is solution was also recomuended by the IBRD Reports "That the impertance
of a steady and substantial expansion in industrial employment opgartunigi.,
is needed if living standard are to be raised or even maintained,

Ia Malaya itself, according to the First Malaysia Plang the manu=
facturing sector employed 173,000 persons in 1965 sund by 1970y @n estimate
number of 209,000 peeple will be employed under this sector;” an increase
of 36,000 persons or an increase of 20,8%. This means that the planned
target is 7,200 new jobs a year will be created by the manufacturing
soctor, Although this may not look impressive at all one must realise
gseversl points, Firstly, although the increase is ouly 36,000 jobs in
5 years, the net increase by 1970 over 1965 is 20.8%. The other sectors
of the economy according to the plamned target may increase in greater
amount quantity-wise. For example, in the primary sector a net increase
of 165,000 jobs will be ereated, But in reality the net increase over
1965 is only 11,9%, Again in the construction, utilities and transport
sector, an inerease of 42,000 jobs will be createds Tais is more in terms
of quantity than the manufacturing sector but the net inerease over 1965
is only 20% which is 0,%% less than the manufacturing sector, All these
go on to show the growing iuportance of the nanufacturing sector, = though
small it may be, its growing importance is by no means small compared with
the other sectors. In fact it can be said that the mamufacturing secior
in no time will be the most important sector of the economy, Industriali-
mation in Malavsia is already off to a good sbart.

Pable 1.4 will show the contributing sectors of the economy to
the labour probieme

Another point to note is that though the numbers employed in the
manufacturing sector is small, one must realise that this sector is grow-
ing very rapidly, The existing manufacturers are inereasing their
production and hence their labour force. This is due to the rise in per
capite income which register an ammual growth rate of 247% cver the
years, 1960-1965, Tais increase in per capita income will thus generate
a greater demand for consumption goods which part ic supplied by the
mnanufacturing sector,

This is especially true in the growth of pioneer companies which
is at @ very rapid rate for certain years. For instance, in 1959 there
was only 18 compenics holding piomser certificates and iu 1965 there was
101 such companies. As at 30th November 1968 although there was 140
companies holding pioneer stutus certificates, there are 107 such companies
were approved in principle. This goes on to reflect the tremendous rate
of growth in pioneer comparies which is hard to forecast its exmet pace.
The employment figures of the 107 approved companics as at 30th November
1968, which they must commence its production at least by 2 years after
the date of its approvel, will employ an estimated mmber of 1k, 364

8IBRD Report 1955, 'Leonomic Development of Malaya'y pel2Os

9rirst Malaysia Plan, Teble 3.7
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TABLE 1.k

MALAYA; EMPLOYMENT BY SECTOR, 1965-1970

(THOUSANDS)
TR I I T Bt r ol e b o g s bt dempe e :z:'.auz'.::zzznszzxxfnazzazxnxzuz o 3t i oo g it et — 4
| | Y —
Sector 1965 1970 1965«1570
(Preliminary) (Target) {Target)
%
Agriculture, forestry - '
and fishing 1,583 1,553 1149
Manufacturing 173 209 20.8
Mining and quarrying 61 61 -
Construction, utilities
and trensport aue - o—"
Public Administration
and defence 257 na 2.4
Uther Services k29 508 1844
Total 2,518 2,895 1540

workeru.lo This goes on just to show the rate of growth of new jobs in
the pioneer sector which is only part of the all embracing manufacturing
sector,

Hence we can conclude by quoting the IBRD Report. It said that
"in the coming years and decades, the growth of population is likely to
outstrip by far the absorption capacity of the 'staple’ activities, rubber
and tin production and emtrepot trade or which Malaya now depends, Unless
equally productive alternatives continue to be developed, the Malayan
standard of living may gradwally drift from its present relatively high
'yubber' level back towards the 'rice!'levels prevailing in much of the
rest of Asia. Agricultural settlement is gradually occupied, an increasing
proportion of the population will have :ilfind employment elsewhere if it
is not to remain idle or underemployed. As was written earlier, the
manufacturing sector will be the most productive sector in the years to
come and this sector will absorb part of the growing labour force.

1°ﬂl1gzail Industrial Digest, Vol.l, NoJkts

Llrarn Report 1955, opscite, o423,

«e



Contribution to Gross Pomestic Froduct (abe)

Tt ean be seen that under this section, the contribution of the
manufacturing sector to the Gross Domestic Product is very important.
Pable 1.5 shows the growing importance of the manufacturing sector over
the years 1963 to 1967, and because of its important contribution to the
(DP, the urgency and the need to industrielise Malaysia or the need to
increase or accelerate the pace of the industrialization programme in
Malayeia is justilied.

Due to the writer's difficulty in obtaining a comprehensive
table for the whole of Malaysia, the writer will ouly presemt a comprehen=
sive table 6f the contributing sectors to the GDP for Weat Malaysia only
which can be used to represent as a true picture for the whole of Malaysia,

One noticeable fact is that the contribution to the GDP by the
manufacturing sector over the years 1963, 1965 and 1967 was not very large.
In fact, for the 3 years computed, the contribation by this sector was
only the fourth largest out of 14 sectorse It coutributed only 9.1% to
total GDP in 1963, 10.2% te total GDP in 1965 and 11.4% to total GDP in
1967, There wes no change of position for the 5 years. However, a closer
look into the tables will reveal that although the nanufacturing seetor's
contribution in terms of size is behind the agricultuwre, forestry and
fishing sector, the wholesale and retail sele sector and the services
sector, it was the leading sector as far as percentage increase hetween
1965 and 1967 was concerneds Agricullure, forestry and fishing which
coniributed the biggest share to the total GOP only increase by 3.6%
between 1965 and 1967. The wholesale and retail gector which was the
gecond biggest eontributor to GDP, contributed 15.8% to GDP in 1967, had
in fact recorded an increase of only 8.2% from 1965 to 1967, The third
biggest sector, the services sector contributed 14.4% to GDP to GDP had
only increased by 13.2% over 1965, Vhereas the mamfacturing sector
which contributed only 9.1% to GDP in 1963, 10,2% to GDP in 1965 and 11.4%
to GDP in 1967, the fourth biggest seetor had in fact registered a
trenendous inerease of 18.6% between the years 1965 and 1967 and hence the
greatest growing sector when compared with the other 3 leading sectors
mentioned,

This goes on to indicate clearly that although the maxmfacturing
gector is not the biggest contributor to the GDPy it has shown signs
elearly that it will eventually become one. This dynsmic seetor over the
years have recorded the greatest growth rate when compared to the 3 biggest
sectors. Although 2 other sectors recorded a greater increcase rate, namely
the electricity, water and sanitary services sector, and the banking,
insurance and real estate sector which have a growth rate of between 1965
and 1967 of 25.,1% and 20% respectively, they are not as important as the
manufacturing sector. This is because the manufacturing sector helps to
bring into the country more foreign exchange and alse it helps to retard
the outflow of our gurrency overseas through imports.

Rubber the biggest individual contributor to Malaysia's GDP since

pre-war and it still is, has, in fact, begun its declines From the tables
we can see that this individual sub-ssctor record a decrease of 12.9% over

—8-
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the years 1965 to 1967, Rubber is primarily an export product. Another
important export sector is the mining and quarrying sector which has in
the nast and present been one of the 2 main pillars of our economy has
also began to decline in its importance as a contributor to GDP. It has
recorded a decline of 22.4% batween the years 1965 and 1567, According
to the First Malaysia Plam, the export proceeds from these 2 sectors will
remain important for some time $o come but they caunot be expected to
contribute significantly to economis growth, at least over the next 5
years, Uhe consequences of this will result in a smaller export earning
and unless there are other sectors in the economy to gounterbalance this
ioss of revenue and importance, the standard of living will definitely
not inerease especially when the labour population and labour force are
growing so rapidly, The memufacturing sector especially the industrial
sector has been looked upon as the neompensating” sector to keep the
economy stable.

For the years 1963 to 1967, the mamufacturing sector contributed
an average of about 10% to total GDP., Though this figure is by no means
large at all, it has been shown that it is growing rapidly. Again as
compared to other importsnt sectors of the @GDP, has in fact seen that these
sectors are losing their importance. Hence the writer can safely ecay
that though small it may be, the manufacturing sector is showing its future
importance as a solution to economic growth in Malaysia,

Import Replacement

As the export earnings of Malaysia for the future is not too
bright, some solution must be found in order to stop or decrease the out=
flow of Malaysia's foreign exchange. Sileock warned that if Malays is to
maintain its living standards it will haiz to direct attention either to
export promotion or import substitution. Tais solution as was mentioned
by Sileoek lies in impert replacerent, In this section, the writer shall
justify the need for import replacement and then goes on to show how
import replacement has been achieved in the industrial field.

About half of the goods and services consumed in Malaysia in the
recent years have been imported from abroad and this necessity of importe
ing goods and services will continue to increase in the future as the
country's population, income level and degree of modernization rises.
Added o this, since export of rubber and tin do not increase fast enough,
new products have to be produced locally in order to save the foreign
exchange so derived. Increasing the production of export orientated
products as a means of financing imports is one solution but this is not
possible in the short run, Therefore, mamfacturing those goods presently
imported to be consumed locally is the obvious solution, Together with
the present high levels of consumption of so many manufactured goods make
the opportunities for the production of domestic consumed commodities
promising, This is so especially import substitution is more easily realised
than income in export earnings in order to save foreign exchange. This

124 ¢ sileock: "Political Lconomy of Independent Malaya", p.248.
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is the only solution and possible means in the short run. However, at
the same time the drive towards export-orientated industries must be
carried one.

Phie solution of impert-replacement has already ghown itselfl
felt in Malaysizs. This movement of import substitution cau be meen as
there wes a significant shift in the composition of outpul away from pro-
duction for ewport snd towsrds production for the domestic market,
Between 1060 and 1965 export output grew only 2.8% yearly while output
for domestic use increased at 9e2% yearly. As a result exports fall from
55% to 40% of total output over the period 1960 to 1965, Table 1.6 will
qualify the above remsonings

Due to the incressing importence of production for the domestic
market, there is a significent increase in domestic investment for the
production of goods and services for the domestic market, There is a
decline in importe especislly principal goods. As we shall see in later
chapters of the inerease in domestic javestment, the table below will
suffice to prove that there is a decrease in dmports of some principal
{mports due to an increase in domestic investment. Thus, the result of
import replacement can be seen.

TARBLE 1.7

MALAYSIA: PRINCIPAL TMPoRTS (% MILLIONS)

=azzuazx:::==aazzzz:mx:::m:uz::z:::=u:x=zz=::z=mx=:====g-..:.x...M_._..zzz-....zz

1965 | 1966 mﬁm)
Food, Beverages and Tobacco 673 639 852
Hanufactured Goods B0 797 785
Machinery and Traunsport Equipuent 729 800 736
Mineral Fuels 369 37 hhé
Iaedible Crude Materials 258 164 167
Others 336 360 264
Total - All Commodities 3359 | 34379 3,253

Source: Malaysia Information for Investors = FIDA



Government's Role

The important role of the marmfacturing sector to the growth
and development of the Malaysian economy cannot be denied. Realising the
importance and potentialitles of this sector, the Government inits role to
assist in the growth of this sector is most important, As in the past
the government will leave the operational role in the manufacturing sector
largely in the hands of the private enirepreneurs. The Government's role
is mainly to provide the infrastructure needed in this sector of the
economy, granting incentives and maintain o favourable investment climate.

Tn ite atteupt to speed up the manufacturing sector especially
the industrial field, the Government has set up an institution called the
Federal Industrial Development Authority (FIDA) to spearhead the growth
of the industrisl sector., The work of FIDA will be briefly discussed here
and in Chapter III, DBriefly the work of FIDA includes industrial planning,
investment studies, contact centre for potential investors and the process-
ing of applicants for pioneer status. Other institutions of lesser impor-
tance but by no means unimportant shall algo be discussed later. Such
institutions, both private, Government and quasi-government includes
Malayan Industrial Dstates Ltd. (MIFL), Malayan Industrial Development
Finance (MIDF), Tariff Advisory Board (TAB) and so one

Cne important aspect that should be noted and credit to be given
to the Government,is that in its attempt to ptimulate the growth of the
manufacturing sector especially the industrial sector, has not forgotten
sbout the resources available in Malaysia. As the country's abundant
labour resources are easily obtainmable, the Government urges and encourages
the setting of labour intensive factories; factories that utilises more
labour-intensive methods of production rather than capital intensive wher-
ever these are technically possible and economically justified. The
Government by doing this economises the use of its scarce capital resources.
However, whether this aim is successful in creating labour-intensive
factories can be seen in later chapters. But it can be mentioned that the
aim is towards the right direction, although this is successful or not
is another matters Another important contribution done by the Government
in its attempt to preserve and serve the country's scarce resources is by
revealing to potentisal investors which commodity is worth producing and
which are not. In this way, there will be no wastage of those scarce
resources. On the other hand, whereby resources are plentiful for example
rubber, the Government encourages the setting of industries that deals with
this abundant resource , The Government encouriges the use of local raw
materials whenever possible, For example, the Glovernment in its attempt
to do this agrees to extend by 1 year a tax holiday for the company which
has been granted a pioneer status certificate, if it incorporates in its
menufactured product (if amy) a specific percentage of Melaysia's raw
materials, There are other work done by the Government which must be
given credit too, but since this is only an introductory chapter, the
emphasis on these work will not be stated, However the writer cam safely
conclude by saying that it is clear and evident that the Government is
placing a lot of emphasis on {ndustrial development but whether the rate
of industrial development so far is satisfactory or not, and whether the
existing industrial development policiecs needs changing or not will be
discussed in the last chapter.
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Conclusion

From a brief review of the problems of the Malaysian economy
one is aware of the yrowing importance of the manufacturing sector as a
catalyst to Malaysian economic progress end development. From a tradi-
tional, export-orientated economy, the government has launched a programme
of industrial development and agricultural diversification to shift the
dependence of the economy from these traditional export sectors. Rapid
industrialization has been secen as a key factor in mainbaining the
economi.c buoyancy that Malaysia hes enjoyed for the past decade. Malaysia
will not have it that good again as in the past, depending chiefly on her
exports. The future, whether the income level and standard of living will
rise or fall will have to depend greatly one day in the manufacturing
sector, The rising trend in iuports of industrial products is also likely
to continue consequent to a rapid rate of population growth and the
continued development of the economy. But this rapid growth in population
which results in Sxpansion of imports will not be able to match by any
forseeable exports. - However, it is the aim of the Malaysian Government
to reduce this trend in imports by encouraging development of impor{-
substituting industries and also te in fact reverse this trend by
encouraging the exports of locally manufactured goods from Melaysia. As
in the past, the Malaysian Government will not involve itself in direct
investment in the private sector. Government's policies has been to
create the necessary infrastructure facilitles and to invest in the publie
sector activities so as to strengthen the base of the economy on which
private investments are to build on and to create the necessary pre=
condition for industrial take-offs

Up to the present, the results of Govermuent efforts to expand
the menufacturing sector especially the industrisl sector has not been
very encouraging and fruitful as desired it to be. Some investors both
foreign and local has taken advantage on the favourable investmeni climate
in Mulaysia. This favourable imvestuent climate will include investment
incentives offered by the Government, both to pioneer and non=-pioneer
certificate holding companies, a stable econouy both politically and
econonically, a modern monetized economy with a good network of medern and
advanced financial instituttions, cheap labour and lastly a well developed
infrastructure. As at Pebruary 28th, 1969, there are 148 companies hold~
ing pioneer status certificates with a nominal eapital of §1,241,160,000
and a total ealled-up capital of 319,115,376+ Out of this total called=
up capital, $186,398,566 was foreign called-up capitel and the rest local.
UuSeA. and U.K. are the two biggest foreign investors. Uu3.A. total
called-up capltal came up to $45,540,577 and U.K. total called-up capital
came up to $40,344,640, Hong Kong was the third biggest investor contribut-
ing a total called-up capital of $33,9394213+ Fourth was Japan and fifth
was Canada, These 148 companies have a potential employment at the end
of Ytax free' period of 19,051 persons. There are also 126 pioneer
companies approved in principle as at the same date, with a total mominal
capital of $684,020,490 and & total called-up capital of $187,321,002.,

The number of persons employed in these 126 pigpeer companies at the end
of the tax free period will be 15,934 persons.

DBrpid,, p.2hs

lkRefer to Malaysia Industrisl Digest, Vol.2 No.l, 1969
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CHAPTER 11

HISTORY AND GROWIH OF PIONEER INDUSTRIES

Industrial Activity Before the Independence

Industrial activity up till the time of the Independence (1957)
was mainly concentrated on emterprises that were closely associated with
primary production of rubber, tin and domestic trade. The nature of the
economy was such that secondary industry hed to meet a severe test before
it could become established as it was in a virtually mwprotected morkst
in which competition from imports had to be faced, Rubber, tin and
trading activities were highly profitable and attracted capital into non=
industrial uses, This fact coupled with the svailability of new land for
settlenent, tended to keep wages relatiiely highs In addition there was
no cheap sources of power for industrye As a result industrial activity
has tended to concentrate on lines which enjoy considerable natural pro-
tection from foreign competition: those closely associated with primary
production and trade, operations which must be performed on the spot and
industries sheltered by high transportation cost or other special advan=
toges of location, Such enterprises were mainly in the engineering
trades, in the processing of agricultural, mining and forestry products,
and in the manufacture of food preparations, beverages, toEacco, rubber
goods, furniture, printed materials and building supplies,  As can be
seen, this pattern covered a wide range of industries catering chiefly
to the domestic and nearby markets. This stage of industriel development
had been reached almost entirely without tariffs or other forms of
protections

One important measure of the extent of industrialization of a
country is the proportion of the work foree in secondary indusiry, manu-
facturing, building and construction. According to the 1957 Census of
Population, 95% of the total labour force was engaged in the secondary
industry sector. It appears that there ig a decline in the proportion of
the work force employed in primary industry between 1947 and 1957 from
68474 o Gle3%, an increase in secondary industries from 7:.4% to 9a5%,
and a more substantial inerease in the tertiary industry proportion from
23.9% to 29.1%,” This proved that already by 1957, the importance of the
industrial sector was gaining momentum.

The average industrial unit was very emzll by western standards.

1, L. Wheeluright: "Industrielization in Malaysia", pe2,
2

IBRD R.port 19553 OE.cit.’ p.119.

}Conlus of Population 1957 - Table 6.4, pe30.
=18 .



There were no private manufacturing firm that employed more than a few
hundred workers; the average firm has perhaps 20, the majority less than
10, According to the first Census of Manufagturing Industries carried

out in 1959, the smaller units, cmploying less than 20 persous, constituted
877 of the numher of establishments vub accounted for only 23% of the

groe: value of sales. Again another feature was that there was a high
degree of self-employed pecsons in this sectors Thelyd7 Population

Gensus showed that of the 135,000 people employed in nenmfacturing, 34%

or b5,600 were self-employed.

With regard to the aspect on ownership, managemcnt and worke
force, the IBED Report of 1955 observed that the ca.ital and mansgement
in manufacturing industry appesred to be mostly Asian with a few important
exceptions (Buropean capital has tendsd to concentrate on the plantations,
mines and comnerce, while the Chinese have taken a lesding role in the
industrial sector). Bgtween 80% and 90% of employers were Chinese, the
remainder were Indisms. Almost two-thirds of wage-earners in the secon-
dary industry were Chinese and in manufacturing, the propertion was
three-quarters; Malays and Indians accounted for a higher proportion of
the labour force in the outdeor occupations of building and construct%on
work than in masufecturing where their numbers were relatively small.

Another feature of the lMalayan industrisl enterprise in this
period was with regard to variations in technlcal equipment and efficiency.
As was seen there was & wide renge of enterprises, and this rendered
an enormous variation in techmiques of production aud efficiency. Iguip=
ment ranged from illeequipped outdated ones to those of wellmequipped and
efficiently conducted enterpriscs.

Lastly it was seen that up till the Independence, there was a
heavy concentration of industry in only four statee, the drst three being
the most populous end three of the four beipg the most highly urbanized.
Selangor had the widest range of relatively large industries of any state,
most of it being concentrated in and around Kuala Lumpure It also has the
larpeet average size of establishments in any gtate with a figure of 17
full-timc paid workers per estublishgent. Perak, Johore mnd Pensng were
the other 3 states besides Selangor.

"Imw Report 1955, opsGibes Pah2e

Sccnsus of Popuiation 1957y Peibe

6IERD Report 1955, op.cite, pali22,

7E.L. Uheelwright: opscits, Table 5, 048

8Ibido. Table 7' p.lO.

-,
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1. The IBED Report, 1957

This report, orgenised by the IB2D under Sir Louis Chiok, K.B.EHe,
Chief de Mimsion, was at the request of the Governments of the Federation
of Malaya, the Crown Colony of Singapore and the United Kingdoms. It was
in this report that for the first time, the concept of pioneer industries
;m}i. 1&5 spplicabllity was discussed. Ma ais of this report was three-
old:

1) %o assess the resources available for future developnent;

i) to consider how these resources might best contribute to
the ecosomic smd social development of Malayaj

111)  to make recomnendations for practical measures to further
such developaent.

