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PREFACE 

工n June 1984， the author submi七ted a short paper 

entitled "Free Trade Zones in Ma1aysia" to 七he Socio 

Economic Research Unit of七hePrime Minister's Departmen七

in Malaysia， following one year s七udya七 University of 
Malaya， sponsored by the Rotary Founda七ion of Ro七ary

Interna七ional. This article combines 七he above皿men七ioned

paper and subsequent s七udy.

The author wishes to express special 七hanksto Prof. 

Gregory Thong， his academic counselor， and Associate Prof. 

Chee Peng Lim of University of Malaya for offering him 

advice and encouragement also to Prof. Shigeo Arama七a，
Prof. Tetsuya Tokoro and Associa七eProf. Kikuji Yoneyama 

of Hokkaido University for their useful commen七s and 

sugges七ions. The Malaysian 工ndus七rial Developmen七

Authority (日工DA)， the Penang Developmen七 Corpora七ion
(PDC)，乞heSelangor State Development Corporation (SSDC)， 

the Malacca Development Corporation (MDC)， and many firms 

were also helpful in prepara七ion of the study. Any 
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however， remaエn 七he author's 

工.工NTRODUCTION

Malaysia， a member of ASEAN (Associa七ionof Sou七heas七

Asian Nations)， recorded s七eadyand rapid economic growth 
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was 

i七srich na七ura1resources of 

them. 工n 七he 1970s， i七sannua1 rea1 GDP 

7.8% and七hecon七ribu七ion of the 

ra七e

averaged manufacturing 

sec七orto七heeconomic growth was significan七， pos七ing an 

annua1 growth rate of 12.5%. Because of七hehigh growth 

rate of Ma1aysia's manufacturing sector during the 1970s， 

it is wide1y be1ieved七ha七 thisnation wi11 become a 

member of 七he so四 ca11ed NICs (New1y 工ndustrializing

Countries) in the near fu七ure. (For basic data concerning 

Malaysia， see Appendix 1.) 
As is well由 known，Malaysia is a mul七i四 racial I').a七ion

composed primarily of七hreedis七incte七hnicgroups: Ma1ays 

(Bumipu七era)， Chinese， and 工ndians. 工n 1984，七he

popula七ion shares of each race in Wes七 Malaysia 

(Peninsular Malaysia)， where 82.8% of the 

concentrated， were 56.3%， 32.9%， 10.1% 

Since 七herio七 ofMay 13， 1969， the racia1 
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quieted. However， Malaysia's most important task remains 

the es七ablishmen七 ofs七abilityand nationa1 uni七y，七hrough

correc七ion of disparities in economic power among 七he

races. In 1971，七heGovernmen七 announced七heNew Economic 

Policy (NEP) 七o achieve 七he two-pronged purposes of 

eradica七ing poverty irrespective of races and 

restructuring七hesocie七y 七oeliminate the identification 

of races with economic func七ionby 1990. A10ng wi七h the 

NEP，七heGovernmen七 announcedvarious economicヒarge七s.

In 七he pre-NEP. period， the Governmen七 had been 
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on1y on economic growth， --i.e.， 

七he economic pie. 工七 was though七

distribu七ion wou1d natura11y become 

七hegrow七hof the overal1 economy. 工n

七he

七hat

1ess 

the 

post-NEP peどiod，however， more a七七entionhas been paid to 

the dis七ribu七ion of the economic pie among the races， 

especia11y 七o Bumipu七era， as we11. Under the NEP，七he
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manufac七uring sec乞or has been expec七edto be a leading 

sec七oras i七 was considered七obe rela七ivelyproductive. 

The industrialization s七ra七egies of Malaysia， like 

七hoseof other East and Sou七heastAsian coun七ries，can be 

undersとood in 七he contex七 of 七ransition from impor七回

substitu七ionto expor七-orienta七ion.1)

This article examines the concept of Free Trade Zones 

(FTZs) ，2)_ industrial estates forrning enclaves wi七hin the 

national cus七oms teritories one of 七he measures 

o
 
t
噌れ↑」・1

・

d

w

a

 

e
-
-

q

M

C

M

 

o
σ
o
y
d
 

p‘

n

a

 

O

0

1

ム

r
1ム

a

p

a

M

 

prorno七e export-orien七ed indus七rializaヒion，
its use as part of developrnen七 S七rategy in 

NOTES 

(1) For a general discussion of import-substitution and export目
oriented industrialization see the following: 
Suzuki Nagatoshi， "Ajia no Kogyoka to Yushutsu Shiko Kogyoka 
Seisaku" (工ndustria1ization in Asia and Export-oriented 
1ndustrialization Po1icies)， Suzuki Nagatoshi. ed.， AjiαηO 
Keizαi H，αtten to Yushutsu Shiko Kogyokα(Eaonomia Development in 
Asiααnd Export四orieηted Industriαlizαtion )， 1nstitute of 
Developing Economies， 1974， ch.1. 
Watanabe Toshio， K，αihαtsu Keizαigαku Kenkyu(Studies 0η Develop四
ment E，σonomias)， Toyo Keizai Shinpo-sha， 1978， chs.3 and 4. 
1ee Eddy， "Export-1ed 1ndustria1isation in Asia: An Overview，" 
Lee Eddy ed.， Export-Led Industriαlizαtioηαnd Developmeηt~ 
110 Asian Emp10yment Prograrnme， 1981. 
Murakami Atsushi， ~αihαtsu Keizαigαku (Deυelopment E，σonomias)， 
Daiyamondosha， 1971， ch.4. 
1nukai 1chiro， "Nihon no Keiken wa Keizai Hatten no Sanko 
Tariuru ka" (Does Japan's Experience Suffice as a Reference 
for Economic Deve1opment?)， Okita Saburo ed.， N，αηboku Mond，α4 
(The North四Southproblem)， Chuo Koron-sha， 1984. 
(2)工n other 1ess developed countries， they are generally 
cal1ed Export Processing Zones (EPZs). 工n this article， 
however， the word FTZ will be used throughout， as the functlon 
of EPZs is a工mostidentical to that of FTZs in Malaysia. 

工工. EXPORT四 OR工ENTEDINDUSTRIALIZAT工ONAND FTZS 

A七七hebeginning of 仁he 1970s， Ma1aysia shif七ed i七S
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including an incen七iveprograrnme壬orexport四 orientedfirms 

for 乞hefirst time， under七heInves七men七 Incen七iveAc七 of

1968. In 七his section， we sha11 firsヒ consider the 

reasons for 七hisshift in Ma1aysia's indus七ria1ization

S七rategy. We wi11 七hen examine 七he reasons for 

introducing the FTZ concept in七oMa1aysia. 

工n the 1960s， Ma1aysia's manufacturing sec七or

recorded a ra七herhigh rea1 annua1 growth ra七eof 10.2%. 

Import由 substitution occurred readi1y ー甲 in some 

industries， using the indigenous 七echno1ogy， management 
and 1abour ski11s prevailing at the time， and in other 

indus七ries by a七tracting foreign firms. As Dr. Lutz 

Hoffmann and Dr. Tan Tew Nee have pointed out， impor七四

subs乞i七utionwas the most impor七antfactor contributing七o

indus七ria1grow七hin the 1960s. They divided七he sources 

of industria1 growth in七o three categories: impor七四

substitution， export expansion， and expansion of 

demand. Their ca1cu1ations revealed that from 

1968，七hesefac七orsexplained 52.0%， 7.9%， and 

industria1 growth respective1y. 3) By 1968， 

domes七ic

1959 七0

40.1% of 

七he main 

indus七ries (food， wood produc七s，七obacco， chemicals， 

rubber produc七s，etc.) had a1ready comp1eted七he process 

of import四 substitution and were showing high poten七ia1

se1f-sufficiency rates.4) Meanwhi1e， the other indus七ries

were s七il1in the process of import-substitution. As the 

domestic marke七 becamesa七uratedwith 七he domes七ically

produced goods in七hemain indus七ries during 七he 1a七e

1960s，七he grow七hrates of these industries s七arted to 

dec1ine. This， in七urn，reduced七hegrowth ra七esof the 

manufacturing sector as a who1e. 1七 canbe said七haヒ in

Malaysia the "easy phase" of import由 substitution in the 

main industries had come 七oan end by 1970. As Dr. Helen 

Hpghes has mentioned， "In Ma1aysia， where achievements in 

impor七 rep1acementare a1so subs七antia1， indus七ria1grow七h

is in danger of slowing down in七he 1970s because the 

re1ative1y easy impor七四substitution possibi1ities have 
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been exhausted." On the other hand， "an ou七ward四 100king

strategy promises the possibi1ity of competitive cos乞s，

exports of industria1 products， and continuing se1f-

sustaining industrial growth wi七hfar greaヒer long田七erm

impact on emp10yment than an impor七-subs七i七utionpo1icy."5) 

