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Abstract: �hi� pape� examine� the �han�in� �ole of �ove�nment an� fo�ei�n fi�m� 
in Malay�ia’� in�u�t�ialization p�o�e��� E�onomi�t� have hel� �iffe�ent view� on 
the �ole of �ove�nment in in�u�t�ialization� Some �elieve� that the �evelopin� 
wo�l� wa� full of ma��et failu�e� an� the only way in whi�h poo� �ount�ie� �oul� 
e��ape f�om thei� pove�ty t�ap� wa� th�ou�h the fo��eful �ove�nment inte�ven�
tion� Othe�� oppo�e� to thi� view a��ue� that �ove�nment failu�e wa� �y fa� the 
�i��e� evil an� that it �houl� allow the ma��et to �tee� the e�onomy� Reality ha� 
�een �iffe�ent f�om expe�tation fo� eithe� �i�e� F�om a �ount�y �epen�ent on a��i�
�ultu�e an� p�ima�y �ommo�itie� in the �ixtie�, Malay�ia ha� to�ay �e�ome an 
expo�t���iven e�onomy �pu��e� �y hi�h te�hnolo�y, �nowle��e �a�e� an� �apital 
inten�ive in�u�t�ie�� �he ma��et o�iente� e�onomy an� the �ove�nment’� �t�ate�
�i� in�u�t�ial poli�y that maintain a �u�ine�� envi�onment with oppo�tunitie� fo� 
��owth an� p�ofit� have ma�e the �ount�y a hi�hly �ompetitive manufa�tu�in� 
an� expo�t �a�e� Multinational� have �een at the fo�ef�ont in thi� p�o�e�� an� 
wo��in� han� in han� with the �ove�nment th�ou�h a p�o�e�� �nown a� “han� 
hol�in�”� A� fi�m� move up the value �hain thei� �equi�ement� �han�e, an�, to �e�
main �ompetitive in a �lo�al envi�onment, the �ove�nment ha� ha� to �han�e it� 
poli�ie� an� app�oa�h to en�u�e that thi� o�je�tive i� not �omp�omi�e�� In 2006 
the �ove�nment i�entifie� the �e�vi�e �e�to� a� the new ��ive� fo� ��owth, whi�h 
�u��e�t� a new e�a in in�u�t�ialization� Ba�e� on thi� evi�en�e we �on�lu�e that, 
fo� �u��e��ful in�u�t�ialization, �evelopin� �ount�ie� will �equi�e flexi�le �ove�n�
ment� that fa�ilitate the �evelopment of the p�ivate �e�to�� �hi� app�oa�h will 
�ene�ate ��eate� �enefit� than woul� othe�wi�e o��u� if �evelopin� �ount�ie� we�e 
to a�opt eithe� �ove�nment o� ma��et �a�e� �evelopment t�aje�to�ie�� 
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Al�uno� �o�tenían que el mun�o en �e�a��ollo e�ta�a lleno �e falla� �e me��a�o y 
que la úni�a fo�ma en que lo� paí�e� at�a�a�o� po�ían e��apa� �e �u t�ampa �e 
po��eza e�a a t�avé� �e la fo�zo�a inte�ven�ión �u�e�namental� Ot�o�, que �e opo�
nían a e�te punto �e vi�ta, a��umenta�an que la falla �el �o�ie�no e�a �on mu�ho 
un mal mayo�, y que �e �e�e�ía pe�miti� que el me��a�o �i�i�ie�a la e�onomía� La 
�eali�a� ha �i�o �ife�ente a lo e�pe�a�o pa�a �a�a una �e la� pa�te�� �e �e� un 
paí� �epen�iente �e la a��i�ultu�a y lo� �iene� p�ima�io� en lo� año� �e�enta, Ma�
la�ia hoy en �ía �e ha �onve�ti�o en una e�onomía que �e mueve po� la� expo�ta�
�ione�, y que e�tá e�timula�a po� in�u�t�ia� �e �apital inten�ivo y alta te�nolo�ía 
�a�a�a� en el �ono�imiento� La e�onomía o�ienta�a ha�ia el me��a�o y la políti�a 
in�u�t�ial e�t�até�i�a �el �o�ie�no, que mantienen un am�iente �e ne�o�io� �on 
opo�tuni�a�e� �e ��e�imiento y �anan�ia�, ha he�ho �el paí� una �a�e manufa�tu�
�e�a y expo�ta�o�a altamente �ompetitiva� La� multina�ionale� han e�ta�o al 
f�ente �e e�te p�o�e�o, t�a�ajan�o mano a mano �on el �o�ie�no, a t�avé� �e un 
p�o�e�o �ono�i�o �omo “lleva� �e la mano”� Confo�me la� fi�ma� a��ien�en en la 
e��ala �e valo� �u� �eque�imiento� �am�ian y, pa�a �e�ui� �ien�o �ompetitiva� en 
un am�iente �lo�al, el �o�ie�no ha teni�o que �am�ia� �u políti�a y enfoque pa�a 
a�e�u�a��e �e que e�te o�jetivo no �e pone en �ie��o� En 2006 el �o�ie�no i�entifi�ó 
el �e�to� �e�vi�io� �omo el nuevo impul�o� �el ��e�imiento, lo �ual �u�ie�e una 
nueva e�a en la in�u�t�ializa�ión� Con �a�e en e�ta evi�en�ia �on�luimo� que, pa�a 
que la in�u�t�ializa�ión ten�a éxito, lo� paí�e� en �e�a��ollo �eque�i�án �e �o�ie��
no� flexi�le� que fa�iliten el �e�a��ollo �el �e�to� p�iva�o� E�te enfoque �ene�a�á ma�
yo�e� �enefi�io� �omo o�u��i�ía �i lo� paí�e� en �e�a��ollo a�opta�an una t�aye�to�
�ia �e ��e�imiento �a�a�a ya �ea en el �o�ie�no o en el me��a�o�

Palabras clave: in�u�t�ializa�ión, �u�titu�ión �e impo�ta�ione�, o�ienta�ión �e 
la� expo�ta�ione�, inve��ión ext�anje�a �i�e�ta, �o�ie�no�

jel classification: B25, F13, O14�

Introduction

Eve� �in�e the In�u�t�ial Revolution in the late ei�hteenth �entu�y, e�o�
nomi� p�o��e�� an� �evelopment have �een �lo�ely i�entifie� with 

in�u�t�ialization� �hi� thin�in� ha� �ontinue� to influen�e poli�y ma�e��, 
e�pe�ially in �evelopin� �ount�ie� (Jomo, 1993)� �u�in� the la�t two �e�
�a�e� �efo�e the A�ian ��i�i�, Ea�t A�ia �e�eme��e� a� the mo�t �ynami� 
�e�ion in the wo�l� e�onomy, a� it ha� �een �efo�e the ei�hteenth �entu�y’� 
�i�e of the We�t�1 Malay�ia, lo�ate� in South Ea�t A�ia, i� one of the fa�te�t 
��owin� e�onomie� in the wo�l� an�, in many way�, a �hi�� Wo�l� �u��e�� 
�to�y�2 F�om a �ount�y �epen�ent on a��i�ultu�e an� p�ima�y �ommo�i�
tie� in the �ixtie�, Malay�ia ha� to�ay �e�ome an expo�t ��iven e�onomy 

1 Jomo an� Ro�� (1998) a��ue that the Ea�t A�ian ��i�i� �a�i�ally t�an�fo�me� inte�na�
tional opinion a�out Southea�t A�ian �apitali�t mo�el�, with p�ai�e qui��ly t�an�fo�me� into 
�on�emnation�

2 �u�in� the pe�io� 1970�1990, Malay�ia ha� the wo�l�’� tenth fa�te�t ��owin� e�onomy 
(Sno���a��, 1995)�
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�pu��e� on �y hi�h te�hnolo�y, �nowle��e �a�e� an� �apital inten�ive in�
�u�t�ie�� �he South Ea�t A�ian �u��e�� ha� �een pa�tly att�i�ute� to it� 
a�ility to att�a�t fo�ei�n �i�e�t inve�tment (fdi) an� �uppo�tive �ove�n�
ment poli�ie�� Fo�ei�n manufa�tu�in� fi�m� an� �ove�nment� have at�
t�a�te� exten�ive wo�� �y ��hola�� �ee�in� to app�ai�e thei� �ole in in�u��
t�ialization� 

�e�pite �u�h inten�e inte�e�t, howeve�, the�e i� little �on�en�u� on 
thei� potential �ole� A��o��in� to the �la��i�al theo�y, the �enefit� f�om fdi 
a�e �e�ive� th�ou�h po�itive �pillove�� (Ma��u�en an� Vena�le�, 1999; 
Ait�en, Han�on an� Ha��i�on, 1997; Len�in� an� Mo��i��ey, 2001; Bloni�
�en, 2005)� �he �la��i�al p�oponent� al�o a�vo�ate fo� a minimum �ove�n�
ment �ole in the ma��et� ��awin� f�om the expe�ien�e of Latin Ame�i�an 
�ount�ie�, p�oponent� of �epen�en�y theo�y a��ue that �elation� of f�ee 
t�a�e an� fo�ei�n inve�tment with in�u�t�ialize� �ount�ie� a�e the main 
�au�e� of un�e��evelopment an� exploitation of �evelopin� e�onomie� 
(Wilhem� an� Witte�, 1998; �o� Santo�, 1970)� �ue to the pe��eive� ex�
ploitative natu�e of fdi, the �epen�en�y theo�y i� in uni�on �allin� fo� 
a�option of �tate poli�ie� that a�e �eli�e�ately �i���iminative of fdi, in o��
�e� to fo�te� �evelopment of lo�al in�u�t�ie� an� p�omote �elf �elian�e 
(�an�on, 2002; Wilhelm� an� Witte�, 1998; Blumenfel�, 1991)� �he�e two 
�onten�in� view� �ontinue to �ominate the theo�ie� that explain the �ole 
of fo�ei�n �apital an� �ove�nment in in�u�t�ial �evelopment�

Cent�al to the �evelopment �e�ate in South Ea�t A�ia ha� �een the 
�ole of in�u�t�ial poli�y in �evelopment,3 with the Wo�l� Ban� (1993) a��
�uin� that in�u�t�ial poli�y ha� no �ole in the in�u�t�ialization p�o�e�� in 
South Ea�t A�ia� Jomo et al. (1997), on the othe� han�, �t�e�� the impo��
tan�e of in�u�t�ial poli�y to �evelop t�a�e poli�y in�t�ument� whi�h, al�
thou�h with mixe� �e�ult�, have neve�thele�� �een pa�t of the �e�ion’� 
in�u�t�ial poli�y �to�y� A� a �e�ult, the�e e�onomie� have �een �elyin� on 
fdi to �evelop mo�t of thei� inte�nationally �ompetitive �apa�ilitie� (Jomo 
an� Ro��, 1998)� In the �a�e of Malay�ia, �ove�nment poli�y ha� �ene�ally 
a��o��e� a �ent�al �ole to fo�ei�n �apital, while at the �ame time ha� �een 
wo��in� towa��� a mo�e �u��tantial pa�ti�ipation of �ome�ti� (e�pe�ially 
bumiputera)4 �apital an� ente�p�i�e (��a��le, 2000)� In thi� pape� we fo�

3 In�u�t�ial poli�y i� �efine� a� the �ele�tive p�omotion of �e�tain e�onomi� a�tivitie�, 
 u�ually th�ou�h �tate inte�vention, �ut often involvin� in�i�e�t mean� �u�h a� offi�ial en�o��e�
ment o� p�oa�tive �e�pon�e to �olle�tive p�ivate �e�to� initiative� (Jomo an� Ro��, 1998)�

4 Bumipute�a i� a name o�i�inally �iven to the a�o�i�ine� of the �ount�y, who a�e mo�t�
ly Malayan� By 2007 the population �i�t�i�ution �y ethni� ��oup� wa� a� follow�: 54 pe� 
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�u� on the �ole of in�u�t�ial poli�y in att�a�tin� an� utilizin� fdi in Malay�
�ia�5 A �omp�ehen�ive analy�i� woul� �equi�e an exten�ive �tu�y of fi�m� 
an� �ove�nment poli�ie� �lo�ally� Given the limitation� of a pape�, we 
 �e�t�i�t thi� analy�i� to �tu�y Malay�ia6 to o�tain a �eepe� an� mo�e info��
mative analy�i�� �he �e�t of the �o�ument i� �t�u�tu�e� a� follow�� In the 
�e�tion I we �i��u�� the p�o�e�� of in�u�t�ialization in pha�e�� In �e�tion II 
we �i��u�� the le��on� lea�nt, an� la�tly the �on�lu�ion follow��

I. Industrialization in Malaysia

Malay�ia’� in�u�t�ial �evelopment �an �e �la��ifie� into �even pha�e�, a��
�o��in� to the in�u�t�ial �t�ate�ie� a�opte�� In the fi��t pha�e (1867�
1957), Malay�ia wa� un�e� �olonial �ule an� the e�onomy wa� la��ely lim�
ite� to expo�t of a��i�ultu�al p�o�u�t� an� mine�al�, mainly �u��e� an� 
tin, un�e� f�ee ma��et� At in�epen�en�e, in 1957, the�e wa� a �hift to the 
impo�t �u��titution in�u�t�ialization (isi) �t�ate�y until the late 1960�� 
Althou�h isi wa� a�an�one� even if not enti�ely, towa��� the ea�ly 1970� 
the�e wa� a �enewe� empha�i� with a new fo�u� on expo�t o�iente� in�u��
t�ialization (eoi), a �t�ate�y that la�te� a pe�io� of ten yea�� an� wa� 
la��ely �on�i�e�e� a �u��e��, ex�ept fo� the limite� lin�a�e� �etween fo��
ei�n an� �ome�ti� fi�m�� A �e�on� �oun� of isi wa� int�o�u�e� f�om 1981 
up to 1986 an� wa� �on�i�e�e� mu�h of a failu�e, p�omptin� the �etu�n to 
eoi in 1987, a pe�io� la�tin� ten yea�� �efo�e the a�vent of the A�ian ��i�i� 
in 1997� Afte� the A�ian ��i�i� a unique pe�io� followe�, when the �ove�n�
ment pu��ue� �ta�ilization mea�u�e� aime� at �ettin� the ailin� e�onomy 
�a�� on t�a��� �hi� pe�io� la�te� �lo�e to ei�ht yea��� �he la�t pha�e �ap�
tu�e� the mo�e �e�ent pe�io�, when the Malay�ian e�onomy hope� to move 
towa��� �lo�al �ompetitivene��, f�om 2006 onwa���� We ��iefly �i��u�� 
the�e pha�e� in the next �e�tion�

�ent Malayan, 25 pe� �ent Chine�e, 7�5 pe� �ent In�ian�, 11�8 pe� �ent othe� type� of Bumi�
pute�a, an� 1�7 pe� �ent othe� ethni� ��oup��

5 Jomo an� Ro�� (1998) a��ue that Malay�ia ha� lon� ha� ethni� �ival�ie� an� an ethni� af�
fi�mative a�tion poli�y� �hi� ha� en�ou�a�e� �ome poli�y ma�e�� to t�y to limit ethni� Chine�e 
�ont�ol of the e�onomy �y en�ou�a�in� fo�ei�n �i�e�t inve�tment, �o that the p�opo�tion of ethni� 
Chine�e �ont�ol of the e�onomy woul� �e �o��e�pon�in�ly �e�u�e�� �hi� �u��e�t� a politi�al 
motivation fo� the impo�tant �ole of fdi in Malay�ia� Sin�apo�e an� Malay�ia, a��o��in� to Jomo 
an� Ro��, nee� to �e explaine� politi�ally �athe� than �imply �y e�onomi� �on�i�e�ation��

6 A��o��in� to ��a��le (2000), Malay�ia i� pe�hap� the �e�t example of a �ount�y in whi�h 
the e�onomi� �ole� an� inte�e�t� of va�iou� �a�ial ��oup� have �een p�a�mati�ally mana�e� 
in the lon��te�m without a �i�nifi�ant lo�� of ��owth momentum, �e�pite the on�oin� p�e�en�e 
of inte��ethni� ten�ion�, whi�h have o��a�ionally manife�te� in violen�e, nota�ly in 1969�
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I.1. Situation Before Independence

