. CHAPTER I
OOVERNIZNT'S DMPLIMINTATION POLICY

In March 1963, the Minister of Comnerce und Induam
‘gave the firot indication of Government's inicntion to onccu. o
the cotiblichront of a motor vehicle ascenbly dndustyry in Il ya
in ordor to cive further imnretus to tho inductrilicuation cf t 2
ocouatrye The announcenent wus bused on a romort by a Colonbo il:m
inductriul oxpert, which stuted, that tho circunstuBces wWord i voe
urcble, for the eatublishnent of a viablc notor vch.tcx.e accehly
dnductsy, in Halaya. ,, | ,

anbaquoatly, with the dmpendins formmution of M.l ycia
at that tino, the Maoloyan Governmemt, in consult tion with the
State Govornnent of Sinpuvore decided on a cowordinatod roldcy for
pronoting cound und opecdy developmeat of tho motor vehiclo induse
try in M.daysia, starting with asseably and progressive numuf .ctue
re of parts and components. Holaysio 1o clreidy one <X the ot
hichly motorised nations in asia, The donund for motor vehicles
4s increusing ropidly, uith these concidorztions, applicuticns
for shtting up such aesembly plants wore invitede Boforo a final
decicicn on the arplications could be mcdo, thoreo wis a constitute
4onal change leading to the separation of Sing.roro from HL:oyolae

~ In view of the separation of Sing.rore it wus nccess. Iy
for tae Maloysisn Governmment to reviow its policy rolating to fuo
motor vehicle asseably induetry. In order to avaolst tho Govirue
ment to reasces the positiocn, the expert odvice of an intorn.tion:d
f£ira of Mﬁ‘kﬂal consultunts, ARTUUR Dy LITVLE IlIC, woe obtalntad,
The roport of the consultants confirms th.t it io pouaidblec for
Mal: ycin to establish imszediately a vicblo motor wchicle cocoully
industry 4ncluding the progresaive manufucture of parts und cougo=
nonta,

Having regaord to the urgent nood of the country to inte-
a3ify ite industrisl develovaent progr.mne cnd to provide tho noxe
doum employmont opportunity to meet tho cmiloymeat target for
450,000 people under the First Maluysium Plon, the Governsoeznt
decided to prosceed irmodiutely with tho enc-uragomont of tho iuduoe
try in the countrye The Joveranmeat ulce folt thut talp Inductry
will provido a gre.it inpetus to the man..ion of a wido r\.n‘;o of
cnmoor‘.ng m mcnlaxv Mthc.

| In tomnlatus um donlepn«.n‘ mncy. the Govornriend
18 guided by t.he teuowus bad.c eend.dcr...tions j=



@) To keep the costs and tho rrices of wohiclos
ascenmblod in Milaysia st the loucst poascible lavel,

®) To encour:ge the use of parts .nd daapoaonta that
can be nade efficiently and cconondcully in Halayoin,
thus obtuining progressive minufucturo of notor wvohiclese

6) To continue a froe :nd connotitivo market in notor
vchicles in the future, and to cnouro, uve far ao NOSiibe
ley that interests of the exiosting diotributors, vould
not be a free choice of the typos ..ad nodolsy ut tho
lowest possible price. ,

Bofore going on to explain tho v-rious incentivoes thut
the Govornment is willing to accord, 4n por:uuint to tke nolic:, to
pronote this industry, I would like it to bo noted thut tho Corere
grnont hus propared Schedules for the def . niticns of couplelcly-
knockodedowr (CKD), semi-knockede=down (li!1D) or modiunelmociicld=domm
(IXD), and completely-built-up (C3U) wvehicles to be imported inte
Malayeine ‘he interpretution of thesc dofinitions roats with the
CorptrolloreGenerul, iloyul Customs and LXciso, ilclaysice

However, in view of the eurly st:ro of dovelonnont of
the industry, exemption froa the requirczcnts of the aleresuid
schedulod definitions may be granted by tho linisgter of Iin:nce,
Mulayoicy if he is sutisfied that local agoscnbdly of thean rorts

or gubeaasenblies would not be economical and/or technic:lly
Justified, Q

In exceptional cases, if specinlly dozigned vohicloo
could not conform to the C.K.Dey SeKeDe/ilelleDe definitions oot
forth in tho First and Second schedules, cithor for tochnic.l or
ocononic roicons, it would be the importorts/assomhlors rouiche
atdility to prove to the Minister of Fininco, Hulaysla, thct tho
sub=aaseublics or complete vehicles should bo admittod under (i
relevint definition, - -