Before attempting to state the reconmendations of the IRRD Report,
it is useful to mote the following views of the Reporke Firstly, it very
strongly suggested the nesd for a greater enphasis om industrisl develop~
ment, Then it went on to say thet if il was to sustain or o raise
Malaya's living standerds, industrial developuent mast not merely provide
some sort of work for idle hamis: it aust provide work productive and
profitable enoughyjo justify the wage levels that go with Halaya's present
living standardse =~ But if satisfactory rate of progress are Lo be achioved
in industrial developmont, industrial activity will have to move incroasinge
ly into lines more,directly and openly competitive with mamufactured pro-
ducts from abrosds |

13

The recommendations of the report wera as follows:

i) Malayen secondary industries which have coneentrated for
the sost pmtufidd-whnrothcyhmaloaanudmtuml
advantage, must wove into lines which meet more direct and
open competition with industri:s of other coumntries, on
the basie of cost and qualitys Hense, there was 2 mecossity
for high snd precisestandards of quality Br its produsts;

97a this study, tho writer does ot attempt a full amnlysls of
the rejorts but rether only the recommendations of these reports in
relation to Malaysia's industrial developmentes

101501 Report, "Ihe Soonomic Developmont of Malaya", Preface,
Po (V'il.)o

anOQ Po‘@}- u_Im.g an.
Urpig,, Technics) Report 8, Chaptor 6,
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ii) The Report recognised the need for some degree of tariff
protection but strongly against any attempt to the imposi-
tion of quantitative import restrictions for protective
purposes, Instead as a protective measure, the Report
recommended the imposition of anti-dunping laws. Also
recommended was that official limitations on new entries
to mecondary industries should not be imposed, unless in
very exceptional circumstancesj

ii1) Encouraged the setting up of more training facilities for
industrial workersj

iv) Recommended the establishment of an Institute of Industrial
Research to investigate both the technological and economic
aspects of secondary industries in Malaya., Industrial
rosearch should not be left to individual firme or industries;

v) Consideration should be given to financial requirements for
private industrial development and to establish a separate
organization to extend medium and long=term financing to
industries, Mesnwhile it was also suggested that in
appropriate and carefully investigated cases, the Goverument
ghould, if necessary, be prepared to guarantee bank advances
to sound industrial projects of substantial economic
importances

vi) A gradunl swing away from the very small-scale "family"
enterprise towards a more modern form of jointwequity
organization;

vii) According to the Report, several under-devel Qed countries
have adopted "pioneer industry” legislation, and was not
in favour of a similar legislition being introduced in
Malaya for the purpose of encoursging the growth of indus-
trial development. As such they concluded by saying,
we believe that general concessions along the lines now
followed are likely to be more effective in Malaya is
encouraging industrisl development than amy attempt to
distinguish 'mew ' industries as such under 'pioneer
industrics' legislation. New Malayan industries should
mostly grow out of the wide range of existing enterprises,
and speecial tax concessions to "new' industries would,
in our opinion, involve invidious comparison of a very
difficult and umnecessary kind, Genercus depreciation
allowances automatically favour the industries and entere

14"Pionnor industry" legislation was first defined by the Report
as "under which new industries may be granted exemption from income tax on
these profits for a period of years, special concession in depreciation
allowances and other tax privileges.

lsfho depreciation allowances referred to are those provided in
respect of capital expenditure, under the Income Tax Urdinance 1047 (M.U,
Ordinance, 48 of 1947).
18 «



prises that are developing most rapidly in terms of the
acquisition of capital assets's

viii) The establishment of & Division of Industrial Development,
under the supervision of the Members for Heonomic Affairs,
The role of this establishment is as a contact between
secondacy industries and the govermaent, and helping the
setting up of new enterprises.

2+ The Working Party Regort16

This Report adopted a very similar approach as the IBRD Report
1955, and as a preface to its recommendations the Report noted that
measures which can be taken by Government to promote development fall
into 2 categories as regards their effect on revemue end expenditure,

i) those which reduce revenue; and
ii) those which increase anmually recurrent expenditure.

Tax relief on profits and exemption from customs duty on raw materials
and equipment fall under the first category, while items such as the
establishuent of special govermment departments, the development of
industrial estates and the fostering of research fall into the latter.
This Report considered that the reduction of revenue resulting from the
first kind of action could only be teaporary if an expansion of local
industries was achieved.

This Report recommended certain Covermment actions so as to
accelerate the pace of industrial developuent,

i) Provision of various kinds of services for industry, such
as industrial sites, access roads, water, sewerage snd
electricity; research and credit facilities;

i1) 'The provision of financial inducements to private enter-
prises, such as epccial relief from income tax. Specific
reconmendations were made concerning pioneer industry,
defined as one "which is not being conducted on a scale
adequate to the economic needs of the territory and for
which there is a favourable prospect of further develop-
ment.' The Report did not suggest any specific rates,
but a committee proposed to draft legislation giving
Ytax holidays' to such industries;

ii1) Inducement to foreign capital such as guarantees against
nationalization and guaranteed remission of profit and
repatriation of capital;

16This Report is known as "Malaya (Federation) Report of the
Industrial Development Working Party, 1957". DPue to the unavailability
of this Report, the writer have no choice but to utilise E.L. Wheelwright
"Industrialigation in Malaysia" analysis of the same report.
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iv) Administrative measures such as tariff protection in
selected cases, duty-free entry of certain goods, and
purchase of local products by government departmeats,
A specific recommendation was made for Tariff Advisory
Committee to administer tariff wmaking;

v) A survey of industrial development opportunities was
rocommended in which the following should be considered:

a) Potentisl demand, both domestic and foreign, for
capital and consumer goods which might be produced
in the Federstion;

b) The possibility of developing existing secondary
industries in urban and rural arveas, and of introduc~
ing new cnesy

¢) The approprizte scale of such projects and their
copital requirements.

Effects of the Reports

The main difference hetween the two reports was that one did not
advocate for the provision of tax relief and the other did., No special
rensons was given by the IBRD Report for not favouring the setting up of
pioneer industries. On the other hand, the Yorking Party Report realised
the role pioneer industries can play in the industrial development of
Malaya, strongly reconmended the setting up of pioneer industiies, This
recommendation of the Working Party Report, eventually led to the passing
of the Pioneer Industries Urdinance one year after the Working Party Report,
Overall, most of the recommendations of the two reports were taken up,

Some were incorporated into the Pioneer Industries Ordinance, while some
became separate Ordinances and Projects, with the aim as to assist the
industrial sector. For example, the Tariff &9visory Board and the
Industrial Development Division were set up. The Anti-dumping oot was
passed by Parlisment, Govermment departments are to 25515t by buying

local products. The Investment Guarantee Act was signed with United States
of America and Germany. Industrial estates beceame a reality., To encouruge
the promotion of exports, special export allowances were allowed. Credit
institutions were set up, on a quasi-government partnership basis. Other
recounendations taken up were the training of industrial labour, the
setting up of quality control into Malaysian products, research facilities
and guaranteed remission of profit and repatriation of capital,

Iuglementaticn Policy: Various Acts Passed

The Pioneer Industries (Relief from Income Tax) Ordinance, 1958
(No. 31 of 1958) was the first Act that was passed, that led to the

17The functions of the Industrial Development Division of the
Ministry of Comnerce and Industry were taken over by the Federal Indus-
trial Development Authority in 1967,
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introduction of tax relief for pioneer industries. This Act was the
result of the IBRD Report 1955, and especially the Working Party Report
1957 recommendations. The main provision of this Aet was the granting of
a 'tax holiday' for an initial peried of two years to amy mamnufacturing
establishuent dasignaigd ag 'pioneer', This two years relief period
could be extended to:

i) three years where a fixed capital expenditure of $100,000
or more has been incurred, or

i1) five years where & fixed capital expenditure of 250,000 or
more has been incurred,

There was & need to harmonize the various Piomeer Ordinances of
Malaya, Singapore, Sabah and Sarawsk when these 4 states were joined wp
to form Malayeia in September 1963. As a result the Pioneer Industries
(Relief from Income Tnx) (Variation) Act 1965 (Nos 30 of 1965) came into
being to harmonize the various pioneer industries Ordinances of Malays,
Singa ore, and Sabah under a common revised tax relief structure. Under
this new Act, an initial tax relief period of two years inlgwarded to any
manufacturer designated as 'pioneer' with an extension te:

i) three years when $250,000 or more has been incurred ia
fixed capital expenditure}

ii) four years when $500,000 or more has been incurred in
fixed capital expenditurej

1ii) five years when $1,000,000 or more has been incurred in
fixed eapital expenditure.

Although this Act was passed, the Sarawak Pioneer Industries
Ordinance 1957 was not affected by this Aet, for it was considered
unnecessay to extend the granting of tax relief to Sarawak, At this time
Savawak offered the incentive of accelerated depreciation to her investors,
under her own Pioneer Industry Ordinance. Arrangements were made to do
away with all these complications and to enforce the whole of Malaysia
under the same Act. The Sarawak Pioneer Industries Urdinance 1957 was
repealed and the Malaya Pioneer Industries (Relief from Income Tex)
Ordinance 1958, as amended by the Pionser Industries (Relief from Income
Tax) (Variations) Act 1965 was extended to Sarawak on Jamuary lst, 1966
by means of the Pioneer Industries (Relief from Income Tex) (Borneo States)
Order 1966, The Sabah Pioneer Industries (Relief from Income Tax) Ordinance
1956, as amended by the Variations Aet 1965, was also modified to harmonize
it with the new Ordinance. In 1968, another incentive Act was passed by
Parliament, This Act is known as Investment Incentives Act 1968 (No, 13
of 1968) which was applicable to the whole of Malaysia with effect from
January lst, 1968,

lePionoor Industrdes (Relief from Ipcome Tax) Crdinence 1958,

19Pionser Industries Act 1965 (Seetion 12),
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Growth of Pioneer Industries

Since the time when the first rPioneer Industries Urdinance was
passed in 1958, there are at present up till 3lst December 1968, 142
pioneer establishments in operation. The number of companies awarded the
pioneer status certificate yearly since 1958 can be seen in Table 2.1 and
Diagram 2.1. One distinet feature stands out if an analysis is made from
Table 2.1 = the growth trend is not uniform. The percentage increase
from 1959~1960 was 77.7%, 1960-1961 was 37.5%, 1961 to 1962 was 54%.5%
and 1962 to 1963 was 25%. After 1903 the percentage increase decline
greatly, There was only 2 7.1% increase from 1963 to 1964, 10,9% increase
from 1964 to 1965, 12.8% inerease from 1965 to 1966, 10.5% increase from
1966 to 1967 and a 12.5% from 1967 to 1968.

The eontribution of the pioneer companies to total covered
industries™ vevezl some interesting facts as can be seen in Diagram 2,2,
The number of pioneer companies as a percentage to the total covered
industries for the peried 1959 to 1967 is almost negligible. In 1959, it
was & mere l.2% and it iucreases very slightly even till 1967 when is a
only 3% of the total covered industries. However the gross value of
sales - of own manufactured products of the pioneer companies was surpris-
ingly large. In comparison with the total covered industries, the gross
value of sales in 1959 was a mere L.4% but it increased yearly by a small
amount until 1962, From 1962 onwards, the gross values of sales of
ploneer companies increased tremendously until in 1967 it consisted of
%3.5% of the gross value of sales in all covered igdustries, The same
trend exhibite itself when the net value of output™ is taken into con-
sideration.In 1959, the net value of output of the ploneer companies as
a percentage to total covered industries was a mere 2.6%. By 1962, the
share of the net value of output of the pioneer companies came up to
12.3%, In 1967, although the pioneer companies formed only 4,3% of the
total covered industries, its share in the net value of output was 3k 3%
to the total covered industrics, All these proved that though the pioneer
sector was very small physically compared to the total covered industries,
its share in the total output was by no means negligible. Another conclu-

a4

onotal covered industries does not mean that the whole of the
manufacturing sector. 1t consisted of only those that the Statistics
Departuent manage to derive information froms This consisted of 74
selected industries including the whole of the pioneer sector.

21Diagran 2.2 is drawn with data extracted from Table 2.2 of the
Survey of Msmufacturing Industries in West Malaysia, 1967.

2aaroaa value of sales = Value of Sales or shipments, during the

calendar year of products manufactured in the reporting establishuent plus
smounts received for repairs, services and other work done on materials
owned by others (Export duties and excise taxes paid on sales are excluded),

zjﬂot value of output = The gross value of sales for the year,
less the value of materials pruchased during the year, plus/minus the
change in value of stock during the year,

n-zz-
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DIAGRAM 2,1

GROWTH OF PIONEGR COMPANIES 195 TO 1968
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DIAGRAM 2.2
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" sion that can be drawn is thai the average size of the ploneer companies
was much bigger than those in the average non=pioneer firms if production

is token to be the criteria.



CEAPTER III

INVESTMENT INCENTIVES

Insbitutions and Policies Set Up With the Adm of A:aistigg
Industrial Development

In the words of the Minister of Commerce and Industry when
presenting the Investment Incentives Act 1968 to Parliament, he suid:
"Oour Limediate objectives are to provide greater employment opportunities
for our inereasing population, to widen and streagthen the base of our
ecouomyy to diversify the sources of our foreign exchange earnings and
ko inerease our export income, The Investment Incentives Act is one of
the measures towards achieving these objectives., The Act provides a
variety of incentives to induce a greater and more rapid flow of ine
vestments not only in manufacturing and agricultural based indusiries
but also other enterprises and to encourage the expausion of exports in
manufactures."” It was found to be absolutely necessary to offer investe
ment incentives to foreign investors since the other Asian countries ave
offering such ineentives to attract foreign investors into their
countries, Thus, if Malaysia wants te induce a greater flow of foreign
capital in, has no choice but to offer investment ingentivas,

As it was mentioned in Chapber II, the first investment
incentives Act was the Ploneer Industries (Relief from Income Tax)
Ordinance 1958, With the pessing of this Ordinance was the first true
conseious effort of the Govermment to industrialize the country, Tha
industrialization programme was started, IHowever with the formation of
Malaysia, it was found necegsary to harmonize the various separate
investment incentives Acts of Mzlaya, Sabah, Sarawek and Singspore inte
ong Acts As o result the Pioneer Industries (Reliel from Income Tax)
(Variation) Act of 1965 was introduced., But as time progress, this
Act too was found to be inadequate especially when concern with the
promoting of export-orientated industries, The Investment Incentives
Aot of 1968 becsme the latest Act and it was for the first time, export
incentives was incorporated into this Act,

The incentives provided by this latest Act (I.I.A. 1963) are
designed to induce a greater and more rapid flow of investment ingo
mamufacturing industries, certain kinds of coumercial enterprises and
into the expansion of exports of manufactured products, However, the
Tavestment Incentives Aet 1968 is only one among & mmber of other
neasures introduced by the Govermment to promote the development of
industries in Malaysia, To the intending industrialist, the incentives

18po¢ch given by the Minister when introducing the Act in the
House of Representatives on 29th February 1968,
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offered under the Act should be seen as one among a larger related
group of incentives offered by the Govermment to encourage investment,

These include:

i)

ii)

iii)

Protective Tariff

Tariff measures such as protective duties, against
foreign competition would be used as a tool to encourage
and help infant loeal industriss. For this purpose of
protective tariff, the Tariff Advisory Board was
established by the Govermment in 1963, and The Customs
(Dumping and Subsidies) Ordinance 1959 was pasaed with
the aim to proteect loecal industrics from dumping tactics
adopted by other countries.” In Chapter VI, the
effectiveness of tariff protection can be seesn,

lixchange Control

As a member of the sterling srea, Malaysiats Exchange
Control regulations generally follow the patterm of
sterling area countries. There is no restriction on
repatriation of profits, dividents and capitsl to a
country in the sterling srea., However, repatriation of
capital to a non-sterling avea is freely allowed if
approval of the Govermment has heen obtained prior te

the investment being originally mades Similarly
repatriation of profits and dividends outside the aterling
area is freely allowed provided certain foreign exchange
Tormalities are compiled with (submission of audited ba-
lance sheets gr an acceptable alternative) at the time of
repatriation,

Investment Guarantee

The Malaysian Government's policy of democrecy and free
enterprise 'ipso facto' guarantees foreign investments
in Malayeia against any expropriation, However as a
further assurance, the Malaysizn Government has

the Investment Guarantee Agreememts with the Govermments
of United States and West Germany. Under this Nalaysia
gives a specific guarantee that she will not nationalise
the assets of the nationals of these 2 countries,
Helaysia is prepared to sign similar Iavestment Guerantee
Agreements with any other countries. In addition to
this, Melayeia is alse a member of the, Convention on

the Settlement of Investment Disputes. This gives
additional protection to foreign iavestwente in Malaysia,

Jhid., polzl.
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iv)

v)

vi)

vii)

Industrial Sites

The provision of developed industrial sites with facilities
such as power, water, telecomuunication and roads, There
are at presont 10 of such sites in West Malaysia alone
and one is fully occupied i.e. Petaling Jaya, Five new
industrial estates have been proposed or are currently
being developed. The benefiis derived from setting up

an industry in such sites includes a good existing
infrastructure; cheaper water and electricity rates, an
extension of 1 year tax relief may be given if it is a
ploneer 1nduatry5and easy accessibility to the main

towns and ports.

Inport Duty Concession

Hemfacturing industries may also apply to the Government
for total or partiml exemption frem import duties or
capitel equipment for initial installation or expansion,
Rew materials imported for manufacture can also be
exenpted from import duties,

Preferential Purchases

ALl Govermment Ministries, Departments and semi-govermment
bodies are required to purchase locally mammfactured
products provided their quality is acceptable and their
prices do not exceed equivalent imported prices by 104,
ixtensive "Malaysian goods campaigns’ have been and will
continue to be launched to encourage wore purchases of
locally manufactured goods.

Provision of Institutions Involved in the Promoticn
and Development of the Industrial Seetor

These institntions were set up with the primary aim to
asoist the development and expansion of the industrial
sector, both pioneer and non~pioneer sectors. A detailed
description of them is needed since the role they play
in the industrialization process in Malaysia is so
important,

a) Malaysian Industrial Development Finance (MIDF)

In order to assist the establishment of new industries
through extending financial support, the above=-
mentioned public financial institution was founded

in 1960 with funds subscribed from a mumber of banks,
insurance companies and other financial institutions,
including strong representation of foreign interest.
Upon recommendations of the World Bank (IBRD) and

5Fbr more details refer to Appendix I and Map 1,
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b)

the International Finance Corporation (IFC), MIDF
underwent reorganisation in 1963, which paved the
way for am increase in share capital,

Private industrialists can apply for MIDF loans to
cover part of the costs of land, factory building
and machinery needed for their projects, This loan
assistance consists of equity participation, debene
tures or hire purchase facilities. MIDF also
extends other forms of assistance, such as issuing
of shares and their underwriting and consulting
services in marketing, accounting, finance, ete,
Apparently largely owing to limitations of operational
funds but also because of its conservative loan
policy, MIDIs operations, instead of being cone
centrated on the promotion of selected branches of
industry, are generally spread out over a large
number of undertakings iuvolving swall commercial
risks, At the end of 1967 agreed loans for 186
projects amounted to only $63.4 million, whereas the
cunulative total underwriting and direet share
subseription totalled about $38.8 million, By any
standard this volume of operation within a period of
7 years could not be considered very large and it
appeared to have made only a small impact on the
development of industries. Given expanded resources
and 2 change in the current conservative poliey,
MIDF eould become an industrial finameial orgenise-
tion of formidable stature.

Malaysian Industrial Estates Limited (MIEL)

This body, instituted in September 1964 as a wholly
owned subsidiary of MIDF with an authorised capital
of #10 million, provides assistance specifically to
small- and mediumesize industries, As expansion and
relocation of these industries in many cases are
considerably handicapped by lack of suitable faetory
buildinge and sites, they can apply to MIEL for
long~-tern financing of these requirements,

MIEL ean extend loans of up to 80% of the total

cost of land and factory buildings for an agreed long-
term period provided certain conditions with regard
to factory location, field of operations, etc. are
met, Factory morigage loans and requirements for
hire purchase facilities at favourable rates nay be
made up to 75% of the cost in freight price of
imported goods required,

MIEL itself undertakes considerable preparatory work
in the establishment of industrial estates by
advising state govermments in plotting of industrial
areas, in the layout of infrastructure faeilities

-



¢)

d)

e)

and the grouping of industries. In several cases
HILL has participated astively in advanced construce
tion of a limited number of fmctory buildings. un
the other hand, it provides advisory services to
prospeciive manufacturers concerning the seleetion
of & suitable site, future extension requiremonts
and the use of technology. Uther activities imelude
supply of information about existing faeilities for
design, quality dmprovement, market surveys and
Labour tminius.

The operating capacity of NIiL, howevar, is again
significantly constrained by liuited operational
funds, which at the beginning of 1965 stood only at
¥iee million of which more than half was loan capital,

This is a statutory body set up to prosote industrial
as well as other economle activities designed to
raise the econouic status of Malays in rural areas.
For this purpose, MARA provides financing for the
establishuent, expansion and wodernization of rural
sntergrises in the form of loaas for the mequisition
of Iixed assets or part of the working capital, MARA
bas extended its activities in the development of
industrisl skills in the rural aress. The

of the MAk: College may be cited as the mujor start

"~ in this direction.

13 v authority (I

Tuis body was established in 1965 ao the Govermsent's
principal agency for large-scale land development

and settlement schemes. Although so far its main
intercst hag been in the cultivation of oll palm and
rubber, the development of other agricultural erops
to be used as raw materisls for export mamufacturing
industries has received serious atteantion. 3o it
would be most desirable to co-ordinate the astivities
of MARA and FLDA 80 as to make export sasafagturing
also viable in rural sreas. Rural industrializationm,
if eonsistently and effectively pursued, will greate
1y contribute to the reduetion of existing intere
regional differences in productivity and income,
fural industriniization will lead to the development
of export msmufacturing industries.

The ¥edersl Industrial Development Authority (FIDA)
Due to the lack of co-urdination in the implomentae
tion of industrial policies, this institution,

estabiighed in Ogtober 1967, represents the Governe

.n.




viii)

f)

ment's main co~ordinating instrument to influence
the direction of industrialization into the most
desired fields, FIDA's tasks are: to undertake
thorough feasibility studies of prospective induse
tries; to co-ordinate institutionsassociated with
industrial development; to assess applications for
pioneer holders certificates; and to make recommen=
dations on the development of industrial sites.
Periodic reports have to be submitted regularly to
the Minister of Commerce and Industry on the progress
of industrialization, along with its own recommene
dations for follow-up action.FIDA is also meant as

a contact centre between local and foreign investors.
Through the FIDA's Registry of Potential Investors
and Entrepreneurs, Malaysia's investors who lack
technical know~how but have capital and who wish

to invest in manufacturing and other industrial
activities have been brought into contact with

other investors who possess the relevant know-how.

Other Institutional Facilities

The establishment of the following institutions may,
in due course, greatly enhance accelerated develop-
ment of industries: The National Productivity
Centre, providing training facilities for management
supervisory persomnel; The Central Apprenticeship
Board and the Industrial Training Institute, engaged
in training of technicians. The Standards Institution
of Malaysia, advise industries on standardization
of products and control of quality., Finally, the
Malaysian Institute of Munagement whose primary aim
is to promote education and training for management
personunel at all levels,

Double taxation arréngements with countries providing

investment capital, The general principle underlying
such treaties signed with the United Kingdom, Japan,
Denmark, Norway and Sweden, is that income should not

be taxed both in the territory in which it arises and in
the country in which the reeipient resides, The govern-

ment is anxious po enter into similar agreements with

other couatries.