Sin�e the late nineteenth �entu�y Malay�ia ha� �een a majo� �upplie� of 
p�ima�y p�o�u�t� to the in�u�t�ialize� �ount�ie�, �ue to the ��eat �eman� 
f�om the We�t a� a �e�ult of it� ��owin� population� �he �omme��ial im�
po�tan�e of Malay�ia wa� enhan�e� �y it� �t�ate�i� po�ition, athwa�t the 
�ea�o�ne t�a�e �oute� f�om the In�ian O�ean to Ea�t A�ia� Me��hant� 
f�om �oth of the�e �e�ion�, A�a��, In�ian� an� Chine�e �e�ula�ly vi�ite� 
the �ount�y (��a��le, 2000, pp� 149�177)� At in�epen�en�e in 1957, tin an� 
�u��e� in pa�ti�ula� we�e the main expo�t �ommo�itie� in penin�ula� Ma�
lay�ia7� �he �eman� fo� �u��e� wa� hi�h to the point that it qui��ly �u��
pa��e� tin a� Malay�ia’� main expo�t, an� fdi wa� the main fo��e �ehin� 
the ��owth of �u��e� �ultivation� fdi al�o playe� an impo�tant �ole in ma��
�et expan�ion fo� lo�al p�o�u�e��, an� wa� la��ely �ominate� �y the B�it�
i�h, Ame�i�an�, F�en�h an� the �ut�h� A� a �e�ult, fdi �e�ame �o �t�on� in 
Malay�ia that in the 1950� the�e we�e 958 fo�ei�n �ompanie� in the Fe�e�a�
tion (Ra�iah, 1995, pp� 50�53)�

Malay�ia’� inf�a�t�u�tu�e wa� �ene�ally mo�e �evelope� than in almo�t 
any othe� B�iti�h �olony ( Jomo an� Ro��, 1998)� �hi� wa� mainly �e�au�e 
the �olonial �tate u�e� �evenue� �ene�ate� �pe�ially f�om �u��e� an� tin 
to finan�e inf�a�t�u�tu�al �evelopment (�ee ta�le 1),8 mo�t impo�tantly 
�ailway line�, �oa�� an� po�t�� �hi� expan�ion in inf�a�t�u�tu�e “�u��i�
�ize�” manufa�tu�in� ��owth, a� it �o�e �elatively �mall taxe� �u�in� the 
�olonial pe�io� (Ra�iah, 1995, p� 53)� Fi��al lin�a�e� al�o expan�e� in e�u�
�ation an� health, an� thi� �ont�i�ute� to a �tea�y ��owth of the Malay�
�ian e�onomy� �hi� �ene�ate� a �uffi�ient �eman� to �timulate the �eploy�
ment of We�te�n fi�m� in Malay�ia� �he �olonial �ove�nment empha�ize� 

7 ��eviou� to in�epen�en�e f�om the UK, the We�te�n pa�t of mo�e�n Malay�ia wa� �nown 
a� B�iti�h (�enin�ula�) Malay�ia, o� �imply Malaya, an� it �i��olve� in 1946 to �e �eo��anize� 
a� the Fe�e�ation of Malay�ia in 1948� It wa� thi� polity the one that �ot in�epen�en�e on Au�
�u�t 31�t, 1957� On Septem�e� 16th, 1963, Sin�apo�e, Sa�awa�, B�iti�h No�th Bo�neo an� the 
Fe�e�ation of Malay�ia me��e� to fo�m Malay�ia, whi�h, a� a unifie� �tate, �i� not exi�t until 
1963� Ethni� ten�ion� �pa��e� in the union �oon afte�wa���, a� well a� an a�me� �onfli�t with 
In�one�ia, an� finally the expul�ion of Sin�apo�e in Au�u�t 1965� All the�e fa�t�, plu� the fi�ht 
a�ain�t �ommuni�t �ue��illa� in the 50’�, �ete�mine� an e�onomi� poli�y �t�on�ly influen�e� �y 
pu�li� (B�iti�h ��own an� the Fe�e�ation a�mini�t�ation) inve�tment in inf�a�t�u�tu�e� �he 
fi��t e�onomi� plan� �ite� in �a�le 1 �o��e�pon� to the �olonial pe�io� an� the yea�� when Ma�
lay�ia wa� not enti�ely in�epen�ent�

8 In the po�t wa� �evelopment plan� (u�ually a five�yea� plan) we�e wi�ely a�opte� �y le�� 
�evelope� �ount�ie� (ldc�) to �et �i�e�tion�, ta��et� an� e�timate� �o�t�� Ea�h of the Malay�ian 
te��ito�ie� ha� plan� �u�in� the 1950�� �he plan� we�e �enum�e�e� an� �e�title� in 1955, with 
the fi��t �eal plan�
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mainly the p�o�u�tion of expo�t o�iente� �aw mate�ial� an� B�iti�h manu�
fa�tu�e� impo�t�� A� a �e�ult, lo�al in�u�t�y wa� la��ely �onfine� to p�o�e���
in� �aw mate�ial� fo� expo�t an� p�o�u�in� �e�tain item� fo� lo�al �on�ump�
tion, e�pe�ially if favo�e� �y p�e�e�vation an� t�an�po�t �o�t �on�i�e�ation 
(Jomo an� E�wa��, 1993)� �hu�, the �evelopment of �ome�ti� in�u�t�y wa� 
la��ely un�e� laissez fair �on�ition�� By 1957, penin�ula� Malay�ia wa� al�
�ea�y expo�tin� foo�, �eve�a�e� an� to�a��o�

Ri�in� �eman� fo� hou�in� �oo�te� the �eman� fo� �ement an� la��e 
��ale woo� p�o�e��in�� Manufa�tu�in� output ��ew �y 15�3 pe� �ent pe� 
annum in the pe�io� 1955�1957, an� it� �ont�i�ution to gdp wa� only 8 pe� 
�ent (Ra�iah, 1995, p� 61)� �he a��en�e of �tate �u��i�ie� an� p�ote�tion �i��
�ou�a�e� the ��owth of la��e manufa�tu�in� ente�p�i�e�, an� fi�m� in Ma�
lay�ia we�e �mall, ave�a�ely employin� 20 wo��e��, althou�h the majo�ity 
employe� le�� than 10� �hey a��ounte� fo� 6�4 pe� �ent of employment in 
penin�ula� Malay�ia (Wo�l� Ban�, 1955, p� 422)� fdi wa� in�t�umental in the 
�evelopment of the manufa�tu�in� �e�to�, an� po�itive �pillove� effe�t� 
we�e al�ea�y flowin� to the lo�al fi�m�, a� well a� ma��et outlet�, in the 
eme��en�e of the mo�e�n manufa�tu�in� �e�to� in Malay�ia� �he�e wa� 
al�ea�y a �u��tantial level of te�hnolo�y �pill ove� f�om fo�ei�n fi�m� to 
lo�al fi�m�� In a��ition to employee t�an�fe��, We�te�n fi�m� �u��ont�a�t�
e� en�inee�in� an� �on�t�u�tion wo�� to lo�al Chine�e fi�m��

Table 1. Malay�ia: �evelopment plan�, 1947�1963

                                                                                          Planned sectoral allocation 
                                                                                                          (percentage)

Malaya Economic 
projects

Infrastructure
 

Social 
services

Draft development plan (1950-1955)

Initial        10�3        63�8 25�7

Revi�e�        18�5        72�3 9�2

1�t Malaya �lan (1956�1960)        24�5        46�1 18�1

2n� Malaya �lan (1961�1965)        23�4        47�9 17�0

Source: Ext�a�te� f�om ��a��le (2000, p� 162)�
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�owa��� the en� of the 1950� te�hnolo�i�al innovation� in the �evel�
ope� �ount�ie�, whi�h ha� p�eviou�ly impo�te� �u��e� an� tin f�om penin�
�ula� Malay�ia, le� to the p�o�u�tion of �u��titute �ommo�itie� fo� p�ima�y 
p�o�u�t�, �u�h a� �yntheti� �u��e�, �au�in� �e�iou� effe�t� on the Malay�
�ian e�onomy, who�e fo�ei�n ex�han�e wa� �epen�ent on tin an� �u��e�, 
�ue to �e�u�e� p�i�e� an� low �eman�� �hi� ne�e��itate� a �e��ea�e in the 
�elian�e on tin an� �u��e�, an� �o Malay�ia a�opte� impo�t �u��titution 
followin� �e�ommen�ation� f�om a Wo�l� Ban� �tu�y in 1955�

I.2. Situation after Independence

In�u�t�ialization in Malay�ia i� �on�i�e�e� �y many ��hola�� (e��� Jomo 
an� Ro��, 1998, an� Alavi, 1996, amon� othe��) to have �e�un afte� in�e�
pen�en�e of penin�ula� Malay�ia in 1957, althou�h a� we have �een f�om 
the �i��u��ion a�ove the manufa�tu�in� �e�to� ha� al�ea�y �e�un �evelop�
in� ea�lie�� Afte� in�epen�en�e in 1957, the new �ove�nment em�a��e� on 
the isi �t�ate�y followin� the �e�ommen�ation of expe�t�� �hi� �t�ate�y 
�ou�ht to en�ou�a�e fo�ei�n inve�to�� to �et up p�o�u�tion, a��em�ly an� 
pa��a�in� plant� in the �ount�y to �upply fini�he� �oo�� p�eviou�ly im�
po�te� f�om a��oa�� What exi�te� wa� ve�y la��ely a p�omotional effo�t 
�ea�e� to the p�ovi�ion of an inve�tment �limate favo�a�le to the p�ivate 
�e�to�, an� mo�e e�pe�ially fo�ei�n p�ivate ente�p�i�e (Wheelw�i�ht, 1963, 
p� 69)� �o p�omote �u�h effo�t�, the �ove�nment �i�e�tly an� in�i�e�tly 
�u��i�ize� the e�ta�li�hment of new fa�to�ie� an� p�ote�te� the �ome�ti� 
ma��et (Jomo, 1993)�

�he mo�ilization of thi� �evelopment potential fo� �uil�in� the new 
in�epen�ent Malay�ian e�onomy ha�, howeve�, to �e �one un�e� �onfli�t�
in� �hallen�e� po�e� �y a plu�al �o�iety inhe�ite� f�om it� �olonial pa�t� At 
that time, the native�, Malay�, who a��ounte� fo� 52 pe� �ent of the popula�
tion, �ominate� politi��, �ut we�e �elatively poo� an� mo�tly involve� in 
low p�o�u�tive a��i�ultu�al a�tivitie��9 �he ethni� Chine�e, who we�e a�out 
37 pe� �ent of the population, enjoye� ��eate� e�onomi� powe� an� �omi�
nate� mo�t of the mo�e�n �e�to� a�tivitie�, �ut �i� not mat�h the ethni� 
�oli�a�ity o� politi�al powe� of the Malay�� �he�efo�e, e�onomi� poli�y ma��
in� in po�t in�epen�en�e Malay�ia tu�ne� to �e a �ontinuou� �t�u��le to 

9 In 1957�1958, 34�9 pe� �ent of hou�ehol�� ha� an in�ome of le�� than rm 120 (app�oxi�
mately 24 eu�o�) pe� month� Mo�e than half of the�e hou�ehol�� we�e Malay, lo�ate� in �u�al 
a�ea� (Sno���a��, 1995)�
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a�hieve �evelopment o�je�tive�, while p�e�e�vin� �ommunal ha�mony an� 
politi�al �ta�ility� Gove�nment poli�y �u�in� the fi��t �e�a�e wa� �on�e�
quently �e�i�ne� to �upp�e�� ��owin� inte� �ommunal �ival�ie�� �he poli�y 
th�u�t wa� to �ontinue with the �olonial open �oo� poli�ie� �elatin� to t�a�e 
an� in�u�t�y, while attemptin� to �e��e�� ethni� an� �e�ional im�alan�e� 
th�ou�h �u�al �evelopment ��heme� an� the p�ovi�ion of �o�ial an� phy�i�
�al inf�a�t�u�tu�e (Athu�o�ala an� Menon, 1996)� �hu�, the �tate pu��ue� 
an e�onomi� poli�y of �i���imination that favou�e� ethni� Malay� ove� 
othe� �a�e� in�lu�in� p�efe�ential t�eatment in employment, e�u�ation, 
��hola��hip�, �u�ine��, a��e�� to �heap hou�in� an� a��i�te� �avin���

�h�ou�h thi� in�u�t�ial poli�y the �ove�nment fo�u�e� on the �evelop�
ment of inf�a�t�u�tu�e an� the �u�al �e�to�, while in�u�t�ialization wa� 
left to the p�ivate �e�to�; a �e�i�ion that wa� la��ely a politi�al �omp�omi�e 
�etween the pa�tie� ma�in� up the �ulin� allian�e� �he Unite� Malay Na�
tional O��anization (umno)10 �ealize� that the Chine�e an� In�ian a��ep�
tan�e of umno’� politi�al �ole wa� to �ome extent �epen�ent on the �tate not 
inte�fe�in� in p�ivate �omme��e an� in�u�t�y (whi�h they �ominate�) �e�
yon� it� �e�ulato�y �ole� �he�efo�e, umno a��epte� (tempo�a�ily) the Chi�
ne�e an� In�ian �ominan�e of �u�ine�� an� �omme��e, in ex�han�e fo� 
thei� a��eptan�e of umno politi�al �omination an� umno effo�t� to in��ea�e 
the Malay pa�ti�ipation in the �u�al �e�to� an� in the t�an�po�tation, 
minin�, �on�t�u�tion an� tim�e� in�u�t�ie�� Wo�l� Ban�’� �e�ommen�a�
tion� favo�in� in�u�t�ialization un�e� p�ivate �e�to� au�pi�e� al�o influ�
en�e� thi� poli�y (Ku�uvilla, 1995)� �he �tate �e�t�i�te� it�elf to the ��eation 
of a favo�a�le �limate to att�a�t fo�ei�n inve�tment in impo�t �u��titution 
in�u�t�ie�� �he �tate ena�te� the �ionee� In�u�t�ie� (Relief f�om In�ome 
�ax) O��inan�e (pio) of 1958, an� al�o ��eate� the Malay�ian In�u�t�ial 
�evelopment Finan�e Co�po�ation, whi�h wa� �e�pon�i�le fo� p�ovi�in� 
inve�tment �apital an� fo� the �evelopment of in�u�t�ial e�tate��

�he�e in�entive�, amon� othe��, att�a�te� la�o� inten�ive manufa�tu��
in� in�u�t�ie� fo� the �ome�ti� ma��et (Rit�hie, 2004)� �ax in�entive� ha� 
�een offe�e� to pionee�in� in�u�t�ie� �in�e 1958, �ut f�om the �e�innin� of 
the 1960�, with the e�ta�li�hment of the �a�iff A�vi�o�y Boa��, impo�t�
�u��titution wa� en�ou�a�e� �y p�ovi�in� p�ote�tion th�ou�h impo�t �uty 
an� quota�, whi�h wa� �on�i�e�e� to have �een the ��eate�t in�entive 

10 �he Barisan Nasional �oalition ha� �een Malay�ia’� �ulin� politi�al pa�ty �in�e in�e�
pen�en�e, an� it� main politi�al fo��e i� the Unite� Malay� National O��anization (umno), 
a �i�ht win� pa�ty �nown fo� �ein� the majo� p�oponent of Malay nationali�m, I�lami�m 
an� �apitali�m�
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(Jomo, 1993); tax �on�e��ion� me�ely ma�e the p�ote�tion even mo�e valu�
a�le� �hi� view wa� in �ont�a�t to Lim’� (1973, p� 255), who �laime� that 
p�ote�tive ta�iff� we�e not u�e� a� a majo� in�t�ument of in�u�t�ial �evelop�
ment fo� the pe�io� 1959�1968� It i� e�timate� that the wei�hte� ave�a�e 
effe�tive �ate of p�ote�tion �o�e f�om 25 to 65 pe� �ent �y the en� of the 
�e�a�e� �hu�, �u��i�ie� �iven �y the �t�u�tu�e of p�ote�tion to manufa��
tu�in� �ompanie� in Malay�ia have �een �u��tantial (Jomo, 1993)� �he�e 
we�e al�o non finan�ial in�entive�, whi�h in�lu�e� a �eve�e �ont�ol on la�o� 
o��anization�; union� we�e not allowe� in pionee�in� in�u�t�ie�, e��� tex�
tile� an� ele�t�oni�� (Ra�iah an� Sha�i, 2001)�

Howeve�, �ont�a�y to the p�oponent� of infant in�u�t�y p�ote�tion, the 
impo�ition of ta�iff� wa� not pa�t of a �omp�ehen�ive �t�ate�y fo� �pawn�
in� lo�al fi�m�� �he main impetu� fo� manufa�tu�in� �ame f�om fo�ei�n 
fi�m�, whi�h expan�e� thei� ope�ation� to �enefit f�om the p�ote�te� �o�
me�ti� ma��et� Many of them me�ely �a��ie� out mino� a��em�ly of p�o��
u�t�, whi�h they ha� ju�t �een ma��etin� p�eviou�ly� In�u�t�ial inve�t�
ment� we�e quite �e�pon�ive to �ove�nment effo�t�� B�iti�h inve�to�� in 
pa�ti�ula�, �ee�in� to maintain an� in��ea�e thei� �olonial ma��et �ha�e, 
ma�e full u�e of the in�entive�, an� e�pe�ially �o afte� the int�o�u�tion of 
the �a�iff A�vi�o�y Boa��, the ��eation of the Fe�e�al In�u�t�ial �evelop�
ment Autho�ity (fida) [whi�h late� �e�ame Malay�ia In�u�t�ial �eve�
lopment Autho�ity (mida), aime� at �pea�hea�in� the p�omotion an� mon�
ito�in� of manufa�tu�in� ��owth] an� the ena�tment of the Inve�tment 
In�entive� A�t, in 1963, 1966 an� 1968 �e�pe�tively (Ra�iah, 1995, p� 76)�

�he isi �i� in �ome way �ont�i�ute to the �evelopment p�o�e�� in Ma�
lay�ia� It helpe� to �ive��ify the e�onomy, to �e�u�e ex�e��ive �epen�en�y 
on impo�te� �on�ume� �oo�� an� to utilize �ome �ome�ti� natu�al �e�ou���
e�� It al�o ��eate� oppo�tunitie� fo� employment an� �ont�i�ute� to e�o�
nomi� ��owth (Alavi, 1996)� In a��ition, the pionee� in�u�t�ie� p�o��am 
a�hieve� it� o�je�tive with the num�e� of fi�m� ��ante� pionee� �tatu�, 
�i�in� f�om 18 in 1959 to 246 in 1971� Howeve�, it wa� not lon� �efo�e the isi 
wa� faulte�� �he initial �ole of fida �i� not ��in� the qui�� �e�ult� the �ov�
e�nment wante�, an� the implementation of isi wa� poo� (Ra�iah, 1995,       
p� 77)� �he initial impetu� to in�u�t�ial ��owth �oon pete�e� out, a� the 
f�ontie�� of the �ome�ti� ma��et we�e �ea�he�� In a��ition, the heavy im�
po�tation of �apital an� inte�me�iate �oo�� u�e� in the p�o�u�tion of final 
�on�ume� �oo�� �i� not help alleviate the �alan�e of payment p�o�lem�, 
�ut in�tea� a���avate� them� Lin�a�e� with the �ome�ti� in�u�t�y we�e 
limite�, an� the mu�h nee�e� �e�u�tion in unemployment �i� not ta�e 



418 Bethuel Kinyanjui Kinuthia: Markets v�� Government: Foreign Direct Investment and Industrialization

pla�e, �e�au�e of low la�o� a��o�ptive �apa�ity of the manufa�tu�in� �e��
to� an� the mu�h anti�ipate� �pillove�� of �u�plu� p�o�u�tion into the ex�
po�t ma��et �i� not ta�e pla�e (Alavi, 1996; Kin� an� I�mail, 2001)�

�he hi�h p�ofit� ea�ne� a� a �e�ult of p�ote�tion �au�e� �ompanie� to 
lo��y Malay�ian politi�ian� an� to offe� them �i�e�to��hip� on �oa��� of 
�u��i�ia�ie� of �ompanie�� A� a �e�ult, �ent �ee�in� �e�ame wi�e�p�ea� in 
Malay�ia (Jomo, 1993)� �he lo�al �ompanie� �i� not have an in�entive to 
p�o�u�e fo� expo�t�; the isi ten�e� to �e limite� on final �on�ume� �oo��, 
with the p�ote�tion �ein� hi�he� on tho�e �oo�� than on the inte�me�iate 
manufa�tu�e�� It wa� fo�ei�n fi�m� that �enefite� f�om isi, an� �y 1970 
mo�e than th�ee fifth� of the manufa�tu�in� �ompanie� we�e fo�ei�n 
owne� an� enjoye� hi�h p�ofit� whi�h �epat�iate� out of the �ount�y� 
�he�e wa� al�o �e�ional �on�ent�ation of in�u�t�ie�, �au�in� la��e manu�
fa�tu�in� plant� to �e �on�ent�ate� in u��an �ente��, while the �malle� 
one� we�e unp�ofita�le an� pu�he� out (Jomo, 1993)�

Mo�e impo�tantly, althou�h the isi on one han� ha� �y 1969 �au�e� 
Malay�ia’� e�onomy to ��ow �y mo�e than 5 pe� �ent a yea�, �ein� manu�
fa�tu�in� ��owth �ate� hi�h at 10�2 pe� �ent annually11 a� well a� p�ivate 
inve�tment in��ea�in� �y 7�3 pe� �ent, it �i� not lea� to an in��ea�e in the 
e�onomi� pa�ti�ipation of the ethni� Malay�� Owne��hip of p�ivate �apital 
amon� Malay� �till �emaine� �tati�, at 1�5 to 2 pe� �ent (Ku�uvilla, 1995), 
an� mainly �on�ent�ate� in un��ille� jo��� In �ompa�i�on, the Chine�e 
ha� 22�8 pe� �ent an� the In�ian� 10�9 pe� �ent; fo�ei�n inte�e�t� a��ount�
e� fo� 62�1 pe� �ent, whi�h ma�e appa�ent that the isi app�oa�h �u��ee�e� 
in �t�en�thenin� the e�onomi� po�ition of Chine�e an� In�ian� (Rit�hie, 
2004)� �hi� �e�ulte� in mu�h an�e� an� eventually le� to the ethni� �iot� 
of 1969, an� to a ma��ive �eve��al in ele�tion �e�ult�� �he �ove�nment wa� 
then fo��e� to �eview it� �evelopment �t�ate�ie��

I.3. Export-Led Industrialization

By the en� of the 1960� the limitation� of in�u�t�ialization �a�e� on isi 
we�e �e�omin� �lea�, an� the�e wa� al�o a �emon�t�ation effe�t f�om the 
Ea�t A�ian “�i�e�” e�onomie�, whi�h we�e pu��uin� expo�t�o�iente� in�u��
t�ialization� In Malay�ia thi� �e�an with the ena�tment of the Inve�tment 
In�entive� A�t in 1968, whi�h wi�ene� the �an�e of in�u�t�ie� eli�i�le fo� 

11  �he fa�te�t ��owin� in�u�t�ie� we�e textile�, ele�t�i�al ma�hine�y an� moto� vehi�le a��
�em�ly�
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in�u�ement�, �u�h a� �e�u�tion� fo� ove��ea� p�omotional �ampai�n�, ex�
emption f�om pay�oll tax fo� �ompanie� expo�tin� mo�e than 20 pe� �ent 
of total p�o�u�tion, an� �o on (��a��le, 2000, p� 237)� �he �ove�nment, in 
�e�pon�e to the �o�ial ten�ion of 1969,12 laun�he� the New E�onomi� �oli�
�y (nep), whi�h �oin�i�e� with the �han�e in the �i�e�tion of the in�u�t�ial 
poli�y, f�om isi to expo�t�o�iente� in�u�t�ialization �t�ate�y (eoi), a �wit�h 
that �ave f�e�h impetu� to in�u�t�ial ��owth (Jomo an� E�wa���, 1993)� 
�hi� new empha�i� wa� �uppo�te� �y the nep, who�e p�ima�y o�je�tive 
wa� to e�a�i�ate pove�ty i��e�pe�tive of �a�e an� to eliminate the i�entifi�
�ation of o��upation with �a�e an� owne��hip of a��et��13 Manufa�tu�in� 
wa� �on�i�e�e� a �t�ate�i� �e�to� fo� the a�hievement of the�e o�je�tive�, 
an� the�efo�e the in�u�t�ialization �t�ate�y �u�in� the �e�on� an� �u��e�
quent Malay�ia �lan pe�io�� wa� aime� at a���e��in� the o�je�tive� lai� 
�own in the nep�

By the ea�ly 1970�, �ove�nment effo�t� to en�ou�a�e expo�t o�iente� 
in�u�t�ie� we�e in full �win�� F�ee t�a�e zone� (ftz�) an� Li�en�e� manu�
fa�tu�in� wa�ehou�e� (lmw�) we�e e�ta�li�he� to fa�ilitate an� en�ou�a�e 
Malay�ian manufa�tu�in� p�o�u�tion fo� expo�t u�in� impo�te� equip�
ment an� mate�ial� �a�e� on ta��etin� fo�ei�n fi�m�� �he exi�tin� inf�a�
�t�u�tu�e, politi�al �ta�ility, la��e �upply of t�aina�le la�o� fo��e, a f�ien��
ly �ove�nment an� finan�ial in�entive� we�e impo�tant fa�to�� that le� 
fo�ei�n fi�m� to �elo�ate thei� ope�ation� in Malay�ia (Ra�iah, 1995, p� 79)� 
Su�h expo�t in�u�t�ialization �t�ate�y wa� �on�i�tent with the eme��in� 
new inte�national �ivi�ion of la�o�, with t�an�national in�u�t�ie� �elo�at�
in� �iffe�ent type� of p�o�u�tion, a��em�ly an� te�tin� p�o�e��e� to �e�u�e 
lo�ation� offe�in� �e�u�e� wa�e� an� othe� p�o�u�tion �o�t�� 

12  �he ethni� ten�ion that ha� �een ��ewin� �ue to e�onomi� im�alan�e� �ulminate� in the 
�a�ial �iot on May 11, 1969, in Kuala Lumpu�, whe�e Chine�e (offi�ially totallin� 196 althou�h 
the fi�u�e i� �i�pute�) we�e �ille� (mo�tly �y Malay�)� �he p�oximate �au�e wa� the ele�tion�, 
in whi�h pa�tie� that ��ew �uppo�t f�om the Chine�e an� In�ian �ommunitie� �eeme� to have 
�een th�eatenin� to ta�e ove� f�om the multiethni� �ut Malayan �ominate� �oalition, whi�h 
ha� �ule� Malay�ia �in�e in�epen�en�e (Sno���a��, 1995)�

13  �he nep ha� �ual o�je�tive� whi�h we�e to �e a�hieve� th�ou�h �api� e�onomi� ��owth� 
�he Fi��t Outline �e��pe�tive �lan (opp1) �et the ��oa� �o�ial e�onomi� f�amewo�� fo� the 
a�hievement of nep ta��et�� �he fi��t p�on� wa� a �e�u�tion of pove�ty, i��e�pe�tive of ethni��
ity� �he ta��et �et wa� a �e�u�tion of pove�ty f�om 49�3 pe� �ent of hou�ehol�� in 1970 to 16�7  
pe� �ent of hou�ehol�� in 1990 fo� �enin�ula� Malay�ia� �he �e�on� p�on� wa� to �e a�hieve� 
th�ou�h the �e�t�u�tu�in� of employment, owne��hip of �apital in the �o�po�ate �e�to� an� 
the ��eation of a Bumipute�a Comme��ial an� In�u�t�ial Community (bcic)� In �o�po�ate 
equity te�m�, the Bumipute�a pa�ti�ipation wa� to �e in��ea�e� to 30 pe� �ent (Ra�iah an� 
Sha�i, 2001)�
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�he �evelopment of expo�t p�o�e��in� in�u�t�ie� in Malay�ia wa� �api� 
in�ee�; two main type� of expo�t o�iente� in�u�t�ie� �evelope�� Fi��tly, 
�e�ou��e �a�e� in�u�t�ie�, whi�h we�e involve� in in��ea�e� p�o�e��in� of 
ol�e� (�u��e� an� tin) an� newe� (palm oil an� tim�e�) p�ima�y �ommo�i�
tie� fo� expo�t� �he p�o�e��in� of the�e natu�al �e�ou��e �a�e� expo�t� 
�ontinue� to ��ow fo� �ome time, �ut ��owth wa� �on�t�aine� �y an in�
��ea�e in p�o�u�tion �o�t�, ta�iff� an� othe� t�a�e �a��ie�� f�om �ove�n�
ment� in in�u�t�ialize� �ount�ie�, who p�efe��e� impo�tin� �aw mate�ial�� 
It i� non �e�ou��e �a�e� expo�t� that have �y fa� �een mo�e impo�tant 
�in�e the 1970� in te�m� of ��owth an� employment� �hi� ��owth wa� �on�
�ent�ate� in the ftz� an� lmw� (Jomo, 1993), whi�h �e�ame a ve�y impo��
tant �omponent in �evelopin� Malay�ia’� manufa�tu�in� �e�to�, an� 
unique amon� �evelopin� �ount�ie� e�ta�li�hin� the�e zone��

In o��e� fo� �ove�nment to p�event futu�e �e�eme��en�e of ethni� ten�
�ion, it ha� to en�u�e that the ��owth now �ene�ate� wa� �i�t�i�ute� in 
line with nep o�je�tive�� A� a �e�ult the State, fo� the fi��t time, �e�ame a 
�i�nifi�ant a�to� in isi inve�tment� isi wa� not a�oli�he� with the int�o�
�u�tion of eoi poli�y� �he involvement of �ove�nment in isi inve�tment 
�ene�ate� fea�� of nationalization, whi�h �e�ulte� in a tempo�a�y �e�u��
tion of p�ivate an� fo�ei�n �i�e�t inve�tment� A� a �e�ult, p�ivate �e�to� 
inve�tment fell ��a�ti�ally f�om expe�te� level� of 12 an� 14 pe� �ent to 
a�out 3 pe� �ent of gdp in 1976� �hi� �ho�tfall an� the utilization of �ov�
e�nment fun�� to �uy �ha�e� (un�e��u����i�e� �y the Malay �u�ine�� 
�ommunity fo� whi�h they we�e �e�e�ve�) �e�ulte� in a majo� �e�ou��e 
��un�h, whi�h le� to �o��owin� f�om inte�national �an��, �ai�in� fo�ei�n 
�e�t f�om 8�45 pe� �ent in 1975 to almo�t 11 pe� �ent of gdp �y 1967�1977� 
�hi� �e�ou��e ��un�h le� the �ove�nment to a�ti�ulate a mixe� poli�y� �he 
�ove�nment �e�i�e� to in��ea�e it� involvement in the �evelopment of 
heavy isi mainly �e�au�e the�e wa� a fea� that the ta��et of 30 pe� �ent 
owne��hip of �o�po�ate wealth14 �y the Malay� �y 1990 wa� li�ely not to 
�e a�hieve�, �in�e �y 1978 the Malay pa�ti�ipation ha� only �ea�he� 12�4  
pe� �ent (Ku�uvilla, 1995)�

In a��ition to isi, the �ove�nment en�ou�a�e� p�ivate an� fo�ei�n �i�
�e�t inve�tment �u�in� the pe�io� 1977�1980 th�ou�h poli�ie� empha�iz�
in� inve�tment in�entive�, the �evelopment of inf�a�t�u�tu�al fa�ilitie�, 