. with a viei to prvaofins the rrocressive naaufacturo of
vehicle parts and components in Mulaysiu, tho dofinitions dna tlo
echedules will be subject to periodis rovicw cnd reviciohs

For the above purposes, a Joint Advisory Committoo
concisting of officials of the proper authoritica of both the
Ceatral und State Govornzents concerned, a repreosentutive of
eegoublers :nd later, a representative of the mamufucturerc cf
car compnonents and parts will be appointed to advise and nake
recommendations to the Minister of fininco, Malaysiae

\ ‘Rd: io cah go on to the incentivoo thut the Govoranmont
43 offering for the promoticn of tho;induntry oo



B The prospective import duty will bo 305 od valorenm (uevs)
ond 159 neve o inported C.B.U. and S.K.D. DI3:0NCOPF CUFD FoguoCte
fvoly, -nd 307 aeve und 207% aeve respectivoly ca invortod C.D.U,
cnd S.lleDs conmecinl vehicles subject to ex . mination by the Tariff
Advisory Bourd tiut such levels of turiff aro o propriateoe ALY
CeKeDe purts will be allowed to be imported froc of duty except for
those purto th.t are locully manufactured prosontly, such as tyrcs,
tubes und batterics, The import duties will bo inmposed om a doto,
to be docided by Covernment which will not bo lutor thea 18 monthas
from tho dato of the motice L.e. Februury 2ith, 1966, Provisicn
will bo made for the exemption from import duty on cort.dn typos of
gpocialiced motor wehicless The specialiscd veohicles are thooo like
giro=oncinoge ocnbulancea, special vehicles usod by, saye tho Iatioe
aal Eloctricity Doard and Telecommunications Dopartneont, etce widich
are not dealt with along ocommercial lines. '

The Govornment will impose with irmediante effcct (Fobrue
ary 2ith 1966) licensing and quantitative rostrictions oa the immort
of all C.B.U. and 5.K.D. vehicles. Guotas will bo allocated on tio
baels of the inporter's average proved imports into tho states of
Malaya during the years 196k and 1965 snd will be rovieved poriode
dcullye The quota for C.B.U. and 8.K.D. vohiclos will bo as
follows 3=

Passanger vehicles -  10%
Cormercial vehicles = 80%

C.K.D. vehicles will be sllowed to be imported withous
any restrictions, :

‘For ex:niple, the 1964 import of paccunger curs amounted
t6 19,231 units :nd the 1965 imports amountod to 18,837 unitg, the
average of thoso two figures is 19,034 unitse That mouns the inp=
ort quota for 1966 will be 110% of 19,034, which anocunts to
20,937 (refer to Table 4). ‘ | |

For the purpose of quota restrictions tho year would be
divided into two 6 month periods. At the end of eack quota poriod
the restrictions would be reviewed, and any chunges that are
deemed necessary will be put into effect. ihat tho trends would
be, regurding cuota restrictions, is very indcfinite « all dcponds
on the circumstunces i.e. policy would be inplononted on @ trdul
and error basise But it can sately be assumod thut the quota
would be graduully, if not radically, decreascd.

To implement this quota restricti ns all iapcriers of
motor vehicles would be required to obtuin imnort liconeea (chich
would be issucd £ree of charge)e A ncainal cun of U300 would be
churged only for a replacement of a lost licences ZLicences will
‘huave to be renewod amauallye S o |



| This method of imposing quota on the 1964 :nd 1965
inrorta docs not mcke concorsinone for flrma vwhich woro nouly
est~blished then, and which since then have nide ronid nrozress
in o:dcae This method would only be fulr tn lengestonding fivmo
whick have (r:duzl progress in sules. In oitl:r wordsy the now
firng, tlcu;h they huve a greater cspucity tc handle sules are

- restricted boc.use they were in a astase of infaoncy during tho
1964 and 1565 periods. o R