Investment Incentives Act 1968 (No. 13 of 1968)

What does the Investment Incentives Act of 1968 offer ﬁhcn?
Broadly, this Aet provides for 2 types of Investment Incentives,

6

Ibid, ’ pol}lo

7D1agran 3el gives a comprehensive picture of the whole Act.
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1) Incentives for initial setting up of manufacturing
establishments in Malaysia, These which can be termed
as primary incentives are:

a) Pioneer Status; and

b) Investment Tax Credit.

2) Incentives for existing and new Malaysian manufacturers
to export their manufactured goods. These are known as
export incentives which include:
2) Accelerated Depreciation Allowances;
b) Deductions for promotion overseasj
¢) Ixport allowance; and
d) Payroll tax refund,
The various forms of relief are granted to expand the industrial
sector and to encourage exports of mamufactured products either from the

existing manufacturers or the setting up of more export-orientated
industries. The most important forms of reliefs are:

1) 'Those of the Pioneer Status, which allows a company total
exomption from the payment of income tax for 2 to 8 years.

2) Investment Tax Credit, which allows a company to deduct
from its taxable income a sum of at least equal to 25%
of the sum spent on the fixed assets. Companies which
meet required couditions can obtain more than 40% of tax
eredit for exemption.

3)  Accelerated Depreciation Allowances, which allows a
company an annual depreciztion allowance of 4OF instead
of the 10% provided under the Income Tax Ordinsnce.

One important aspect of this Act is that a company may be
granted only one of these 3 forms of tax relief at emyone time and thus
the applicant must judge fgr himself which one of the relief is wost
beneficial to his company, Any qualifying company may apply for the
grant of either pioneer status or an investment credit, If it is a
resident company” and memufactures for exports, it is eligible tc apply

BIncentivos for Industries - (prepared by MIDF).

94 "resident company" is defined under the Income Tax Act 1967
as a company whose control and management is exercised in Malaysia for
the basis year, for that year of assesement,

mkport capacity must not be less than 20% of its total output.

-3



for accelerated depreciation of its fixed capital iavestment as well,
Such a company is also eligible to apply for the other forms of tax

relief offered as export incentive, inllddition to ploneer status or
other alternative forms of tex relief,

Though the writer's study is only limited to Pioneer Companics
and hence its incentives snd not otherwise, however it is important to
analyse the whole of the Investment Incentives Act 1968 fully. This
is done so by the writer in this chapter. As was mentioned, a company
may be granted only one of the three reliefs unless it is a resident
company. Thus the company has to choose one of the three types of
reliefs available. To exercise this choice, the company must be able
to differentiate the benefits that can be derived from each of the relief
incentives and then to examine and choose which one will benefit him
most. The writer thus intends to examine the three relief incentives

carefully and then goes on to compare their difference and how to make
a choice between the three,

Pioneer Status

The Investment Incentives Act 1968 providezzthat a company or
persons proposing to mapufacture a 'ploneer product' may apply to the
Minister of Commerce and Industry for pioneer status. How wuch then must
a ploneer company invest to qualify for the pioneer certificate? A
company granted pioneer status will be allowedlsn initial tax relief
period of 2 years beginning on production day. No minimum investment
level is required for the initial 2 years of income tax relief. Exten-

sion of tax rel&ef will, however, be granted if the following conditions
are satisfied:

i) If by the end of the third year of p gption, the company
has incurred fixed capital expenditure™ of not less than

#250,000, the pioneer peried will be extended by one year
to three years;

11

See Investment Lacentives Act 1968 - (Section 28 (2)(b)(i))
(Section 29 (6)), pp.1l9=12l.

"Pioneer product" mesns any product declared by an order made
under Section 3 of I.I.A. 1968 to be picneer product.

13"Prodnction day" in relation to a pioneer factory means
specifying the day on which the factory will commence to produce in

marketable quantities the pioneer product or products intended to be
produced therein, as confirmed, varied or amended by a pioneer certificate.

1“Refor to Iuvestment Incentives Act 1968, Section 13, p.l03,

15"Fixnd capital expendtture” in relation to a pioneer company
means capital expenditure incurred by the company or its ploneer factory
or on any plant, machinery or other apparatus used in Malaysia is con-

nected with and for the purposes of that factory or its pioneer enterprise
(see I.I.A. 1968 Section 13 (5)),

- -



ii) If by the end of the fourth year of production the
company has incurred fixed capital expenditure of not
less thaa $500,000, the pioneer period will be extended
by one year to four yearsj

iii) If by the end of the fifth year of production, the
company has inccured fixed capital expenditure of not
less than §1,000,000, the period will be extended by
one more year to five years,

To ask for extension of its tax relief period, a pioneer
company must make an application to the Minister of Finauce within 30
days after the end of the year following the end of its t elief
period and stating the amount extra incurred by the compauy. However,
apart from extenmsions available by way of capital expenditure, an
additional Iaar of tax exemptions is granted for each of the following
conditionss

1) where the pioneer company in operation is located in an
aren declared as 2 development area.

i) produce in marketable quantities a priority manufactured
product or productse

iii) incorporates in its wanufactured products (if any) the
required percentage of local content as specified,

Thus the maximum tax relief period for a ploneer company is
8 years, if all the requirements to satisfy the cause are valid. But
actually how do benefits occure to a pioneer company? Apart from total
tax reliefflrom the payment of income tax which is at the rate of 40¥%
of taxable income, a pioneer company is exeupted frow the payment of a
5% payroll devi&opment tax on taxable income and a 2% payroll tax on
total payroll, Dividends peid from the exempted income of a pioneer
company will also be exempted in the hands of its shareholders.

An important aspeet to note is thal a pioneer company also
qualifies for the initial and annual allowances on capital expenditure
and moreover the capital expenditure incurred during the tax relief
period may be earried forward and treated as ecapital expendit
incurred on the day following the end of the tax relief period. 9 For
a company granted pioneer status for 3 years, this will work out as
shown in Case 3.1.

From the example of a simplified case of the capital expenditure

16I.I.A. 1968 (Section 13 (3)(9)(b)), p.108.

1 1bid. (Section 14 (2)),pel09s
18800 Appendix II for Malaysia: Taxation. .
19¢ 1.4, 1968 (Seetion 18 (2)) poliz.
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CASE 3.1

R B S e A e R R T S N S R R N N N S R S N AT ARSI R NSRRI ENRESRR SRR

Yoar Capital Expenditure Incurred Capital Allowances
1 $100,000 -

4 $300,000 (aggregate) Initial allowances

20% 360,000

Apnual allowsnces
10% 530,000
Total capital allowances $904000

of a ploneer company granted 3 years pioneer status, it can be seen that
the capital expenditure incurred during the 3 year tax exemption periocd
was belng carried forward to the following year, thus receiving the
venefits of the capital allowances allowed to non-piemeer companies,

If a pioneer company incurred losses every year throughout the
relief period, there are special provisions granted whereby capital
allowances are notionally calculated each year and cwnulatively aggre-
gated for the duration of the pioneer periods The total amount so
derived is allowed as a deduction.from assessable ineome in the first
year of the past ploneer period.

Suppose the same exsmple as the earlier one is used, that is,
a pioneer compeny that has been granted pioneer status for three years
and during this period incurred a capital expemditure of $300,000 over
the three year period. The only difference will be that this time, the

company is making a loss every year,

-3 -
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What happens when there are losses in any year but not in every
year? Losses incurred in any year of the pioneer period may be carried
forward snd offset against assessable income in the past pioneer period,
but the amounts so carried forward must be net amounits i.e., a balance
left oOvRL after being offset agzinst profits made during the pioneer
period,

In the following exemple, there ere 2 companies, A and B
whereby each company has been awarded a pioneer certificate for 5 years,
The amount of profit or losses for each company for each year can be
seen belows The example is self-explanatory.

CASE 3.3
B TWEBE TR ENRT RSN B od o S el e B et 4§ ot Tt fot S b ahebod w3 Sk WL TRNT AN INNJT VB ERWEIRN
T Case A Case B
Year
Frofit Toss Profit loss
1 " 310,“)0 - . 320'000
2 - $15,000 - #25,000
3 $ 5,000 - % 5,000 o
b $10,000 - $10,000 2
5 '10’@ - ‘15'm -
Total $25,000 425,000 30,000 45,000
Balance in .
Year 6 e - $15,000
Renefits None $15,000 may be carried
forward to ofiset
agsessable income in
year 6 and after,

azlnvontnent Incentives Act 12§8 (Section 25), p.115.
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The Investment Tax Credit (I.T.C.)

credits in the form of deductions from taxable income.

The Investument Incentives Act also provides for investment tax

This credit is

given to a company not considered qualified for or deserving of pioneer
status or to a company not applying for pioneer status as a matter of

choice.

It is given on capital expenditure for plant

machinery or

other apparatus used in Malaysia in an approved investment project. The

Act specifies that the amount of investment tax credit shall not be less

than 25¢% of the capital sxpenditure incurred. The credit is given only

once for the year of assessment in which the expenditure must incurred within
5 years from the beginning of the basis period in which the project is

This means that if the capital is incurred in the sixth year,

it will not qualify for the I,T.C. Tax relief equalling the amount of the
credit is given and such credit can be carried forward in case of loss

or insufficiency of income until the whole of the credit has been utilised.
The dividends of such a company are also exempted from tax,

approved.

is given on the top of the
annual capital allowsnce of 10%,

norma%3

The I.7.C.
initial eapital allowance of 20% and the

Taking en example of 2 companies investing $600,000 in fixed
assets during 5 years, its tax relief will be computed as follows:

CASE 3.4
=l=:zamuan:wu::::ana:q:n:::nm:aa:znzza:w:z:zn*n:c:n:aszwaaamzxmu
v Rate of VA A a3

I.7.C. Rmount 1.7.C v 1.7.6

Invested o Invested prrne

1 25% $600,000 $150,000 #200,000 #504000

2 25% - - $100,000 #25,000

3 25% -» - 3100,000 $25,000
b 25% - - - -

5 25¢ 3 - $100,000 $25,000
6 25% - - 3100,&)0 -

Amount to be deducted from
Saxable 1 $150,000 $125,000

©1pid, (Section 26).
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Although both companies A and B each invested an amount of
$600,000 in fixed assets, the I.T,C. of Company A is more (§25,000) than
the I.7.C. of Company B, This is because as stated before, the I.T.C,
is offered to 2 period not exceeding 5 years after the beginning of the

basis period in which the project was approved,

The I.T.C. will be increased by an additional 5% of the approved
capital expagﬂiture for each of the following conditions fulfilled by
the Companys

a) If its factory is in a development area;
b) Produces a priority product;
e) Attains the required percentage of Malaysia content.

The previous example given shows what relief does a company
enjoy when it is granted an investment tax credit. The example as
illustrated by Case 3.5 will go one step further. It shall be shown
how de benefits actumlly accrue to a company granted em I.T.C. The
benefits amount to a tax exemption equal to the tax credil given at a
minimun amount of 25% on total capital expenditure, Where income in the
first year of assessment is lower than the credit given, the excess of
credit over income representing wmutilised credit may be carried forward
for deduction sgainst income earned in the following andzgubaoqucnt years
until the whole smount of the credit granted is used up. The benefit
wesks to be derived cam be seen in the example givem in Case 3.5. Here
we assune that the company invested a total capital expenditure of
$440,000 for the 5 year period and $100,000 in the sixth year, The
I.7.C. granted is assumed to be 25%.

The profit of the company was only subjested to taxation on the
sixth year after the ending to the I.T.C. period of 5 years grant, ZEven
then, according to our example the profit subjected was ouly 40,000
instead of $45,000 because the company suffered a loss in year 3 of
production and that throughout the 5 years' period, the income is lower
than the credit granted, Hence, the excess of credit over income, was
being carried forward for deduction against income earned in the
following and subsequent years until the whole mum of the credit granted
is used,

Z“Ibu. (Section 26 (1) to (4)),pps116=117,

25;!&_. (Section 26 (h) & (5)). Pou70
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CABE 3¢5

::man::zn“—-—“*-Fn boder il ~bed zz:::zz:a:*:za::nnuwmmnzumnazmn;nzzwazm
Prﬂfit I‘ToCn PrOfit
Tear IAmou:td I.7.C. (25%) or Carried |Subject to
erpe (Loss) Forward Taxation
l i; 60'000 1‘515’0(1) 310,000 3 5'0m -
2 | % 8,000 $20,000
¢/t § 5,000 $25,000 | $20,000 |4 5,000 %
3 - &
¢/t § 5,000 § 5,000 | Loss $ 5,000 -
4 $200,000 $50,000
o/f § 5,000 $55,000 | $35,000 | $20,000 -
> #100,000 $25,000
C/f 320,000 545.000 $ll'0,000 % 5,0&) -
6 #100,000 "
e/t § 5,000 § 5,000 45,000 - 40,000
7 ‘ - $50,000 | = $50,000

Export Incentives

the promotion of exports.

The Tnvestment Incentives Act 1968 also provides incentives for

incentives and comprises of incentives which include:

1)
2)
3)
k)

Deductions for promotion of exports;

Export Allowance;

Payroll Tax Relief

Accelerated Depreciation Allowance

These incentives are known as the export

As was mentioned earlier there are several underlying conditions needed
in order to qualify for some of these incentives. Firstly, the company
that applies for the export allowance must be a resident company and
secondly its export value must not be less than 20% of its total output
value. Such a company then is eligible to apply for all the export

incentives. What are then the bemefits that could be derived?

1. Deductions for the Promotion of Exports

The 1.1.A. 1968 provides for deductions to be made for expenses
incurred for the promotion of export by an approved company. Such

-l -



deductions are in addition to other deductions allowed to those in the
ploneer company and the non-pioneer company granted an Investment Tax
Credits The deductions allowed are of outgoings and expenses for thgs
promotion of exports of an approved company from income tax payable,
These deductions are:

i) Advertising expenses incurred overseas;
il) Coets of supplying amd delivering free samples;

iii) [Expenses for carrying out market research or obtaining
export market informationj

iv) Ixpenses ineurred in the preparation of overseas tenders;

v) [Expenses incurred in the negotiation and conclusion of
contracts; and

vi) IBxpenses in disseminating technieal information,

These deductions for out-goings and expenses are allowed to a
company if they were incurred primarily and prineipally for the purpose
of seeking opportunities or in creating or incressing a demand, for
export of goods manmufactured, produced, assembled, processed, packed,
graded, or gorted in Malaysia, Pioneer companies will have special
privilege. All deductions which would have been allowed under the
schedule and which are incurred during a pioneer company's tax relief
period can be carried forward and this amount is allowed as a deduction
in the post relier period. For this inecentive non-resident company can

applys

In addition to the above, items under Section 33 of the Income
Tax Aet 1967 are also deductable, these being:

i) interest paid on money borrowed;
ii) rent paysble for that period;

iii) expenses incurred on the remewal, repair or alteration
of assets,

2, Export Allowances

A further incentive introduced is the export allowance., A non-
resident company does not qualify for such allowsnce and exports of
primary commodities are excludeds This allowance is intended tos:

i) encourage exports of Malaysia mamufactured products;

ii) induce more liberal use of Malaysian materials (50% of
which by value provided in Malaysia) thereby maximizing net

26_1}_1_9_. (Seetion 27) p.ll8.
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foreign exchange savings;

iii) encourage maximum employment of abundantly available labour.
This allowance is related to wages below a basic indivie
dual rate of §500 per month to encourage the recruitment
of semi-sikilled labour,

This scheme also allows an extra deduction for income tax of
20 cents for every dollar of expenses incurred in wages and purchases of
Malaysia materisls during the basis period. The amount of the allowance
is calculated in the following mamner:

i) The average export sales of manufactured products for the
three preceding years are initially caleulated;

ii) The excess of the export seles of mamufactured products
for the current basis period over the average export sales
for the three preceding years; is then determined and

iii) Applying the following formilais!

Excess of Pxport Sales as determined

Total Gross Saies for Basis Period > v0 cents

3+ Payroll Tax Relief

A registered non~resident manufacturing company exporting a
registered product is qualified for u refund of payroll tax for a given
year, if more than 20% (by value) of its total production is exporte .

The smount of refund is based on the proportion of the value of the export
of the registered product to Ege value of the total turnover of the

company in a particular year, The following formula is used to calculate
thies payroll tax relief:

ixport Sales
Total Sales

x Payroll Tax Payable

b, Accelerated Depreciation Allowance

A resident company, approved for the purpose, is entitled to an
accelerated depreciation allowance, if it exporis 20% (by value) of its

27The game formula can be written in the following forms

(222*5;15!2) x 0,20 cents on the total of every dollar incurred
on wages and Malaycia materials used
in the basis period,

where (VE) = value of export sales in basis period
(AV3) = average of export sales for 3 preceding years
(G8) = gross sales for basis period.

28Ibid.. (Section 30), p.l21,
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total production andif it incurs qualifying plant expenditure in respect
of an asset used for the purpose of the business of the company. The
expenditure must have been incurred for the purpose of modernizing the
company's production technique or to set up a modernized factory, The
allowance given amounts to 40% per annum computed on a declining balance
basis in lieu of the normal deprecia§§on allowauce of 10% per annum
given under the Income Tax Act 1967. A non-resident company or a
company exporting primary comuodity does not qualify for this allowance,
Taken together with the initial write-off allowance of 20%, a company
granted an accelerated write-off rate will be able to write off more than
94%% of its iuvestment in plant and equipment in 5 years, compared to more
than 20 years for a compauy on the normal rate.

Actually how do the benefits accrue to a company granted the
accelerated depreciation allowance? This can be easily answered if we
make use of a simplified example. # company as stated will be able to
write off more than 94% of the initial outlay in 5 years with accelerated
depreciation. This is computed as follows in the simplified example of
a company with a capital expenditure of $100,000.

CASE 3.5
=auw:paanzz:::z:::z:mmnmczzxznz:alm;x:xmnnms::znnx g ntdt e dedodndedmaiet- g
Hesidual Capital
Year I.T.c. Rate mp’nditur. Allowance
1 Initial 20% + Accelerated 40% #100,000 60,000
2 Loy $ 40,000 16,000
4 4oy $14,400 $ 5,800
5 o $ 8,600 ¥ 3,400
Capital allowance over 5 years §9%,800
% of total expenditure Ok, 8%
Couparisons

Suppose a company qualifies for all the } main incentives,
namely the pioneer status, the Investment Tax Credit and the Accelerated
Depreciation Allowance, which of these should the company choose? As
was montioned earlier, a company can only apply for one of the 3 main
incentives offered unless it is a resident company which export more
than 20% of its total output, then this company has only to choose between

29@2._40 (Section 28)' p.118.
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the first 2 incentives offered as the third incentive is offered
automatically in such a case.

At that time of its making an application, & company will find
it difficult to weke sn exact assessment of the relative advantages that
can be derived from the slterpative forms of tax relief, However on
comparison between the 1.7.C, and the aceelerated capital depreciation
allowance is comparatively straight forward, since the amount of tax
relief to be derived from them can be estimated, This is so because the
company will most probably know the exact amount or the estimated amount
that will be spent on fixed eapital expenditure. But on the other hand,
the company cannct be certain about the amount of tax relief it will
enjoy under ploneer status as the profits is not likely to be easily

forecaste

Therefore, a comparison {nvolving pioneer status will have to
depend on assumptions about expected profitability. If this assumption
can be made on the level of future profitability, the fixed ¢alculated
amount of relief due can be madg and hence able to judge which incentive
should the company choose. For example, in a comparison with the I.T.C.
the probable profit level could be set against the tax credit, expressed
it as a percentage of annual return on capital, and depending on whether
the profit expected is higher or lower than the equivalent tax eredit, the
company can choose one form of relief over the other, For instance, in
the case of 2 company investing $100,000 in fixed assets representing
50% of the company's total financing the tax credit derive from the I.T.C,
will be $25,000, This if expressed as a return on capital over 2 years,
is equal to €)% (derived from an assumed amnual return of §12,500 over
2 years of eligible ploneer status on the total investment of $200,000).
Thus, in this particular instance, if the company's profit expectation is
above 6/ a year, its preference should be for pioneer status.

It should be realised that, the decision is based on judgment on
profitabilitys The preference as indicated above, for pioneer status, was
not simply from the fact that the expected profit rate is estimated to be
higher than 6%, the applicant will choose pioneer status. Profitability
in this instance is subjective. It depends on how uuch weight is to be
given by the applicant o the element of uncertainty., The judgment
therefore really involves a judgment as to how much uncertainty the
applicant is willing to sceept as part of his choige for pioneer status.
in preference over the absolute certainty of the I.T.C.