14 �hi� wa� pa�t of the ta��et in nep, whi�h wa� aime� at in��ea�in� equity owne��hip of the 
Bumipute�a in the �o�po�ate �e�to�, a� a way to e�onomi� �e�t�u�tu�in� in o��e� to eliminate 
the i�entifi�ation of ethni�ity with e�onomi� fun�tion�
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nume�ou� taxe�, la�o� an� othe� in�entive�� Ele�t�oni�� an� textile in�u��
t�ie� we�e �pe�ifi�ally ta��ete�, an� mo�t of the�e fo�ei�n fi�m� we�e la�o� 
inten�ive� Initial ent�y in the ele�t�oni�� in�u�t�y involve� manual a��
�em�ly of �emi �on�u�to��� It wa� followe� afte� �ome time �y �imila� 
a��em�ly in au�io an� othe� ele�t�i� an� ele�t�oni� p�o�u�t�� Fo�ei�n 
�ompanie� manufa�tu�in� fo� expo�t we�e exempte� f�om the In�u�t�ial 
Coo��ination A�t (ica)15 poli�ie� on Malay �ha�e owne��hip, an� la�o� 
law� that mi�ht have �i��ou�a�e� fo�ei�n inve�tment we�e �elaxe� o� 
went without �ein� enfo��e�� Union� we�e ex�lu�e� f�om �ey in�u�t�ie� 
an� the expo�t �e�to� (Lall, 1995)� �hi� new pha�e �aw the �e�innin� of 
ma��ive fo�ei�n inve�tment in the ele�t�oni� �e�to� �y the US an� Japan 
�ompanie� (Ku�uvilla, 1995)� Hen�e, low wa�e� an� a favo�a�le inve�t�
ment �limate a��ounte� fo� Malay�ia’� ea�ly expo�t ��owth�

By the en� of the 1970� fo�ei�n fi�m� �ont�i�ute� with a �i�nifi�ant 
p�opo�tion of fixe� a��et�, output an� employment (Ra�iah, 1995, p� 80)� 
Employment expan�ion wa� �i�nifi�ant an� a��o��e� la�o� �u�plu�, �ut 
wa� mo�tly in low wa�e employment (Kanapathy, 2000; Simp�on, 2005)� 
Althou�h ethni� �a�e� inte�vention in��ea�e� afte� the 1970�, it ha� little 
effe�t on fo�ei�n inve�tment, a� expo�t p�o�e��in� fo�ei�n fi�m� �ontinue� 
to enjoy total equity owne��hip� �he �ove�nment �u��i�ize� the�e fi�m� 
th�ou�h the int�o�u�tion of in�entive�� Howeve�, the a�mini�t�ation of 
ftz� an� lmw� int�o�u�e� �u�eau��ati� �e�t�i�tion� that p�evente� the �e�
velopment of lin�� �etween them an� fi�m� ope�atin� in the p�in�iple �u��
tom a�ea�� Fi�m� applyin� fo� finan�ial in�entive� �ene�ally ha� to meet 
hi�h level� of expo�t� an� impo�t� (Ra�iah, 1995, p� 79)�

On the othe� han�, eoi �i� exhi�it �eve�al �on�e�n�� It ha� ha� little 
effe�t on net fo�ei�n �avin��, whi�h ha� �een a majo� ��iti�i�m of the isi 
�t�ate�y� Al�o, in a� mu�h manufa�tu�in� employment ha� mana�e� to 
in��ea�e �i�nifi�antly �u�in� thi� pe�io�, wa�e� within the ftz� we�e ve�y 
low; in fa�t, �y 1978 the ave�a�e �eal wa�e in the manufa�tu�in� �e�to� 
wa� lowe� than in 1963� �he�e wa� ve�y little te�hnolo�i�al t�an�fe� o� 
�evelopment of ��ill� in the in�u�t�ie� e�ta�li�he� in the epz�, an� few 
lin�a�e� with the �e�t of the e�onomy� �he �e��ee of lin�a�e� �etween ftz 
fi�m� an� the �ome�ti� e�onomy, th�ou�h the pu��ha�e of �ome�ti�ally 

15  �he a�t wa� e�ta�li�he� in 1976 an� �ave the Mini�t�y of ��a�e an� In�u�t�y �omplete 
powe�� to �i�e�t an� �ont�ol the �evelopment of in�u�t�y, in�lu�in� the powe� to i��ue li�en�e� 
to in�u�t�ie� �a�e� on thei� �omplian�e with the nep �oal��
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p�o�u�e� �aw mate�ial� an� �apital equipment, ha� �een �i�appointin� 
(Jomo, 1993)� �he expo�t of manufa�tu�e� �oo�� wa� al�o limite� to a na��
�ow �an�e of p�o�u�t�, an� the�e wa� a minimum �evelopment in the 
manufa�tu�in� �e�to� (Lall, 1995)� �he�e �on�e�n� �au�e� the �ove�nment 
to �e�on�i�e� it� �evelopment poli�y, whi�h u�he�e� in the �e�on� �oun� of 
isi in Malay�ia�

I.4. Second Round of isi Strategy

In o��e� to �e��e�� the p�o�lem� of eoi in the 1970�, a �e�on� �oun� of isi 
�a�e� on heavy in�u�t�ie� wa� laun�he�� �hi� �t�ate�y wa� aime� at �eep�
enin� an� �ive��ifyin� the in�u�t�ial �t�u�tu�e th�ou�h the �evelopment 
of mo�e lo�al lin�a�e�, �mall an� me�ium ente�p�i�e� owne� �y the in�i��
enou� (Bumiput�a), an� in�i�enou� lo�al �apa�ilitie�� �he expo�t o�iente� 
in�u�t�ie� we�e �e�innin� to fa�e �ompetition an� we�e loo�in� fo� new 
avenue� to �ou��e� of lo�al mate�ial�, in�lu�in� la�o�, �in�e wa�e� ha� al�
�ea�y �e�un to �i�e� �hi� �ealization too� pla�e a� a �e�ult of a wo�l� �e�e��
�ion in 1980, whi�h �au�e� a�ve��e effe�t� on the Malay�ian expo�t�� Ex�
po�t ea�nin��, whi�h we�e �oin� well in the 1970�, we�e now th�eatene�, 
an� p�i�e� of mo�t majo� expo�t item� �e�line� �ha�ply� �he Malay�ian 
�in��it app�e�iate� �tea�ily in �eal te�m�, po�in� �e�iou� p�o�lem� on the 
expo�t of manufa�tu�e� �oo��� �u�in� thi� time impo�t� �ontinue� to 
��ow, e�pe�ially �apital �oo��, �au�in� �alan�e of payment p�o�lem� to 
Malay�ia fo� the fi��t time (Alavi, 1996)�

With a �u��tantial eoi �e�to�, �upe�impo�e� on isi whi�h ha� �een p�o�
mote� �u�in� the 1960�, the �ove�nment in 1980, th�ou�h ��� Mahathi� 
Mohamme�, the mini�te� in �ha��e of in�u�t�ie�, announ�e� a heavy in�
�u�t�y poli�y �ea�e� to a�hieve the twin o�je�tive� of a��ele�atin� in�u��
t�ial ��owth an� imp�ovin� the e�onomi� po�ition of the Malay�� �he 
heavy in�u�t�ie� ta��ete� un�e� thi� new p�o��am in�lu�e� the national 
�a� p�oje�t, moto��y�le en�ine plant�, i�on an� �teel mill�, �ement fa�to�
�ie�, a pet�ol �efinin� an� a pet�ol �hemi�al p�oje�t, an� a pulp an� pape� 
mill (Kanapathy, 2000)� �he �ove�nment e�ta�li�he� the Heavy In�u�t�ie� 
Co�po�ation of Malay�ia (hicom) in 1980, a pu�li� �e�to� �ompany to �o into 
pa�tne��hip with fo�ei�n �ompanie� in �ettin� up in�u�t�ie� in the a�ea� 
i�entifie� a�ove� �he�e in�u�t�ie� we�e expe�te� to “�t�en�then the foun�
�ation of the manufa�tu�in� �e�to� […] �y p�ovi�in� �t�on� fo�wa�� an� 
�a��wa�� lin�a�e� fo� the �evelopment of othe� in�u�t�ie�” (Athu�o�ala 
an� Menon, 1996)�
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�he isi �t�ate�y ha� �een mo�elle� afte� South Ko�ea, whi�h ha� vi�o��
ou�ly p�omote� heavy in�u�t�y �in�e 1972�1979�16 �hi� mo�el wa� �imila� 
to the “Loo� Ea�t �oli�y” that the Malay�ian Gove�nment a�opte� un�e� 
the lea�e��hip of ��ime Mini�te� Mahathi� Mohamme� (Jomo, 1993)� �hi� 
poli�y �eem� to have initially appea�e� a� a �ampai�n to p�omote mo�e ef�
fe�tive mo�e� of la�o� an� �i��ipline a��o�iate� with the Japane�e, �ut it 
wa� �u��equently �een a� a fai�ly wi�e �an�in� �e�ie� of initiative� to �e�
�ome a “newly in�u�t�ialize� �ount�y” �y emulatin� the Japane�e an� the 
South Ko�ean “e�onomi� mi�a�le�”� �he implementation of thi� p�o��am le� 
to a pu�li� �evelopment expen�itu�e fo� heavy in�u�t�ie�, �i�in� �i�nifi�
�antly f�om rm17 0�33 �illion in 1981�1985 to rm 2�33 �illion �etween 1986 
an� 1990, mo�tly finan�e� th�ou�h exte�nal �o��owin�� �hi� le� to a �i�e in 
total fo�ei�n �e�t f�om a�out $15�4 �illion in 1981 to $50�7 �illion in 1986, 
the latte� �ein� at 76 pe� �ent of gnp, fa� a�ove the ave�a�e fo� le�� �evel�
ope� �ount�ie� (47�9 pe� �ent) (Simp�on, 2005; ��a��le, 2000, p� 261)� �he 
exte�nal �o��owin� le� to an app�e�iation in the �eal ex�han�e �ate, ma�in� 
the manufa�tu�in� �e�to� le�� �ompetitive, whi�h �e�ulte� in �low ��owth�

Apa�t f�om an eno�mou� inje�tion of pu�li� fun��, the ta��ete� in�u��
t�ie� we�e heavily p�ote�te� th�ou�h ta�iff�, impo�t �e�t�i�tion� an� li�en��
in� �equi�ement�� Fo� in�tan�e, the effe�tive �ate of p�ote�tion fo� the i�on 
an� �teel in�u�t�y �o�e f�om 28 pe� �ent in 1969 to 188 pe� �ent in 1987� 
�he level of p�ote�tion fo� moto� vehi�le a��em�ly an� �ement in�u�t�ie� 
wa� �o hi�h, that the�e in�u�t�ie� ope�ate� at ne�ative value a��e� at 
f�ee t�a�e p�i�e�� In othe� wo���, they woul� not have �u�vive� without 
p�ote�tion (Kanapathy, 2000)� In a��ition, the �tate al�o ma�e effo�t� to 
ena�le the moto� plant to pu��ha�e �omponent� an� pa�t� f�om ftz fi�m� 
(Ra�iah, 1995, p� 81)� �he �tate al�o �e�an to en�ou�a�e fo�ei�n fi�m�, pa��
ti�ula�ly tho�e enjoyin� finan�ial in�entive� to inte��ate p�o�u�tion ve�ti�
�ally an� expan� lo�al �ou��in�� It exten�e� fu�the� finan�ial in�entive� to 
fo�ei�n fi�m� th�ou�h the ��omotion of Inve�tment A�t (pia) in 1986� With 
thi�, the �ove�nment p�ovi�e� inve�tment tax allowan�e (ita) to fi�m� 
who�e pionee� �tatu� ha� expi�e�, an� �ave �eve�al �ene�ou� �enefit� fo� 
expo�t p�omotion, �e�ea��h an� �evelopment an� t�ainin� (Ra�iah, 1995, 
p� 82)� Howeve�, the�e poli�ie� we�e not p�ope�ly �oo��inate� (Ra�iah, 
1995, p� 81; Jomo, 1993)�

16  It wa� in the 1970� when Malay�ia �e�un to imitate the fou� A�ian ti�e�� —Sin�apo�e, 
Hon� Kon� (then a B�iti�h �olony), South Ko�ea an� �aiwan— an� �ommitte� it�elf f�om �ein� 
�eliant on minin� an� a��i�ultu�e, to an e�onomy that �epen�� on manufa�tu�in��

17  rm = Rin��it�
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�he wo�l� �lo�al �e�e��ion in the ea�ly 1980� an� the �e�on� oil �ho�� 
wo��ene� the �ituation, a� the �ove�nment em�a��e� on �ounte���y�li�al 
expen�itu�e with the hope of �timulatin� the e�onomy� �he heavy �evelop�
ment expen�itu�e �au�e� a hu�e �i�e in the �u��et �efi�it, an� �ue to un�
�e�tainty inte�e�t �ate� �o�e an� �e�vi�in� �e�t� �e�ame �iffi�ult� �he �e��
on� exte�nal �ho�� le� to a �e�line in wo�l� p�i�e�, an� in tu�n to �e��ea�e� 
in p�i�e� of impo�tant expo�t �ommo�itie� in the mi� 1980�� Oil p�i�e� fell 
�y 50 pe� �ent, �u��e� p�i�e� �y 7 pe� �ent, tin p�i�e� �y 47 pe� �ent an� 
palm oil p�i�e� �y 63 pe� �ent (Simp�on, 2005)� By thi� time, Malay�ian 
manufa�tu�e� expo�t� ha� ��own enou�h to off�et the �e�line� in p�ima�y 
�ommo�itie� (C�ou�h, 2001), althou�h manufa�tu�e� impo�t� al�o in�
��ea�e� �u��tantially (Jomo, 1993)�

Fo�ei�n fi�m� within the ftz �ontinue� to �ominate manufa�tu�e� ex�
po�t�, with fi�m� in ele�t�i�al an� ele�t�oni� p�o�u�t� ta�in� the lea� an� 
havin� a��ounte� fo� 15 pe� �ent of manufa�tu�e� output in 1981 an� 23  
pe� �ent in 1986, �ut at lea�t half of the total manufa�tu�e� expo�t� �in�e 
1981 (Simp�on, 2005)� �he �e�e��ion of 1985, �elieve� to have pa�tially 
�een �au�e� �y a �e�u�tion in the �lo�al �emi�on�u�to� in�u�t�y, �ont�i��
ute� in pa�t to a lo�� in Malay�ia’� �ompetitivene��, lea�in� to a ��op in 
manufa�tu�e� expo�t� �ompa�e� to 1984� �u�in� the pe�io� 1984�1986 
the manufa�tu�in� �e�to�, pa�ti�ula�ly la�o� inten�ive in�u�t�ie� �u�h a� 
ele�t�oni�� an� textile, lai� off a�out 100 000 wo��e��� �hi� �on�titute� a 
�i�nifi�ant p�opo�tion of Malay�ia’� wo��in� population of a�out 5�95 mil�
lion in 1985� gdp al�o �ont�a�te� �y 1 pe� �ent in 1985; the fi��t ne�ative 
��owth �ate in the �ount�y’� mo�e�n e�onomi� hi�to�y (Onn, 1990)�

�he �e�e��ion wa� a��ompanie� �y an outflow of �apital, �au�in� the 
ex�han�e �ate to fall �ha�ply in 1986� �hi� �ep�e�iation of the ex�han�e 
�ate le� to a �e�u�tion in the �o�t of p�o�u�tion in Malay�ia, a� �eal wa�e 
�o�t� �e�line� ove� the mi� 1980� with the �i�e in unemployment, a� well 
a� new la�o� poli�ie� an� law� wea�enin� o��anize� la�o�’� �a��ainin� 
powe� an� enhan�in� la�o� flexi�ility� In a��ition, thi� �ep�e�iation of the 
ex�han�e �ate �oin�i�e� with the �elaxation of the �ui�eline� impo�e� un�
�e� ica an� a �einfo��ement of tax �on�e��ion un�e� pia (Jomo, 1993)� �he�e 
fa�to�� ma�e Malay�ia a ve�y att�a�tive pla�e fo� inve�tment, an� �om�
�ine� with exte�nal ma��et �on�ition� �e�ulte� in a �e�u��en�e of expo�t 
o�iente� fo�ei�n fi�m�� �hi� al�o le� to an imp�ovement in Malay�ia’� �al�
an�e of payment po�ition�

�he �e�e��ion wa� al�o a �le��in� in �i��ui�e, a� unemployment in 1985 
�oa�e� to 7�6 pe� �ent� �hi� p�ompte� mo�e people to �ta�t thei� own �u�i�
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ne��e� an� initiate �elf employment� �he e�ta�li�hment of �mall an� me�
�ium ente�p�i�e� (sme�) wa� �een a� impo�tant not only to a���e�� unem�
ployment, �ut al�o to �eepen the in�u�t�y, an� the �ove�nment in the 1985 
�u��et ��ante� them a �pe�ial �e�ate of 5 pe� �ent of a�ju�te� in�ome fo� 
five yea��, an� anothe� 5 pe� �ent if the manufa�tu�in� �ompany �omplie� 
with the nep �equi�ement�� Un�e� the pia of 1986, �mall �u�ine��e� �e�
�eive� all the in�entive� p�eviou�ly enjoye� only �y �i� fi�m�� With �t�on� 
empha�i� f�om the �ove�nment to a�hieve �evitalization an� in�u�t�ial 
�eepenin�, the num�e� of loan� allo�ate� fo� sme� in 1985 in��ea�e� �on�
�i�e�a�ly� �he impo�tan�e of sme� in Malay�ia ha� �een �t�e��e� ea�lie� in 
1982 in a Wo�l� Ban� �epo�t� By 1985, sme� in Malay�ia a��ounte� fo� 75  
pe� �ent of the total num�e� of fi�m� in the manufa�tu�in� �e�to� (15 068), 
�ont�i�ute� with a�out rm 1�02 �illon in fixe� a��et�, an� �ene�ate� a�out 
54�3 pe� �ent (124 000) jo� oppo�tunitie� in 1985 (Onn, 1990)�

Ba�e� on the �hallen�e� the manufa�tu�in� �e�to� wa� fa�in� in the 
1970�, the �ove�nment wa� ju�tifie� in e�ta�li�hin� heavy in�u�t�ie�� Un�
fo�tunately, thi� �t�ate�y �i� not yiel� the �e�i�e� �e�ult�� �he Malay�ian 
�ove�nment �e�un to expe�ien�e �tiff inte�national �ompetition an� �e�
qui�e� heavy p�ote�tion, without whi�h mo�t in�u�t�ie� �oul� not have 
�u�vive�� �he �ove�nment a��ue� that, �in�e the lo�al Chine�e that �omi�
nate� manufa�tu�in� in�u�t�y ha� neithe� the inte�e�t no� the te�hnolo�y 
to inve�t in p�oje�t� that offe�e� un�e�tain �etu�n�, it tu�ne� to fo�ei�n 
inve�to�� to e�ta�li�h joint ventu�e�� A� a �on�equen�e, thi� heavy in�u��
t�ialization �t�ate�y �e�ame ove�ly �epen�ant on fo�ei�n pa�tne��, �on�
t�a�to�� an� �on�ultant� (Simp�on, 2005)� �he �e�ou��e to exte�nal fun�� 
helpe� pu�li� ente�p�i�e� to e��ape the �u�veillan�e an� �i��ipline that 
�oul� have �een impo�e� �y the fe�e�al �ove�nment ha� the�e �een a 
��eate� �elian�e on the ��ea�u�y a� a �ou��e of fun�� (Jomo, 1993)�

At the �ame time, the pe�fo�man�e of the heavy in�u�t�ialization p�o�
��am wa� wea�� Bein� �apital inten�ive, it wa� expe�te� to have lon� �e��
tation an� pay�a�� pe�io��, �ut even �elative to the�e expe�tation�, it� 
pe�fo�man�e wa� �i�appointin� (Jomo, 1993)� �he �tate�owne� in�u�t�y 
ha� poo� finan�ial �etu�n� o� even ne�ative, an� the la�� of expe�ien�e 
an� �apa�ilitie� le� to p�olon�e� teethin� p�o�lem� (Lall, 1995)� �he fail�
u�e of isi wa� �ue to the a��en�e of effi�ient enhan�in� inte�vention �y the 
�ove�nment (Ra�iah an� Sha�i, 2001)� With all the�e wea�ne��e� the �ov�
e�nment ha� no �hoi�e �ut to �eve�t to eoi, an� thi� time the �ove�nment 
e�ta�li�he� a �omp�ehen�ive plan that woul� a���e�� the p�o�lem� in the 
manufa�tu�in� �e�to��
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I.5. Second Round of eoi Strategy

�u�in� thi� pe�io�, the �ove�nment em�a��e� on �efo�m� aime� at a��
��e��in� the �hallen�e� in the1980�� With a �eo�ientation of the e�onomy 
towa��� expo�t� an� new in�entive� to att�a�t fo�ei�n fi�m�, Malay�ia �e��
i�te�e� a t�emen�ou� ��owth in the 1990�� �he �ove�nment e�ta�li�he� 
new in�titution� a� well a� �e�on�titute� the exi�tin� one� to �ope with the 
new �hallen�e� po�e� �y hi�h ��owth� In �pite of �oin� �o, p�o�lem� �elat�
e� to �ompetitivene�� of lo�al in�u�t�ie� �e�ame p�onoun�e�, an� �ele�tive 
poli�ie� �e�an to �e employe� to a���e�� thi� i��ue� Fo�ei�n fi�m� �e�an to 
up��a�e thei� p�o�u�t� a� they move� to the hi�he� en� of the value �hain 
to �emain �ompetitive� Howeve�, thi� p�ove� to �e a �eal �hallen�e that 
�eman�e� a �ethin�in� of �evelopment, a� the �ount�y wa� now fa�in� a 
�lo�ally �ompetitive envi�onment an� a ti�ht la�o� ma��et� 

�he �lu��i�h pe�fo�man�e of p�ivate inve�tment (�oth �ome�ti� an� 
fo�ei�n) in in�u�t�y in the ea�ly 1980�, �om�ine� with fallin� offi�ial �ev�
enue�, le� to the fo�mation of plan� �pe�ifi�ally fo�u�e� in the manufa��
tu�in� �e�to�� �he fi��t of the�e majo� plannin� in�t�ument� fo� Malay�ia 
a� a whole wa� the In�u�t�ial Ma�te� �lan (imp) of 1986� �he imp �on�lu�e� 
that the isi �e�to� ha� not �evelope� �ehin� ta�iff p�ote�tion to the level 
whe�e in�u�t�ie� we�e �ompetitive inte�nationally, an� that the eoi �e�to� 
wa� �till na��owly �a�e� on two majo� in�u�t�ie�, ele�t�oni��/ele�t�i�al 
ma�hine�y an� textile�, whi�h a��ounte� fo� 65 pe� �ent of manufa�tu�e� 
expo�t� in 1983� It wa� al�o note� that the expe�te� �pillove� effe�t� we�e 
not fo�th�omin�, a� almo�t 90 pe� �ent of �omponent� in �emi�on�u�to�� 
we�e impo�te�, the�e wa� �epen�en�e on fo�ei�n te�hnolo�y an� only lim�
ite� amount� �oul� �e t�an�fe��e�, a la�� of ��ille� wo��e��, an� ina�e�
quate in�entive� to expan� expo�t� (��a��le, 2000, p� 257)� �he imp wa� to 
la�t f�om 1986 to 1995 an� p�ovi�e� a lon� te�m in�i�ative plan fo� the 
�evelopment of �pe�ifi� �u���e�to��, poli�y mea�u�e� an� a�ea� of �pe�ial 
empha�i��

�he �e�ommen�e� poli�y wa� implemente� to enhan�e p�ivate inve�t�
ment an� �evelop a mo�e fo�u�e� poli�y �eo�ientation� �welve �u���e�to�� 
we�e �iven hi�h p�io�ity �tatu�� �he�e �omp�i�e� �even �e�ou��e��a�e� 
in�u�t�ie� an� five non �e�ou��e��a�e� in�u�t�ie� to �e �evelope� ove� the 
ten yea� pe�io�� �he �e�ou��e �a�e� in�u�t�ie� we�e foo� p�o�e��in�, �u��
�e�, palm oil, woo� �a�e�, �hemi�al an� pet�o�hemi�al, non fe��ou� metal 
p�o�u�t an� non metalli� mine�al p�o�u�t in�u�t�ie�� �he non �e�ou��e 
in�u�t�ie� we�e: ele�t�i�al an� ele�t�oni��, t�an�po�t equipment, ma�hin�
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e�y an� en�inee�in�, fe��ou� metal, an� textile an� appa�el in�u�t�ie� 
(Alavi, 1996)� �he main fo�u� point� we�e a �enewal of expo�t o�ientation 
an� a mo�e li�e�al t�a�e �e�ime� Ba�e� on the imp �e�ommen�ation�, fi��al 
in�entive� to p�omote inve�tment we�e �on�oli�ate� an� majo� imp�ove�
ment� we�e ma�e to in�u�e inve�tment�, lin�a�e�, expo�t�, t�ainin�, an� 
�e�ea��h an� �evelopment� �he li�t of p�o�u�t� to �e p�omote� wa� un�e� 
�ontinuou� �eview, an� a p�o��am fo� in�u�t�ial �ationalization an� �e�
�t�u�tu�in� to enhan�e in�u�t�ial effi�ien�y wa� laun�he�� �he in�entive 
�y�tem wa� tie� to in�u�t�ie� in whi�h Malay�ia ha� a �ompa�ative a��
vanta�e an� to tho�e p�o�u�t� of �t�ate�i� impo�tan�e fo� the �ount�y, 
hen�e the te�m “p�io�ity p�o�u�t�” (Kanapathy, 2000)� �he �ove�nment 
went ahea� to p�ivatize mo�t of the �tate owne� ente�p�i�e��

�he in�u�t�ial in�entive� we�e �iven not only th�ou�h pia an� ica, al�
lu�e� to ea�lie�, �ut al�o th�ou�h inve�tment tax allowan�e (ita) an� a 
majo� �evamp of the expo�t ��e�it �efinan�in� fa�ilitie� (ecr), amon� othe� 
�ene�ou� in�entive�� �he mo�t att�a�tive in�entive wa� the exten�ion of 
tax �elief fo� a fu�the� five yea� pe�io� to �ompanie� that in�u��e� in ex�
pen�itu�e of fixe� a��et� of rm 25M o� mo�e, o� �ompanie� that employe� 
500 employee� o� mo�e, o� �ompanie� meetin� othe� �equi�ement� whi�h 
in opinion of miti woul� p�omote o� enhan�e e�onomi� o� te�hnolo�y �evel�
opment of the �ount�y at the en� of the initial tax pe�io� of five yea��� 
�he�e we�e al�o �pe�ial in�entive� to �uppo�t the �evelopment of sme� 
that we�e �eeme� e��ential to �evelop in�u�t�ial lin�a�e�� Fo�ei�n equity 
�ui�eline� we�e fu�the� �elaxe� to ma�e it ea�ie� fo� fo�ei�n inve�to�� to 
own up to 100 pe� �ent equity, �epen�in� on expo�t ta��et� an� othe� �on�
�ition� (Alavi, 1996; Kanapathy, 2000)�

In 1987 the �ove�nment al�o f�oze wa�e in��ea�e� fo� th�ee yea��, aime� 
at �on�olin� fo�ei�n fi�m� fea�in� in��ea�e� in the �o�t of p�o�u�tion� At the 
�ame time, mida18 wa� ove�haule� �y the �ove�nment to �e�ome a one �top 
inve�tment �hop un�e� a new name, Cent�e of Inve�tment (coi), whe�e new 
an� potential inve�to�� �oul� �o to �e�olve thei� p�o�lem� an� �on�e�n�� 
mida al�o �ta�te� to u�e in�entive� to �ui�e fdi into hi�he� value a��e� a��
tivitie� an� mo�e te�hnolo�y inten�ive p�o�e��e�� ��o�pe�tive inve�to�� in 
a�ea� of a�van�e� te�hnolo�y we�e al�o ta��ete�� In a��ition, mida int�o�
�u�e� in�entive� to en�ou�a�e lo�al �ontent, an� �e�an to p�oa�tively �ea�h 

18 Malay�ia In�u�t�ial �evelopment Autho�ity (mida) i� the main �ove�nment a�en�y fo� 
the p�omotion of the manufa�tu�in� an� �e�vi�e �e�to�� in Malay�ia� In the 1960� it exi�te� �y 
the name of Fe�e�al In�u�t�ial �evelopment Autho�ity (fida), an� it� aim then wa� to �pea��
hea� the p�omotion an� monito�in� of manufa�tu�in� ��owth�
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out to inve�to�� a��o�� the �ount�y, to �onne�t them to app�ovin� autho�i�
tie�, a��i�t them in �u�mittin� appli�ation�, an� to a�t a� a me�iato� �e�
tween inve�to�� an� app�ovin� autho�itie� in expe�itin� app�oval�� mida 
wa� now involve� in a��i�tin� fi�m� f�om in�eption to thei� la�t �ay of op�
e�ation� in Malay�ia; a p�o�e�� that late� �ame to �e �nown a� “han� hol��
in�”� �o �o �o they e�ta�li�he� offi�e� in all the 12 �tate�,19 with �pe�ial 
p�oje�t offi�e�� han�lin� fi�m�’ i��ue� in ea�h �tate (mida, 2008)�

A� a �e�ult, fdi �e�pon�e� vi�o�ou�ly in the latte� half of 1980�, mainly 
f�om �aiwan an� Hon� Kon�� Japan al�o �ontinue� to �elo�ate thei� a��
�em�ly ope�ation� in Malay�ia, a� the yen �t�en�thene� an� in�u�e� 
many of thei� �upplie�� to inve�t with them� �he manufa�tu�in� �e�to� 
�ontinue� to ��ow �u�pa��in� all expe�tation� an� �e�omin� the lea�in� 
�e�to� in output, expo�t ��owth an� employment� �hi� ��owth in manufa��
tu�in� employment wa� a��ompanie� �y �api� in��ea�e� in �oth Malay 
employment an� female employment� By thi� time, Malay pa�ti�ipation 
wa� al�o in��ea�in� in the �ove�nment �e�to�; hen�e, the ��owth in in�u��
t�y an� �e�vi�e� �ouple� with nep �e�t�u�tu�in� �tipulation� helpe� to �e�
�u�e i�entifi�ation of ethni�ity with e�onomi� fun�tion an� u��an o� �u�al 
lo�ation (Jomo an� E�wa���, 1993)�

With all the�e �han�e�, the Malay�ian e�onomy ��ew fa�t ave�a�in� 
5�9 pe� �ent �etween 1980 an� 1990, whi�h wa� �lowe� than the ea�lie� 
�e�a�e when it ha� ��own at an ave�a�e �ate of 8�3 pe� �ent20 (Kanapathy, 
2000)� �he uninte��upte� ��owth f�om 1986 t�an�fo�me� the la�o� ma��et 
f�om a �ituation of hi�h unemployment in the mi� 1980� to �eve�e la�o� 
an� ��ill �ho�ta�e� �y the ea�ly 1990�, with a �i�nifi�ant inflow of fo�ei�n 
wo��e�� (Kanapathy, 2000)� By 1997 fo�ei�n wo��e�� �on�titute� 20 pe� 
�ent of the la�o� fo��e� �he �i�nifi�an�e of fo�ei�n wo��e�� a��i�te� in mo��
e�atin� wa�e in��ea�e�, even thou�h wa�e� ��ew in ex�e�� of p�o�u�tivity� 
In a��ition, ��ill inten�ity in manufa�tu�in� wa� almo�t �ta�nant �u�in� 
the pe�io� of hi�h ��owth, an� the level of te�hni�al an� te�tia�y e�u�ation 
wa� in�uffi�ient to meet the ��owin� �eman� fo� ��ille� wo��e�� (Rit�hie, 
2004)� �he �ho�ta�e of ��ille� wo��e�� le� to hi�h wa�e p�emium�, �amp�
enin� inve�tment in ��ill inten�ive in�u�t�ie� (Wo�l� Ban�, 1995)�

19  �he �ount�y �on�i�t� of 13 �tate� —11 in �enin�ula� Malay�ia an� two in Malay�ian Bo��
neo— an� th�ee fe�e�al te��ito�ie��

20 A��o��in� to the imf, Malay�ia’� gdp ��ew in �eal te�m� at a yea�ly ave�a�e of 5�6 pe� �ent 
in the pe�io� 1978�1987, �elow the �ate� of any of the A�ian �i�e��’ fi��t �ene�ation, an� �elow 
�hailan�� �he followin� �e�a�e, 1988�1997, Malay�ia’� gdp ��ew at an annual ave�a�e �ate of 
9�3, it� hi�he�t eve� in a �e�a�e, a little a�ove Sin�apo�e an� �elow China�
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�hi� le� to the �epla�ement of nep in 1990 with the New �evelopment 
�oli�y (ndp), whi�h wa� la��ely �on�i�e�e� a �u��e�� �y the �ove�nment 
havin� �ealize� it� main o�je�tive of u�in� in�u�t�y a� a vehi�le fo� ��owth 
an� pove�ty �e�u�tion an� in��ea�in� Malay pa�ti�ipation in the p�ivate 
�e�to�, �e�pite it� failu�e to a�hieve the ta��ete� 30 pe� �ent Bumiput�a 
�o�po�ate equity pa�ti�ipation in the e�onomy� Mo�e impo�tantly, Malay�
�ia ha� �e�ome one of the mo�t �u��e��ful e�onomie� in A�ia, p�omptin� 
the Wo�l� Ban� (1993) to �efe� to thi� �u��e�� a� the “Ea�t A�ian Mi�a�le”21 
an� one of the �e�t pe�fo�me�� in the �evelopin� wo�l� ove� the pa�t 25 
yea�� (Lall, 1995)�22 ndp wa� �a�e� on a mo�e �ohe�ent an� �y�temati� 
analy�i� of the nee�� an� �apa�ilitie� of manufa�tu�in� a�tivitie�� It 
aime� at a���e��in� the wea�ne��e� of nep with mo�e empha�i� on hu�
man �apital �evelopment an� the �ole of the p�ivate �e�to��

Althou�h ndp maintaine� mo�t of the �omponent� �ontaine� in nep, it 
ma�e the appli�ation of tho�e �equi�ement� mo�e flexi�le an� �ontin�ent 
on pe�fo�man�e, pa�ti�ula�ly expo�t manufa�tu�in�� �he �e�i�t�i�utive 
p�io�itie� of nep �ave way to �evelopmental p�io�itie� whi�h in�lu�e� in�
��ea�in� la�o� �upply, �oo�tin� the level of ��ill in the lo�al wo��fo��e, a��
van�e te�hnolo�y in �oth fo�ei�n an� lo�al fi�m� an� in��ea�e the amount 
of lo�al �ontent in fo�ei�n owne� expo�t manufa�tu�in� (Rit�hie, 2004)� 
�e�hnolo�y ha� �een the wea�e�t point in Malay�ia (Kanapathy, 2000)� 
�hi� ha� �een att�i�ute� to the failu�e of p�eviou� poli�ie� an� in�entive� 
to en�ou�a�e te�hnolo�y t�an�fe�, �ut that �athe� empha�ize� in��ea�e� 
output, employment an� expo�t� �y multinational��

Bea�in� thi� in min� the �ove�nment �e�olve�, th�ou�h ndp, to a���e�� 
thi� anomaly �y �efo�min� an� expan�in� pu�li� �e�to� �e�ea��h an� �e�
velopment in�titution�, inf�a�t�u�tu�e, an� the int�o�u�tion of a wi�e 

21  Wo�l� Ban� (1993) note� that f�om 1965 to 1990 the twenty th�ee e�onomie� of Ea�t A�ia 
��ew fa�te� than all othe� �e�ion� of the wo�l�� Mo�t of thi� a�hievement wa� att�i�ute� to 
�eemin�ly mi�a�ulou� ��owth in ju�t nine e�onomie�: Japan, “the Fou� �i�e��” —Hon� Kon�, 
the Repu�li� of Ko�ea, Sin�apo�e an� �aiwan—, China an� the th�ee newly in�u�t�ializin� 
e�onomie� of South Ea�t A�ia: In�one�ia, Malay�ia an� �hailan��

22 �he quote� a�e ve�y �ont�ove��ial� In 2008, gdp pe� �apita (ppp) of Malay�ia �too� at 
US$14 215, �an�in� then 48th in the wo�l� an� �e�on� in South Ea�t A�ia (the�e we�e fou� out 
of ten e�onomie� �la��ifie� amon� the poo�e�t in the wo�l�), an� la��in� fa� �ehin� it� nei�h�o� 
an� num�e� one e�onomy of the �e�ion, Sin�apo�e, who�e ppp wa� US$49 288 in 2008 (http://
en�wi�ipe�ia�o��/w/in�ex, p� 7)� A��o��in� to the Human �evelopment In�ex 2007 (undp�hdr, 
2009), Malay�ia i� num�e� 66 of 182 �ount�ie� �ove�e� �y the in�ex (Mexi�o i� 53), an� in the 
E�onomy an� Inequality In�ex it �too� in 2007 �elow Mexi�o in te�m� of gdp pe� �apita at �on�
�tant p�i�e� (US$9 715 fo� the latte�; US$7 033 fo� Malay�ia)� �he Gini In�ex thou�h i� mu�h 
�ette� fo� Malay�ia (37�9) than fo� Mexi�o (48�1), an� �ette� even than �i�he� Sin�apo�e (42�5)�
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�an�e of in�entive� fo� p�ivate �e�to� �evelopment� In��ea�in� the te�h�
nolo�i�al �apa�ity of the �ount�y �equi�e� that fi�m� up��a�e� the te�hno�
lo�i�al �ontent of thei� p�o�u�t� an� p�o�e��e�� �o imp�ove the quantity 
an� quality of lo�al fi�m� �apa�le of �upplyin� multinational �o�po�ation� 
(mnc�), the �ove�nment th�ou�h mida �han�e� the inve�tment �t�u�tu�e in 
favo� of mnc� that we�e meetin� it� �t�in�ent �ule� of te�hnolo�i�al �e�
qui�ement� an� �ha�in�� In a��ition, effo�t� we�e ma�e to imp�ove �evel�
opmental lin�a�e� �etween fo�ei�n an� lo�al fi�m�� In 1993 mida laun�he� 
the Ven�o� �evelopment ��o��am(vdp), in whi�h mo�e te�hnolo�i�ally a��
van�e� fi�m�, u�ually mnc�, we�e �iven in�entive� to mento� up��a�in� 
p�o�e��e� in lo�al ven�o��, whi�h they fa�ilitate� th�ou�h �ua�antee� �on�
t�a�t�, a f�ee inte��han�e of en�inee�� an� p�o�u�t �pe�ifi�ation, loan� 
with p�efe�ential te�m� f�om lo�al �an�� an� on�oin� te�hni�al a��i�tan�e 
f�om pu�li� �e�ea��h in�titute� (Rit�hie, 2004)�

�o a���e�� the la�o� p�o�lem, the �ove�nment al�o e�ta�li�he� in 1993 
the Human Re�ou��e �evelopment Co�po�ation (hrdc) to fa�ilitate fi�m 
level t�ainin� th�ou�h the Human Re�ou��e �evelopment Fun� (hrdf)� 
Fi�m� meetin� the nep th�e�hol�� we�e levie� 1 pe� �ent of thei� employ�
ee�’ �ala�ie�, whi�h wa� �epo�ite� in fi�m�’ �pe�ifi� a��ount� availa�le fo� 
�ove�nment app�ove� t�ainin�� �hi� t�ainin� �efo�m �e�ame ve�y �u��e���
ful, an� �y 1997 �ommitte� t�ainin� pla�e� ha� �lim�e� to 533 227 with 
ove� rm 144 million �olle�te� an� rm 99 million �i�pe��e�� In 1996 the �ov�
e�nment laun�he� the Small an� Me�ium In�u�t�ie� �evelopment Co�po�
�ation (smidec), in �e�o�nition of the nee� fo� a �pe�ialize� a�en�y to fu��
the� p�omote the �evelopment of sme� in the manufa�tu�in� �e�to� 
th�ou�h the p�ovi�ion of a�vi�o�y �e�vi�e�, fi��al an� finan�ial a��i�tan�e, 
inf�a�t�u�tu�al fa�ilitie�, an� ma��et a��e��, amon� othe��� �he in�u�t�ial 
lin�a�e p�o��am wa� now ��ou�ht un�e� smidec, who�e main aim wa� to 
�uppo�t sme� in a �lo�ally �ompetitive envi�onment� It wa� involve� in 
��ill up��a�in� p�o��am� all a��o�� Malay�ia, in�i�atin� the �ove�nment’� 
�e�o�nition of sme� (Rit�hie, 2004)�

In 1993 the �ove�nment fu�the� �t�en�thene� tie� with in�u�t�y 
th�ou�h the e�ta�li�hment of the Malay�ian Bu�ine�� Coun�il (mbc), �he 
Malay�ia In�u�t�y�Gove�nment G�oup fo� Hi�h �e�hnolo�y (might) an� 
the Malay�ia �e�hnolo�y �evelopment Co�po�ation (mtdc) to p�omote 
pu�li��p�ivate Co�po�ation fo� up��a�in�� Both mbc an� might ��ou�ht 
mo�t of the impo�tant �u�ine�� lea�e�� an� �ey �ove�nment a�mini�t�a�
to�� an� �i�e�to�� to�ethe� in �e�ula� �on�ultative meetin��� In a��ition, 
pu�li� �e�ea��h in�titute� �u�h a� the Malay�ian In�titute of Mi��o Ele��
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t�i� Sy�tem� (mimos) an� the Stan�a�� an� In�u�t�ial Re�ea��h In�titute 
of Malay�ia (sirim) we�e ��eate� to p�omote �a�i� an� ea�ly �tate �e�ea��h 
an� �evelopment in the �u��in� te�hnolo�y �e�to�, an� to �upply �evelop�
ment a��i�tan�e of lo�al fi�m�� In that �ame yea� Khazanah Hol�in�� wa� 
fo�me� to inve�t in new hi�h te�h ventu�e� (Rit�hie, 2004)�

By 1995, multinational� ha� �ominate� the p�o�u�tion of expo�t� in 
Malay�ia, unli�e �aiwan an� South Ko�ea, whe�e it ha� �een �ominate� 
�y lo�al fi�m�� �u�in� thi� pe�io�, Malay�ia �e�i�te�e� a ve�y imp�e��ive 
��owth in all �e�to�� �ompa�e� to the 1980�� Howeve�, the failu�e to �e�
velop �uffi�ient �ome�ti� lin�a�e� in Malay�ia �e�ulte� in the ��owth of 
in�u�t�ie� with a hi�h impo�t �ontent of �apital fo�mation an� in�u�t�ial 
output� �o nu�tu�e a mo�e �o�u�t in�u�t�ial �e�to� an� �etain mo�e value 
a��e� in the e�onomy, the�e wa� the nee� to avoi� fdi with low potential 
fo� lin�a�e� with the lo�al e�onomy, an� att�a�t fdi �on�u�ive to �evelop�
in� in�i�enou� �upply �apa�ity� �hi� woul� �ontinue �ein� a �hallen�e fo� 
poli�y ma�e��, a� inve�tin� mnc� a�e not alway� �ympatheti� to the nee�� 
of the �ount�y (miti, 1996)� �ue to the �api�ly �han�in� �ome�ti� an� �lo��
al envi�onment, the�e wa� the nee� fo� Malay�ia to �han�e it� �t�ate�y� 
Wa�e� in Malay�ia we�e e��alatin�, an� the in�u�t�y ha� to �ompete with 
low wa�e new �ome��, mainly In�ia an� China, whi�h with a la��e �ome��
ti� ma��et we�e la��ely p�omotin� them�elve� a� low �o�t�expo�t plat�
fo�m�� �he inte�nal an� exte�nal �hallen�e� fa�in� the in�u�t�ial �e�to� 
meant that pa�t in�u�t�ialization app�oa�he� �a�e� on la��e ��ale inje��
tion� of �apital to �oo�t la�o� p�o�u�tivity we�e no lon�e� via�le, an� le� to 
the int�o�u�tion of the Se�on� In�u�t�ial Ma�te� �lan (simp)�

I.6. Cluster Based approach to Industrial Dynamism

With the �eality of Malay�ia ope�atin� in a �lo�ally �ompetitive envi�on�
ment, the �ove�nment �i� not have mu�h of a �hoi�e �ut to �efo�u� it� �e�
velopment �t�ate�y th�ou�h the Se�on� In�u�t�ial Ma�te� plan� �he new 
fo�u� wa� �lu�te��a�e� app�oa�h, an� �ey �t�ate�i� �e�to�� we�e i�entifie� 
fo� �evelopment� �he empha�i� wa� on value a��ition th�ou�h in��ea�e� 
p�o�u�tivity� On�e a�ain, new in�titution� ha� to �e e�ta�li�he� to meet 
thi� new �hallen�e, an� in�entive� we�e �iven to multinational� that we�e 
u�in� hi�h te�hnolo�y an� we�e willin� to �ha�e with lo�al fi�m�� �he u�e of 
�ele�tive poli�ie� ha� �een �ommon in Malay�ia� At the �ame time, the �ov�
e�nment em�a��e� on inf�a�t�u�tu�e �evelopment a� well a� �evelopment 
of hi�h ��ille� la�o�� �he A�ian ��i�i� wa� a �et �a��, �ut Malay�ia wa� a�le 
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to miti�ate it� effe�t� th�ou�h �oun� ma��oe�onomi� poli�ie� an� �et �a�� 
on t�a�t� Howeve�, in �pite of all effo�t� Malay�ia wa� not a�le to meet it� 
e�onomi� ta��et� �y 2005� �he manufa�tu�in� �e�to� ha� �e�un to �how 
�i�n� of �e�line f�om 2000, an� �e�ate of �e�in�u�t�ializin� �e�an; thi� 
p�ompte� the int�o�u�tion of the thi�� imp to a���e�� the�e �hallen�e��

�u��e� the manufa�tu�in� ++ (plu��plu�), the �e�on� imp, laun�he� in 
1996, wa� fo�mulate� at a time of wi�e�p�ea� la�o� an� ��ill �ho�ta�e� 
an� in��ea�in� �lo�al �ompetition, an� fo�u�e� on in��ea�in� p�o�u�tiv�
ity an� �ompetitivene��� It wa� �uilt upon the foun�ation� of the fi��t imp� 
With the �e�on� imp the fo�u� �hifte� f�om the t�a�itional in�u�t�ial �a�e 
to a �lu�te���a�e� app�oa�h� It empha�ize� the �evelopment of in�u�t�ial 
�lu�te��, thei� �ey �upplie�� an� the �equi�ite e�onomi� foun�ation� �u�h a� 
human �e�ou��e�, te�hnolo�y, phy�i�al inf�a�t�u�tu�e, �uppo�tive an� a��
mini�t�ative �ule� an� p�o�e�u�e�, fi��al an� non fi��al in�entive�, an� 
�u�ine�� �e�vi�e �uppo�t� It aime� to �evelop �ynami� in�u�t�ial �lu�te�� 
an� �t�en�then in�u�t�y lin�a�e�, while p�omotin� hi�he� value a��e� 
a�tivitie�� O� �ette� �till; the empha�i� wa� to move the manufa�tu�in� 
ope�ation� f�om me�e p�o�u�tion to in�lu�e �e�ea��h an� �evelopment, 
�e�i�n �apa�ility, �evelopment of inte��ate� �uppo�t in favo� of in�u�t�ie�, 
pa��a�in�, �i�t�i�ution an� ma��etin� th�ou�h the manufa�tu�in� plu��
plu� �t�ate�y� �hi� manufa�tu�in� �t�ate�y not only entail� movin� alon� 
the value �hain, �ut, mo�e impo�tantly, �hiftin� the value �hain upwa��� 
th�ou�h p�o�u�tivity ��owth (miti, 1996)�

�he �lu�te�� at �iffe�ent level� of evolution we�e of va�iou� �in��� �he 
natu�al evolvin� �lu�te�� we�e mainly �e�ou��e �a�e�, in�lu�in� woo�, 
�u��e�, palm, pet�oleum an� �hemi�al�� �oli�y ��iven �lu�te�� involve� 
mainly the heavy in�u�t�ie� e�ta�li�he� �u�in� the isi �t�ate�y, an� in�
�lu�e� automotive, ae�o�pa�e, ma�hine�y an� equipment, whi�h a�e 
la��ely �on�i�e�e� �t�ate�i�� �he thi�� level �on�i�te� of �lu�te�� with in�
te�national lin�a�e�, whi�h in�lu�e� ele�t�oni�� an� ele�t�i�al applian�e�, 
an� textile in�u�t�ie� (miti, 1996)� In 1996 the �ove�nment of Malay�ia 
laun�he� the fi��t inve�tment in it� te�hnolo�y �a�e� futu�e, �alle� the 
Multime�ia Supe� Co��i�o� (msc)� Con�eive� a� a �upe� hi�h te�hnolo�y 
pa��, the msc wa� inten�e� to ena�le Malay�ian� to pa�ti�ipate in an� 
�enefit f�om the �lo�al info�mation �evolution� It wa� planne� to �e a 
hi�h�te�h hu� fo� �ove�nment an� the p�ivate �e�to�, �a�e� on the �on�ept 
of intelli�en�e offi�e� p�ovi�in� fa�t an� ea�y t�an�po�t of �ata, �ome�ti�
�ally an� inte�nationally, th�ou�h the u�e of a wo�l� �la�� voi�e an� �ata 
�ommuni�ation netwo��� It wa� inten�e� to a�t a� a ma�net to att�a�t the 
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wo�l�’� mo�t a�van�e�, hi�h te�h �e�ea��h an� �evelopment �ompanie� to 
Malay�ia� �he �ove�nment fo�e�aw msc ope�atin� a� a te�t �e� to �e u�e� 
�y info�mation te�hnolo�y an� multime�ia �e�ea��he�� f�om a�oun� the 
wo�l�� �he out�ome of msc i� to ena�le Malay�ia to leap into �nowle��e 
inten�ive in�u�t�ie� th�ou�h the �evelopment of people, inf�a�t�u�tu�e 
an� appli�ation� (Ju�awalla an� �aylo�, 2003)�

A Multime�ia �evelopment Co�po�ation (mdec) wa� e�ta�li�he� in 
1996� �he mdec implement� an� monito�� the msc p�o��am, p�o�e��e� the 
appli�ation� fo� msc �tatu�, an� a�vi�e� the �ove�nment on msc law� an� 
poli�ie�� An msc Inte�national A�vi�o�y �anel (iap), ma�e up of expe�t� an� 
�o�po�ate lea�e�� f�om the �lo�al �ommunity an� Malay�ia, wa� in�titut�
e� to p�ovi�e a�vi�e on the msc (Yu�uf an� Bhattia�ali, 2008)� Re�o�nizin� 
the eno�mou� �ap exi�tin� �etween Malay�ia an� othe� �evelope� �oun�
t�ie�, the �ove�nment hope� that msc woul� �e a vehi�le to att�a�t hi�h�
te�h multinational� that woul� �e willin� to �ha�e �ome of thei� ��ill� 
with Malay�ian fi�m�� �h�ou�h mida, a �et of ve�y att�a�tive in�entive� 
we�e �et a�i�e fo� thi��

�he �ove�nment al�o e�ta�li�he� in�titution� to p�ovi�e ��ille� wo���
e�� in o��e� to en�u�e that �u�h plan� �i� not falte�� It al�o en�ou�a�e� the 
fo�mation of p�ivate te�hni�al in�titution� to meet thi� �eman�� �he p�iva�
tize� �el�om Malay�ia �e�an a Multime�ia Unive��ity; the fi��t �oho�t of 
1300 �tu�ent� wa� a�mitte� in 1998� �he �ove�nment al�o �eviewe� law� 
that woul� have hin�e�e� the fo�mation of �ompetitive in�u�t�ial �lu�te�� 
at a national level, to enhan�e the �upplyin� �apa�ility of sme� an� to en�
�ou�a�e Malay�ia to �evelop o�i�inal ��an� name p�o�u�t�, in o��e� to 
��ow into multinational �o�po�ation�� By Janua�y 2002 mdec ha� �u��
pa��e� it� ta��et of a�hievin� 500 msc �tatu� �y 120 �ompanie�, an� �ai�e� 
the ta��et to 750 in 2003� In�lu�e� in thi� num�e� the�e we�e 50 wo�l� 
�la�� �ompanie� that it ha� mana�e� to att�a�t� �h�ou�h mida an� mdec 
multinational� we�e now en�ou�a�e� to e�ta�li�h thei� hea�qua�te�� in 
Malay�ia (Ju�awalla an� �aylo�, 2003)�

�he �ontinuin� expan�ion of the Malay�ian e�onomy, to�ethe� with fo��
ei�n inflow� in the ea�ly an� mi� 1990�, mounte� p�e��u�e fo� up��a�in� 
until the �ottom fell out of the e�onomy in late 1996 an� ea�ly 1997, with 
the eme��en�e of the A�ian C�i�i� (Rit�hie, 2004)� Followin� the �evalua�
tion of the �hai �hat, a wave of �pe�ulation hit Malay�ia, an� with it� fo��
ei�n ex�han�e �e�e�ve� �own to US $28 �illion, the �in��it wa� allowe� to 
float in Ap�il 1997 to �tem the �pe�ulative atta���� Between the �e�innin� 
of floatin� an� Janua�y 1998 the �in��it ha� �ep�e�iate� �y a�out 50 pe� 
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�ent a�ain�t the �olla�� �he ��i�i� in Malay�ia wa� �ha�a�te�ize� �y a �i��
nifi�ant an� ��amati� �eve��al in fo�ei�n po�tfolio �apital, a �efle�tion of 
the �to�� ma��et �oom that ha� p�e�e�e� the ��i�i� (Menon, 2008)� Othe� 
�ea�on� in�lu�e a �om�ination of ex�e�� inve�tment, hi�h �o��owin� 
(mu�h of it in �olla� �enominate� �e�t) an� a �ete�io�ation of the �alan�e 
of payment� (Gi�ou�, 2003)�

Malay�ia wa� howeve� a�le to �top the �li�e in it� �u��en�y an� �to�� 
ma��et� without the help of the Inte�national Moneta�y Fun� (imf)� �hi� 
��i�i� p�ompte� the �ove�nment to ma�e �ome fun�amental �han�e� in it� 
poli�y towa��� inve�tment, whi�h in�lu�e� �uttin� �ove�nment �pen�in� 
�y 18 pe� �ent, po�tponin� in�efinitely all pu�li� �e�to� inve�tment p�oj�
e�t�, f�eezin� new �ompany �ha�e i��ue� an� �ompany �e�t�u�tu�in�, an� 
�annin� new ove��ea� inve�tment �y Malay�ian fi�m�� �hu�, the �ove�n�
ment �e�i�e� to tempo�a�ily �i��onne�t the �ome�ti� �apital ma��et f�om 
the �lo�al e�onomy, in o��e� to pu��ue it� �timulato�y poli�ie� (Menon, 
2008)��he wea�ne��e� fa�in� the manufa�tu�in� �e�to� ha� �een wo���
ene� �y the A�ian ��i�i� (Gi�ou�, 2003)� �h�ou�h �oun� ma��oe�onomi� 
mana�ement the e�onomy ma�e a ma��ive tu�na�oun� in 1999, an� the 
annual ��owth �ate went to an imp�e��ive 5�4 pe� �ent �ompa�e� to a �on�
t�a�tion of 7�4 pe� �ent in the p�eviou� yea� (Menon, 2008)� G�owth a��el�
e�ate� to a �ema��a�le 8�9 pe� �ent in 2000, an� the e�onomy �e�aine� it� 
p�e ��i�i� level �y mi� 2000, ex�ept fo� fdi, whi�h ha� ta�en time� Al�o, the 
�ove�nment fu�the� li�e�alize� the e�onomy in 2000, an� �emove� �ome of 
the �e�t�i�tion� impo�e� to fdi, �u�h a� lo�al �ontent �equi�ement�, in line 
with wto �e�ulation� (Yean, 2004)�

By 2000 the manufa�tu�in� �e�to� ha� �e�ome the mo�t impo�tant �on�
t�i�uto� in Malay�ia, �ut �ta�te� to �how �i�n� of �ont�a�tion� �hi� wa� 
�e�au�e of a lo�� of �ompetitivene�� �au�e�, on one han�, �y �i�in� p�o�u��
tion �o�t� �e�ivin� f�om ti�htenin� la�o� ma��et an�, on the othe� han�, 
�y the expan�ion of �heap expo�t� f�om China, Vietnam an� ldc� (Ra�iah, 
2008)� At the hea�t of the p�o�lem lie� the in�apa�ity of Malay�ian fi�m� 
to ta�e the t�an�ition to hi�he� value a��e� a�tivitie� (Ra�iah, 2008; Gi��Gi��
ou�, 2003)� Lo�al fi�m� a�e mo�tly �omp�i�e� of �i� �on�lome�ate ��oup� 
in mo�t manufa�tu�in� a�tivitie�� �he�e �on�lome�ate� a�e �u��e��ful �ut 
to �ate have �een heavily �u��i�ize� �y the �ove�nment, often to the �et�
�iment of �eal mana�e�ial an� te�hni�al �apa�ility �evelopment� Small 
fi�m� have not �evelope� equally well an�, althou�h the�e a�e effo�t� to 
�uppo�t them an� ma�e them �ompetitive, the�e effo�t� a�e yet to �ea� 
f�uit�� �he la�� of fo�u� on utilizin� the o��anization� that we�e ��eate� to 
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�uppo�t up��a�in�, alon� with the la�� of pe�fo�man�e app�ai�al of thei� 
mana�ement, ha� �e�ulte� in a la�� of �uppo�t fo� the in�u�t�ial an� �om�
plementa�y fi�m� in Malay�ia (Ra�iah, 2008)� �he ti�ht la�o� ma��et 
ma�e the �ove�nment allow fo�ei�n wo��e�� to �e hi�e� in the manufa��
tu�in� in�u�t�ie�� �hi� ha� �lowe� up��a�in� �own� Mo�e impo�tantly, the 
�ove�nment �i� not have a �lea� te�hnolo�y �evelopment poli�y that fo�
�u�e� on �uppo�tin� �at�hin� up amon� lo�al fi�m� (Ra�iah, 2008)�

By the en� of the Se�on� In�u�t�ial Ma�te� �lan the �ove�nment ha� 
al�ea�y �ealize� the wea�ne��, an� note� that the e�onomy �i� not meet 
the ta��et� a� expe�te�� �he e�onomy ��ew at 4�6 pe� �ent pe� annum fo� 
the pe�io� 1996�2005, fallin� �ho�t of the fo�e�a�te� 7�9 pe� �ent� All �e��
to�� mi��e� thei� ��owth ta��et�, ex�ept minin� an� qua��yin�, whi�h ex�
pan�e� 2�5 pe� �ent; a�ove the 1�9 ta��et� �he fa�te� than expe�te� ��owth 
wa� att�i�ute� to the �evelopment of the oil an� �a� in�u�t�y (miti, 2006)� 
�o a���e�� the�e wea�ne��e� the �ove�nment laun�he� the �hi�� In�u��
t�ial Ma�te� �lan (imp3), whi�h outline� the �tep� that Malay�ia inten�e� 
to ta�e f�om 2006 to 2020, in line with the Vi�ion 2020, laun�he� in 1991, 
in whi�h Malay�ia envi�a�e� it� t�an�fo�mation into a �evelope� nation�

I.7. Towards Global Competitiveness

�he �ove�nment of Malay�ia i� �ete�mine� to �tee� the �ount�y to a�hieve 
the �tatu� of a fully �evelope� nation �y 2020� �owa�� thi� en� a new in�
�u�t�ialization �t�ate�y wa� laun�he� in 2006, �t�e��in� the impo�tan�e 
of the �e�vi�e �e�to� a� the vehi�le th�ou�h whi�h thi� vi�ion i� to �e �eal�
ize�� �hi� wa� a �omplete �epa�tu�e f�om the �evelopment �t�ate�y p�evi�
ou�ly u�e�, whe�e the manufa�tu�in� �e�to� wa� the main ��ive� fo� in�
�u�t�ialization� �he �ove�nment �ontinue� to apply �ele�tive poli�ie� 
ta��etin� the �e�to�� inten�e� to �e �evelope�, an� at the �ame time �ely�
in� on fo�ei�n fi�m�� �he wo�l� e�onomi� ��i�i� of 2008 le� to a �low �own 
in it� ��owth, �ut the Malay�ian e�onomy i� al�ea�y exhi�itin� �i�n� of 
�e�ove�y� It i� hope� that, with the e�onomy �e�ove�in�, �ome�ti� in�u��
t�ie� will �ontinue to �evelop an� �e�ome �ompetitive, althou�h mo�t of 
them enjoy �ove�nment �u��i�ie�� �ue to it� imp�ove� an� favo�a�le lo�
�ation fa�to��, Malay�ia i� p�e�ete�mine� to �e a majo� �e�tination fo� fdi 
in the nea� futu�e, an� it i� on the path to �e�ome an in�u�t�ialize� �oun�
t�y, in �pite of ope�atin� in a �lo�ally �ompetitive envi�onment�

�he imp3 i� a 15 yea� �lue p�int fo� in�u�t�ial �evelopment in Malay�ia� 
It i� expe�te� to ��ive in�u�t�ialization towa��� a hi�he� level of �lo�al 



436 Bethuel Kinyanjui Kinuthia: Markets v�� Government: Foreign Direct Investment and Industrialization

�ompetitivene��, empha�izin� t�an�fo�mation an� innovation in the man�
ufa�tu�in� an� �e�vi�e �e�to��, in an inte��ate� manne�, towa��� attainin� 
the �evelope� nation �tatu� un�e� Vi�ion 2020� �he �ey �t�ate�ie� of imp3 
a�e �uilt on five �t�ate�i� th�u�t� of the National mi��ion, int�o�u�e� in the 
9th ma�te� plan� In thi� �e�a��, a total of ten �t�ate�i� th�u�t� we�e outline� 
to a��i�t in the a�hievement of the ma��o ta��et�, an� we�e �la��ifie� in 
th�ee ��oa� �ate�o�ie�, namely �evelopment initiative�, whi�h in�lu�e en�
han�in� Malay�ia’� po�ition a� a majo� t�a�in� nation an� �ene�atin� in�
ve�tment in ta��et a�ea�, amon� othe��; p�omotion of ��owth a�ea�, whi�h 
in�lu�e �u�tainin� manufa�tu�in� an� p�omotin� �e�vi�e� a� the main �e��
to�; the la�t �ate�o�y entail� enhan�in� the ena�lin� envi�onment, whi�h 
in�lu�e� fa�ilitatin� the �evelopment of �nowle��e inten�ive te�hnolo�ie� 
an� �evelopin� innovative an� ��eative human �apital (miti, 2006)�

�he �ove�nment i�entifie� 12 ta��et ��owth in�u�t�ie� in the manu�
fa�tu�in� �e�to� a� well a� ei�ht �e�vi�e �e�to�� fo� fu�the� �evelopment 
an� p�omotion, �iven that the�e in�u�t�ie� a�e �t�ate�i�ally impo�tant fo� 
�ont�i�utin� to a ��eate� ��owth of the manufa�tu�in� �e�to�, a� well a� fo� 
expo�t an� to �t�en�then �e�to�al�lin�a�e� (ta�le 2)� While the manufa��
tu�in� �e�to� wa� ta��ete� to ta�e the lea� in ��ivin� ��owth un�e� imp2, 
imp3 �ee� the �e�vi�e �e�to� a��umin� the lea�in� �ole in ��ivin� e�onomi� 
��owth �etween 2006 an� 2020� It al�o anti�ipate� that all �e�to��, ex�ept 