Export-orien七ed indus七ria1izationwas used to expand the 

manufacturing sector， which was 七arge七ed for promotion 

under the NEP. Resource-based indus七ries (food， wood 

products， and rubber produc七s)，which enjoy a comparative 

advantage， were expec七ed to con七ribu七e to export-

subs七itution.6)The other industries expec七edto be expor七-

oriented were 1abour in七ensive. Such indus七riesa1so have 

a comparative advan七age based on the given fac乞or

endownmen仁 inMa1aysia.7) 

Un1ike the other Eas七 andSoutheas七 Asian countries， 

Ma1aysia has se1dom faced a shor七ageof foreign currency， 

a factor which provided one of the main motivations for 

oむher less deve10ped coun七ries (LDCs) 七o emp10y expor七回

orien七ed indus七ria1izationstra七egies， sustained by 七he

export of primary products. The Ma1aysian economy， on the 

other hand， depended七00much on expor七sof a few primary 
products since 七he nation's independence. Expor七

dependency rates (exports/GNP) averaged 44.6% in the 

1960s. Natura1 rubber was 乞he most importan七 expor七

commodity in the 1960s，七houghits share in七ota1 expor七s

had been decreasing du玄ingthe period (工n 1960， its share 

was 55.1%; in 1970， 33.4%.). 工nthe 1960s，ヒhe export 

prices of natural rubber showed a downward 七rend， which 

affected the entire Ma1aysian economy， due七o its high 

export dependency rate. The Government made efforts 七o

correct the economy's high dependence on七heexpor七 of a 

few primary products， such as natura1 rubber and tin， by 
diversifying Ma1aysia's commodi七yexpor七s. Wi七hin the 

primary sector，七he diversification strategy was 

successfu1， wi七h increasing exports of pa1m oi1， wood， and 

petro1eum. A七乞hesame time， expansion of the expor七 of 
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manufactured goods was also encouraged. 

The import-subs七itu七ing industria1iza七ion of the 

1960s caused 七hemanufacturing sector七o become ra七her

capita1 intensive， as has general1y seen七hecase in 0七her

LDCs as we11 (see Section V for detai1s). Given Ma1ysia's 

factor endowmen七， (scarce capita1 and re1atively abundan七

1abour)， crea七inga capital intensive manufac七uringsector 
led to misalloca七ionof factors. Though domes七ic capital 

could be supplemen七ed by foreign capi七a1，七he

manufacturing sector fai1ed to provide enough employment 

opportuni七iesfor the labour force. The unemploymen七 ra七e

reached 7.8% in 1970， wi七hthe rapid growth in七hesize of 
the 1abour force because of七hehigh growth rates of 

popu1ation. The expansion of 1abour in七ensive industries 

was under七akennot on1y七oabsorb surplus labour， but also 

七obring abou七 amore op七imalfactor a11ocation. Since 

these indus七ries were 七hought to have a comparative 

advan七age，by becoming export四 orien七ed，they were expected 

to develop wi七hou七七heres七rictionof七hesmall domes七ic

market. 

For 七heabove-men七ionedreasons， Ma1aysia assumed a 

programme of expor七-orientedindus七ria1ization. In the 

ear1y 1970s， exports came principa11y from resource-based 

industries 七ha七 had already finished 七he import申

substi七u七ion s七age， due 七othe fact that some labour 

intensive industries (e.g.， tex七i1esand c1othing， which 

were genera1ly the major export ・・orien七ed industries in 

mos七 LDCs) were still underdeve10ped and had no七 yet

finished the import由 subs七itu七ionprocess a七七ha七七ime.

The Government was forced to a七七rac七 labour in七ensive

export-oriented industries from abroad for the rapid 

expansion of this sec七orand especial1y had i七s eye on 

electronic componen七 assemb1y industry. 工七 was 

anticipated that foreign firms wou1d bring a ready marke七

with them， and七ha七 asa result， Ma1aysia could save on 

costs whi1e cultiva七ingthe wor1d marke七. For七hispurpose， 
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日alysiaintroduced the "Special工ncentivefor Electronics 

Indus七ry"in 1971. This "Special Incen七ive"was merely a 

variant of 七hePioneer工ndus七ryIncentive， excep七七ha七

longer tax holidays 七womore years) were gran七ed to 

approved firms. 工n1ヲ73， it was ex七ended七o 0七her labour 

intensive expor七回orientedindus七riesas well. Along with 

the "Special Incentive，"七heFTZ concep七 was in七roduced，

in an a七七empt to encourage labour intensive expor七四

oriented industries. 

Prior 七0 七he establishmen七 of 七he first FTZ in 

Malaysia in 1972， some LDCs had already introduced FTZs 七o

encourage expor七回orien七edindus七rializa七ion. The firs七

FTZ in 七heLDCs was es七ablisheda七 Shannon Airport in 

Ireland in 1959. From a very modes七 S七ar七，七he Shannon 

FTZ has grown in七oa large industrial complex， in which 

some 100 firms employ abou七 5，000 persons and 七0七al

exports exceed US$ 200 million per year. The successful 

development of the Shannon FTZ showed七ha七 an FTZ could 

play a leading role in export四 oriented industrialization. 

By 1980， about 55 FTZs were in operation in some 30 LDCs 

and 33 additional FTZs in 21 LDCs were being planned or in 

the process of developmen七 8) 工n 七heAsian region， the 

history of FTZs can be traced back七othe Kandle FTZ in 

India and七heKaoshung FTZ in Taiwan， both of which were 

established in 1965. Though the Kandle FTZ has no七 been

developed for various reasons (including its unfavourable 

location) ，七hesuccess of the Kaoshung F寸Zencouraged LDCs 

in Eas七 andSoutheas七 Asiaincluding Malaysia七ointroduce 

FTZs as an effective means of promo七ing export四 oriented

indus七rializa七ion. This indus七rializa七ion s七ra七egy was 

employed in七helate 19己Osin Sou七hKorea and in七heearly 

1970s in ASEAN coun七ries (excluding Singapore). The 

success of 七heKaoshung FTZ in a乞七racting foreign fir~s 

was especially impor七antin convincing 0七her coun七rif~s

七hat an FTZ could be a viable center for foreign 

inves七men七 Spurredby七hesuccess of the Kaoshung FTZ， 
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Taiwan es七ablished七heNantz and Taichun FTZs in 1970 and 

1971 respectively. The Masan and Iri FTZs were 

established in 1970 and 1973 in Sou七h Korea， while the 

Ba七七an FTZ was se七 up in 1973 in the Philippines. The 

first FTZ in Malaysia，七he Bayan Lepas FTZ， was 

es七ablishedin 1ヲ72.

Table 2-1. Manufactured Exports 

(million ringgit) 
1970 1975 1980 1982 

Food 105.1( 19.6) 362.3( 16.7) 647.9( 9.8) 801. O( 9.3) 
Beverages 13.5 ( 2.5) 25.8 ( 1. 2) 114.4 ( 1.7) 110.7( 
Tobacco 34.8( 6.5) 52.0( 2.4) 113.4 ( 1.7) 151. 2 ( 1.7) 
Textilesふ 41. 7 ( 7.8) 205.0( 756.8( 11.4) 808.5( 9.3) 
Clothing 
Footwear 10.3( 1. 9) 52.4( 2.4) 115.9 ( 1.7) 86.1 ( 1. 0) 
Wood 67.3( 12.5) 164.9( 7.6) 355.5( 5.4) 385.5( 4.5) 
Furniture 1. 7 ( 0.3) 13.4( 0.6) 50.0( 0.8) 23.5( 0.3) 
Paper Products 6.7( 1. 2) 12.3( 0.6) 38.3( 0.6) 40.8( 0.5) 
Rubber Products 23.7( 4.4) 62.3( 2.8) 151.9( 2.3) 166.8( 1. 9) 
Chemicals 52.7( 9.8) 128.7( 5.9) 331. 9 ( 5.0) 406.3( 4.7) 
Petroleum 42.3( 7.9) 41. 4 ( 1. 9) 94.8( 1. 4) 377.4( 4.4) 
Products 
Non-metallic 27.6( 5.2) 34.4( 1. 6) 93.9( 1. 4) 115.4 ( 1. 3) 
Products 
Basic Metals 20.8( 3.9) 45.1 ( 2.1) 125.5( 1. 9) 102.4( 1. 2) 
Metal Products 13.1 ( 2.4) 47.7( 2.2) 140.4( 2.1) 216.9( 2.5) 
Machinery 19.2 ( 3.6) 154.2( 7.1) 224.8( 3.4) 319.1( 3.7) 
Electronics & Electrical Products 

18.3 ( 3.4) 317.8( 14.6)2，631.9( 39.7)3，781.1( 43.7) 
Transport 18.9( 3.5) 45.9( 2.1) 215.9( 3.3) 303.7( 3.5) 
Equipment 
Others 18.8( 3.5) 405.3( 18.7) 434.4( 6.5) 456.5( 5.3) 
Total 536.5(100.0)2，170.9(100.0)6，637.6(100.0)8，652.9(100.0) 

( ) share % 

Source: The Malaysian Industrial Development Authority (MIDA) 
Annual Report various issues. 