A comparison between pioneer status and the accelerated
depreciation allowance may be made on the same principle and any differences
between the respective amounts of benefit to be derived from pioneer
status and the accelerated depreciation allowance would be judged as was
between ploneer status and the I.7:Ce

Ressons for the Provision of Investment Incentives

The reasons for the Government to provide so many incentives
to investors are that the Govermment felt that in order to accelerate the

pace of industrialization, certain incentives especially tax relief
incentive must be offered to iuvestors in order to induce them to invest

s



in Malayeia. No doubt it can be argued that Malaysia already with &
strong investment climate both politically and economically is adresdy
attrective enough to encourage people to invest in Malaysia. After all,
there are pleutiful supply of cheap labour, a good infrastructure, and a
strong economy. What more do investors need? The experience of Malaysia
as well as that of other countries in similar conditions suggests that
the provision of incentives will encourage a significently faster rate
of cepital formation.than might otherwise be expecteds It cannot be
denied that without the provision of incentives, there will still be
pecple investing in Malaysia, but only at a much slower rate. This is
especially so when other countries in Asia cffer incentives to their
investors in order to attract investors to their country,

Some of the incentives offered are done so iu order to induce
manufacturers to utilise Malaysian materials rather than importing then,
The main objectives of the export allowances are to promote export-
orientated industries. The Tariff Advisory Board was set up o protect
infant industries. All these and many others were set up by the Govern-
ment in order to see that industrialization in Malaysia leads to economic
development. Overally it can be summarised that the main objectives of
the Investment Incentives Aet 1968 are to encourage more exports from
existing industries and to promote export-orientated industries, %o
induce pgreater and more rapid flow of investments for modernization
and expemsion of existing plants, increased utilization of domestic raw
materials and to expsnd the exdsting industrial sector,



CHAPTER IV

INVESTMENT OF PIONEZR COMPANIES

Introduction

Malaysia, a developing nation, hes ope distinet phenomenon
unlike most developing mations. This phenomencn is the ‘reservolr of
untapped capital' in the hands of the public. This amount of abundsnt
capital can be seen as that in the past, whenever there are shares
floated out to the pudblic, over-subscription of capital is not uncommon.
A few examples will speak for themselves regarding this phenomenon
When Hume Industries (M) Berhad floated its shares to the publie, it
was over-subscribed by 25 times of loscal capital. Malayan Flour Mill
(Sdn.) Berhad offered its equity to the public and it was over-subseribed
by 21 times, Shell Refining Company (F. of M.) Berhad shares agein was
over-subseribed by 20 times by the public. These examples and many
others tell the same coselusion, “0 abundant msount of local eapital.
In faet, it appears that this 'reservoir of untapped eapital' that awaits
to be released into profitable investment chamnels is growinge

The potential investment caupital is not only seeking outlete
into industrial investment but also in Government securities. Recently
when the Government floated a §75 million development loam, it was over~
subseribed by $61 million, This example proves the swse thing, that
Mlaysia in this aspect is considered unique smong developing nations.

The Governsent in recognition of this abundance of potential
loeul eapital amaiting profitable investment channels, has laid down a
policy that all foreign investments ghould come into Malaysia on jJointe
venture basis. This policy has been designed to give Malaysiens an
opportunity to participate in the new industrial sector of the nation's

econouye

This local participation policy of the Covermuent insofar does
not seem to deter foreign investors from investing in Malayeia. The
system is such, that companies that are granted Government incentives unier
the Investment Incontives Act 1968, are required by law to relense at
least 50% of their equity ecayital for local participations This policy
however does not moensarytahintooﬂutnmuthoo!pawu
rogistered or begin production, It is given a period of time™ to conform

Lior examgle it can be 2 years or any such time as deternined
by the Minister of Comwerce and Industry.

.W'



to the local capital requirementa.2 The extent of foreign capital
participation in any joiate-venture is however nol fixed., It is delermined
by the nature of the project the company is undertaking. If the company
manufactures export-orientated products, and thus do not require the
support of the domestic market, the Government may allow a greater
flexibility in the ratio of share capital distribution. On the other hand,
if the company manufactures products that are for the domestic market,

the company is expected to give a greater degree of local participation,
All these arrangements sare completed prior to the registering of the
particular company.

The intention of the Government in instituting this poliey is
not to place operational control in the hamds of local partiess The
Government does realise that this will discourage foreign investors, and
hae drafted out a separate Malaysianization policy for the industrial
enterprises, as far as technical and professional personnels are concerned.
hccording to this separate policy, technical and professional personnels
are not subject to the 1975 Malsysianization target., IYor this sector
only, those companies that were established before 1965, the target date
is further extended to 1980, Those companies that have been established
after 1965 are not subject to this dates The Govermment also recognise
that foreign firms would like to retain certain key postsindefinitely to
safeguard their interest. For this purpose the Govermment has allowed
these firme to retain expatriates in key posts. All these regulatiouns
were drafted with one aim in mind; that is, not to discourage foreign
participation into Malaysia's industrial sector.

Ana%ysis of the Investment of Pioneer Certificate Holders

The schedule of investment of Pioneer Certificate Holders as
at 3lst December 1968, in Appendix III will be utilised to examine the
present capital investment in the Industrial Pioneer Sector.

In the schedule, the various type of industries are divided
into a total of 21 different industrial groupings according to bheir
kinds of output. These 21 groupe are then further sub-divided inte
smaller precise sub-groups when found to be nesessary. For example, the
firet industrial group appesred in the schedule is the Food Manufacturing
Industriess As there are at present many pioneer companies that deals
with food, but different kinds of food, it was found necessary to further
sub=divide this group into more precisely defined sub-groups. These
sub-groups are goncerned with the Manufacture of Dairy Products, Camning
and Preserving of Food Preparations, Grain Milling, Sugar Memufacturing
and Refinery and lastly, the Manufacture of Miscellaneous Food Preparations.

2!hn reasons why foreign investors may not like to release its
equity as soon as the company established may be because it may think
that the company can be operated more effectively if it does not have the
intervention of loecal investors. Or it may be due to the fact that the
company is very sure of making quick returns and thus when they have to
release their equity to loeal investors, the shares so offered are of a
higher value than par value. Hence, by selling their shares at market
value which is above par value, there is a profit involved.
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The capital invested in the Pioneer Componies are differentinted
into various kinde of eapital in order to give a more comprehensive pic-
turs, These differsnt types of copital investment are Nominal Capital,
Called-up Capital end Loan Capital. Neminal eapital "is the amount of
capital repreagnted by the par or stated value of a corperation's
{ssued stock™.” Called-up capital is made up of local called-up capital
and foreign ealled-up capital. Loan capital is a combination of loeal
loan capitel and foreign loas capitals The total local capital invested
is made up of local called-up capital and local loen capital., The same
goes for the total foreign papital invested, which comprises of the foreign
colled-up capital and foreign loan copitale The total capital invested
therefore is a combination of the total called-up capital and the total
loan capitals Or pubting it in another way, it comprises of the total
local ecapital and the totel foreign eapitals

The anclysis of the schedule will be in the following manner,
WMrstly the 5 biggest industrisl groups will be selected and will join
into a single group and then a eomparison is made with another group
which comprises of the rest of the 16 groups. Then the overall industrial
pioneer sector will be anelysed, The 3 industrial groups which have the
most companies im it will be examined next. Lastly before the econclusions
are made, the industrial sub-group which has the greatest capital invest-

ment in it will be discussed.

The 5 groups of industries with the highest total ecapital
iuvestment are in the Mauufacture of Petroleum and Coal Products, Manue
facture of Chemicals snd Chemical Products, ¥ood Industries, Manufacture
of Basic Metal, and the Beverage Industrys The amount of eapital
invested, both foreign and local eapital in each of the above industrial
group can be seen in Table k,1 and in Diagram &4.1.

These § groups of industries comprise only 23.8% of the total
number of the industrial groups, and yet their totel capital invested are
in much greater proportion. The total eapitel invested in these 5 major
industries foms78,72% of the total capital invested in the industrial
ploneer sector, and yet as mentioned, by industries groupings proportion,
it is only 23.0%. This means that the total capital investment of the
other 16 industrial groups consist only 21.28% of the total capital
invested, Out of this total capital invested in all the 21 industrial
groups, the share of the total local eapital of the 5 major industries
comes up to 67,7% while the other 16 indusirial groups comprise of 32.3%
of the total local capital, The sane trend also exhibits itself when
foreign capital is concerned. Out of the total foreign capital invested
in the whole industrial pioneer sector, the foreign capital of the 5
major industries comprises of 86,5% of the total, and that leaves the
foreign eapital invested in the 16 industries a mere 13.5% of the total.

35,59% of the total eapital invested of the 5 leading
industrial groups are local capital, and 6k J41% of it foreign participation,
If we further breakdown these figures, we find that out of the total local
capital investedin these industries, 28,04 of it comprises of local loan

3Kohlcr, "A Dietionary for Accountants" pe323.
ﬁ”-



ITI xrpuaddy wmOXy PeloBVIIXT :92JINn0S

Térglotelstaees

O%°QER ‘6#9 4218

TT* 265 zeztocsce

Te30%

00°000*TH0%y ¢
00921 q0l sy ¢
Q0*S02*96S 2y ¢
€9°SHK*GE9%Cy ¢

00°*6£6° 45568 ¢

00*000*428¢9T ¢
00°9€.%Llg%6 ¢
00°¢8Q%L62%9T ¢
on*€gegeltze ¢

00*9SC*TI6gy ¢

00*000*g9g‘oz ¢
00°29g8°285 ¢S ¢
80°880*#68°9S ¢
O62C HEn'gl ¢

00*¢CzZonytolTe

gatagsnpuy eiagsaeg °*g
SeTIISNpUl Te1dy OISeg 4
soTI3snpuy Juganjoevjnuey pooy °¢

sjonpoxg
TEoTWOYD puwe TeoIWOYD JO danidwgnuwey 2

S3oNPOIg TROH PUER WNOTOJI3dI JO aInjdenuey T

Te3tde) udpeaog

Te3trden Teo07

33— 3

Teatdep Tejor

£xysnpur yo odfy

e e X

SEHIHISNONT J0 S4n0oED § J0 INTWISTANI

T TTEVEL



=t k3

¢ (millions)

TOTAL AND TYPES OF CAPITAL INVESTMSN? OF 5 INDUSTRIAL GROUPS

140 ~

DIAGRAM &1

= Foreign Capital

9 i 9 i
20 - g 7 g g § g‘ 3:’& g } é 1
ORI e ]
T mmmm g m T e ﬁ
~ Local Capital - Types of Industries



capital and 71.96% are called-up capital. On the other hand, 32 429
of the total foreign capital are loan capital and 67.58% are foreign

called~up capitale

With regard to the rest of the 16 industrial groups in the
industrial pioneer sector, 62,829 of its capital iuvested are local
capital and 37.18% ave foreign partieipation. Out of this local capital
invested, 70.3% of it are called-up capitel and the rest, loan capital.
On the other hand, and of the foreign capital in this 16 industrial groups,

9h,23% of it ave called-up capital and the rest,a mere 5.77% of it are
loan capitale

By pickiag out the 5 largest industrial groups, in terms of
total capital invested, several conclusions can be reached, It proves
that without doubt, these 5 industrial groups are the most important
industries in the pioneer industrial sector since its share of the whole
industrial pioneer sector total capital investment came up to 78..72%
although by total industrial groups proportion it is ouly 23.8%. 'There
is also a clear indication thot industrial undertakings that needed

vast amount of capitaly the shave of forelgn participation is greater
5 major industrial groups, foreign

than loeal participation. (In the

participation came up to 6h41%, and in the rest of the smaller industrial

groups, 16 of them, foreign participation is only 37.18%.) It may mean

either that industrial undertakings that need large amount of capital, it

can only be undertaken largely by foreigners in terms of capital contri-
foreigners prefer not to release

bution, or that in such costly projects,
the earlier years of production,

their squity for local participation in s
or hold a larger share of the equity themselves, for efficiency purposes

or profit purposes. 1t can even be that foreign investors prefer bo
undertake the opening up of industries that need large amount of capital,
or long~term projects, for yarious purposes, Uhatever it may be, none of
these § groups are established on local eapital alone.

In the whole of the industrial pioneer sector, there are
certain industries which are pot on & joint-ventu;e basisy they are of
strictly local initiative. These industries are in the Manufacture of
Paper and Paper Products; Printing, Publishing and Allied Industries}
Manufacture of Leather and Fur Products except footwear and wearing
apparel; Manufacture of Transport Equipment and lastly in Theatres and
Other Related Servicess A further axamination into themreveals that these

small investment outlay. The Manufacture of

i : lved only &
ndustries involve o largest capital investment of

P P Products industry has the
$g?:rn:;§io;forand the Theatres and Other Related Services Industry has

the whole, the aversge capital
a capital investment of only $300,000, On ' age cap
invoftlont of these 5 industries is only $14019, 5604 Tyis means that
those industries which does not have foreign participetion in eapital
{nvestment are not of great importance in terms of their contribution to

capital investment.

um Refining Industry which consists of 2 companies
The Petrole -y $137,121,366, This means that although

ital investm
:::3: ;Otoﬁpﬁu form 1.4 of the 142 companies, has its share of
capital investment %0 total capital jnvestment of 30,82% and out of this
total investment of the 2 0O% es, 61,19% are foreign investment.
This and the preceding paragraph Shov that when the industry needs a
.52 =



large eapitel outlay to be invested, forelgn participetion is pecossary,
Unly whem the outlay of imvestment is small, the fureign participation im
not necsssary. Ln {ast it can be said that foreign investors seem to
invest in industries thal need a large amount of capital and hence when
only few or no local investors can handle it alane.

Me7% of the total capitel invested in the 142 coapanies are
calledeup capitel and the rest of it are loan sapital, and out of this
total calledeup capital, 4l.54% are local called -up capitsl and the rest
foreign called-up capitel. Oub of the total loan capital of this whole :
ploneer industri-s, 40,904 of it are local loan capitul snd 57.01% are
foveign loan cepitale A seme analysis but amlysing it by another way
rovenls the some cosglusions. 51.33% of the total eapital invested arve
logal sapital amd the rest 50.62% are foreign capitel, (ut of these
looal eapital, 71.03% of these ave local calledsup cupital and out of the
foreign capital, 71.10% of these ave forelgn calledwup capital. AlL
thess refleet that iz the whole industrial pioneer sector, the contribu-
tion of foreign investors to total capital imvestment is greater than
those contribution by local investors, (58.62% are foreign contributions

There sre 3 industrisl groups which Sogether have 66 ploneer
companies in them. These 3 industries, namely Food Mamfacturing Indus-
tries, Chemigel and Chemical Products Ivdustry and the Metal Producis
oxvept machinesy and transport equipment industry, ave the leading indug-
tries which have the greatest number of cozpanien under them. These 3
industries which are only 147 of the total swsber of industries, in fact

of BM5% of the total number of companies, The capital
{nvestment imvested in these 3 industries constitute 336104 of the total
capital investment imvested in the 21 industrics.

The grand totel of all the various kinds of capital,and total
capital invested, in the ploneer secior as at 3lst December 1968, ean be
easily visuslised in Diagram b2,

Sowross of Forehm Capital

A total of 19 foreign nations participate in the ploneer
industrial sestor in Malaysin. Together these 19 ecuntrios contribute more

mmammmmimmvmtummmm.

As at 28th Pebruary, 1969, there are 14 pionser companies in
operation, an inorease of § companies since the start of 1969, The total
investment of these 148 companies came up to HA7,941,993.29. (ut of
this amount, 58e30% or 1261,541,511.70 are foreign capital which 7127%
of it are called-up capital and the rost, 20,75 of it are loan eapital,
The 19 countries involve, and the amourt they contribute ¢an be seen in

Inble k.Z'

e 5 countries that invested more than the rest of the 14
countrics into these 148 ploncer compsmies ars the United States of
America, Japan, United Kingdom, Hong Fong and Canada, each contributing
28,135, 22,567, 20027%, 12,995 and 10,565 respectively to the grand total
amount of foreign investment. Together these 5 pations countribute
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DIAGRAM 4,2

CAPITAL INVESTED IN PIONEER COMPANIES

(AS AT 3%1SP DECEMBER 1968)
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TABLE 4,2

FOREIGN INVESTMENT (AS AT 28TH FEBRUARY 1969)

T T T T T T T Y O N T N D R TR R R S KT T I R S T N A A A M R IR I D I S S R S A AT S S I TR IS IR R R S S T

Total of Foreign Imvestuent ()

Country of

Origin —— e Grand Total
U.SeAs 15,540, 577.00 28,021,366,00 754 561,9475,00
Japan 27,333,135400 32,464 ,677.71 59,797,812.71
U.K. k0, 344 640400 12,674,690.49 53,019, 35049
Hong Kong 5349394213400 18,500,00 334957471300
Canada 26,101,570,00 1,547,229,00 27,648,799,00
Bahauas 74000,000,00 - 7,000,000.00
Australia 24152,950400 - 241524950400
Holland 1,632,001,00 - 1,632,001,00
Switzerland 1,560,000,00 - 1,560,000,00
Thailand 113,000,00 h06,966400 512,966400
Dexmark 250,000 - 250,000.00
Indonesia 230,000,00 74297450 2374297430
Curacao 904200400 - 90,200400
Germauy 454750400 - 454750400
Singapore 31,750400 199400 31,949.00
South Afrieca 25,800.00 - 25,800,00
Brunei 5000400 - 5,000,00
Gibraltar 2,000,00 - 2,000,00
Formosa 1,000,00 - 1,000,00

Total: 186,398,586.00 75,142,925,70 261,541,511.70

Source: Malaysia Industrial Digest, Vol. 2, No.l,




an amount not less than 94.50% of the total foreign in

means that the other 14 nations together invest oﬁly 5Y;;t:zn§£e E?i:l
foreign investment. Although there are 19 countries participating in
the Pioneer Industrial Programme of Malaysia, only 5 of these countrie
play an important role in supplying the capital investment needed Ths
other 14 countries contribute a negligible amount of capital inve;tmenz
to the pioneer industries. To be precise, these 15 nations invested
only $13,555,913 to the whole industrial pioneer sector.

Diagram 4.3 will give a clearer picture of the contributions
of foreign nations to the capital investment of the pioneer sector.

Need for Direct Private Foreign Investment

Tt has been seen that a great part of the pioneer sector was
financed by private foreign investors. The need for such financing has
not been fully analysed. The writer shall attempt briefly to analyse the

benefits derived.

explained earlier on the importance of the indus-
trial sector both the pioneer sector and the non-pioneer sector, as a
means to further economic development, Also it was seen that in Malayeia
there is a large supply of domestic private capital waiting to be invested,
Tt can be stated that though there may be an abundant supply of domestic
private capital, it is by no means enough for greater and more rapid
industrialization, The demand for more private foreign investment in the
industrialization process hence cannot be denied, It should also be noted

that the fear of having too much private foreign capital may result in
industrial sector is misinterpreted in terms of

foreign domination of the
development planning and also it should not be regarded synonymously
with the features of colonialisms

of national economic benefit, the essence

of the case for encouraging an inflow of capital is that the increase in
real income result from the act of investment is greater than the
resultant ease in the income of the investors. The benefits can

accrue to:

It has been

From the stand point

a) domestic labour in the form of higher real wages; |

b) consumers by way of lower prices;

govornmcnt through higher tax revenue; and
through the realisation of external

¢) the

d) indirect gains
economics.

a developing country, the inflow of
significant in raising the productivity
so allow a larger labour force to

of ¢ of labour but may al ,
a given lmoxi;oothe penefits derived to the recipient country not only

For example, Malaysia

“G.H. Meier, "Leading Issues in Development Heonomics™, pps
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DIAGRAM 4.3

FORETGN INVESTMENT; TOTAL INVESTMENT, CALLED-UP
CAPITAL AND IOAN INVESTMENT
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capital and foreign exchange but also managerial ability, technical
personnel, technological xnowledge, adninistrative organisation and
innovation in products and production techniques - all of which are in
short supply in Malaysia, Private foreign investment may also serve as
a stimulus to additional domestic investment in Malaysia, Hven if the
foreign investment is in one industry, it may still encourage domestic
investment by reducing costs or creating demand in other industries.,
Moreover, when the foreign investment is an industry makes its products
cheaper, another industry that uses this product benmefits from the
lower price. This will create profits and stimulates an expansion in

second indusiry.

Hence the need for greater foreign participation camnot be over-
ruled, Since this fact is undeniable, why is it that private foreign
investment and mot public foreign ¢apital or inter-governmental lending
ie advocated, According to Meier, he said that "although public foreign
capital has been the dominant source of international financing of develop~
ment, increasing attention is now f cussed on the contribution that might
come from foreign private sources",” Public foreign investments are
seldom meant for direct investment into industries with the profit motive

¢ lending not in the form of grants only

in mind, Moreover foreign publi
when these funds need to be repaid with

means gome burden in the future
interest and the extent %o which foreign loans can be serviced or repaid

can be saved domestically in the future,

will have to depend on what :
On the other hand, there is not such much obligation involved with the

inflow of private foreign investment.

aince the demand for more private foreign investment into the
industrial sector in order to accelerate the pace of industrialization,
many new policies have to be made by the Government, The new policies
advocated by the writer will be discussed in the last chapter, However,
it can be stated briefly that the central problem now is for Malaysia to
devise policies that will succeed in both encouraging a greater inflow of

i for that matter
riv ? n eapital into the pioneer sector, or "
zhe :;21e°§§;§5tr1£1 sec ing that it makes the maximum con-

tor, and ensur
tribution feasible towards the developument of the country's development

ohjectives.
Conclusion

t has made an all out effort to encourage the
The Sapunts The wisdom of encouraging

tal into the countrys
flow of foreign capi dustrial sector may well be questioned.

a growing i
;:::if: o;:eizhtﬁd:§i‘b§: that direct inveatment‘by foreign investors is
. quick'way to industrialize put it must not be forgotten that this is a
costly method, and yill encounter the problem of an increasing outflow
of profits 6n1y a portion of this net profit outflow of thg foreign
’ t capital inflow. This can

ek in the form of a ne
tzv::;z::aii; ::::o:: since there is no law in Malaysia that restriets

5Ibid. ' P01!*90
quarterly Bconomic Bulletin, December

6B.nk Negara Malaysig,

1968, Table VI.7y P70
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the outflow of foreign capital. The policy of inducements and encourage-
ment to foreign capital by the Government is like 'holding open the door
of a bird cage in the expectation that more birds will fly in than out’, 7
But then it is undeniable that there is a need to import foreign capital,
Or it may be argued that the Government would be better occupied in
devising measures to reduce the outflow of capital and to channel what

it can into internal investuent., Whatever it is, greater foreign capital
inflow is needed to accelerated the pace of industrialization, even¢hough
there may be a cost involved.

Whatever the system should be, we have seen that foreign
capital was responsible for more thanm 50% of the total capital invested
in the pioneer sector, It must not be forgotten that foreign investors'
capital is not the only benefit Malaysia's industrial ‘sector receives
but 2lso their initiative and technical know-how,

n.c. Puthucheary, "Ownership and Control of the Malayan
Econony™, p.159.
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CHAPTER V

EMPLOYMENT

Introduction

For this chapter the analysis on employment will be made on the
basis of the date of pioneer coupanies available in the Survey of Manue
facturing Industries in West Malaysia 1967 compiled by the Statistics
Department. This is the latest of such surveys carried out by the
Statistics Department, and here the analysis will be for the period 1959

to 1967 only.