- However, new firms wanting to oct:blish thomselvos oo
motor-car de.lera would be allowed a ccrt:in uotay though thoy
have no past resords of their capacitye %Shis weuld howavor hovd
to be on arbitrory basis, , o o

These import restrictions have iho following purnoscs s

a) To mcke sure that hoardins is not nractisccede loculd
asgembly of vehiclos could vory well ncam hijher ccots
of final product, especlally if «asonbly is currded on

a emall scale, which would nc:n th:t it would o unccone
oniice In such a case, dealors ay still bae dezledng to
ipnort venicles in CuB.U. or SelleDe forme Such a stute
of affuirs would be no encourc;cienl for deulera to
stayt local assemblye Connectod to this is tho f.ot
th.t the consumers might be nrajuidiced against loc.dly
agaembled vehicles. In such a siuto of affuirs vhai
ocould happen:ias that, the dealers could still irport
C.BoUe vehiclos from the truditionul oxporters in lurje
gusbers, and sell these wehiclog ot a mucsh hirher niviie
une This could very well wori: cut 12 comsumers ure 1.ore
villing to pay higher prices for vchicles in which they
hove f£.ithe Such a situation lis detrimontal to both the
consumer and the industry, while 3 @mall handful of
poople guln at others' expensae

®) To set as an inducement for mrmfucturers z2nd dcule
ers to assemble locullyes The genoraul tendency iz for
dnnorts of vehicles to incro.co yoor by year, boliy uo &
rooult of population inecrease, (nd the riaing stind.rd
of living, of the people of ilic natdone Thls dncrease
4n imports is illustruted in J.lle 4, and now, with the
end of confroatation, the incro.se in imports could
" dnerause even furthere With tihia gquota restrictlon, the
supply of motor vehicles to tlic tublic cun bo cxnected
£o fsll short of demand, and tho only way to moet locul
domands would be by ascemblin; loc.llye ~nd though thore
4s po such indication at the ncment, we eun fairly exnect
the quota to decreass as time goes ony 50 that the conp~
ulsion to assemble locully would be cven greuters

It must beo pointed out lLcue shut quota restrictiona
. will be bascd, not on the muzo of tho vehicle, but y.toor
" on the firm dealing in motor voiiclese A fira liko
Voarne Brothers, which sellso vcry o.ny modela, will Uo



givon a quotu bused on its total imports, oo that the number of
difforent nikes it imports is left to the firm's owvn discrotion,
as long us its totul imports, for the 6 nonth *quotuaeperiod?! doos
not axneeé the quota.

Distributors snd pr1Vate individuals who wich to irmort,
used motor vehicles, muy bs permitted to do so, subject to a lice
ence boing cbtained from the dovernrent, Tho mumber of used
‘wehiclos imported by or through distrihutors will be deducted
from tho respective quotus allocated to tho diatribntora for their
i.mporta.

&nantitatin restrictions will not be applied to cortodn
types of spoclaliced motor vehicles which will bo specificd in
Custoas Hotices. ,

In order to stimulate the progroscive munufacture and
utilisation of local componont partae an assombly tox will de
introducede The proposed tax ias designod as a progressive fuxz, to
be applied at epecific intervals, to thogce asscublers vho fuil to
meet the Government's minimum requirements of locul contcat, for
both passenger and commercial vehicless The percentage of local
content that must be attained, and the poriod within which 4%

ghould be attiined, and the assembly tax applicable will be as
follows 3=

TABLE 5 (a)

PLSSENGER CARS /ND COMMERCIAL VEHICLES
OF LES3 THAN 1 TON CARRYING CAPACITY

waamuammsnhwa@asmmugmm

Percentage of Local | Maximum time permitted| Rote of dpplication
Content that must be| froa the date of anne of Tax
attaiue?” , ouncement 2) 1 : (3)
& |  2yers | @ 2w
12 I years 5075
1&% | 6 years | 755
20% N 8 years N 1005

(The rate of application of tax is curmlative to a
maximm of 125 of vohicle valua for passenger curs und 5} for
cozmercinl vehicles of less than one ton earrying mpacityc)



T:BLE 5 (b)