Wi乞h 七he introduction and development of FTZs， 

Malaysia's manufactured exports increased rapidly in 七he

1970s. This was accompanied by changes in 七he expor七

struc七ureof the manufac七uringsec七or，as seen in Table 2由

1. The labour in七ensive industries， especially 

electronics and electrical produc七s showed 七remendous

growth， from 18.3 million ringgi七9) in 1970 七o 2，631.9 
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mi11ion ringgit in 1ヲ80 and 3，781.1 mi11ion ringgi七 in

1982. On the 0七herhand， resource-based indus七ries (food， 

wood products， rubber produc七s，e七c.) showed s七eadygrow七h

in abso1u七e ヒerms，but reduced their shares because of 七he

rapid growth of the 1abour intensive industries. 

Manufac七ured exports increased more than twe1ve-fo1d in 

the 1970s， whi1e their share in the tota1 exports grew 

from 11.ヲ%in 1970 七o 21.7% in 1980. 

NOTES 

(3) Hoffmann Lutz and Tan Tew Nee， "Pattern of Growth and 
Structural Change in West Malaysia's Manufacturing 1ndustry 
1959四 1968，" Lim David ed.， Reαdings on MαZαysiαη Ecoηomic 
DeveZopment~ Oxford Univ. Press 1975， pp.142-45. 
(4) Chee Peng Lim， Donald Lee， Foo Fok Thye， "The Case for 
Labour 1ntensive 1ndustries in Malaysia，" Rashid Amjad ed.， the 
DeveZopment of Zαbour INtensive Industry in ASEAN Countries~ 
1LO Asian Employment Programme， 1981， pp.252-57. 
(5) Hughes Helen， "The Manufacturing 1ndustry Sector，" Asian 
Development Bank， Southeαst Asiα's Eσonomy in the 19?O's~ 
Longman， 1971， p.232. 
(6) Export四 substitutionin 七hiscase was cited by Hla Myin七，
not by Paauw and Fei. See Myint Hla， "Over Report，" Asian 
Developmen主 Bank ， op.cit.~ and Paauw Douglas S. & John C.H. Fei， 
The Transition初 OpenDuaZistiσ Economies~ Yale Univ. Press， 
1973， p.18. 
(7) Kasper Wolfgang， "A New Strategy for Malaysia' s Economic 
Development in the 1970s?，" Lim David ed.， op.cit.~ p.133. 
(8) UNCTAD， "Export Processing Free Zones in Developing Countries: 
1mp工ications for Trade and 工ndus七rialization Policies，" 
TD/B/C. 2/211， 18 January 1983. 
(9) Malaysian currency， 1 ringgit=97 yen in 1984. 

工工工. FTZS IN MALAYS工A

FTZs are indus七ria1estates forming 

七he nationa1 cus七oms 七erritory. They 
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designed to house manufac七uringestab1ishments 

or assemb1ing products essen七ia11yfor expor七.
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raw ma七eria1s，in七ermediategoods， machinery， and 

equipmen七 for expor七 productionis not subjec七七o

paymen七 ofcus七oms duties. Goods exported from FTZs 

0七her

七he

are 
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also exemp七edfrom cus七omsduties. In Ma1aysia， FTZ firms 

are required七oexport at 1east 80% of their produc七s. 工n

cases where 七hey se11七heirproduc七S 七o the domes七ic

marke七，七heyare subject七0七hepayment of customs duties. 

The expor七ーorien七edfirms can a1so enjoy a1most the same 

privi1eges outside of FTZs if they are granted the s七a七us

of "Licenced Manufacturing Warehouse" (L抗日). 

工n 1971，七he Free Trade Zone Act governing 七he

establishmen七 andopera七ionof FTZs was enac七ed. Under 

this 1egis1a七ion，the Federa1 Governmen七 maydec1are any 

indus七ria1 esta七e七obe an FTZ. Cons七ruction and daily 

operation are genera11y overseen by the S七a七e Economic 

Deve10pment Corpora七ion (SEDC)， statu七ory body of the 

State Government.10) 

Under the FTZ Ac七 the Bayan Lepas FTZ was 

estab1ished in Penang in 1972. 工n 七he same year，七he

Sungai Way FTZ was added in Se1angor. Two more FTZs were 

1ater deve10ped in each of七hethree States of Penang， 

Se1angor， and Ma1acca during 1973 and 1974. By the end of 

1983， there exis七ed a七0七a1of eight FTZs (exc1uding 

designa七edFTZs )11): 七hreein Penang (Bayan Lepas Prai and 

Prai Wharf); 七hreein Se1angor (Sungai Way， Ampang/U1e 

K1ang， Te10k Pang1ima Garang); and七woin Ma1acca (Ba七u

Berendam and Tanjong K1ing) (see Map 3-1). The 七ota1

deve10ped 1and in various FTZs reached 384.1 hec七ares in 

1981. 

工n 1983， 88 firms main亡ainedproduc七ionfaci1itie3 in 

the various FTZs， and emp10ymen七 wases七ima七ed七obe over 

75，000 workers. The exports accruing from various FTZs 

reached 1，918.3 mi11ion ringgi七12)in 1979， cons七i七u七ing

about 35.7% of七hemamユfac七uredexpor七sand 7.9% of 七he

tota1 expor七sof Ma1aysia. The contribu七ionof FTZs 七0

export四 oriented indus七ria1iza七ion has thus been 

significant. The heavy dependence of Ma1aysian 

manufac七ured exports on FTZs， however， is exceptional 

among the countries which have FTZs， (exc1uding very sma1.1 
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coun七rJ.es such as Mauritious). An increasing number 

firms showed successfu1 deve10pment of FTZs (see Table 

1) ， though七hemajori七y of FTZ firms (51 ou七 of86)， 

Table 3時 1.The Number of New FTZ Firms 

Penang Selangor Malacca Total Grand 
FTZs FTZs FTZs New Firms Total 

1972 12 2 O 14 14 
1973 8 4 2 14 28 
1974 5 5 3 13 41 
1975 4 4 2 10 51 
1976 O 4 i 5 56 
1977 5 O O 5 61 
1978 3 2 O 5 66 
1979 3 3 l 7 73 
1980 5 O O 5 78 
1981 5 。 l 6 84 
1982 2 O O 2 86 
Total 52 24 10 86 

(Note) Both in the Selangor FTZs and the Malacca FTZs one 
firm is missing. FTZ firms which have withdrawn by 
1982 were excluded. In the case of the Penang FTZs， 
the data was based on the time of establishment of 
firms. 工n the cases of the Selangor FTZs and the 
Ma工accaFTZs， the data was based on the time commer-
cial production started. 

Source: Penang FTZs: The Penang Development Corporation 
(PDC) data. 

Selangor FTZs: Author's survey. 
Malacca FTZs: The Malacca Development Corporation 

(MDC) data. 

of 

3-

had 

established or star七edproduction by 1975， during the 

early s七ageof FTZ development. Af七er1976，七henumber of 

FTZ firms increased steadily un七il 1981， al七hough the 

advent of new firms was concentrated on the Penang FT乙S・

Two oil crises did no七 necessarilyaffec七七he number of 

investments in FTZs， bu七 in1982， only two firms were 

established. This sugges七stha七 FTZs in Malaysia may have 

already reached七hema七uritys七age， as will be discussed 

in Section VI. 
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工nsti七utions

The Government provided many七ypesof benefits to 

encourage investmen七 inFTZs. The first was simplified 

procedures for importation七oand exportation from FTZs. 