The labour force is being classified into 3 types of labour or
rather the employment status of the workers are divided into 3 different
types according to their working duration and congitions. They are fulle
time workers, part-time workers and home~workers, Full-time workers
refer to those who work not less than a six-hour day or more than 20 days
a months On the other hand, part-time workers refer to those who work
leas than a six~hour day or less than 20 days a month., Home-workere are
those employed by the manmufacturing establishments but working in their
own howes rather than in the factories employing them. In the tables of
this chapter home-!orkers are classified as part-time workers, In their
industrial status, that is, the kind of work they are employed to do,
are classified into managerial, supervisory, technical, general, elerical,
factory and home-workers., Faetory workers are those employed directly
by the company and those employed through labour contractors.

The total covered industries in this chapter is taken tg mean
the combination of the pioneer sector and the nou-pioneer sector.” All
the pioneer companies are included in this survey but for the non=pioneer
sector not every one of the manufacturing establishments are included
but the majority of them are covered under this survey.

Growth of Employment (1959~1967)

The growth of employment in the pioneer sector, both for part-
time and full-time employees can be seen in Table 5.1 and Diagram D.l.

1Definitions and classifications are by the Statistics Depart=
ment in their Survey of Manufacturing Indusiries in West Maleysia, pe Xe

albido’ PeXe

}The term 'total covered industries' here is used interchange-
ably with the term "manufacturing sector' by the writer,
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MO B TR N T B U G e 0 R O 0 S SR ST A SO R R U 0 M 1::3:-.-::-:uurmmn-rrz::.:munm:asaaauazuaamutummmum s
As At 3lst December
1959 1960 1961 1963 1965 1966 1967

Nos | ¥ Howe # Noge % lose % |Nes. % Hog. % lowe %
233;3: 9648k | 2,149 | 95,94 | 3,081 1 95,24 74042 98,99 11,953 | 98,39 [15,895 | 98,31 |18,782 | 97,10
Part-tine
Knpﬁi.d:. 3,16 o1 b o 06 154 by76 129 1.0 196 1,61 272 169 561 2090
ing howe '
workers)
— )
Total 11,296 100,00 | 2,240 | 100,00 34235 100,00 7,474 | 100,00 100,00 | 12,149 | 100,00 16,067 | 100,00 19,343 LMD.OO

i A —

W e e

TABLE 5el

GROWPM TN TOTAL IMPLOYMENT OF PIONGER COMPANIES (1959-1967)

source: OCompiled frem data availsble in Survey
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Over the period, 1959 b0 1967, there was an increase of 18,147
employees engaged in the pioneer sector. This represents an average
annual increase of 186.58% over the periods By contrast the average rate
of annual increase of pioneer compauies over the same period, from 18
companies to 126, was only 87,54, This tremendous rate of inerease in
the number of persons employed over the years reflects the importance of
the pioneer sector in its capaeity to absorb the labour force. From the
est rate of increase in the

table it can be seen that although the great
which recorded an increase

nunbers employed was between 1959 and 1960,
of 72,84%, but actually the rate of aumbex of works inerease, quantity=

Wise was only O4 personss Wnereas between 1966 and 1967, the rate of
percentage increase in employment was only 20438%, bub the inerease in

the nunber of persons euployed was 3,276 parsonse This means that although
in the earlier years of the period under discussion, recorded a greater
yearly increase poroentago—wise. the important years were the later years,
where the increase in the number of employees employed was in much greater

proport i0na

A careful ohgervation of Tavle 19 § peveals a posilive relation=
ship betwsen the rate of inerease © ulletine workers and the total number
of workers employede Not only is the rate of inerease of full-time
employess and the bobal gunber of employees from year to year very gimilar
but alseo that the average apnual inerease Wers slmost the same, The
average annual increase fof the total employuent Was 186,58% yearly, and
for the full-time workers aversse annual inorease rate was 187.07% per
year, However if @ comparison is made with the innr?aso of part-time
employees, thore was 2 marked difference petween their rate of ineresse in
the number employeds In the yoarly rates of change of pert-time employees
there wers periods when if recorded a decrease in the mumber of part-time
workers employed. Ibese 1961 and 1962, where the

periods were petween 1964 :
decreased rate wes 21,71% and petween 1967 and 1964 whenllt experienced
a decrcase of 2Le71be Moreovery for the other periods wnere there were
e total nuuber of part-time workers

increases instes

rease sod of deer

employed, the rates of inoresse vere "”f,i e .nj;lie:mn thos: :11: £
full. ¢ the total employeese hose Reaxt A%
time employees ° . oopbant than part-time

Without doubt full-time employees were more iapo
euployees, ‘“3‘ oA that they formed a greaner pexrt of the total employ=

Rent but also they influence the total labour force movement.

4 ¢ full-tine employees between 1959 to

190, 1960 f’;‘lgz;“{;ﬁﬁ'%;, o 1963, 1963 Yo 196k, 1964 ko 1565
196540 1066 aud 1966 t0 1967 oo, 13,37, 50.60% SLIL%, 08
21,24 52 o8% and 18 16% respectivelys The yearly inerease for the
} tad . game periods under comparison were 7.0 8H%4

Overall total employme gﬁ' 59,25% and 20430% respectively.

b b1y, 47,420, 50035% 38
rt-time euployees for the

> rease of P&
“he yearly g 1£é:;c above footnote, were 1.95%, 69+23%,
1064259 respectivelye.

Periods between the years as
~21 435, 6,61%, =2Le71% 9 2060y 38,88% and



From Diagram 5.1, the upward movement of both the pioneer

companies and the total mumber of paid employees san be meen, In 1959
with pioneer certificates employing 1,296

there were only 18 companies
employess both on full-time and part-time basis. This gives us an average
of 72 workers per companys BY 1067 there were 126 pioneer companies

~time and part-time basis., Thus

employing 19,343 workers, both on full-t} v
& company had =n average of 154 workers, This means that over the years

wnder 'discussion', as the mmber of pioneer certificate holders inereased

the size of these new companies 8180 inoreased in terms of their employ-

ment capacity. By 1967, an average pioneer company employed twice as

mAny workers as an average e in 1959, To be more precise, there
Firstly, as mentioned, the

are 2 possible explanations for this trends
slze of the new ploneer firme tends to be bigger than those eatablished

earlier, The reasons for this will not be argued here. Secondly, the
reason may be that as time goes by, the existing pioneer firms grew larger

due to longer establishment and penee their employment capacity increased.
years coupled with the estaolishment of

This cumilative effect over the
new companies, thus enlarges their labour force capacitye
As wes mentioned esrlier and can be seen in Table 5.1,

by 1967 not enly has the number of full-time workers inereased greatly

but also that the demand fof part=-time workers has decreased. Tn 1959

the part-time workers forn 3,16% of the total labour force in the pioneer

sector, By 1967 this amount dropped to a mere 2.9%, It went as low as
for the years 1963 to 1966, This

less than 2% of the whole labour force .
and the above paragraph means that as the size of a coumpany

conclusion,
imroasoa’ the denand kers decreases.

for part-time WOT
Tmployment of Pioneer Cont e

Comparison of the
To Totai Covered industries
1early,

Observing Table Be2 ©
Tirstly, it oan be seen that the inereases in the number of
ploneer companies compared to the total covered industries over the period

1959 to 1967 is less than the increase in employment for both full-time
ompanies as & percentage to total

and part-time employees of pioneer ¢
cove yerage amaual increase in the pumber of pionger
red industries, The &Verds I A ustries vas auly &

com ¢ of total cov
panies as a percentag inorease of full-time employees employed in

Meany annual
the pﬁi::rtﬁc::;rz.l ntage to the total covered industrics was
84,379 which was almost twice the rate of iucrease of the nunber of piouneer
companies to total ¢ oyered industriess The average yoarl:!' inerease of
partetime workers of the ploneer gompanies a8 & contribution $0 total
Covered industries was however aot as rapid as te increase in the full-
time cuployess. The average annual iperesse WaS only 4hed6 which was ag
x ¢ the pionesr onpanies to total govered

alow as the yesrly inerease o

———

3 deductions can be reached,

6 ”und.d up to the Mﬂr@uto

Figure
7Dorivod frou the following galculations

(3;:100)48
- b =



PABLE 5e2

CONTRIBUTION OF PIONEER GOMPANIZS TO
INDUSTRIES (PERCENTAGE)

POPAL  COVERED
RO :x:;:::u:==:xz;:zn:u;:T:usna::nu;:;::":;”;:i:"g;:;:’::“mm“
Year Number of — =T M&M ’
Igtablishments Full-tine (MI“M
Home=Horkers)
1959 Led o -
1960 2,0 % o
1961 248 6.8 e
1962 2.9 - W
s 5.6 12,0 be?
i oy 1543 3ok
1965 3.6 1547 5e3
o G 19.3 63
1967 be3 et o

data available in Survey of Manufactur-

Source: Ektractod frou

ing Industries 1967+

industries, Nowever 88 was mentd in earlier paragrapisy the parte
time employees in pioneer coupanies formed only o minority and less
important role in the total t aspeche The slow rate of increase
0f part-time workers in the pioneer companies especially when coupared to
the rate of increase in the total covered industries was because most
ploneer companies were wd'ﬂu.d {ndustries and hence the need for
unimportants

partetime workers and nome~workers Was
o tion which 18 the most importants revealed
The second observa D ee of the o

that slthough the pioneer companies form & small perc
Covered 1,,2&“1“’: the eap nt aspect of it however is not as
negligible, In fact, ©8 {ally in the late years, the total enployment
in pion,,r',m,nm'h,,.m, o inportapt festur® of the memufacturing
Sector, Since the proportion of full=time euployess 18 sugh greatex and
thocotoat than the part-tise SSFLOISCe ne ho piouser seotar, the asalysis
Wunmummmummﬂu-tm”mﬂ-

u65"



In 1959, pioneer companies formed only 1.2% of the total
Govered industries and employed 3.2% of the total employment in the total
covered industries., This was about 2)2 times greater than the number of
ploneer companies in rms of contribution to total covered industries.
By 1963, the number of pioneer sirms formed 3.0% of the nanufacturing
sector, an increase of 2.4% over & PeriOd of 4 yearse But in the employ-
ment of full-time employees, the pioneer sector employed 12.0% of the

total employees in the nanufacturing sectors This was slightly less than
pioneer industries to total

3% times the proportion when conparing total

manufacturing sector. This means thab although the pioneer sector formed

only 3,6% of the total covered {ndustries, its employment capacity was

12% of the capacity of the total covered industries. By 1967 the number
the total covered

of pioneer firms inereased its proportion to bo3% of

industries, This means that from 1963 to 1967, 2 hoyear duration, the
n compared to total covered

percentage inerease of pioneer companies whe

industries was a mere Os7%e not the important point. The

important fact was that the pumber of workers enployed in the pioneer
tries increased by 2 much

sector as compared to the total covered indus
its share of employment to total

groster proportion, To be precise

¢overed industries.inereas 124 in 1963 %o 21.6% in 1967, an increase

of 9.6%, as compared o only an increase of 0s7% in terms of the number
this meant that

of pioneer companies to0 total covered industries. Again
n the nenufacturing sector one was

by 1967 i
s out of every 5 employees :
Suployed in the pioneer sgetor ghich consisted of only 126 firms, wherease
tor employed the other i

the other 2,034 a ~ploneer se¢
i companies of tne non~p
Workers. S;nco the total employment of the 126 pioneer companies was

19,343 workers, the average .mploymcnt capacity of.each firm was 154
workers, On the other hand there was 2,835 firme in the non=ploneer

Bector employing 72 yorkers, which give us an average of 26 workers
per fim,a o%;gﬁ ;razﬁi t . ioneer companies was not

hat the punber of P
d to the whole manufacturing sector,

inereasi when compare
ing very rapidly ity of the piomeer companies was

but rath 1o
- Sk S04 pence thelr jnportance in terms of contribution
It also proved that the

inoreasi
ng very greatly and
in abgorui Labour forces
the unemploye in the -
Average ;;25 o?ethe.fzrmg in the pioneer sactor was bigger than those in
the nonepioneer sector, go long a8 the ity of firms is

Used as a criterias
nce between the proporiion of

the differe
hnnd;n..r gector 0 the whole mannf;;turing sector
in . ¢s and number of paid employees was not
terus of nuber of establisiie in the later period of the years under

80 great, This wes especi
di ™ , joneer gector enlarged itself, the
scussion, This meant uat a8 60 7 4 but not as greatly or rapi

Rumber of part-time workers 2180
48 the iuc?f:;. of full-time employees in the ploneer sectore.

————

On the other
part-time workers of the

nts covered in the manufacturing

8 1ighme
Total nwubﬂ' of Ostabli' o piomer compwi"s ag for 19670
for the same ear was

Sector vag 2,061 of which 120 of thes
of then

el el S v ‘ct“rinfi;:O:::k.ra and 19,4
92,286 workovs. botn full-tine & part- ol AN
Ire working in the pioneer firms = Refor to Survey o == g

Industries 1967+
arest.

corrected to the né

9F13urol are
- 66 =



The third observation that can be made has already been
mentioned partly in the earlier part of the chapter, From Table 5,2
it can be seen already that the inerease in the proportion of fulletime
employees of the pioneer sector comparsd to the overall industrial
sector was at a very rapld pace. It formed 3.2% of the total covered
industries in 1959 to 21,6% in 1967. This was at a much more rapid rate
than the inerease in the employment of part-time workers in the pioneer
sector, It formed 2.9% in 1959 and inereased slightly to 10,5% by 1067,
Several reasons may be given to explain this phenomenon as to why parte
time workers increased et such a slow pace in the pioneer sector when
compared to the total covered industries and slso why they fermed only
o small portion of the workers w the pioneer sector compared to the

manufacturing sector. i

in the nonepioneer section of the mamufacturing sector, there
are certsin industries that employ large numbers of part-time workers.
Such industries for example are the pineapple canning indusiry and larger
rice wills and also those whose work is concerned with the remilling
and processing of rubber off estates, The first 2 indusiries do not
operate the whole yesr round but ounly during certainseasons when they
work full~times So on an average throughout the working period of the
whole year most of them are considered as part-time workers. In
indusiries dealing with the remilling and processing of rubber, most of
them do not work the whole day., [Their work is such that they do not
work a normal working day in terms of time emd duration. On the other

hand iu the piomeer sector, there is no existence of such industries that
workers, or rather the relieve on them

have to rely solely on part-time

is not so greats Here euployees have to work all the year round without
any interference of seasons. Another reason to this phenomenon is that
in the non-pioneer sector there are certain industries that resemble the

workings of handicrafts industries or cottage industries, In these
industries they employ mostly part-time workers because the work is not

on & full-time basis. It may be that the work is done after the normal
working hours of the worker and this part-time work is the worker's second
occupation. As was earlier mentioned, an average pioneer firm is much

larger then an average non~-pioneer firm in terms of their employment
firms demand much more labour

capucity, This means that these ploneer

than an average nonepioneer firm and thus their demand for consistent fulle
time labourers is greater than part~time workers, by logic. Lastly the
pioneer industries of which more than 50% belonged to foreign investors

in terms of investment, are well modernized with modern planning, producing
and selling systems which demand the workers' consistent consciousness.
lere, specialization is the key to modern production and speeialization
demands consistent regularity at work which only full-time workers can

qualify.

Duployment Status }
status of the paid employees of the pioneer

The employment
sector was classified into full-time workers and part-time workers whieh
included home-workers, Under the Company's Act, "the .« + . employnent of
unpeid workers is not sllowed”. All employees hence were paid employees,
In this subesection, a short analysis on the employment status will be
attempted, as this was done partially in tne preceding paragraphs and
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"‘l:: will be treated in the paragraphs following this sub-section., IHow=
the employment status of the worker will be analysed in terms of

employuent size group as seen in Table 5e3e
TABLE 5eJ

EMPLOYMENT STATUS OF PIONEZR COMPANILS BY PAID
FULL-TIME EMPLOYMENT BIZF=GROUP

i e s mher of Paid Enploees at L1267
Employment Number of
Lsiﬂ-Group Eltablilhlont* :}‘1“1‘ Percentage f:::" Percentage
Under 20 9 107 0458 3 0453
20« 29 6 152 0,81 75 13,37
30 « U9 17 659 3.51 113 20414
50 - 99 % 2,648 14,09 163 29406
100 - 199 29 4,182 22432 7 1.25
200 - 499 25 7,939 h2,27 165 29,41
ﬁ and above s 3,085 16.42 35 L
_Eotal 126 18,782 | 100,00 561 100,00
mﬁW‘. from the Survey of
full-tine employees were concerned,
with 200 to 499 workers,

From the table, as far 88 P

:ﬁ; greatest number of them were OIPIJ-:;: dn:ﬂi: th: ploneer sector Second
ch total emp. 0 ' .

formed 42,27% of the ch was responsible for employing

Ve the 100 Loyee size-group whi
22.32% of throtizzl.:grkzrlo The third largest enployee of full-time

Worker ¢irns with employment size of 500 and aboves The three
Of these enplopnent sise-group cLossifioatOm have 58 firus in it Tae
tion

in T umber of full-time employees
term , - capacity e N -
'.PJ.Oyo: ?; ::ft:y:zr:. $o im’:rcm. However ktl:cro.::; g:d.:::p -
W) ; ¢ workers employ
pere the firms whioh .lploycd ;:icd to firms under other size-group.

i firus under this euployment

¢ total pumber of workers co"
were ouly
suployees each. lio doubt

b explanation is that $B€T® U0 oo op 77
Ze-group but employed 02 ’;i:;s nay employ more workers but then their
Firms which had less

other emplo; u
ployment size=-group uch less

a irm was u ‘

""f;o n:::::r:‘i:oit.: p{:; ‘: ] 18.99% of the total nunber of workers
the pioneer sectors
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Meanwhile, the employment of pert-time workers showed a
different trend. MNo poasible specific explanation can be given to intere
pret this trend, Fimms with 50 to 99 workers and 200 to 499 workers
eployed the most part-time workers. It could not be that these 2 groups

though together there are over 61

have the most mumber of firms in if,
firme because a firm with 100 to 199 workers in it employed only 1.25%

of the total mumber of part-time workers in the pioneer sector and
this group consisted of 29 fimms.

Labour Force Gomposition and Industrial Status

The composition of the labour force is divided into male workers,
16 years of age or child workers. The

female workers and those under
industrial status on the other hand classify workers under 4 categories
of workers. The first group or classification are iose managerial,
technieal, supervisory general and clerical workers. The second group
e those directly employed fagtory workers and the third group cousisis
of those factory workers oyed through gontractors, There is a fourth
group which as olassified earlier as part :f :h:upar’;-:;me :g;’kers.. are

t OG-, while oyment status of the workers,

why orkers, Kean e e ime basis is also made

Whether they are employed on @ full-time or part~t
use of to divid. the composition of the workers and their industrial

Status into 2 definite main groups as can be seen in Table 5.4,
rned, 18,782 employees

As far as full-time workers were conce
Were employed under this classification 1t 1067, Out of this 18,782
euployecs, 70.49% of them were male workers, 29+29% of them femal workers
~nd the : t ere 0 consisted of workers under the age of 16.
s A : classification by industrial

Those workers classified under th:nd 13,14 of them wonen. Siars WrS
As for those

stetug, 86.86% of them, were men
“ under 16 years of azo.
classifieation 34 ,85% ware women

no
worker under this Gl 83% of them vere nen,
Meanwhile for thosc in the

in the second classifications
1d workerse
vhils the balance of 0.32% :::: c::“ is, those factory workers employed
POTRTET 19,05% of then women and

thi
rd claseification of of them wers mem,

through contractors, 80.95% od that those full-time workers, no matter
in, women formed a smaller

I child vorkers. Tese P atus they were
mJ:i::teE;ry :li 1::1u:twr:rkorl. put formed a bigger majority e s
S legs than 16 yeors e

Workers whose age were
or industrial status did the male
”r:::.undcr 16 years of age were wostly
28,16 of them were in the first category

" he third categorys For the

rked in the first category.