Table 2. Manufa�tu�in� in�u�t�ie� an� �e�vi�e �u���e�to��

Manufacturing industries Service sub-sectors

Non resource based
• Ele�t�i�al an� ele�t�oni�� 
• Me�i�al �evi�e�
• �extile� an� appa�el
• Ma�hine�y an� equipment
• Metal
• ��an�po�t equipment

Resource based
• �et�o�hemi�al�
• �ha�ma�euti�al�
• Woo�
• Oil palm 
• Ru��e�
• Foo� p�o�e��in�

• Bu�ine�� an� p�ofe��ional �e�vi�e�
• Lo�i�ti��
• ict �e�vi�e�
• �i�t�i�utive t�a�e
• Con�t�u�tion
• E�u�ation an� t�ainin�
• Health�a�e �e�vi�e�
• �ou�i�t �e�vi�e�

Source: miti (2006)�
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�e�vi�e�, we�e �oin� to �ee a �e�line in thei� �ont�i�ution to gdp �y 2020� 
A� a �e�ult, the Malay�ian e�onomy i� expe�te� to ��ow at an ave�a�e �ate 
of 6�3 pe� �ent �u�in� thi� pe�io� (miti, 2006)�

�he manufa�tu�in� �e�to� ha� �een �e�linin� �in�e 1995� It� ave�a�e 
annual ��owth fell f�om 11�7 pe� �ent in 1990�1994 to 5�9 pe� �ent in 1995�
1999 an� to 4�8 pe� �ent in 2000�2005� �he �ont�i�ution of manufa�tu�in� 
to gdp, whi�h ha� �i�en f�om 24�6 pe� �ent in 1990 to 30�9 pe� �ent in 2000, 
fell ��a�ually to 30�1 pe� �ent in 2007� �he ��owth �ate of it� �ha�e in total 
employment ha� mo�e�ate� �on�i�e�a�ly� It only mana�e� to in��ea�e it� 
�ha�e in 2000�2007 �y a �imple 1�3 point�, to 28�9 pe� �ent� Unle�� in�titu�
tional �han�e help� ��ive an up��a�in�, the manufa�tu�in� �e�to� in Ma�
lay�ia i� expe�te� to �ont�a�t fu�the�� �he�e �e�ult� �u��e�t that Malay�ia 
�oul� ne�atively �e �e�in�u�t�ializin�� �hi� i� �e�au�e the Malay�ian 
manufa�tu�in� �e�to� �ontinue� to �e affe�te� �y �i�in� p�o�u�tion �o�t�, 
�e�ive� f�om a ti�htenin� la�o� ma��et an� �heap expo�t� f�om China an� 
Vietnam� �hi� Malay�ian �e�to� ha� al�o faile� to ma�e a t�an�ition to 
hi�he� value a�tivitie� (Ra�iah, 2008)�

Althou�h Malay�ia ha� �een affe�te� �y the 2008 wo�l� e�onomi� ��i�
�i�, the effe�t� a�e not �eve�e �ompa�e� to the A�ian 1997�1998 ��i�i�, an� 
the�e a�e al�ea�y �i�n� of the �e�to� �oun�in� �a��, e�pe�ially in the �hem�
i�al an� the ele�t�i�al an� ele�t�oni� in�u�t�ie�� �he �ount�y’� finan�ial 
�y�tem i� �t�on� an� �e�ilient, an� a�le to �uppo�t �u�ine�� ��owth, �e�
�pite the wea�enin� exte�nal envi�onment� �he�e we�e �i�n� of po�itive 
��owth in the fou�th qua�te� of 2009� Even thou�h, Malay�ia’� expo�t� 
�e�i�te�e� a �i�nifi�ant �ont�a�tion in the fi��t qua�te� of the yea�; the 
�ome�ti� �eman�, on the othe� han�, �ontinue� to ��ow, in��ea�in� to 53 
pe� �ent f�om 43 pe� �ent �efo�e, thu� �e�u�in� the impa�t of the �lowe� 
�lo�al �eman�� �he mea�u�e� �ein� ta�en in�lu�e en�ou�a�in� Malay�ian 
ent�ep�eneu�� who have �u��e��fully �uilt up �u�ine��e� ove��ea� to �e�
tu�n home to �evelop thei� ope�ation�, �iven that the �ount�y i� le�� af�
fe�te� �y the e�onomi� �owntu�n an� �emain� an att�a�tive lo�ation fo� 
�u�ine��� mida ha� a pa�� of in�entive� to a��i�t in thi� (mida, 2009)�

Fo�ei�n inve�to�� �ontinue� to fin� Malay�ia an att�a�tive �e�tination 
fo� inve�tment�, pa�ti�ula�ly in the manufa�tu�in� �e�to�, with the �oun�
t�y �e�o��in� a �ou�le��i�it in��ea�e (38%) in app�ove� fdi, amountin� to 
rm 46�1 �illion (o� 73�4%) in 2008 f�om rm 33�4 �illion in 2007� �hi� �ep�e�
�ente� the fifth �on�e�utive yea� of ��owth in fdi, with rm 20�2 �illion in 
2006, rm 17�9 �illion in 2005 an� rm 13�1 �illion in 2004, �efle�tin� fo�ei�n 
inve�to��’ �onfi�en�e that Malay�ia �emaine� a p�efe��e� lo�ation fo� 
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�u�ine�� ope�ation�� Exi�tin� fo�ei�n inve�to�� �ontinue� to �einve�t an� 
expan� thei� ope�ation� in Malay�ia, e�pe�ially into hi�he� value a��e� 
p�o�u�t�� In 2008, fo�ei�n inve�tment� in expan�ion/�ive��ifi�ation p�oj�
e�t� amounte� to rm 11�9 �illion, of whi�h the e&e in�u�t�y a��ounte� fo� 
rm 6�48 �illion� Inve�tment� in the �e�to� in 2008 we�e the hi�he�t �e�
�o��e� to �ate, an� mo�e than �ou�le� the ta��et of rm 27�5 �illion pe� 
annum �et un�e� imp 3� �hu�, it i� too ea�ly to thin� a�out �e�in�u�t�ializ�
in�, a� Malay�ia �eem� to have put mea�u�e� in pla�e to move to the next 
level (mida, 2009)�

Malay�ia ha� al�o �een a�le to �omply with wto �equi�ement�, e�pe�
�ially in the expo�t o�iente� in�u�t�y; hen�e, the �u��ent wto �ommitment 
�oe� not �eem to have hin�e�e� it� �evelopment �o fa�� �he �hallen�e lie� 
in the impo�t �u��titution �e�to�, whi�h ha� �ontinue� to enjoy the �ove�n�
ment’� p�ote�tion, e�pe�ially in the automo�ile �e�to�, whe�e the nominal 
ta�iff fo� �omplete �uilt up unit� �an �an�e �etween 140 an� 300 pe� �ent� 
In thi� �u���e�to�, p�ote�tion ha� ena�le� �oth national �a� p�o�u�e�� 
(��oton an� �e�o�ua) to �aptu�e up to 93 pe� �ent of the �ome�ti� ma��et� 
Fu�the�mo�e, lo�al �ontent �equi�ement� have ��eate� a�out 220 ven�o�� 
that a�e �omponent �upplie��, of whi�h 40 a�e �e�a��e� to have expo�t 
�apa�ility (Yean, 2004)� With China �ein� a mem�e� of wto the�e i� a 
��eate� oppo�tunity fo� Malay�ia, �ut al�o in��ea�e� �ompetition� With 
mo�e li�e�alization in t�a�e an� inve�tment, mo�e an� mo�e poli�y in�t�u�
ment� will �e in�lu�e� in the wto �i��ipline�� �hi� mean� that the�e will 
�e a �e�u�tion in the poli�y in�t�ument� that �an �e utilize� fo� in�u�t�ial 
poli�y that i� �ene�ally availa�le fo� �ount�ie� pu��uin� in�u�t�ialization� 
�hu�, the imme�iate �hallen�e fo� in�u�t�ialization i� to u�e wto �on�i�t�
ent poli�y to in�u�t�ialize�

II. What are the Lessons?

�he �oa� to in�u�t�ial �u��e�� ha� �e�tainly not �een �mooth fo� Malay�ia� 
Ba�e� on the a�ove �i��u��ion we �an �e�ive the followin� le��on��

�he �ole of �ove�nment i� ve�y impo�tant in the �evelopment p�o�e��� 
In Malay�ia, the �ove�nment p�ovi�e� fi��t an� fo�emo�t the inf�a�t�u��
tu�e that wa� �equi�e� at the �iffe�ent �ta�e� of �evelopment to in�lu�e 
�oa��, po�t�, �ailway�, ai�po�t� an� heavy inve�tment in info�mation �om�
muni�ation an� te�hnolo�ie� (ict), an� thi� ha� �au�e� Malay�ia to �emain 
an att�a�tive �e�tination fo� fo�ei�n fi�m�� Se�on�ly, the �ove�nment �e�
velope� it� la�o� fo��e whi�h �e�ame �ompetent to wo�� in in�u�t�y� On�e 
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the la�o� ma��et �e�ame ti�ht, the �ove�nment wa� flexi�le enou�h to al�
low fo�ei�n wo��e�� to ente� the jo� ma��et� �hi��ly, the �ove�nment ��e�
ate� in�entive�, �u��i�ie� an� even ta�iff� at the �iffe�ent �ta�e� of �evel�
opment, �a�e� on the nee�� of the time, an� wa� willin� to �han�e �ou��e 
on�e the �t�ate�ie� �i� not wo��� Fou�thly, the �ove�nment wa� in�t�u�
mental in maintainin� a �ta�le ma��oe�onomi� envi�onment to avoi� �al�
an�e of payment p�o�lem� �au�e� �y outflow� of �apital� �he �ove�nment 
wa� in�t�umental in �ele�tin� the �e�to�� that we�e �on�i�e�e� impo�tant 
fo� �evelopment, an� �ele�tive poli�ie� have �een pu��ue� ta��etin� tho�e 
�e�to��� �hu�, without �ove�nment inte�vention at va�iou� �ta�e� it woul� 
have �een ext�emely �iffi�ult fo� Malay�ia to in�u�t�ialize�

Fo�ei�n fi�m� �an play an impo�tant �ole in �evelopment� In Malay�ia 
they have not only a��i�te� in a���e��in� �alan�e of payment p�o�lem�, 
�ut al�o in �oo�tin� the manufa�tu�in� �e�to� th�ou�h the p�o�u�tion of 
�oo�� fo� expo�t� �hey a��i�te� in the ��eation of employment, in��ea�e� 
output, t�an�fe� of te�hnolo�y an� e�ta�li�he� �ome lin�a�e� with lo�al 
fi�m�� Fo�ei�n fi�m� involve� at the initial �ta�e� of p�o�u�tion ten� to �e 
la�o� inten�ive, �ut a� they move up the value �hain they �eman� mo�e 
��ille� la�o� an� inf�a�t�u�tu�e� U�in� the Malay�ian expe�ien�e one �et� 
the feelin� that the �ount�y ha� not �een a�le to �et the mo�t out of the�e 
fo�ei�n fi�m�� �hi� i� mainly �ue to the fa�t that fo�ei�n fi�m� have not 
alway� a��i�te� in the �evelopment of lo�al fi�m�, an� the�efo�e sme� a�e 
not a� �ompetitive� �hi� �eem� to have �een a poli�y failu�e at the ea�ly 
�ta�e� of in�u�t�ialization� With in�entive� f�om the �ove�nment, �ome 
fo�ei�n fi�m� have �e�un t�an�fe��in� te�hnolo�y to lo�al fi�m�� Hen�e, it 
may �e a matte� of time �efo�e Malay�ia �e�in� enjoyin� the �enefit�� It i� 
al�o impo�tant to note that Malay�ia mainly att�a�te� fo�ei�n fi�m� in 
�ele�te� in�u�t�ie�, �a�e� on �ompa�ative a�vanta�e�

Clo�ely lin�e� to the �ole of �ove�nment a�e in�titution�� �he �ove�n�
ment in Malay�ia e�ta�li�he� many in�titution� that we�e �uppo�e� to 
fa�ilitate in�u�t�ialization� �he�e in�titution� have wo��e� ve�y �lo�ely 
with �oth lo�al an� fo�ei�n fi�m�, offe�in� �iffe�ent in�entive� an� �uppo�t 
th�ou�h initiative� li�e han� hol�in�, amon� othe��� �he�e in�titution� 
have evolve� ove� time to �e a�le to �e�ve the fi�m� �ette�� Malay�ia’� in�
�titution� have a �lea� man�ate an� a�equate fun�in�� In an envi�onment 
with many in�titution�, �oo��ination i� pa�amount, whi�h howeve� ha� 
not alway� �een the �a�e�

La�tly, the Malay�ian �ove�nment, with �oo� in�titution�, ha� �een 
a�le to u�e fo�ei�n fi�m� in all it� �e�to��, �ut mo�t nota�ly in the manu�
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fa�tu�in� �e�to� an� mo�e �e�ently in the �e�vi�e �e�to� to �pea�hea� �e�
velopment� Fo�ei�n fi�m�, in thei� pu��uit of p�ofit�, will only un�e�ta�e 
a�tivitie� that �ua�antee thei� �u��e��� Gove�nment�, on the othe� han�, 
have a �e�pon�i�ility of en�u�in� that they �eap the �enefit� a�i�in� f�om 
the p�e�en�e of fo�ei�n fi�m� th�ou�h the p�ovi�ion of in�entive� that al�
low fo� the ��eation of lo�al lin�a�e� an� the �evelopment of �ome�ti� in�
�u�t�ie�� Goo� in�titution� will en�eavo� to a���e�� the �hallen�e� that 
fo�ei�n fi�m� fa�e, an� th�ou�h in�entive� �an �e�ome u�eful lin�� �y 
whi�h lo�al fi�m� �an �enefit� In a� mu�h a� fo�ei�n fi�m� have ma�e Ma�
lay�ia ve�y �u��epti�le to exte�nal �on�ition�, the�e i� ove�whelmin� evi�
�en�e that even un�e� �u�h �i��um�tan�e� the �ount�y ha� a�hieve� ��eat 
�u��e�� wo�th emulatin� �y othe� �evelopin� �ount�ie��

III. Conclusion

�hi� pape� �i��u��e� in�u�t�ialization in Malay�ia fo�u�in� on the �y�
nami� �ole of the �ove�nment an� fo�ei�n fi�m�� Fo�ei�n fi�m� have a lon� 
hi�to�y in Malay�ia� �he Malay�ian �ove�nment ha� �een a�le not only to 
��eate a �on�u�ive envi�onment fo� them to th�ive, �ut al�o to �enefit the 
�ount�y th�ou�h employment ��eation an� te�hnolo�y t�an�fe�, amon� 
othe� �enefit�� Without the inte�vention of �ove�nment, it i� �ou�tful that 
Malay�ia �oul� have a�hieve� mu�h �enefit� In�titution� �an al�o pe�fo�m 
an impo�tant �ole in �e�omin� vehi�le� th�ou�h whi�h the �ove�nment 
inte�a�t� with fo�ei�n fi�m�� Malay�ia ha� pu��ue� �oth expo�t an� im�
po�t in�u�t�ialization �t�ate�ie�, with mixe� �e�ult�� In�ofa� a� ma��et 
o�iente� poli�ie� �an �e p�efe��e� a� a �evelopment �t�ate�y, �ove�nment� 
ou�ht to pu��ue poli�ie� that �an �uppo�t the �evelopment of lo�al in�u��
t�ie�, �y en�u�in� that they �enefit f�om fo�ei�n fi�m�’ �pillove��; �ome�
thin� that ma��et� �annot �ua�antee� �he �hift f�om manufa�tu�in� to 
�e�vi�e� a� a ��ive� fo� e�onomi� ��owth in Malay�ia �u��e�t� the �awn of 
a new e�a in in�u�t�ialization�
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