As is generally recognized， in LDCs， inefficient 
adminis七ration，--especially time四 consumingprocedures for 

importation and expor七ation--is one of the main factors 
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foreign export-oriented firms from inves七ing，

is no七七he case in FTZs. Administrative 

procedures for du七yfree importation and expor七a七ion may 

be shortened. Secondly， as in other七ypesof industrial 

estates， firms can easily gain access 七ofully 
indus七rialsites and ready-built factories. In 

developed 

these fac七ories were provided， when required， 
Malaysian Industrial Estates Limi七ed (日工EL)，a statu七ory

body of 七heMalaysian Governmen七 Thirdly， firms can 

benefi七 fromsufficient infrastructure， such as elec七ric，

water and telecommunications sys七ems. They also have 

ready access 七oin七ernationalports， airports， roads and 

railways. Fourthly，七hesi七esare convenien七ly loca七ed

close七ourban areas. The FTZs in Penang are loca七ednear 

the second largest city， George Town and FTZs in Selangor， 

except Telok Panglima Garang， are located near Kuala 

Lumpur， the capi七alof Malaysia. FTZ firms can benefit 

from easy access 七ocer七ainservices， such as insurance 

and financing， as well as an ample labour supply. 

Finally， FTZ firms can enjoy fiscal incentives， including 

tax exemp七ionfor pioneer sta七usfirms. Those in labour 

intensive indus七ries， such as electronics and textiles 

have the privilege of longeど tax holidays 

years 七han 0七herpioneer s七a七usfirms). FTZ 

eligible for nearly 10-year七axholidays. 

What 七hen， was 七hedeciding fac七or for 

considering investmen七 in FTZs? Twenty四七wo

polled (17 in Selangor， 5 in Penang)， and 

Malaysia， 

by the 

(七wo more 

firms are 

FTZ firms 

firms were 

among the 
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answers received (mu1七ip1e answers permit七ed)， "the 

incen七ives provided by七heGovernmen七11 ranked a七七he top 

(19) . Next came "po1itica1 s七abi1i七yof Ma1aysia" (17)， 

"wage ra七es" (10) and 11 favourab 1e infras七ruc七ure" (8). 

工ncentives can be divided in七0 七wo categories: 七ax

exemptions and du七yfree impor七ation and expor七ation.

Research conducted by Dr. Teh Kok Peng revea1s 七hat for 

export-oriented firms，七hemos七 crucia1 incen七ive was 

exemption from duヒies. Ten firms ou七 of17 ranked 七his

fac七or firs七 andseven firms ranked七axexemp七ion firs 七.

However， 10 out of 11 1abour in七ensive export-orien七ed

firms ranked impor七 dutyexemp七ionfirst.l3) In prac七ice，
however， these two incentives are granted together to FTZ 

firms. 

On 七he 0七herhand， according 七o the Governmentls 

analysis (e.g.，七hePenang Deve10pment Corpora七ion) the 

popu1ari七yof七heFTZs in Penang can be a七tribu七edto 七he

following fac tors : 14) 

(1) The availabili七Yof readi1y usable industrial land 

with excellen七 infrastruc七urefacilities. 

(2) Favourab1e location， usually wi七hina short distance 

of an airport， deep water ports， major road and railway. 

(3) A ready pool of adequately 七rained labour， 

particularly in the field of elec七ronics.

(4) An absence of excessive customs procedures and an 

efficient and hones七 administraヒion.

Firms in FTZs 

The distinct fea七uresof curren七 FTZfirms can be 

summarized as fo11ows: 

(1) Foreign firms are predominan七;

(2) Large labour in七ensivefirms are predominant; and 

(3) E1ectronicsje1ec七ricalfirms are predominan七.

工nthe census of manufac七uringindus七ries，firms are 

divided into七hreeca七egories: Malaysian， norト Malaysian
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(foreign owned) ， and 50四 50joint ven七ures.

3四 2， FTZ firms are classified on the basis 

105 

But in Table 

of national 

origin， because even if七heminority share is owned by 

foreigners， firms are in fact ruled by them.l5) Malaysian 
firms are limi七edto those 100% owned by Malaysians. In 

some joint ventures， SEDCs hold minority shares. As seen 

in Table 3-2， 83 firms are of foreign origin， some 60 

Table 3-2. National Origin of FTZ firms in 1982 

Country Penang Selangor Malacca Toとal
Japan 13 14 l 28 
U. S. 15 9 2 26 
West Germany 10 2 12 
Malaysia 4 2 6 
Switzerland 2 i l 4 
Hong Kong 3 l 4 
Others 6 l 2 9 
Total 53 25 11 89 

(Note) "Others" include other nations and joint-ventures with 
same ownership. 

Source: Same as Table 3叩1.

firms of which are 100% foreign owned subsidiaries of 

multinational firms. Wi七hinthese foreign firms， Japan 

ranked first with 28 firms， followed by七heU.S. (26) and 

Wes七 Germany(12). These three coun七riesare the major 

investors， accounting for abou七七hreequar七ers of 七0七al
FTZ firms. However， the allocation of foreign-based firms 

varies from sta七eto s七a七e. Meanwhile， we can find only 

six Malaysian firms. 

The second fea七urecan be gleaned七hroughanalysis of 

七he data presen七edin Tables 3国 3and 3-4. 工n terms of 

employmen七 andpaid四 upcapital， FTZ firms are generally 

larger， compared wi七hthose located ou七sideFTZs. Due 七o

differences in 七he base years and incomplete da七a，

however， it was noと possible 七o conduc七 a precise 

comparison. Nonetheless，七hetrend was clearly indicated 

from the avilable da七a. The average employment per firm 

was 902.1 persons (894.1 in Penang， 1061.3 in Selangor， 
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Table 3-3. Employment in FTZs in 1983 

FTZs 
Bayan Lepas FTZ (Penang) 
Prai FTZ (Penang) 
Prai Wharf FTZ (Penang) 
Sungai Way FTZ (Selangor) 
Ampang/Ule Klang FTZ (Selangor) 
Telok Panglima Garang FTZ CSelangor) 
Batu Berendam FTZ (Malacca) 
Tanjong Kling FTZ (Malacca) 
Total 

Workers 
34，087 
5，282 
2，654 
13，471 
10，465 
2，597 
4，904 
1， 415 
74，875 

Firms 
36 
10 
1 
16 
6 
3 
8 
3 
83 

(Note) In the Bayan Lepas FTZ， five firms are missing. 
Source: Same as Table 3四1.

Table 3-4. Paid目 upCapital in FTZs in 1983 

Paid-up Firms Workers 
Capital 
(thousand 
ringgit) 

Penang FTZs 330，400 48 42，503 
Selangor FTZs 115，616 21 18，964 
Malacca FTZs 21，608 11 6，319 
Total 467，624 80 67，786 

(Note) The Penang FTZs include a designated FTZ where 
one firm is found， but five firms are missing 
as a whole. 
In the Selanger FTZs， four firms are missing. 

Source: Same as Table 3-1. 

Table 3四 5. 工ndustriesin FTZs in 1983 

工ndustry Penang Selangor Malacca Total 
Electronics/Electrical 26 16 5 47 
Textiles/Clothing 8 l l 10 
Precision Instruments i 4 5 
Plastics 3 2 5 
Medical Equipment 3 l 4 
Rubber 3 3 
Others 8 2 4 14 
Total 52 25 11 88 

Source: Same as Table 3-1. 
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and 574.5 in Malacca) in 1983， while 七hefigure for 

manufac七uring firms16) was 147.9 in 1980. 工n
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manufacturing sector as a whole，七hefigure was 27.7 in 

1981 in sharp con七rasヒwiヒh 七hat'of FTZs. 工nthe cases of 

FTZs in Taiwan and South Korea， the corresponding figures 

were 277 in 1980 and 362 in 1979 respec七ively. The 

average paid四 up capital per firm was 5，845.3 七housand
ringgit (6，883.3 thousand ringgit in Penang， 5，505.5 

thousand ringgi七 inSelangor， and 1，964.4 thousand ringgit 

in Malacca). The corresponding figure for major firms was 

2，475.1 thousand ringgit. However，七he average paid-up 

capital per capita in FTZ firms was 6，898.5 ringgit 

(7，773.6 ringgi七 inPenang， 6，096.6 ringgit in Selangor， 

and 3，419.5 ringgit in Malacca) while七hatof major firms 

was 16，735.8 ringgi七 in1980. From these figures， we can 

conclude 七hatrather large firms locate in FTZs and they 

are more labour intensive七hanmajor firms. 