What category of
Workers, female workers ';1:. ¢h
employed in? For male workerse ¢
Of work, 67,44 in the second and 4;?;; oo
;Omale workers, 2 aull"":-:“it’ ed in the first group whereas the

ere only 10,25% of them the
Bajority of them, 87e ”""f::m first categorye
&naller majority still :‘l’i'l": them worked in the second category of
und o factory workerss
ooer 16 e o1 4 2 el et # D0
$o part-tine gorkers, there Z’:ﬁr:::k;;'i::uatrhl

N With regard s statusy yorking under o e
his category of GP1°7"“”| sory of yorkers more than undex

Statug, It had one
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TABLE 5.4

PIONEER COMPANIES LABOUR FORCE COMPOSITION AND INDUSTRIAL STATUS: 1967

3.‘.2.:’.88-“3““"3”'—:8:83”3&‘2'2.:-3'*§I=!888ul

S Rp i BETIR T T AT AR RS I S R R R s A R

Number of Workers &8 at 3lst December 1967

::unu:mmmxuummnnm

Industrial Status Men Women Under 16 Years of Age Total
Numbers Percentage Numbers Parcentage funbers Percentage
Mull-Time Workers
a) Mansgerial, technical, supervisory, = £ i
general nx.xd clorical’workera 59728 28,16 564 10425 1252
b) Directly employed factory workers 84929 R 4,800 87426 ha 100,00 13,771
6) Factory workers employed through 582 k40 137 249 = ¥ 719
contractors
Sub-Total 13,239 100,00 5¢501 100,00 42 100.00 18,782
Part~Time iorkers
a) Monsgerial, technical, supervisory, 11 5.85 x & 2 g 1
general and clerical workers
b) Directly employed factory workers 9 k7,67 212 6347 39 100,00 341
¢) Factory workers employed through 86 45,74 116 34,75 i - 202
contractors
d) Home-workers 1 0454 6 1.80 - - -
Sub=Total 188 100,00 334 100400 39 100,00 561
Grand Total 13,427 5,835 81 19,343

available in Survey of Mamufacturing Industries, 1967,

Source: Compiled from data




Out of the 561 part-tiue workers,

;;'i" This was the home-workerse
W51% of them were male workers, 59.54% were female workers and 7.95%

were child workers. By industrial status those under the first classi-
whereas those in the second classi-

fleation of occupution were all men

feation, men formed 26,39% and & bigger pajority of the, 62,177 were

Nomien, ad 1astly ehild workers formed only 10,446, Tor those fictary

workers who were employed through contractors, that is, the third
ification, 42.57% of them were meR, 57.43% were females and noua

of then were workers less tham 16 years olde As for those home-workers,

the rest, 8572k of theu were female

only 14,26% of them were mel, those part-tim k
as o e workers were

::rkers. ALl these proved that as far
neer ned' wouen workers fomd a bi“.r m&jor ity in the total emplom&ut‘
than men workers aad those workers less

workers wers more important
16 years old, Child labour formed only & negligible part of the
Part-tine workers in terms of ﬂp],nyn.nt status, labour composition and
trial status.
The category of workers by jndustrial gtatus that men workers on
Partetine basis, a greater part 8¢ to be in the second and third
Sategory of occupations, with none of them in the first group. As for
workers under 16 years of 38% they were only employed in the second

ification of workerse
ag far os full-time employees were

Ov status
erall by industr an o; the whole labour force composition
73,326 in the second

Songerned, 22,354 of those workers
Vere in tl.:e fir : cate by industrial status,
v
Sategory and }.gj% verfﬁ the third categorye As for those part-time
Workers, 1,96% of those workers Wer’ under the first category, 60.76%
of them in the second }6% were in the third and Only 1026% of them home
Yorkers, If taken on'an average, that is, the coubiuation of both part=
tlae ang full-tise workers, in the first category by industrial status
Consisted of 86,80% of male workerss 13.11% feuale workers and no workers
Wder 16 yours old, For the second categoryy 63:91% ¥ere U 135'527‘5 wire
VOGen aud 0,57% were Workers yOunSEL than 16 years old. mf‘: 1’1‘1 ﬂt‘”’
t‘ctory workers t)mt were ..ploy‘d throw contr”t:;sg kﬂr @ hird
Sategary, 72,53% were ey 27 A7% were T ‘:dzg ; x vo: zewsmen and
yesre of age. Lastly those pone-workersy 14,28% of them we
® rest fomale workerse
por of workers in the pioneer
On the whole, out of the total W the mal ke
8e ’ t-time pasis, the male worers
&:;::' 68():;;2;3:},? 1::3; e w:nde;.iuon and the female work:;s formed
30.17%% of .it. Ouly & nogligible usber 0f ;2";;;% :;efhe b
Sployuent to be exact, Were workers under y
pasis of euployment status, that is
thos If a comparison 18 .“;t O:Ma:hm under part-time employment,
@ 4 9,
.".munder fulletime employwe through the apalysis in the preceding
deductions can be “‘.’“I in the first category of work, by
m'«snpha. Those who Were voﬂdl’:m gon as far 8s full-time employment
ustrial status, 86e of th'z% gere Wouen workers, Howevery for the
"8 concerned and the resty 13.1 time basis, only men were enployeds
S category of work on & part- omprised of 2 greater
In the second category of works women age were under 16 yesrs where parte
8unt than men workers and those &

"



time employment was concerned. Women workers formed

for this category of work, while men formed only ze.332:17§;°§L:h§t;::ker'
hand, for the same classification of industrial status, but on full-
time bhasis, men workers were more than women workers b; 19,98%, Those
under 16 years of age agein formed a negligible part of the total, For
the third category of work, again there was a difference bétween fullw
time and part-time employment. Men workers formed a greater majority on
full-time basis, but women formed a bigger majority en part-time basis,

No worker was under 16 years of ages

Lastly by industrial status, both for full-time and part-time
workers, 22.25% of the total employees of the whole labour force composi-
tion worked under the first category of work. 4.76% of them were in the
third category of work and 0.14% of them were home-workers, The greatest
proportion of them, 72.,85% were in the second classification that is,
those factory workers who were directly employed by the factories,

Having analysed the employment aspect of the pioneer industries
in such great detail, and some conclusions drawn, there are still further
deductions thet can be made regarding the following questions, By labour
force composition why was it that men workers formed a greater proportion
than women workers where full-time occupations were concerned? Uhy was it
that where part-time occupations were concerned, women workers formed a
greater proportion than men workers? Why was that workers under 16 years
of age or child labour existed in Malaysia and why was it formed only
a small portion of the total labour force? Lastly, whey was it obvious
that overall, men workers formed a greater portion than women workers?

Men workers were more bhan women workers in full-time occupations

(70,49% against 29.29%). There are several ressons for this trend, As to
be expected in most countries, the greater percentage of employees are
men, as they are usually the bread=winners of their respective families,
Women by nature sre often confined to their homes. Some of the work
perforn in the pioneer industries as well as other industries may prove
to be too rough and tough for women and ¢hild workers. Where works that
require a great deal of physical exertion or long hours of work, and
jobs that are performed in odd hours of the day, women workers find theme
jobs. Again, the place of work may be

selves unable to qualify for such
far away and transportation to and fro for work may be difficult, hence

women may be more reluctant than men to be in such work,

yhere part-time works were concerned, there
was a greater percentage of women workers than men workers (59.54% against

33.51%), There are several reasons for such a phenomenon. In euch cases,
d with the aim to supplement the

part-time women workers usually worke

family income, to make ends meet or to enjoy a high standard of living.

Such part-time work are suited for them since the duration of work is

less than 6 hours a day or less than 20 days a month. This will enable

them to have time for their home work when they are not working. Another
that home-workers are considered to be part-

remson for this phenomenon is
bigger proportion of this category of work,

time workers, Women formed a
This type of work will enable them to perform their house work and at the

same time earn an extra income by performing their work in the house.

On the other hand,
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CHAPPIR VI

REVIEY OF INDUSTRIALIZATION POLICY

Introduction

During the Second World liar the Malayan econony was at a stand-
still, All forms of production, agricultural and menufacturing, was
either stopped completely or production was at a much slower pace than
pre-war production capecity. The first few years after the Yar were
spent mostly in rehabilitation and roadjustment of the stagnant economy,
Although most of the effort and energy were geared towards this task,
the progress was very slow, This was due to the rmeh lower per capita
income, & smaller nusber of trained persomnel, the stagnation of techni-
cal development during the war period, recovery was thus slow. Produce
tivity per head was very low too, However, the Govermment's role in
planning has not been forgotten. Wven before Independence, despite the
congern with intermal political stability and security during the so-
called omergency period, economic growth took precedence, In fact the
emphasis on growth aroused the eerly interest of the Govermment in
planning and led to the formulation of the First Five Year Plan (1961«
1960) followed by the Second Five Vear Plan (1961~1965) for the Melayan
States, With the formation of Malaysia, existing plans for the constie
tuent member states were integrated into the current First Malaysia
Plan (1966-1970).

The reslisation for the need to quicken the development of
industries and their exports became sll the more urgent as the prinary
producta=based exports were increasingly losing their dynasic vigour.
1958 saw the introduction of the pioneer holders' certificate with the
ainm of promoting and encouraging the setting up of *pionser' factories
in Malaya., There was, however, one great defect in this Ordinance which
uaz dus to the short-sightedness of the planpers coucerned. This Ordinance
was drafted with the aim not to promote export-orientated indusiries but

Plang drawn up were of short-tern

ratler hlport-mbntituting industries.
term basis, This defect of the Ordinance was not

; f lo
:;:i;':dnd bym:h: pla:grs for the next few Ordinances until in 1968 when
the Investment Incentives Act (Relief from Income Tax) wes passed that
this mistake was corrected and export incentives for the first time was
ingorporated in the Acte 8o it was only after a lapse of 10 years from
the introduction in 1958 of the Pioneer Industries (Relief frou Imcome
Tax) Ordinence that a conscious effort was made to promote export-
orientated industries, larlier, the major orientation of the Ordisance
and the subsequent ineentive instrument was mainly on import-substitu-
tion industries eatering for the domestic market.

lﬁn:ltod Netions "Zeonomic Survey of Asia and Far East, 1965",

pel55.
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Malaysia's {ndustrial outpub recorded o significantly high rate
£ of the 19608 but its share in the Gross

of growth during the first hal
remain nevertheless relatively small, The share

Domestic Product so far
ctor to G.D.P. at factor cost rose from 8.7% in,

of the manufacturing se
1960 to 10.8% in 1965 and employing ouly 6% of the total labour forces
Similarly, exports of panufacturers and seni-nanufacturers although
they have grown rapidly in the past, 80 far constitute only 2 small
fraction of overall exporis. Tn addition, the projection of exports
over the period 1966-1975 indicates & narked slow-down in theig growth
rate reflecting the 1ack of dynamisu in industries in general.

Recommendations for Policy

Mo industrial growth of the economy at present 1s not as rapid
estment in these new

as was desired, The inorease in its capital inv
industries, the employment capacity and its output capacity forms only

a small percentage of those in the whole mapufacturing pactor, Eleven
long years have pussed since the introduction of the Ploneer Industries
(Relief from Income Pax) Opdinance in 1958 to December 1968, and there

are only 142 pioneer cou o5 in operation. A re-orientation of the
y its ineentives, is neededs A

whole industrial progromme, ©

new and more ambitious progremme with far-sightedness in long-ters
planning is the answer to the golution. With this aim in mind, the
following recomnendations are eugzesteds

Goverament {nitiative is definitely needed to replace part of
pot only o accelerate the growth of

the present private initiative,
rtance of the industries. Ye shall see

picneer sector wat also the impo
how Government indtiative is neoded in policles regarding ownership of
sovelgn assistance o industry, selection

industry, policies regarding
of industries and so One 1B easence, the main theme is that the Govern=
ment should play the key role in the industrielization process snd not

the privete investorss

Ownership of Capitel
ndustry have & hearing

Firstl 1icies regardl
2 or industrial growth. In Malaysia as

on the structure of industri;sth -

mentioned, the development of the ndustri

entirely ;o the private sector whereas in countries 1ike mainland China,
operated by the State, Malaysia ghould

all industries are owned and

follow other gountries 1ike Taiwan, Indonesis, Philippines, Iran andq

South Korea where they paintein & position between the two extremes.
d a leading role in developing

In th untrics the Government playe
N e 8 abstituting industries such as cement, fertilizer,

gome key lumport-6
B
25 ugitro Djojonadiicususoy virade_ond Aid 18 Sebeke’y pe36s

JUnited Nationsy "Jjoint EQA{Q[?!Q@&Q_Survo of rt Possibi-
lities of Manufacturers and §gg§:gggg§anturoru,”Doocnbor 152%, Pode -
-"‘-"""___..-——"“"

“Unitod Nations, wgeonomic_Survey of Asia and Far bast 1965"
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chemicals, iron snd steel, machinery and so on and then transferred

these industries to private enterprises after they have beon developed.
No doubt in Malaysin there existed some of these key industries, but

then would it not be better if the Government has taken up the initiative
years back and hence by vow these industries would have been well
developed, The industrial growth of such industries would have definitely
veen faster, For example, only recently was the sugar refinery plent

and the iron and steel mill begun operations Again there is at present
no industry yet that gamufactures machinery. The Government by playing
such & role does not mean that private investors connot enter into such

industries. In fact the Goverrment would have weleeme it.

3election of Industries

Secondly, the Government should play the important role regard-
ing the selection of industries, There is onc distinet feature in the

pioneer sector, oF for that matter, iu the nanufacturing seckor on the
whole., That is, the {ndustries are not {nterrelated at s1l,” The
achievenents of the {ndustrial progromume S0 far has been quantitative
rather than qualitative. The Government should play & leading role in
tries which place special emphasis on the metal

capital equipment and

of interrelated {ndustries as 8 base

Exsuples of such countries are India ;
the strategy is different but the ultimate aim is the same.
on the creation of an interrelated sece

They have concentrated initially
goods to be follawed by expansion into

tor of consumer and intermediate
heavy industrial development at subsequent stages. In Molayoia, where
almost eutirely to the private sector,

industrial develorment is left

and the Govermment limits jtself only to grenting incentives, obviously,

the short-term plans for industrialization and private investment

praferences, have not been designed Lo create the industrial couplex

necessary for further rapid gation. Thus, although a few

major negeasities exists, guch as cement, Bugar refinery, petrol

and rubber products, mmmmmwfoodwnmmmng,

bevarages, 1ight chemical products and other light consumer goods. S0,

in spite of the active role played by the Giovernment, the results show
not designed to give the

tional were
pero b - 4 1e in economic development. Individual

induatrial sector 2 gtrategic ro
projects wers implenented t0 ueet existing market denands.

Jyor the various types of industrics present in the pioneer
owing their investment schedule.

sector, refoer to Appendix 1II ah
6lhitod Nations, "Boonouic Swrvey of Asia and Var Last 1965"
P.Z}Oo
711:1&.. P.Z”o



"Promotional Status'

The Government should inclue in the Investment Incentives
(Relief from Income Tax) Act 1968, ‘*promotional' status to industries in
the order of their importance to the ecconomy or industrial development.
For example, promoted industries are classified into J classifications
in the order of their importance to current economic development. Dif-
ferent incentives, or incentives of varying degrees will be given to
different classification of industries, OGroup A will consist of such
of such industries like iron and steel, manufacture of eapital equipment,
fertilizer products and petroleum products. Group B includes various
types of chemical and food industries, car assembling plant, synthetie
fibre and plastic products. Group C will consiat all those industries
not classified under Groups A or B. The incentives offered to Group A
investors are more and of a greater degree than those offered to Group B
investors. Meanwhile Group B investors will received more incentives
than Group C investors. In this mamner the Government can expect private
investors to be more attracted to set up factories producing goods
classified under Group A type of industries than Groups B or C as Group
A type of industries offer better and more incentives, ceteris paribus,
Thus, those industries which the Govermment think are vital to current
economic development and industrial growth, or in terms of import-substie
tution or export-sarnings will be classified under the group concern
judging them in their varying degree of importance. However, it must
be noted that their importance are judged against the needs of the current
economy and the industry must be dropped from the group concerned if that
industry has already dropped its importance, Or if the Government thinks
that a certain type of industry in Group B should be elevated to Group A
due to the shortage and importance of this industry to current economie
development it must be elevated without delay.

Common Market and Tariff Contrel

The domestic market within Malaysia is limited and hence most
of the inport-substituting industries' demand for their output is small
and limited, In order that the domestic market is to be enlarged so as
to facilitate greater demand, the setting up of a common market is
advisable, The I.3.R.D. Mission to Malaysia in 1963 stated that ®more
rapid industrialization appears a necessary means of argumenting Malaysia
prosperity and two fundamental conditions for achieving this goal are
the creation of a common market for dogestic product and the judicious
use of tariffs to protect the market,” [Hence it is advisable for the
Governments of Malaysis and Singapore for the initial stage, to establish
a common market for all the goods originating in any States of Malaysia
and Singapore, This implies the complete elimination of tariffs and
other trade barriers to the circulation of such goods insidc the
common markets The application of all these States import duties must
be the same on products originating in or countries outeide Malaysia and
Singapores To establish a common market it is necessary to agree to
include all products which are being produced or mamufactured in Malaysia

8I.B.R.D. (Rueff Report), "Report on the Economie Aspect of

Malaysia 1963", pe3ls
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and Singapore are consused within the area in significant quantities.

As industrialization is oue of the sirategic objectives,
maauiacturing must be protected against imports by tariffs or by other
moans, Domestic and foreign interest alike may hesitate to set up
local plants Lo coumpete against foreign goods unless the latter are
placed at a disadvantage. This is especially the case where the iadustry
will depend largely on the domestic market. The Govermment so far has
been cautious, even hesitant, in its protective tariff pelicy, This also
con be seen in the First Malaysia Plan as it said: '"The Government however
is intent upon ensuring thal no more protection them necessary will be
accorded, for the cost of industrialization to the domestic consumer must
be minimised, The Government is also intent that tariff protcatiog will
not be afforded for periods louger than axe absolutely necessary."

These principles are reasonable and relevani emought but their
application to-date has been timid, Dither Malaysia wants to industrialize
for a price has to be paid by consumers and vested interest or things
mist be left to the so-called ‘free play of economic forces's It does
more hera then good when the implementation of tariffs protection is
done helf-heartedlye The Government mest probably been influenced by
the Kueff Report as it wish 'not to rock the boat',” Tuis argument is
that iodustrial development should mot increase the cost of livinge A
rough estimate by Wheclwright shows that tariff will raise the cost of
imported goods by 29% and then raise the overall cost of living by not
more than Gﬁ.ul‘or the lower income group, the inerease would not be
more than 5% The cost of living would increase most for the higher
inceme groups because they speul the greatest proportlen of their lucome
on imported memufactures. Furtheruore, the effects would be spread
gradually over a mumber of yeews and mol felt imuediately wainly because
tariffs would have to be imposed in stages as domestic manufacturing
developed, Thus, what the Govermment should do is to protect the existing
domestic nemfactures as much &s possible from luported mamufactured
goods 5o 8s to enable the dewestic producers to derive a bigger market.
Assurance must be given to potential investors and those existing mamu-
facturers that the Governsent will use its powers to iupose tarifi
customs if necessary and without delay to protect them.

Public Dnterprises

There is another policy the Govermmeut can adopt directly

vether than to leave everything to private initiative. The Govermment
should adopt a policy of developing public interprise 2s a tyehicle of
industrialization' or the Govermment, if necessary, should subsidize
those public enterprises im the initial stages to allow them to compete.

Opiret Nalaysia Plan (1965-1970) pel32

mm: was stated by Sumitro Djojohadikuswio in his book 'Irade
and Aid in Seb.hs'. For Rueffo recommendations, refer Chapter 7 of

Rueff Report (1.B.R2.Ds Report).

i ¢ ittt
E.L. Vheelwright, 'Industrialization in Malaysia', p.100,
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They can be developed into effective instruments of plamning even
Malaysia ie a nonwsocialist eountry. Countrles like India, Pakistan
and Japan have done this and therefore Malayaia no special cireum=
stances which justify treating it as an exception,™ Political ideclogy
here need not be a barrier because these public enterprises can later be
sold to private investors, as this was done in Japam,

Bolance Rurzl Urban Industrial Growth

In order to decremse land pressure and increase the average
holding of a furm family from the present non-economic holding, increased
mumber of people have to be taken off the land, Malaysia is no exception
in this especially where not only the greater part of the population lives
in rural areas (in the only population census taken in Malaya in 1957 the
urban populatiobm only 26.%% of the total with the rest, 73.5%, living
in rural areas)™” but slso present is the population growing repidly.

This land pressure and non-gcomomie farm holding can be solved by elther
industrialization or by opeming up new land or both together,

Industrialization se far hove been @rried out in the urban
areas or near urban areas oaly. All the industrial estates are near the
big towns and ports where they emjoy sot only better transport, communie-
cation and labour facilities but also easier credit, banking and govern-
mental facilities. This resulted in the rursl areas less developed
having few or nomof the modern factories which would benefit them ia
many ways. This includes employment opportunities for their surplus
labour and a demand for their gricultural products. There ave 2 methods
whereby the Govermment can resort to in seeing the rural depressed areas
receiving the direct benefits of industrialization, One is py offering
a1 #ferentinl incentives® and the other is by direct goverrnmental action
in metting up the factories themselves in such araas,

The Rueff Report statos that differential incentives system might
be justified only 'if a tendensy towards axcessive industrial concentra=
tion with its attendent social cost should develop after several years.'
The Report further contimues that "if axeeasive concentration in one or
two areas, it might be legitimate to duce differential ineentives
to encourage a better regional growth!,”  This argument wey be valid in
countries with a fairly homogeneous political unit without sericus sthnic
difference and a high degree of mobility of labour, For Melaysia it is
pot valid as there are great regional and ethnic inequalities in existence.

The Government should seriously consider offering different incentives
and establish specisl regional development authorities for such under-

developed depressed arcas.

RSyed Waseem Ahmed, 'How Can We Promote a More Rapid Industrial
Growth in Halwn'. W. Vols 8. P05190

Dgumitro Djojohadikusuno, opseits, peb7s

I“Rutff R'pOﬁ. ggodto' Pol‘h
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Different incentives are necessary to achieve greater induge
trial dispersion and to stimulate a higher rate of industrial partiei-
pation in under-developed rural areas., Unme such type of inecentives can
teke the form of a different tax relief system under a reviewed indus-
trial legislation. For instance the authorities concerned can zone the
country into ‘developed’ and 'under-developed or depressed' areas, To
encourage the setting up of factories in the latter areas, the tax
relisf benefits to be offered must be greater than those given to pioneer
fagtories which are established in the developed areas. For example,

2 extra years of income tax relief period to be gramted to those pioneer
factories that are established in ‘under-developed' areas., In other
words, it weans that as far as possible, the differential tax relief
structure for the 'under-developed' areas should be fixed in such a

way as to more than equate the gains in extra benefits received from
‘developed' aress in the form of lomger tax relief periods with the loss
they suffer as a result of their unfavourable locations. Needless to
say, the Govermment must see to it that the basic facilities like water,
electricity, comumunication lines and a normal transportation system are

available,

The second method of setting up factories in 'under-developed'
areas is by direct investment of such factories by the Government, This
method obviously needs a lot of planning before the actual establishment
of factories, In this case the Government need not worry of the diffe-
rential tax system at all, It is, after all, public enterprises and
will benefit the public in general., The Govermsent need not worry of the
profit motive at all since the main aim in setting up these factories
are not to make any profit but rather help the under-developed arcas.

If the Govermment's ideology is against such public investment, then the
Government can achieve the same results by offering subsidies to those
factories that are established in these depressed areas,

Export Possibilities

One serious defect of the pioneer sector so far ig that the
export capacity of these pioneer companies are very small.,™ The year
1968 which was marked by a serious attempt for the first time to promote
export-orientated indusiries, may have ushered in a new phase in the
country's industrialization process. The result of this attempt is yet
to be seen. However, it cam be said that at least the fault of the
planners of the earlier Pioneer Investment Acts concentrated in promoting
import-substituting industries rather than the exporteorientated indus-
tries have been realised and now such incentives have been incorporated
in the latest incentives offered. The need for quickening the develop-
ment of industries and their exports becomes all the more urgent as recent

15Export statistics for certein branches of industry of the
manufacturing sector in 1965 as a percentage of total exports show that
these industries exports are negligibles Food industries’ for example
share of total exports was only 3.07%, Beverage 0.05%, Chemical Products
6.76%, Products of Petroleum and Coal 1,9%, Rubber Products alone,
share is 46.33% (Source: Joint ECAFE/UNCTAD Survey of Ixport Possibilities,
Table 5, pe2l).
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indications are that the primary products~based exports are increasingly
losing thelr export sarnings.