- COIQERCIAL VEMICLES IN EXCESS 0?
1 TON C.RRYING C..P..CITY.

mm,msmmsmnaguunsmannmunnnamwaaﬂamw
Porcentupe of Looud | Maximum time peramit-| Rato of Application
contont thut must ted from the date of | of Tax

attuined B announcesmont ,

o - 2 years - 255
2% | & yeurs 508
25 | 6years 7
283 ’, 8 years 1007

(The rate of epplication of tax is cumilativo to a
moximum of 55 of vehicle value.) | |

As an 1)lustration, if an assembler of pascongor cors
hos not attcined at least 8% loeal content (as dofined a litter
lator) within 2 yearso from the dute of this announconont (Fobe
ruary 24th, 1966), ho would them be liable to an assoubly taox
equal to 25% of the maximum 12° assembly tax, IThis would be
equivalent to a 3’ aosembly tax on the value of tho vochicle ao
dofined bolowe Should the asaembler fail to attuin 127 local
contont within & yeurs from the dute of thias announcement, he
would then be lisble to an assembly tax of 500 of tho noximum
125, or 6/ of the value of the vehicle.

~ Here the question may be asked, as to vhy tho local
content is expoctod to be greater for commorcial vehicles 4n
excoss of ono tom, tham for pascenger care and cormercial vehice
les of lesa than one tom carrying capacity. Thls ig because the
Jooal contont that con be added to heavy lorries huo grocter
potentinlitiose For exampls, for & pasgenger car five tyres ,
(plus spare) would cost, at about $35 each, about $175e \Whereas,
for a heavy lorry secvon tyres would have to be usad, cach of which
cost much more, sumaing up to around a §1,000. Aguin, the whole
wooden or aluminium bodywork ean be done locallye It is these
dtems which incroase the potential of local contont in a cormerw

cizl vehicle of more than ono ton carrying capacitye
Is‘éédér ta:nndcrataad~prnper1y the formulae seot cut

for nssembly tux imposition, we have to define cortoin terus,
which otnoigisc right obscure comprehension of tho cochanlcs.



Detinition of Torms 3
| | Locul Contonts

~ The locol conteant is meusured by the *dolotien

“allowance® in C.K.D. and §.K.D. packs provided to the
asscmblor by the basie manufacturer. The deletion
allov.nce ip, s.y, a C.K.D, puck would be those escoate
iol purts of the vehicle thut are left cut fron the
pock, 80 that loscully made parts are ocubstitutcde For

- exanple a CeK.D. pack nmay be imported uithout tyroo,

~ fubca und batteries because these itens cre munufactured
locally, «nd make up the %locaul eontent®,

ue of Vohicle 3

~ Tho value of a passenger car or comnmorcicl vehiela’
shall consiot only of the following direct munufucturing
costs ¢ o -

4) ©Costs of raw materisle and of cemi-finished or
finished articles delivered at the asscnbly
plaaty

41) Costs of fuel, other utilitics und materials
" pecessary for manufzcture dolivered ct the
'~ assembly planty )
441) Toges and other workers® bensfits for labous
porticipating directly ia tho production of
the vehiole. '

Factory overheads, depreciation cnd genoral and
adminintrative expenses are excludeds

ggreebtagg of Local Content 3

. The percentage of local content is ocqual to the
gotal deletion allowance divided by the total wohicle
‘golue as defined above. The percentuge of locul content
will be culoulated thus 3 o

Total yalue of deletion ullowancd = 100
' " Potal value of vehlcle

of Ad Valorem Regisctr-tion Fcg 8

“eferential Rata

An od valorem registration fee {AVXF) has had %o
- be puid, for every cur imported and eold in tLis
country all along. The foes have been at the folloving
rates 3 |