Table 3-5 shows 亡hat in FTZs，七he

electronics/electrical indus七ry (especially integrated 

circuits and semi-conduc七ors) is predominant. For七y田 seven

firms ou七 of 88 are classified as belonging to this 

indus七ry， followed by 七he 七extiles/clo七hing (10) ， 

precision instruments (5)， and plastics (5). These 

indus七riesare rather labour intensive， in accordance wiとh

七he second feature men七ionedabove. The predominance of 

electronics/electrical firms is partly attribu七ableto七he

fact 七ha七七heMalaysian Government was eager to a七七rac七

them. The Governmen七's positive attitude is clearly 

visible in i七sindustrial policies， as discussed in 七he

previous section. In 1971， when七heFTZ Ac七 was enacted， 

it introduced the "Special Incen七ive for Electronics 

Industry， " which was basically the same as Pioneer 

工ndus七ry 工ncentive， bu七 included longer tax holidays. 

Mos七 ofFTZ firms were gran七edthis favourable 七reatment.

Out of 67 FTZ firms from which da七a were available， 62 
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were pioneer sta七us firms (sta七is七ically，七he "Special 

工ncentive" is included in Pioneer Industry Incentive)，ヒwo

firms were given 0七her incen七ives， and七heres七 of 七hem

were not granted any fiscal incen七ive.

NOTES 

(10) Recently， some SEDCs have handed over the administration of 
FTZs to Municipa工Councils.

(11) At the end of 1983， there existed six designated FTZs which 
were separated from the above-mentioned eight gazetted FTZs. 
Many 1MW firms are found in designated FTZs. 

(12) The export volumes here and the export and import volumes in 
Table 4-1 in the next section are smaller than the actual 
amounts because of the leakage of the data. It was 
estimated that recently exports from FTZs comprised at least 
50% of manufactured exports. 

(13) Teh Kok Peng， Proteation~ FisaαZ Inaeη古ives αηd
IndustriαZizαtion in West MαZαysiα Sinae 195?~ Faculty of 
Economics and Administration， University of Malaya， 1977， 
pp.149-156. 

(14) Penang Development Corporation (PDC) ， AηnuαZ Report αηd 
Finαησ4αZ Stαtements of The Free Trαde Zones in Penαng for 
19?2~ PDC， 1972， p.10. 

(15) See for instance: 
Khor Kok Peng， The MαZαysiαn Eσonomy 畑町 Struatures αηd 
Dependenσe~ Institut Masyarakat， 1983， pp.79由 80.

(16) In 1980， MIDA surveyed 2，483 firms admitted under Industrial 
Coodination Act enacted in 1974. The number of workers and 
paidペlpcapital in 1980 were 367，211 persons and 6，145，580，000 
ringgit respectively. 

17) 
工V. AN EVALUAT工ONOF FTZS 

工n a broad sense，七hepurpose of es七ablishingFTZs is 

to promo七e expor七-orientedindustrialization， but more 

specific objec七ives sometimes ci七ed by LDCs are as 

follows: 

(1) Expor七 promo七ionand genera七ionof foreign exchauge 

earnエngs;

(2) Attraction of foreign inves七men七;

(3) Creation of employment opportuni七ies;

(4) Encouraging七echnologytransfer; and 

(5) Creation of linkages between FTZs and the domes七ic
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economy. 

1n 七his section， the performance of FTZs will be 

examined according to the above objecとives.

(1) Export Promotion and Generation of Foreign Exchange 
Earnings 

The shortage of foreign currency was one of七he main 

reasons for 0七her LDCs to in七roduce expor七四orien七ed

indus七rialization measures. A七 firs七七hey七riedto save 

foreign currency reserves by promo七ing impor七回

substitu七ion， but after this iniとial"easy phase"， they 

once again faced a shortage of foreign currency， owning to 

increasing imports of intermediate goods and capital 

goods， which were necessary for further irnport-

substitution. 工nMalaysia， expor七四orientedindus七riali-

zation was undertaken for a seemingly differen七 rnotive.

As men七ionedin Section 11， even though 

faced a shortage of foreign currency in 

1970s， it adopted an expor七-orien七ed
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S七rategy to diversify i七sexpor七s， so as 七o irnprove i七S

overall econorny，七henheavily dependen七 onexpor七s of a 

few prirnary produc七s (especially na七uralrubber and 七in)， 

which were vulnerable七oprice fluc七ua七ions. So far， 

rnacroeconomic indica亡orsshow七ha七日alaysiahas succeeded 

in expor七咽orientedindustrialization and diversifica七ion

of i七s exports， with manufac七ured goods claiming an 

increasing share in 七0七alexpoど七s: 11.1% in 1970， 21.7% in 

1980， and 29.8% in 1983. 

The con七ribu七ion of FTZs 七o export由 orien七ed

industrializa七ion and export prorno七ion has been 

significant. As seen in Table 4-1， expor七s frorn FTZs 
18) 

reached 1，918.3 mi11ion ringgit in 1979，Lul which was 

equivalent to 35.7% of tota1 manufac七ured exports. The 

expansion of rnanufactured expor七s paralelled the 

developrnen七 of FTZs. Since 乞he rnid-1970s， the rnain 
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Table 4-1. Exports and Imports from and into FTZs 
(million ringgit) 

Period Exports Imports Balance of Trade 

1974 468.3 558.2 由 89.9

1975 658.8 620.3 38.5 

1976 704.7 750.1 -45.4 

1977 802.9 770.4 32.5 

1978 1，385.5 1，290.6 94.9 

1979 1，918.3 1，817.0 101. 3 

Source: Chee Peng LimふLimChui Choo， "Zones of 
Prosperity，" MαZαysiαη Business， November， 
1980， p.17. 

manufac七ured goods exported from Ma1aysia have been 

e1ec七ronics and e1ectrical products. This fact c1early 

agrees wi七hthe predominance of e1ec七ronics/e1ec七rica1

firms in FTZs. Tab1e 4-1 a1so shows 七ha七 FTZsare import 

in乞ensive. The trade surp1us amounted七o 101.3 mi11ion 

ringgit in 1979. The somewha七 unfavourable balance of 
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posi七ion that occured in 1974 and 1976 could 

be attributed七olarge imports of machinery and 

by FTZ firms in the ini七ial period of 七heir

opera七エons.

It is true 七ha七 FTZs have con七ributed 七o the 

expansion of manufac七uredexpor七s. However， on the other 

hand，七heheavy concen七rationof manufac七uredexports in 

FTZs came a七七heprice of dependence on a limited number 

of large expor七四orien七edforeign firms. The concen七ra七ion

of expor七son e1ectronics， typified by in七egratedcircui七s

and semi四 conductors， was a1so a resu1t of focusing on 

FTZs. 

The other feature that migh七 poseproblems is 七hat

mos七 ofFTZ firms are subsidiaries of mu1tina七iona1firms. 

工七 is possib1e for 亡hemto affect overa11 prices of goods 

through in七ra四 firm七rade. Studies revea1 that some FTZ 

firms have sold七heirproduc七sat 10wer prices than marke七

prices .19) 

The author's survey of FTZ firms in Se1angor revea1ed 

七ha七 outof 16 subsidiaries of mu1七ina七iona1 firms from 
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which data was collected， nine firms imported more 七han

50% of their raw ma乞erialsand other inputs from 七heir

parent firms and 0七hersubsidiaries. Six firms exported 

more七han50% of their products to their parent firms and 

other subsidiaries. 工nterviewswith managers of FTZ firms 

suggested the existence of transfer prices， resu1ting in a 

reduction in the volume of exports. Furthermore， although 

the 七rade surplus of FTZs amounted to 101.3 million 

ringgi七 in 1979， a considerable por七ionof this figure 

were transferred to developed coun七ries as dividends， 

remittances and repaymen七sof loans. This resu1七edin a 

net decrease in foreign exchange earnings. 

Capital inves七ments by foreign FTZ firms can be 

considered as additions 七oMalaysia's foreign exchange 

resources. The de七erminaヒionofヒhenet foreign exchange 

income rela七edto FTZs' operations would， however， need七o

take into account foreign exchange expenditures as wel1. 

Overall foreign exchange earnings (aside from trade 

transac七ions) could no七 beanalysed due to a lack of da七a.

(2) A七tractionof Foreign Investせlent

As mentioned in section 工工工， 83 ou七 of 89 FTZ firms 

were of foreign origin. According to census of 

manufacturing industries，七hereexis七ed513 foreign firms 

in 1981， including 72 FTZ firms， for a share of 14.0%. 