Under existing conditions, however, the process of transforming
& narrow base of industries into ome in which the importance and efficiency
of export industries is to rise, is bound to be slow and gradual.
Properly conceived and directed incentives can certainly speed up the
country's industrialization process, It would seem, however, that
much more than ineentives alone is required to bresk away from the
current trend and venture into export mamufacturing industries. Publie
investment in human resources must be expanded also. In general i%
seensg moot desirable that at the present stage of industrial development
the Government should assuse & greater entrepreneurial function rather
than confine its role to promotional activities alone, if exports of
manufactured products is to be of significant quentities 2nd value,

Control of Open=economy

Malaysian economy is ome of ‘open economy' allowing free
exports end imports of goods and capital, long-term as well as shortw
term, The free flow of capital is closely linked with the idea of
attracting direect private foreign investment, DBut due to the present
political situation in South-east Asia, can Malaysia afford to continue
as an 'open economy' and rely on the inflow of direct private foreign
investment for.development, The open economy concept was valid in t&g
ere of the gold standard and in the era of free international trade
According to Lewis, 'the great era of private international lending ended
in 1929, Before this, foreign Government could borrow in the capital
markets from private lenders, but now if Goverfaent are to borrow, they
have mainly to borrow from other Governments®.

Today, even the richer and developed countries do not accept
the policy of free entry of imports to avoid balance of payment problems,
Malaysia, on the other hand, allows free imports not only of necessities
but also of lwxuries which only a small majority of the population can
afford at the expense of basic items necessary for industrialization,
¥hat Malaysia should do is to have a planned pattern of imports relevaunt
to establish priorities and basic needs which could save foreign exchange
for importing capital equiynontlsor industrial development and the
training of personnel overseas. Malaysia also promises unrestricted
repatriation of profits and capital. Ascording to Wheelwright, this
outflow of capital and profits is quite large, "The net outflow for the
five yoars 1957-1961, $3,018 millions was ouly slightly less than the
total public investment under both the first and second 5 year plans
($1,007 millions + $2,150 millions = §3,157 millions). If the Governe
ment has been able to tap only one~third of the private outflow and its

168'y'Qd Inseen Mﬁd. OEocitcgpoS]g'

17W.A. Lewis, 'Theory of Fconomic Development®, p.262.

188yod Waseen Ahmed, op.cit., p.S21.
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oun outflow it would have been sble to marshall $1,358 million for in-
ternal investment which would have. énorea-od domestic capital formation
by 50% over the period 1957-1961.' So what Malaysia should do is

not nationalisation or a complete close economy without any free repa-
triation of capital and profits but some sort of control on the outflow
of capital by making the economy less open, Foreign capital should be
encouraged through Govermment sources by raising loans in the inter-
national market while at the same time the outflow of profits and flight
of long-term capital should be controlled.

Labour-Intensive Factories

In the I.B.R.D, Report 1955, it advised that "there is mo
question of the Govermment itself embarking on direct operation of manue
facturing industries nor do we consider that such a policy would be
wise,' This advice was adopted by the Govermment and even in the
Investment Incentives (Relief from Income Tax) Act 1968, the Government's
initiative was limited in offering incentives and assiting in the seiting
up of pioneer factories, Of course the Govermment alse see to it that
a healthy investment climiate is present. Thus private initiative is the
key to Malaysia's industrial growth, the result being a slow rate of
industrial growth in the pioneer sector and even in the manufacturing

sector on the whole.

What is needed is not that the private investors to play the
key role but that the Government should play the key role in irdustriali-
zation, This is especially true for an economy like Malaysia where
charscteristics of a developing maticn is still present. For example,
the features of unemployment, under-employment and disguised unemployment
are present in this country, Hence the Covernment's role in encouraging
the establishment of labour-intensive factories is well credited. But
doss this actually work outd For a factory to be labour-intensive or
capital-intensive in Melaysia is up o the private initiative of the
industrialists and hence Government has little choice in influencing it.
Most modern industries are capital-intensive especially when established
by overseas enterprises from advanced countries which are used to high
labour cost. In many cases there is no choice as the capital-intensive
equipment is dictated by the nature of the technology. Another reason
why industries today in Malaysia is generally capital-intensive other
than labour-intensive ie because of the relatively higher weges in
Malaysia as compared to other Asian countries. Thus labour-intensive
tochniquelzgn a large-scale is not possible as in India, Pokistan or
Indonesia. The Govermment has to give serious consideration to the
deliberate establishment of labour-intensive industries in ccriain

appropriate sectors protecting them by suitable fiscal devices. Such

19E0Lo m“lm&ht' olodtl’ POIOGO
zoI.B.R.D. Report 1955, 'leonomic Development of Malaya', p.122,

21310(1 Vaseen m‘d. OEocitO' 90319.
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sectors need not necessarily be regarded as permanent fealures of the
economy but could, under a suitably arranged plan, gradually give way to
more ecapitel-intensive production as opportunities offer,

Selectivity of Industries

Earlier it was mentioned that there was no inter-industrial
relations so that the output of one was not the input of another. It may
be econclnded here that the incentive measures which have been introduced
so far have not lend themselves to the application with a sufficient
degree of selectivity. It would appear that not only is the size of the
local market for verious products but also the justification for certain
industries cligible for certification as ploneer industries as highly
questionable. *or ome thing, the 146 pioneer firms cperatinmg in 1963
were engaged in productive activities spread out over a wide variety of
more than 400 items,the inter-relation of which was insignificant,
Another fault is the indiscriminate granting of pioneer certifiecates,

In eertain industries there are many ploneer firme mamufacturing the same
products mostly for the purpose of capluring the domestic market even
when the domestic market is small, Wheelwright in this aspect pointed
out that "In almost every case one firm could produce sufficient for the
entire internal market, working on & three-shift basis, so waximizing
the productivity of expensive capital equipment and minimizing unit ecost
of production, Instead of this the result is too often that eagh firm
has considerable excess capacity produces at a higher unit cost and 22
dissipates much of its emergy and resource in wasteful advertising,
It can easily be visualized that production of many items necessarily
took place much below the minimum economic value vhich made it difficult
for the industries concermed to reap the benefit of mass production and
| standerdization, For another thing, companies emgaged in such minor
| items as ige~oream, brushes and wops, paper bagay te mention only a fow,
“|receiving ploneer status are the wost obvious illustration of the weakness
/of the selective application of investment criteria,

Slow Growth Industries

There are soms coincidental circumstances that led to the
development of slow growth rate industriess In the first place, as
mentioned earlier, most of the present industries are in the urban areas
or near urban areas where the labour force is. New industries benefitted
from this by establishing more labour~intensive methods of production
they so desire. Incidentally thie development was aleo very much in line
with the Govermment's polisy of favouring industries which are labour-
intensive so as to alleviate the existing under-employment and unemployment
pressure., On the other hamnd, the wotivation underlying the domestic
market orientation of almest all new foreign companies formed anolher
important element towards the growing importance of slow growith industries,
Without under-rating the tremendous bemefits provided by foreign
undertakings, particularly in terms of technical and managerial skills
which Malaysia could not have acquired quickly etherwise, it appears that
the establishment of foreign firms was generally based on eonsideration

22; 1. Wheelwright, op.cite ppell3-11,
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of conserving the position of the parent company and the like in the
domestic market or to forestall competition from other countries rather

than to venture into manufacturing which could have helped towards

greater and substantial diversification. To remedy this, the Government
should again encourage them not only to cater for the limited domestic
market but to encourage or influence them to have export-orientation in

their minds rather the just import-substitution.

Export Processing Zone

With the export incentives incorporated into the latest Invest-
ment Incentives Act 1968, the Govermment should go one step further in
order to promote more export-orientated industries. The setting up of
an "Bxport Processing Zone! (E.P.Z.), a bounded area, should be able to
fulfill this aim. In other words, only factories with the capacity to
export all or most of its producte are entitled to establish a factory
in this Zone. Any movement of its goods out of this Zone inte the
domestic market will have to go through the normal import restrictions,

duties and taxes.

The benefits offered by this Zone include no import duties for
machinery and equipment. Raw maberials, parts and semi-finished goods
are also free of import restrictions, duties and taxes, If the company is
declared a pioneer company, the incentives allowed will also be given.

In other words, all the incentives offered by the Investment Incentives
At 1968 will be given if the company has met the conditions, Additional
incentives will be offered to those who establish their factories in the
i.P.%. Other benefits to be derived include those that are being offered
by industrial estates, The differemce is that this E,P.Z. should be in

an area mear the main ports where tramsportation and warehousing facilities
will be available. The E.P.Z. like a satellite town, will have its own
bank, post office, telecommnication office, employment centre and a
shipping and airline offices. All these are catered for export purposes.

By setting up such a Zone, Malaysia's rew materials if needed
by these factories will be demanded. The smployment capacity of these
factories is also an important benefit to be derived, Although there is
no export duties, there is the normal company tax and development tax
unless the company concerned is a pioneer company, Those who establish
factories in this Zone will be mostly foreign concern with an already
established Asian market for their products, Their main aim in establish-
ing their factories in this Zone is because of the facilities offered by
this Zone and Malaysia, which will result in them produeing goods of a
much lower cost than producing the same product in their home country.

Industrial Development Corporation (I.D.C.)

Finslly, the Government should establish an I.D.C. as soon as
possible, Though the I.D.C. is responsible to the Government, this body
should operate independently without the interference of the Government
as much as possible in all matters, This Corporation should be separated
and distinet from MIDF as MIDF is primarily a financial institution
considering applications for laons and other assistance. The I.D.C. is
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different from FIDA only in the sense that FIDA is essentially a co=
ordinating body which can make recommendations bLut camnot act direetly
and undertake projects, The Corporation should be in a position te
initiate and establish projects and support industries which have not
attracted private interest, This could later be thrown open to looal
private intercst, The Corporation should also act as a management
agency to assist those industries that lack such management and technical
expertise as much as possible. ' ;

A project the Corporation decides to undertake should auto-
matically receive pionser status and all the other facilities and invest-
ment availsble if the conditions necessary for becoaming a piomeer
industry are satisfied, This will save valuable time and frustration.
The T.D0.0. should also have first priorily in obtaiuning sites for its
projects and need not go through the various time-wasting channels like
the State departments, The Corporation shou.d actunlly canvesa for
tmipmmmmmmmmwmmm
full backing of the Government, In other Wm. what the I.D.C. sbould
be is that as n catalyst in launching industrial projects at a faster
pace than what ave being done by FIDA.

Conclusion

Though much have been mentioned about the industrialisation
process in Melaysia, one must not forget that agrieulture is still the
most lmportant sector in Malayeda. Agriculture is the grestest source
of employment, production snd income, The sgriculture sector is not only
a source of food but alsc a source of investment capital end rew materials
required Yy part of the industrial sectors Industries have to rely on
the export of sgrioultural products in exchange for the needed equipment
and supplies and also must look in the rural population in marketing of
their products. Nevertheless the agriculturel sector has its problems,
Population and land yressures in the rural areas result in low producti-
vity and surplus labours The reliance on one or two crops have resulted
in the Government in initiating sm ‘agricultural diversification' drive.
Appavently, since Maloysia had neither the extreme wealth of matural
resources nor the large domestic market needed for the development of
domestic imdustries earlier, the planners seemed to be faced with mo other
choice but to develop the econcmy via export expansion of the existing
primary products, The result was & concentrated drive between the public
and private sector to create the necessary cepital formation of achieving

this purpose.

Meanwhile; amother method of easing the land and unemployment
mblminthorm-slmandtohclpthlbahmooquuatdifﬁnluu
s by the industrialization process and hence the establishment of the
industrinl pioneer sector. There is one big danger howaver, which
happened in many a developing nation like Malsysia having the usual
agricultural probless und like Malaysia, resorting to industrialization
a5 & tool to higher economic and social welfare. These doveloping
nations, Lupatient for econcaie progress and social well-being, have
tended %o over emphmsize the role of industrialization at the expense of
its agrieultural sector, This resulted in the forgotten role of the
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Government to its sgricultural sectors. Heace when the industrialization

process failed due to faulty and hesty planning, the agriculturel sectors
were not able to back up the nations as before due to the neglect of these
sectors by the Govermment. Consequently, these matious were worst off than
before the industrialization programme started. GSo far, this has not
happened in Malaysia as the Govermment is developing the industrial and
agricultural sector in a well-co-ordinated wmamner, Industrialization

and agricultural diversification are the present two main efforts of the
Government

However, the industrial process in the past has been slow and
was not what it was desired to bes This new sector Las haredly brought
about any marked improvement in the industrial base ou the whole. So far
most of the indusiries especlally pioneer industries have been goncentrated
iu production of emall quantities of light non~durable consumers' products
for the doemstic market only, In other words, the industrial developuent
has becn mainly orientated towards import-replacement only and geared
largely to the final stages of the production process, Inter-industrial
relationship are very weak so that the industrial entity camnot exert
much dynamic impact on the economy, The dependency on imports of indus-
trial goods instend of lessening has been growing.

Meanwhile, the industrial entrepreneur class has been growing
apace and there is a growing tendency for more capital to be shifted from
amall trading activities or even large trading activities inte industrial
merufacturings. There are some clear indications of the changing patiern
of industrial development, The domestic industrial base will be sub~
stantially broadened mow that Melsysia first integrated irou and steel
plant has been completed. Other relatively large plants are either near—
ing completion and under construction or the preparatory work for them is
at an advanced stage. These include plants for wanmufacturing of caustic
soda, ehloriue snd inseeticides, sulphuric acid, electrical appliances
and various metal and engineering products. The day will come when
Halaysia's ploneer and nop-ploneer sectors will manufacture capital
equipment for industries and hence the import of capital equipwent will

decrease,

At present Molaysia's most light industries, for example,
agricultural product processing, textiles, plastic, simple machinery and
electrical appliances and other consuner goods, initially intended for
import-replacement now emerge themselves to gradually become export
industries as they grow and expand, The ecment industry is an excellent
exaiples Initially it was established just to cater for the domestic
merket but mow they export to the nearby Asian countries. It is not
until thet the Government move forward and planned for the development of
more sophdsticated heavy industries like heavy machinery that the indue-
trial sector will continue to be slow.

With this brief analysis of the industrial sector, the important
question is, shonld the pioneer industries programme be sontinued or
terminated can be answered. In other words, what are the future prospect
and possibilitice of the piomeer sector: To smswer this question, the
inevitable eontroversy srises regording the pioneer status programse:
Should the tax exemption incentive be scrapped? We shall see the pros
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and cons of this 'tax holiday' system first and then go on to see if
the pioneer sector should be continued.

One of the arguments against the 'tax holiday' treatment is that
this system will result in a loss of vital revenue for the Government
especially wheu the economy depends greatly in this revenue to develop
its economy, This may be true in the short-run but in the long-run the
reverse is ture. In the long-run these pioneer firms when solidly
established, generate more revenue than that lost through the exemption.
Iven when during the tax exemption period revenue can be collected
through secondary means such as taxes paid by workers who would otherwise
be unemployed. Hence this argument is only valid if we think in terms
of the short-run but not in the long-run when the 'tax holiday' period
expires. Some say that this incentive is uniair to certain industries.
This system will enable the pioneer industries to have a stronger position
in the market as the income tax or company tex has always been one of the
main concern of profit meking enterprises. Thigjis however quite true.
Another objection expressed by the Rueff Report™ is that the establish-
ment of pioneer industries tends to introduce a bias in favour of manu-
facture of new products rather than the expansion of existing production.
This iz not the case with Malayeia as pioneer status is granted not only
to new industries but also to existing ones which are considered important
enough to the economy to,pe given the pionser status and hence helping

them to develop further.

Whereas one can argue that the income tax exemption acts as
ap incentive because it reduces the risks involved and hence getting a
quicker return of their investment. Or it ean be argued that this tax
exemption is a reward to those industrialists who risk their investment
in Malaysia, a developing nstion in an area (South-east Asia) full of
unpredicted troubles, both internal as well as external, If the tax
exemption is not offered, it won't be surprising if there are much
fewer ploneer firms set up than at present because of the risks involved
and moreover most developing nations in Asia do offer this incentive and
hence Malaysia needs to do the same, It has been considered that this
incentive itself is an incentive for pioneer companies to invest in long=-
term projects where the return of capital invested takes a long time.
With the tax exemption, it also enables the pioneer firm %o re-invests
its profits into the company and henge expands the size of its production
capacity,

Having seen the pros and cons of the tax exemption incentive,
should the pioneer industries programme be continued can be answered
because those who are against the pioneer industries programue are mainly
because they are against the introduction of the tax exemption to pioneer
companies, The writer here feels that there is no doubt that the pro-
gramme should be continued and no question of stopping it as far as in
the present and in the near future is concerned. But the writer feels

23Ruoff Report, op.cits, peds

2“Invoct-ont Incentives Act 1968 = Part 2 (Section 3(1)).
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that several actions of the Govermment needs changes in order to bring
about a greater and faster rate of industrial development. These changes
or recomuendations are those mentioned in the earlier part of this
chaptere

As far as the preseat slage of economic development is concerned
there is no doubt that the piloneer incentives are needed to accelerate a
faster rate of expomsion in the pioneer and non-pioneer sector. Malaysia
has yet to reach the stage of self-sustained economic growth and as long
as this is yet to be reached there is every reason for the continuation
of the pioneer invesiment programme,

It is appropriate to summarise the whole study with & heed to
S8ileock's warning regarding the industrial development of Malaya. BHe
saids

"The major obstacles to accelerate industrialization are
political, social and ideological. The major requirements for such a
programme are the willingness and ability to devise and implement
industrial planning technique suitable to the Malayan enviromment, the
willingness to provide as large en internal market as possible for
industrizl products by various fiscal and other devices and the creation
and organization of appropriate units of industrial production which may
be publie, private and a mixture of both. The biggest single scarce
resource is the all-important managerial cadre in Govermment, private and
public enterprise and in its selection, training and development, the
Govermment cannot afford to discriminate on amy grounds other than 25
ability if it is to meet the challenge it faces in the years ahead.’

25
T.H, 8ileock and E.K, Fisk, Political Zconomy of Independent
m' p.Z‘bl. :
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APPENDIX II

MALAYSIA: TAXATION

The Company Tax » Companies are liable for income tax at
the flat rate of 40% on their gross

profits.

Development Tax - 5% of development income from any trade,
business,profession or vocation inelude-

ing rent from the letting of properties
situated in Malaysia, Salaries, wages,
pensions, dividends and interests are
not liable to development tax if they
do not form an integral part of the
income of any trade, business, pro-

fession or vocation.

Payroll Tax ~ 2% of the payroll of the employer per
month where such payroll exceeds
$500 in total.

Surtax - Surtax of 2% payable for most goods
imported into the Federation. Some
imported goods are howsver exempted

from the tax.

Pcrsom;l Income Tax « At a minimus rate of 6% for the first
§2,500 of ehargeable income to a
maschoum of 50% in excess of $50,000

of chargeable incoime.