TABLE 6
AJVRoFs RATLS

- . Counonwealth Hon«Comrronuoulth

Origin Oricin
Puseenger eurs B 1 255
Coumercial vehicles il 157

These ratos still continue to be imposcd, but 4a ordor
to promote foir compotition among asuemblers of 11 nukes of
vohicles, cnd to oncourage the utilization of loc.d zuterinls,
parts cud compunonts that can bo made efficlently :nd econonically
in Hadayslu, the Govornment hag decided to grunt the uroforenticl
rate of AVRY to all locully ascemtled vehicles, <hisc weans that
1l locilly asccenbled vehicles would be the -AVIE ot 10) for nucoe
enger cars and nil for commeroisl vehiclas, regurdloans of origin
of the parts .nd components. In respect of vehilclces of nonw
Commonmvealth oripin (4.e, leas than 50 Cowmmonwsalth contont) they
will be subject to the full rate of AVRP 4f thoy do not attuin the
ninirmum local content requirements withia the period stipulated
eariior,

Al) C.B.U, vehicles will continue to noy AVIF which is
based on the ceiefe valuese Locally asssmbled vohicles will
inttinlly pay AVRF boged on celef, price of identical CeBl.U.
nmodelse This basis will, hovever, be sudjest o reviews Just as
the quota restrictions, this bdasls of AVRF payment for loecally
asserblod vehicles will bs worked upon a tricl and orror aethode

%o sum up the case of the locul assenbled .. ecr or vehie
clo, it receives first of all, tariff proctaction up to a maxinun
of 30’e Added to thlsg/protection in the fomm ol quota rostriction
on C.BoUe and S.E.De vehicles imrorted. It only huao to pay cccer=
bly tax 4f i3 f.ils to reach the Government's locol content requie
remont within the stipulated time. Laotly, whilo it is subjoct to
AVRP, it ig given prefaerential treatmeant. ‘

. Ploncer stutus is not granted by the Govermaent to the
assenbly 4ndusirye. There are iwo muln xeasons for thioe !/hen the
sscambly indusirty wusd firet eavissgod im co-ordinutdca with the
Governzent of Singcpore, Ford Motors had alreudy boon inm the %ndu-
stry for about 36 years without such Government concoscicne “hore-
fore to gr.ant such a status them, would have beon unl.iz to Ford's,
Secondly, the sscembly industry is mot a munufacturing industzy,
and 28 such the gr.nting of pionser status is not morrantede

fhe Government has also stipulated that assenblers
chould use loc:l parts and compcnents as, and whon they wre avalle
able, subject to the quality being acceptable. the Governnent is
prepured to grant ploncer statuc (und in fact Eaa done 8%e in
principle) and to introduce the necesaary tardiif proteciion for
the locul manufacture of parts and components, whonover tbia,may



be done econondcallys The Government would 1iko to soe in partie
cular the eurly manufacture of the following items ¢ trining mate
erials, seat frumes, leuf und coil springs, siloncors und exhaust
pizeaiu;u&iﬁtfza ind core, fan belts, shock absorbers, souling
materiuls, broke lining and parts, safet ass ork plugs
cunvas hoods und bunner dbars, ’ V& Vo PRiESs

The eagomblers are at liberty to select cites of their
o cholge within the Stutes of Mulaya, for tho cotting up of
their pluntce In fact thore is ulready one truck assembly plant
in Petiling Juys which ascembles Mercedes Benr truciis for Cyele
und Carrdoge Cos Ltdee Thera have been indications of site devele
opnent in Butu Tige which hae a direct liasksge ty voud and radid
to Port Swettenhum und about ten miles auway froa ite

Tke nucber of ascsubly plants that muy be eotablishod
may be limitod by tho Covernnent, if nocessary. :anconblera,
hovever, nuy group thomsolvea into a consortium 4f they 60 deaireg
4.0 2 fow dealers of different mukes could get torothor ond open
ua single assendly plunt, where their various modols of vehiclos
could be assembled under the sams roafs

On the othur hand, vehicles moy also be acsonbled by
contract assenmblorse JIn fuct, there is already on ‘ustralian
fira which is going to undertuke contract &assembly in Maloyeiag
but the nume of this fim ia still a Government oecrotl

Subject to the provisions of the existing cuctons legiss
lation, asoembly plints moy be treated as custons honded arcose
Custons officialo will be stutioned at thosze bondod arcas, and the
cost of maintaining them shull be borme by the ucoerdly plunts,
Bonded areas moy olso be considered for C,B.U. vchicles.

The Borneo Stetes are being consulted with a view to the
adaption by all States of Malaysia of a uniforam polioye
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