The tota1 paid-up capital investment by foreigners had 

reached 2，365.7 million ringgit by 1980， and i七 was
estimated a七 least15.1% (357.3 million ringgit)20) was 

inves七edby FTZ firms. 工七 is hard to judge to what extent 

FTZs played an importan七 role in a七七rac七ing foreign 

investment jus乞 from examining 七he above figures .21) 

None七heless，七he to七alamount of foreign investment in 

FTZs (357.3 million ringgit) was no七 negligible. However， 

when we 00もervethe generous a七七itudeof 七he Malaysian 

Governmen七七owardsforeign investors since 七he na亡ion's 



112 M. ANAZAWA 

independence， i七 is difficult 七o conclude 七ha七 FTZs

provided a new impe七usfor foreign inves七men七 in 七he

manufac七uring sec七or. The Government's commitmen七七o

a七七rac七 foreign inves七men七 canbe seen in the fac七 七he

Constitution includes a Guaran七ee (Article 13) 

nationaliza七ionwithouと compensa七ionand by 1982 

has conc1uded Inves七men七 Guarantee Agreements 

coun七ries (including the U.S.， West Germany and 

工七 also main七ainscomprehensive bilateral Double 

Agreemen七S wi七h 20 coun七rles. Exchange 
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regulations are liberal. Inves七orscan bring in 七heir

required capital from abroad and make overseas payments， 

including remit七anceof capita1 and profits with minimal 

Government control. Under七hesepolicies， foreign firms 

have played an important role in the manufacturing sector， 

as seen in Table 4四 2. 工七 canbe observed tha七七he number 

of foreign firms decreased from 685 in 1973 七o 513 in 

1981. This is because， undeど theNEP， a large number of 
foreign firms became Malaysian firms Cthe majority of 

shareholders were Malaysians). Thus， in Table ゐ四2 七he

share of foreign firms shows a decrease， bu七 foreignfirms 

are still of consequence in Malaysia today. 

Under the NEP，七heguidelines of equity participa七ion

Table 4-2. 
Foreign Firms in the Manufacturing Sector in Malaysia 

1968 1973 1981 
Number of Firms 545 685 513 

(6.0) (6.2) (2.5) 
Production Volume 1，449.4 3，803.5 15，305.1 
(million ringgit) (47.1) (49.5) (39.6) 
Total Employment 38，300 96，451 143，566 

(29.4) (34.6) (25.8) 
Fixed Assets 1，086.5 2，995.6 
(million ringgit) (47.4) (28.7) 

( ) share % 

Source: Malaysia Government， Census of Mαnufaeturing 
Industries Z968~ 1973J Z981J Department of 
Statistics. 
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for foreigners app1ied to new projects are as fo1lows: 

(1) For industria1 projects subs七antia11ydependent on七he

domestic market，亡he Government re司uires majority 

Malaysian equity participation. 

(2) For projects invo1ving七he extrac七ion and primary 

processing of non四 renewab1edomestic resources， at leas七

70% Ma1aysian equity (including 30% Bumipu七era) is 

required. 

(3) For projects manufacturing substan仁ially for 七he

expor七 marke七， foreign majori七yownership is permi七ted.

Where justified， even 100% foreign ownership can be 

considered. 

工n 七he1ine with guideline #3， many FTZ firms were 

permitted to be 100% foreign owned. Even under the NEP， 

investmen七 circumstances for foreign expor七ーorien七edfirms 

have been fair1y favourable. However， when we look back 

a七 foreign inves七ment in七he pas七 es七ab1ishing FTZs 

appears as a supp1ementary instrumen七七oa七七ract foreign 

inves七men七七0 七hemanufac七uringsec七orin Ma1aysia. 

(3) Creation of Emp10ymen七 Oppor七uni七ies

工nspite of七hegrowth of七hemanufac七uringsector in 

七he1960s， emp10yment oppor七uni七iescrea七edin the sector 

did not reach a sa七isfac七ory 1eve1， as 七he

industrializa七ionprogramme was main1y 1imi七edto impor七回

subs七ituting capita1 intensive firms. Es七ab1ishing FTZs 

was one of the measures used 七oa七七rac七 1abour in七ensive

J.n 1971， crea七工on
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industries to Ma1aysia. 

oppor七uni七ies for Bumiputera in七hemanufac七uring sector 

was a top prエorエヒy.

工n 1ヲ83， it was es七imated七ha七 over 75，000 peop1e 

were working in various FTZs， comprising 9.4% of七heto七a1

1abour force in the manufac七uringsec七or. The share of 

七he 1abour force engaged in FTZs as a percen七age of the 
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七otal labour force in the manufacturing sector in each 

S七a七e was approximately as follows: in Penang， 33%; in 

Selangor， 10%; and in Malacca， 21%. The effectiveness of 

FTZs in job creation is evident from七hefact tha七 large

labour intensive firms are found in them and each s七ate

seems to have been in七res七edin establishing FTZs mainly 

to absorb the excess labour. 

In Penang，七heunemploymen七 ra七ewas about 15% in 

1970 (much higher than that of Malaysia as a whole in the 

same year， 7.8%)・.PDC established FTZs as one measure 七0

solve ェts unemployment problem. Given favourable 

circumstances， including proximity七ointernational por七S

and an airport， FTZs in Penang developed steadily year by 

year. 工n 1983， 52 firms were in operation， employing some 

42，000 workers. Corresponding七0 ヒhedevelopmen七 ofFTZs， 

jobs created by FTZ firms con七ributed to lower 七he

unemployment ra七ein the state七o5.5% in 1980， which was 

lower than the na七ionallevel of 5.7% for七hesame year. 

Penang's case shows 七hat FTZs can crea七e employment 

opportunities within a rela七ivelyshort period. 

工nSelangor， FTZs contributed to the absorp七ionof a 

rapidly increasing labour force， which included migrants 

from other states. In 1983， some 27，000 workers were 

found in three FTZs in the s七ate. The relative importance 

of creating employment oppor七unitieswas less 七han in 

Penang and Malacca， because Selangor (with 七he Federal 

Territory of Kuala Lumpur) has huge indus七rial estates 

such as Pe七alingJaya and Shah Alam， both located in 七he

vicinity of Kuala Lumpur. 

In Malacca， the number of unemployed workers 

increased rapidly when the Commonwealth Forces withdrew in 

1970. After the Forces withdrew，七heunemployment rate had 

risen sharply and it was estimated七hati七 reached25% of 

七heexisting labour force.22) Unemployed ~幻工"kers numberea 
some 7，000 in七heearly 1970s. Thus，とhemain reason for 

Malacca's establishment of FTZs was also job creation. In 
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the 1970s， 40，000 workers， chiefly young people between 15 

and 20 years old， rnigra七ed to other s七ates.23) Jobs 
created by FTZs contributed to a decrease in rnigration to 

other states， particularly by young fernales. 

The job creation effect of FTZs was generally 

successful in the 1970s ・ However，in the early 1980s，七he

nurnber of workers in sorne FTZs decreased， prirnarily as a 

result of七hegeneral world recession. The slow econornic 

growth in developed coutnries tha七 irnport FTZ products 

slowed exports frorn FTZs and reduced production and 

ernp10yrnen七 leve1. Secondly， the nurnber of FTZ firrns has 

stopped increasing exc1uding the Penang FTZs and rnos七 of

thern have already reached their rna七uri七y stage. As 

il1ustra七ed in Tab1e 3四 1，73 firrns were estab1ished or 

started production in the 1970s -- in particular， 51 firrns 

frorn 1972 to 1975 --and investrnen七 by七he1argest firrns 

was concentra七ed in the first half of 七he 1970s. 

Moreover， FTZ firrns genera11y expanded 七heir produc七ion

and ernp10yrnent in the first severa1 years， but then the 

rapid deve10prnent carne 七oan end. This is followed by a 

fluctuation of production and ernployrnent according to 

dernand. We cannot foresee any rapid expansion of the work 

force through increases in the nurnber of FTZ firrns and 

deve10prnent of FTZ firrns thernselves. Third1y， because of 

七he rapid increase of wage rates，24) (which ou亡S七ripped

七hegrow七hrates of 1abour productivity due七oinf1a七ion)， 

FTZ firrns 七endedto utilize rnore rnachinery 七o irnprove 

labour productivity per capi七a. Sorne FTZ firrns resor七ed

七o1ay-offs or stopped recrui七ingin 1981 and 1982. With 

the expansion of dernand for integrated circuits and serni時

conduc七ors in 1983， however， sorne firrns did ernp10y 

additional workers. But it was repor七edthat with the 

s1owdown in dernand in these indus七ries，sorne U.S. firrns in 

FTZs began to lay off workers again in 1984. In the 

future， we can no longer expect the sarne rapid expansion 
of ernp10ymen七 inFTZs as in the 1970s. 
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At this poin七， we shou1d draw a七七ention 七o specia1 

features of the labour force in FTZs and七otheir working 

conditions. The main feature of the 1abour force in 

various FTZs is 七hepredominance of young fema1e workers， 

as generally seen in FTZs of other LDCs. 工nPenang，七he

percentage of fema1e workers in the labour force was over 

70% in 1981. 工n 七heSungai Way FTZ in Se1angor and 七he

Ba七u Berendam FTZ in Malacca，七hefigures were 76.5% and 

74.9% respectively in 1983. The七imeseries da七a reveal 

七hatthe figures have not exhibi七edany pronounced change. 