An abatement of 30% in respect of each
vate shall be allowed for individuals

resident in East Malaysiae

Depreciation Allowances - Deductions in respect of capital expen=-
diture are given:

a) Buildings used 38 ) _ gnitis] allowance = 10%
factories and for gertain
other industrial or ) - apnual allowance = 2%

commercial purposes.
20% of costa

prescribed rates
of the assebe

b) Plant and machinery - initial allowance =
Annual allowances at

on a reduction value

.0l
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et o Taboren Copital Caghtal Caphta) Caphto) omlpitel | bt |y, Ivosted Invosted
\ Food Ranufacturing Indusirles
‘ Jaley Products (3 AL | $94,500,002,00 | 6 3,000,000,00 | #11,500,000.00 . . - §14,800,002.00 |  § 3,000,001,08 | §11,500,000.00
mmt:: :fnmm:n..rm:a(.lw-nm ml 1 om | s | b ke | 8 BE000 | 8 L8N - R0 | LA | B0 | Tk
Gratn #i1100g (3) o | 0ss000000 | 8 2,897,000.00 | 013,0a8,000,00 | 8 9,368,700 | 13,000,100 | § MISLSTLO0 | 422,000,70A06 | B 5,35 10,00 §17,515, 571,00
Sugar fanfasturing and fefinery (2) } 35.08 $ 7,000,000,00 | § ,660,000,00 | § 2,400,000,00 | § &, 124,260.00 - b4, 026,200.00 | §10,064,267,00 | ¥ 4,000,000.00 | ¥ ©,524,207.00
:;“""f;}'" of Macallanaous Food Prepere- § 25,90 | 05,000,000 | 0 002,20000 | § 4,000,000,00 | §3,070,400.00 |  §1,846,55,00 L § 1,520,000 | 1 0,420,028.00 | § 2,826,730.00 | 1§ 5,%1,80,00
e - U
§134,00 §A2,000,208.00 | §A0,A80,208,00 | 430,006,000.00 | §16,083,882.08 [0,060,000,00 | B 1,220,200,08 | §90,600,088.00 | §V6,200,083,00 | §42,506,205.08
{, Dgversge lngustriss
WH"?; Refining and Blending of boou | 0 66,0000 § 065,000,00 . . . E | 865,000.00 | § 45,000,00 .
Sphrits {1 6, 350, 0 | o . . w| 0 | b4
Browing and Baltim (2) §O0 | SZ0000,000,00 | GISJAM0H | § H0N, G000 il - BRI | IO e,
PSR | 120,005,00000 | 110,02,000,00 | 5 4,0M,000.00 . - ; AN | 160 | T 4010000
3, Ranefacture of Textiles
Sphralng, Ueaving ead Flotshing of ot | 1I2,000,00500 | 0 L,660.00 | B10,000,00500 | B 40,0030 | 13,000,700,30 POoART000 | §17,301,570.30 :w.:::.: :“'::::::
Textiles (4) . . 1.18.06 . b 1,208,303,06 4,15, |
Galtted Tenti o Goods o foe Frsper | B |} ,.ﬁtm it v R ‘ 0000 | | 100000 | § 1,000,000
Renufscture of Textiles (1) v " ' % ’ bt
‘ y X £ » i 281,00
T | Msams | 1L | 6200 | FASLTIE | TNITLEZE +3 WD | 1.9 TJ L0 | T,
b Hewtacture of Footwar, Uther Wearing
Ramuf ac 1ure of ‘.,Q,p;n(l A m' othee { J.m “.m,w 8 P?,G!.‘Q.N i J.M - . - ' uim [}
then Footwear (3) Sastte s il ¢ Z 3 . . Mo .
Reoufacture of Mado-up Textile § 8. - . 2 o o————
than aaring Apvers! (1) 000,00 [ 1 M000.00 | B 3,000.00 . ) R o 20,00000 [ 1 17,000.00 ﬁ'i 000,00
i 1L ' v v el e . s s> M gl
S Magud s : oy | T WS, TH,
tg‘f . & 243,220, 00 45, 150,00 b 30‘&05“-75 i 2.@.)“.76 ; mnmom i ‘Qmomtu' b ‘i‘“‘m"m PONSTE 0
Sa-s!1Mng, Planc P{1TIE) anf other L300 | ) 5200000 |3 BESES |
00 ,rgut ?'-JN".‘}‘ wing (’
| f § 1,090
s o Ll i LS ol ¢ mmum |1 W00 | om0 | 3 VA0 | 8 T2E §o208,790.50 | 1,500
and : F [NV
Ranafactore of ousehold, Uffice ond [ § 2.8 | & _ J | & 2 a00. 000 00 | § 2.400,000,00 .
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Homfnal Callad-wp ‘ Forel Total Total Local
Callod=up Callodup Lo Capital |  Loan Copltal »
Tyes of Industries Corttel Copital Copl i) Capial Loen Capital m*::‘ ot el
B, Petating, Publieing nd Alllad Industrles |
ik il S nd Printing | g pp000,00 | & 760,000,00 | 3 750,00.00 A e | 1 SO0 | 8 3,5088 | §11M80.8  §1,10,35.0 b s
0, Hanufacture of Legther and Fur ng%h an 0An. ( g " ol & < ,
Exesot Footwear and Wearing Aoparsi (1 1,000,000,00 § 17,600.00 b 2,600.00 m 747,600.00 B
'F;::'?:')‘O of Hairs, Sristles and §1,000,000,000 ¢ 500,200,00 | § 500,200.00 . . . . domoamm )00 .
§ 2.0\)0.0%.‘” ’ !.RY.OU0.00 ' 'QNLMON - L i * t I,N,OW.W ’ hx“.m.“ =
10, Bgwfecture of Rubber Products
Nanufacturs of Rotroading end §012,000,000.00] 112,000,000,00 | 5,800,000.00 | 1} 6,120,000 | § 7,000,000,00 | § 7,000,000,00 . §10,000,000,00 12,880, 000.00 .
Yoleantsing of Tyres ond Tubss (3)
1, Basufacturs of Cheaical and Ghealcal
and Cheslcal Products
vnufacture of Industeial Choeals (6) | $120,000,000.00 £38,88,00.0 {IS,00,000 | $2,H000.00 | SMENL0 | o8I0 | §SNLELE $50,0,82.0 AN 41000
W&tﬂﬂ .f P“ﬂh n‘ lﬂiﬂ' “) ‘ ﬁ.m.m.w ' 8,0’5,“0.(” ‘ 'Ow.“o'w ! ‘tmc’“ON ’ m‘." ' »‘ ‘ m.mo” ‘ m’y . ym. o“ ’Ja‘m.”
ot Cheateal Products (20) § 30,600,000.00] $12,572,112,00 | § 4,7,422.00 7.002,000,00 | § 3,000,625.08 | § 82k, 0,00 | § 3,009,025, F1,477,007.08  § 570,218, 10,772,818.63
] (S | 2,000 | ITUBE0N | WRNGATE | NG 00,500 | FoA%00.0 Baa, T, 00,0 5,606,503
12, Bawfacture of Produstion of
Petrolous and Con! A
Petrelosm Rofintng Indastey (2) 20000000 $9,0000000 | $SHAN0 | SO NGSTLO | WEIE, IS H1,50,00.00 | £27,628,340.00 “”"“"',‘:: t,:m:m “';':::
Ranufactore of Ilmllmag :;;dr § 5,300,000 § 1,200,928.00 ¢ 168,000,00 | § 168,000,00 §  40,000.00 s § 40,000.00 - b 1,008,008 ' -
d Coa ,
et 28,0, 000.0] 103,200,020.00 | $31,30, 500 | $6,85,50.F BE101,200.0 | SINSLN000 | 420,62,00800 | $130M6, 0.0 J911,350.00 Lm,m.ni
13. Renufacture of Non-pstallle Hineral
Production xcopt Potrolew Prodiction
" 000,00 . ¢ 1,50,000,00  1,500,000.00 .
Nanufacture of Structural Clay ¢ 6,000,000.00| § 1,000,000,00 | § 1,000, 000,00 § 500,000,00 | § 50, » 500, » 90y
Product (2) 3 5 . - §  250,000,00 250, 000,00 .
Ranufacture of Glass wd Glass t Z.WJ.W).N $ 250, 000,00 §  250,000,70 ;
Product (” % § 483,000 00 e - - § Wo. .tmltu mlm‘n
Ranufacturs of Concrete srd Conent ¢ 16,000,000,00| § 7,000,000.00 § 6,317,000, ' : b 0,600 178,000.0 183,000,20
products (1) lite preusts (1) | 8 10000000 § 30,0000 | § 1m0 | 8 165,00.0 . ‘ .. ; A
Hiscellansous Non-sete hd : . § 09,111,600,00 B 6,245,600.00 868, 000,00
o] 1 LA | S | | WG | ] A e -~ - -
1. Basle Netallte Industrics | . M BR300 §0,502,500,00  §35,280,323,00
soen a0n 00000 :(l n‘ 500.00 : C'” "(. -:G.m élSozwr}Mo[m 328,012.323.(0 ﬂ"m.m ‘&m’ w ' “" 5
ot of sy g wd S E ) | 8 . N TR SR |t
Ranyfscture of Other Inon and Stee ¢ 6,500,000,00 B, U ) ‘
du Indusiris (3 oL Lb : o o0 | 2T | 8 LI | L,z [} SIS0 § LI B LA
B Panasns Badad Balld s ’ . o -~
12 | & 10.000,000,00 W 2oly [ S st ST a0 | 08 00090000 |8 mwin ‘ 8,877,16,00 b&mmﬁ
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. Types of Capital Losal { .
— Honinal Called-up . Forslgn
Types of Industries i Lalled Cal : Logal . Total
o Capltal Capl up alled-up Loan Capital 4 Forelgn Total Forel
— : wite Captal Capltal Loan Capital | Loan Capital m::: . *;mﬁ‘ Capltal ”
15. Nanufacture of Hetal Products Exce ‘ - i“‘.‘t'ig_
Nachinery and Transport Equipnent
Hanufacture of Agricul tural Metal
Products (4) ¢ 1,250,000,00 | § 1,260,000.00 | § 1,005,000.00 { §  245,000,00 . ’ " o § 1,260,000 (8 1,0
Hanm;acture o: gtre and Wire Products(2) ¢ 750,000,00 { § 366,000,00 | § 366,000,00 p ” g ' omom..m : .“2.900.00 18 245,000,00
Kanufact tanped, P d and : ct . 3 » a
Coa:a:cﬂ:::loi’m ;‘;‘;: (g)'““ - g 78,700,00,00 | § 7,457,300.00 | § 6,678,300.00 §  5M,000,00 10,0000 |8 18,000,00 . " u;:oe u 1 m’x: ;
Henufacture of Netal Product sorvices(l) | § 2,000,000.00 | § 1,000,000,00 { §  510,000.00 490, 000, Yo 8t 467,30000 1§ 6,886,300.00 1§ 579,000.00
i ' ’ ’ H 40, 000,00 3@.500000 . H 200,000,00 H l,m.m(}.w 4 $10,000,00 {3 “9,9@5.&
: 39,700, 000,00 10,083,300, . ' ‘
i i | § i | § 1w | 8 2m0 |l 10,000,00 {8 200,000,00 | §10,208,300.00 [§ 8,77,300.00 |§ 1,504, 000,00
16. Manufacture of Nachinery Excopt | : '
Electrical Machinery
Nanufacture of Office Connercial 5 ‘ |
wd Household Hachinu;v (1) H 3,000, 000,00 §  810,000,00 } ¥ 140, 000,00 §  630,000,00 - » @ ¢ 810,000,00 ¢ 150,00000 |§  630,000,00
Hanufacture of Refrigerating, Exhaust, ol 11,0000 b g, 1,150,000 j » \
Yentil i 5,500,000, . v 0,000, . » % ,
iy @) PSS s - ' s § 1,000,000 [b  050,000,00 {8 1,150,000.00
b 0,500,000,00 | § 2010,000.00 | § 630,000.00 | § 1,760,000.00 ’ - - ¢ 2,00,000,00 {§ 830,000,001} t.m‘.wo:e;
17, Manufaciure of Electrical Machinery, g
Apparatus, Applisnces and Sugplies
hontutrs of I S et s | § smmen | 8 | LRAEEE : ‘ o s ammen | o b 25000
’2:'5?1:2".2‘6? . — § 2,00,000.00 | § 3000 | 3 10,0000 | § 180600 | 8 TEKAND O a0 |8 11040000 |8 5,900,400.00 [ 2.30,600.00 4 2,000,800
¢ J » » .
:f,.:::::;u:: a:::::l};;cous ¢ 20,000,000,00 | § 5, 004,000.00 | § 1,420,220.00 | § b, 29,700.00 | ¥ 1,006,707.00 |§ 303,75,00 [§ 773,008.00 § o,760,787.00 |§  726,961,00 ‘g 5,028, 806,00
§ 48,500,000,00 | § 12,750,890.00 40,0000 | § 84081680 T |8 - M0 (8 basease | 81510000800 |1 005,561.00 § 10,364,615.00
18, Manufacture of Teansport Equipnent \,
;:'wf;ﬂ"g)“ Notor-cyelos mé ¢ 2,000,00000 | & 400,000.00 | § wo,000 | ¥ § mmy |8 mEn g o ¢ omae bomemae | -
cycles
19, Hiscellaneous Menufacturing Industries |
Nanufacture of Plastic products (8) § 7,900,000,00 § 2,006,500.00 § 1,077,100,00 g 89,400,00 §  67,006.46 } 635,382,001, .35,631.68 § 2,797,510.46 b 2,612,482.03 {8  125,080.53
Nanufacture of ppofessional, Scientifie M & 2
(Enginsering and Cotrolling) Equtpaent | § 1,310,000 ¢ wo000| 8 C b 30,00.00 R g 310,000,00
and Surplus (2) oo |4 100,000 .
Other Miscellansous Kanufacturing ¢ 2,000,000,00 | § 540,000,00 | § 366,000,00 | ¥ 260,000,00 § 160,000 . §  a00,000,00 |8 520,000,00 18 260,000,00
industries (2) MRS —
C 0,000 | 8 3,06,50.0 ) ¥ 2, 3,100,00 | 4 G7,400.00 ¢ g |1 e i 60,0 |4 a0, |b e |8 75008
| EE -
20, Recreation Servicss, Motion Pleture B » . ’ ¢ so0,000,00 |§ 500,000, .
Production Dhtrib;ﬂon and ¢ 500,000.00 ¢ 500,000.00 b 500,000.00 ' : i
projection) (1) " $
. 122,08843 |3 12280308 M2,80843 | 422,833 .
21, Theatres snd Other Related Services (1) ¢ 2,000,00000 | § 300,000,00 | § 300, 000,00 ' - e ey e l‘;m o
——— S L2 > . . N ) *
grand Total (142 cospanies) 11,232,160, 000,00 ,512,376.00 | §131,888,540.0 om0 | 0000 $ 52,200, /155, ' 4,09, $260,768,903.80
Source: Extracted from f! 1 Honthly Inves Report.
1. One company ceased oroduction but the figures are rotained for several purposes.
underestinated.

M:

2. Seme of the Investaent f

Ygures are
4 4 sk meambath .’ m.'“ ]

not available,

thus total flgure is
dor that industrys



APPENDIX IV

ALPHABEPICAL INDEX OF PIONEER COMPANIES
(AS AT 31ST DECEMBER 1968)

u:numzmmmxumzummmuasmzuanmagum“m..mmm
Aleax H'yon \luminivm Co. LEd. Cenada, Switzerland, Malaysia 1
Allied Malayan Development Séne Bhd. (no data available) 5
Asia Chemical Corporation Ltd. Molaysia 1
Asphalts end Allied Products (M) Lide Malaysia 12
A.S. Watson Co. Ltd. United States, Malaysia n
Beechan (Mamufacturing) Ltde Hong Kong 1
Brady's (M) Ltd. Australia, Melayeia 13
&
Boon and Cheah Steel Pipes Ltd, Malsysia 1
11
Blsod Protection Co. (M) Ltds Hong Kong, Melaysia |
Carrier International (M) Ltd. United States 16
Cement Aids Ltd. Australin, Meloysia 11
17
Contury Batteries (M) Ltd. Australia, Malaysia
11
Mulcapnyo.fnalaym Ltd. United Kingdom, Malaysia
2
Chemical Industries (M) Ltd, Malaysia
1
Colgate Palmolive (Asia) Co. Ltde Canada, United States, United Kingdom
Colgate Palmolive (F.F.) T#d. Conada, United States 1
Coloreen Ltde Hong Kong, Malayeis 1
Halaysia 15
Crittall Malaya Ltd. United Kingdom, .
Australia, Malaysia
M

C.b. Clements (SEA) Sdn. Bhd,.
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Name of Company Sources of Capital Industrial

Groupings
Din Wei Electrical Mamufacturing Co. Ltd. Hong Kong, Malaysia 17
Dumex Ltd. Dermark 1
Dunlop Melayan Industries Ltds United Kingdom, Melaysia 10
Dunlop Malayan Industries Ltds (no data available) 10
Dunlop Barthmowers Tyres Lids (a0 date available) 10
Bastern Gourmet Mamufacturing Co, Ltd. (no data available) L
Electrical and Allied Industries Ltd, United Kingdom, Malaysia 16
Esso Standard (M) Ltd. (0o data available) 1
Esso Standard (M) Ltd. United States, Halaysia 12

Far Bast Metal Works Lid. Malaysia 18
Federal Flour Mills Ltd, Australia, Malaysia 1
Federal Industries Ltd. United Kingdom, Hong Kong, Malaysia 3
Federal Iron Works Ltd. Japan, Malaysia 15
Federal Metal Printing Itde Malaysia 15
Federsl Paints Factory Ltds Indonesia, Malaysia 11
Federal Plastics Industries Ltd, Malaysia 19
Federal Tile Manufacture Ltde Malaysia 13
Ferranti Ltd. United Kingdom 19
Food Specialities Malaya Ltd. Bahsmas "
Franco-Malayan Manufacturing Co, Ltd. Malaysia 1
Freezinghot Bottle Co. (M) Ltds Hong Kong, Malaysia 15
General Container Co. Lid. Malaysia 15
@laxo-Allenburys (M) Ltds United Kingdom u
Goodhill Ltd. Hong Kong, Malaysia 3
Goodmeal. Biochemical Mapufacturing Ltde United Kingdom 1
. ok .
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Sources of Capital . m
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Name of Company

P——— R T ety

Gilaui Jute 2 po.cile Mills (1) Led.

Guinnees Malay,:. 1id,
Hock Jeo (Bolly uy4 lute) Factory Lids
Hume Indwstrde, (u) 1td,

I.C.I. Padnte (11) 144,

Insulations Ma; . ya Ltde
Joe & Je Bo (Ma1oy0) sk,

Job & Henshaw .,

Johnson & Jolug,y (1) Lid,

Kaysr (M) Ltd.

Kelontan Matel mgtory Ltd.

Khinco Ltd,

K.L. Metal Printing Factory Ltd,
King Musical lngu trics Ltd.

Lanm Soon Cerparul on Co. Lbde

Idon Dentifrice (1) Ltd,

Iison Co. Ltd,

Liton Industries (M) Ltd.

Malaya Acids Work. (Alun) rtd,
Malaya Aeid Works Ltd.

Malaya Acid Worke (Formic) Ltd,
Malaya Glass Iactory Litd,

Malaya Leathex Co. Ltd,

Malaya Plywood o Veneer “sctory Ltd.

Malayan Alwmiriuwaware Meanufacturing Co,Ltd,

(no date available)
UKoy Brunei, Austrelia, Gibraltar, Halaysia
Malaysia

Halaysia

Upited Kingdom

Molaysia

Thailend, Melaysia

long Kong, Thailand, Malaysia
Hong Kong, Molaysia
Malaysia

Molaysia

(no data availsble)
Malaysia

Molaysia

Malaysia

Japan, Malaysia

lalaysia

Malaysia

Nalaysia

United Kingdom, Malaysia
Hong Xong, Malaysia
Halaysia

Halaysia

Halaysia

Hong Kong

& w o & B B E 8 8B E BEBE aBE wEBESE wbBE & &~ »
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Name of Company Sources of Capital O
Malayan Bitumen Products (M) Ltd, Malaysia 12
Malayan Breweries (M) Ltd. Malaysia 2
Mslayan Cables Ltd. Hong Kong, Malaysia 17
Malayan Ceramie Industries Ltd, Hong Kong, Malaysia 15
Malayan Consumer Industries (Fed.) Ltd. Malaysia 1
Melayan Fibre Containers Ltd, Malaysia i
Malayan Flour Mills Ltd. Formosa, Hong Kong, Malaysia 1
Malayan Frozen Foods Ltd. Malaysia 1
Malayan Industrial & Engineering Co. Ltd, Germany, Malaysia 5
Malayan Industrial Plastics Ltd. Malaysia 19
Malsyan Marine Industries Ltd, Japan, Malaysia 1
Malsyan Mosaics Ltd, (no data available) 13
Malayan N.S.D, Ltd. United Kingdom 11
Malayan Nogawa Asbestos Cement Co. Ltd. Japan, Malaysia 13
Malayan Pharmaceutical Factory Ltd. Malaysia 11
Malaysn Polytheme & Cellulose Ltd, United Kingdom, Scuth Africa, Malaysia 19
Malayan Steel Products Ltd. Malaysia 13
Maleayan Sugar Mamufacturing Co. Ltd. Japan, Malaysia 1
Malayan Refining Corporation Ltd, Malaysia 1
Malayan Umbrella Factory Ltd. Hong Kong, Malaysia L
Malayan United Industrial Co. Lid, Malaysia, Hong Kong 15
Malayan Veneers Ltd. Malaysia 5
Malayan Weaving Mills Ltd. Hong Kong 3
Malaysn Welding Froducts Ltd, United Kingdom 17
Malayan Zips Ltd. Japan, Malaysia 19
Malayawata Steel Ltd. Japan, Malaysia | 1k
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Name of Company Sourcee of Capital m
Malaysia Lamps Ltd. Hollend 17
Malaysia Casting Co. Ltd, (no data svailable) 14
Malaysia Galvanised Iron Pipes Ltd, (no data evailable) 14
Melaysia Pencil Co. (no data availabls) 19
Malaysia Sanju Plywood Co. Ltds Malaysia 5
Merdeka Film Production Ltd. Malaysia 20
Metal Box Company of Malaya (Feds) Ltd. Melaysia 15
Matsuhita Wlectric Co. (M) Ltd. Japan, M:1aysia 17
Min Ngai Knitting Factory (M) Ltd. Hong Kong, Malaysia 3
Naarden (M) Pty. Ltd. Curacao, lolland 1
National Lacquer and PaintProducts Co. (M) Ltd, Hong Kong,Malaysia 1
New Era Lubricants Ltd, United Stetem, United Kingdom, Malaysia 12
Office Equipment Manufacturers Ltd, Indonesia, Malaysia 6
P.AR. Malayan Paintworks (F) Ltd, Holloand, Tnited Kingdom 1
Pacific Milk Industries (M) Ltd, Holland, Jong Kong, Malaysia 1
Pernk Mateh Factory Ltd. Nalaysia 11
Peony Blanket Industrial Co, (M) Ltd, Jopan, Malayeia, Thailand 3
Pokong Industries Ltd, Malaysia 1
Poly Psks Sdn. Bhd, (no data available) 19
Poly Plastics (M) Ltd. United Kingdom, Malaysia 19
Prefabricated Timber Houses Ltd, Malaysia 5
Premier Milk (M) Ltd, United States, Malaysia 1
Seng Chong Metal Works Ltd, Malaysia 15
Sentosa Veneer Lumber Ltd, (no data available) - 3
Shell Refining Co. (Fed. of Malsya) Ltd. United States, Malaysia 12
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Sources of Capital
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Industrial
Groupings

8in Heng Chan (M) Ltd,.

Sin Kheng Lee (M) Industrial Co. Lbde
Sincere Match & Tobacco Factory Ltd.
S8incere Rolling Mills Ltd,

Singer Industries (M) Ltd.

Seiscons Paints (Bast) Ltd.

8.E A, Lusber Corporation Ltd,

South Pacific Textile Industries Ltd.
8.5.A, Marine Production Ltd.
Stanford Chemical Industries Lide
Taces Ltde

Textile Corporation of Malaya Ltd.
TMen Wah Press Lid.

Taiping Chemical Industries (M) Ltd.
Tong Meng Co. (1) Ltd.

Union Carbide Sdn. Bhd.

United Plastics (M) Ltde

United Asbestos Cement Ltd.

Zephyr Chemical Feedstuffe Lid.

Zuelling Feeduills (M) Ltd.

Malaysia

Malaysia

United Kingdom, Malaysia
Hong Kong, Halaysia
United States, Malaysia
United Kingdom

Unlted States, Halaysia
Malaysia

(no data available)

(no data available)
Malaysia

Hong Kong, Japan

United Kingdom, Malaysia
Malaysia

Malaysia

United States, Malaysia
Malaysia

(no data available)

Malaysia
Switzerland, Malaysia

W H B R E T e aeeE P rw el R
o

Note: 'Industrial Groupings® refer to clagsif

{cation of manufactured producte done in Appendix IIL.
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