The corresponding figure in the manufacturing sec七oras a 

whole was 39.5% in 1ヲ80，25) in great con七rast wi七h data 

for FTZs. The average age of unskilled workers was in七he

neighborhood of 21 years. The emp10yment composition in 

FTZs as a whole will remain at the same level because of 

the nature of FTZ firms. FTZ firms 七end七o employ many 

young females because they can be employed at lower wage 

ra七esthan males of simi1ar skill and experience. Most of 

七he female workers act as the second wage earners for 

their households26) and turnover rates are rather high.27) 

This enabled FTZ firms 七okeep七hewage rates lower by 

continually recruiting new workers. Fur七hermore， females 

are assumed to have be七七ermanual dex七eri七y， which is 

essen七ial for the assembly opera七ionsprevailing in FTZ 

firms. 

The unemployment of young male workers， (especially 

unskilled) is a serious problem in Malaysia. 

Unfor七unately， FTZ firms have provided few employmen七

opportunities for七hem.

In mos七 FTZfirms， working hours per week have ranged 

from 40 七o48 hours， which are similar七0 七hose generally 

found in the manufac七uringsec七or，but many firms in FTZs 

employ a 七hree世 shiftsys七em. For七yーとwofirms ou七 of 77， 

from which data could be obtained， ei七heruse七he 七hree-

shift sysヒemfor all their workers or on1y use this sys七em

for a certain number of七hem. 工nthe case of the 七hree-
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shift systern， working hours are divided into three 

categories: 7A.M.四 3P.M.，3P.M.-11P.M.， and 11P.M.-7A.M.， 

and the workers ro七ateto the next shift ca乞egory every 

week. This sys七emhas raised sorne social problerns related 

to 七henigh七 workof young fernale workers， and is one of 

the reasons for七heirhigh turnover ra七es.

Burniputera participa七ion in FTZs seerns to be 

satisfactory， as far as 七hetotal rate is concerned. The 

rnain objective of 七heNEP is to increase Burniputera 

participation in the productive sectors， especially in七he

rnanufacturing sector. Under the NEP，七he Governrnen七

requires firrns 七oernploy Burnipu七erafor rnore七han50% of 

七heir labour， based on the overall racial rnake-up of the 

country. Though Burniputera participation in七hesecondary 

sec七or as a whole in 1980 was 39.7%， MIDA1s survey of 

major 2，483 firrns in仁hesarne year showed tha七 Burnipu七era

participation in these firrns was 52.3%， which exceeded 

Governrnen七IS 亡argetof 50%. As shown in Table 4-3，七he

percentage of Burniputera workers in七hePenang FTZs was 

only 47.3% in 1983. The predorninant Chinese popula七ionin 

Penang explains the ，rather low par七icipa七ion ra七e of 

Burniputera. 工n the Sungai Way FTZ， the figure was 

estirnated to be 6ヲ.5%in 1983; in the Ba七uBerendarn FTZ， 

i七 was68.2% in七hesarne year. From the time series da仁a

published by PDC， we can perceive a steady increase of 

Burniputera participation rates， together wi七h the 

introduc七ionof七heNEP. 

The to七al figure of Burniputera par七icipa七ion was 

judged 七obe satisfactory. However， as Table 4四 3 shows， 

七he upper level of 七he job hierarchy rernained 

predorninantly Chinese (except foreigners) in spite of the 

Governrnen七'sguidelines to ernploy Burniputera for rnore七han

50% in each leve1 of the job hierarchy. The firrns in the 

Sungai Way FTZ， which is located near the capital city 

easily take advantage of Burniputera hurnan resources. This 

has enabled thern to expand the share of Burniputera a七七he
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Table 4-3申1.
Employment Structure in七hePenang FTZs in 1983 

B N.B N.M 
Managerial 145 1，001 125 
Supervisory/ 1，358 4，504 22 
Technical 
Clerical 832 1，990 
Production 17，143 14，240 i 
Others 629 513 
Total 20，107 22，248 148 

(Note) B-Bumiputera， N.B-Non Bumiputera， N.M-Non 
Malaysian.lncluding a designated FTZ. 

Source: PDC data. 

Table 4-3-2. 

Total 
1，271 
5，884 

2，822 
31，384 
1，142 
42，503 

Employment Structure in the Sungai Way FTZ in 1983 

B C I O N.M Total 
Managerial 44 69 19 2 59 193 
Supervisory/ 185 148 70 403 
Technical 
Clerical 149 122 43 314 
Production 4，231 376 1，091 i 5，699 
Others 53 10 38 101 
Total 4，662 725 1， 261 3 59 6，710 

(Note) B and N.M same as Table 4叩 3-1. C-Chinese， 1四 Indians，
O-Others 

Source: Author's survey. 

Table 4-3田 3.
Employment Structure in the Batu Berendam FTZ in 1983 

B C I O N.M Total 
Managerial 21 192 15 4 9 241 
Supervisory/ 334 501 100 23 958 
Technical 
Clerical 95 155 28 11 289 
Production 2，860 202 276 31 3，369 
Others 16 6 l 23 
Total 3，326 1，056 420 69 9 4，880 

(Note) Same as Table 4田 3-2.
Source: MDC data. 
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middle managemen七 level. In the七opmanagement， however， 
七heir share was not sa七isfactory. In the Ba七u Brendam 

FTZ，七heentire job hierarchy was domina七ed by Chinese， 

except for the production worker 1evel. As most of 七he

firms in various FTZs are foreign owned，七op managemen七

was mainlY occupied by foreigners. On the other hand， 

among Malaysians，亡he higher the job rank， the more 

Chinese were found; 七helower，七hemore Bumipu七era. The 

percen七age of production workers among Bumiputera in 七he

Penang FTZs，七heSungai Way FTZ， and the Ba七uBerendam FTZ 

were 85.3%， 90.8% and 86.0% respectively. 

(4) Technology Transfer 

Unlike export vo1ume and employmen七 which are 

rela七ivelyeasier to quantify， the transfer of 七echnology

generally poses major problems of measurement. Here，七he

assessment of technology transfer will be based on the 

na七ureof七heproduction process in FTZ firms. 

Technology transfer is direct1y linked to 七he

character of七heproduc七ionprocess and po七ential spin四

offs are limited七orela七ively low level techno1ogies 

incorporated into 七heassembly type opera七ionsand simple 

processing prevailing in FTZ firms. Generally， 

mul七inational firms are replacing produc七ion from their 

home countries， where七hewage rates are relatively high， 

wi七hlabour in七ensiveproduction in LDCs， where wage rates 

are lower. 日ultinationalfirms carry out high technology 

process and R&D (research and development) in七heir home 

countries. This 七ypeof shif七七oforeign produc七ion is 

especially prevalent in 七he multinational electronics 

firms， which are predominant in FTZs in Malaysia. 

Consequently，七echnology七ransfershould be examined 

in a limi七edframework. However， since FTZ firms are 

forced to produce goods competitive in七he world marke七

place，とheyrequire sufficient quali亡ycon七rol，a fac七or
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which was ignored a七七heimport-subs七itu七ionstage. This 

七00can be considered a sor七 of七echno10gy七ransfer.

Even though techno10gy七ransferis 1imi七ed， we can 

sti11 find cases of七echnologytransfer among engineers. 

The produc七ionof FTZ firms depends heavily on machinery 

impor七ed from deve10ped countries. On七he 0七her hand， 

pioneer s七a七us firms have been prohibited by 七he

Government 七o import used machinery. This does no七，

however， necessari1y mean FTZ firms are u七ilizing modern 

machinery. In fac七， many new machines which， are no七七he

la七es七 model， are used in FTZs. The au七hor's research 

revealed 七hatof 23 firms from which da七awere obtained， 
17 firms were u七ilizingthe la七estmodel of machinery， 11 

firms were u七ilizingmedium level machinery; 2 firms， 

obsolete machinery (multiple answers permitted). The 

repair and maintenance of machinery were performed 

entirely by foreign engineers in the first stage of 

produc七ion. Some firms still remain a七七hisstage. Some， 

however， have proceeded toヒhenext s七age，in which local 
engineers have begun to play an importan七 role by 

replacing foreign engineers. Most of FTZ firms send七heir

engineers 七othe developed coun七riesfor七raining， where 

their parent firms are headquar七ered. This is importan七

for developmen七 ofthe human resources which are necessary 

for 七echnology 七ransferalong with orト the-job training 

wi七hinFTZ firms. Seven七eenfirms ou七 of23 periodically 

or sporadically send七heiremployees， mainly engineers，七o

developed countries for training. 

From the na七ureof production， we can hardly expec七

七hathigh七echnologyhas been transferred七oFTZ firms in 

Malaysia， even in so四 calledhigh 七echnology indus七ries，

such as electronics. Most of七heFTZ firms do no七 have

R&D sec七ionsor their equivalents. Even if七heyhave R&D 

sections，七hey are no七 what would be considered R&D 

sec七ionsin the developed countries. They con七ribu七eonly 

to minor changes in produc七ion， and are generally 
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contro11ed by foreign engineers. 

Techno1ogy transfer wi七hinmanagement shou1d a1so be 
28) 

Ldered.~O) Among the subsidiaries of mu1七inationa1

firms which are predominant in FTZs， important decision 

making， such as produc七ion， sa1es， and purchase of raw 

ma七eria1s and intermediate goods is under七hecontro1 of 

the head office. Therefore，七he 七opmanagement c1ass is 

occupied by the foreign managers from paren七 firms.

Localization of 七he 七op management 1evel is noと

proceeding， but progress is being made at 七he middle 

management level. Managerial technology and know惜 howseem 

七obe七ransferreda七七hislevel 七oa considerable ex七ent.

Under とhe NEP，七heGovernmen七 has been trying to 

change the structure of shaどeholdersto attain a 七arge七

allocation of 30% Bumiputera， 40% non四 Bumipu七eraMalaysian 

and 30% foreign ownership by 1990. However，七his 七arge七

has been flexibly adopted 七0 七heexpor七四orien七edfirms as 

men七ioned in par七 (2)of七his section. 工n 1983，七he

Government strengthened its res七ric七ionson ownership and 

some 100% foreign owned FTZ firms were required to sell 

their share capi七al七oBumipu七era. Through this policy， 

10caliza七ion of capi七alwill proceed fur七her， and along 

wi七h it localization of managemen七 and七he 七ransfer of 

managerial technology can also go ahead. It migh七 happen

七ha七 someforeign s七affwill be prohibi七edfrom working in 

FTZ firms through denial of work visas， but to七he extent 

that the foreign firms are shareholders of FTZ firms， they 

will no七 withdrawall七heforeign staff. Japanese FTZ 

firms are decreasing七heirJapanese staff bu七 they will 

probably insis七 on keeping 七hree impor七an七 pos七S

general manager， accounting manager， and plan七 manager

as long as 七heyare shareholders of七heFTZ firms. 29) 

(5) Creation of Linkages be七weenFTZs and the Domes七ic
Economy 

工七 seems 七ha七七wo major direct objec七ives of 
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es七ablishing FTZs are export expansion and crea七ion of 

employmen七 oppor七uni七ies. From七heviewpoint of long七erm

industrial development， however，七helinkages， mainly 七he

backward linkages be七weenFTZs and七hedomes七icindus七ries

can be considered an imporant objective. The Malaysian 

Governmen七 has been trying七oraise七helevel of local 

content of raw materials and in七ermediategoods to over 

50%， making no exception for FTZ firms. For pioneer 

sta七usfirms， including those in FTZs， if七heya七tain the 

required local conten七 levelof 50%，七heir 七ax holidays 

will be prolonged for one additional year. Increasing 

local con七en七七oover 50% can help mos七 FTZfirms 七o save 

on tax paymen七s， bu七 theshare of raw materials and 

intermedia七e goods from local suppliers， excluding the 

in七ra-FTZ 七rade，remains extremely low. 

Time series data for七hePenang FTZs (Table 4-4) 

shows 七ha七 purchases from local suppliers have been 

However，七herelative share of local buying 

Table 4-4. 
Purchases of Raw Materials and Intermediate Goods 

in the Penang FTZs (thousand ringgit) 

From Local Total 
16，992(2.7) 619，446 
27，424(5.2) 531，543 
30，340(3.1) 964，468 
29，505(2.7) 1，102，075 
31，685(2.0) 1，570，661 
39，003(3.1) 1，244，204 
53，219(3.6) 1，461，416 
51，092(2.7) 1，914，408 

( ) share % 
Source: PDC， AnnuαZ Reportαηd FinαηciαZ Stαtements of Free 
Trαde Zones in Penαng， various issues. 

has been fluctua七ingfrom 2.0% 七o5.2% and in 1983， it was 

2.7%. Data for the Sungai Way and the Ba七uBerendam FTZs 

also reveal a low level of local conten七 (6.8% and 8.1% 
30) respectively in 1983)!VJ Since七hefigures for both FTZs 

include purchases from other FTZ firms，七heshare of raw 

materia1s and intermediate goods from local suppliers 
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1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 

Imported 
571，908(92.3) 
471，806 (88.8) 
840，730(87.2) 
931，383(84.5) 
1，372，283(87.4) 
1，092，651(87.8) 
1，215，895(83.2) 
1，680，018(87.8) 

From FTZs 
30，546(4.9) 
32，313(6.1) 
93，398(9.7) 
141，187 (12.8) 
166，693(10.6) 
112，550(9.0) 
192，302(13.2) 
183，298(9.6) 

outside FTZs must be lower. 
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Needless to say， local content rates are 
from indus七ry七oindustry， based on the nature 

products. Table 4田 5shows the亡otal purchases 

different 

of 七heir

of raw 

materials and intermedia七egoods by industry in the Penang 

FTZs in 1983. From the table， we find七hat七heshare of 
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low in elec乞ronics/electrical (2.3%)， 

(1.4%)， plasとics (6.8%)， scien七ific

On the other hand， the local share in 

Table 4-5. 
Purchases of Raw Materials and Intermediate Goods 
by Industry in the Penang FTZs in 1983 

(thousand ringgit) 
Industry Imported From FTZs From Local Total 
Electronics/ 1，427，973.5 61，611.8 35，494.3 1，525，079.6 
Electrical (93.6) (4.0) (2.3) 
Textiles/ 20ヲ，702.9 121，686.3 4，758.0 336，147.2 
Clothing (62.4) (36.2) (1. 4) 
Rubber由 Based 3，001.6 7，623.8 10，625.4 

(28.2) (71.8) 
Fabricated 8，896.3 2，614.0 11，510.3 
Metal (77.3) (22. 7) 
Plastics 2，661.6 195.4 2，857.0 

(93.2) (6.8) 
Scientific 9，355.1 400.5 9，755.6 
Equipment (95.9) (4.1) 
Others 18，427.0 5.6 18，432.6 

(100.0) (0.0) 
Total 1，680，018.0 183，298.1 51，091.6 1，914，407.7 

(87.8) (9.6) (2.7) 
( ) share % 

Source: PDC， Annuαl RepoY'tαηd Finαησ4αl Stαtements of FY'ee TY'αde 
Zones in Penαηg 1983. 

七herubber四 basedindustry was extremely high (71.8%)， and 
there was also a ra七herhigh rate of 22.7% in fabrica七ed

me七al produc七s. The high ra七efor rubber-based industry 

is na七ural， because Malaysia is the world's larges七

producer of na七ural rubber. 工n ヒhe case of the 

七extiles/clo七hingindustry， in七ra-FTZstrade is active， as 

shown by its share of 36.2%. This can be attributed to 

the fact七hatJapanese multinational firms have several 

subsidiaries within 七he Penang FTZs and they supply 

materials to one another.31) 

In other states， some special features were found. 
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工n Selangor， for example，七hereexists a plastic maker 

tha七 does not expor七 i七sproduc七sabroad a七 all， but 

sells 七hem only to FTZ firms. This firm， whose parent 

firm is a subcontrac七orof a multinational firm， was first 

established to supply materials to a cer七ainFTZ firm， but 

i七 recen七ly began to supply its products to other FTZ 

firms as well. This provides an example of how the 

backward linkages of FTZ firms promo七ed七heinvestment of 

a foreign subcon七rac七orinstead o~ the development of the 

local subcon七ractors.

工nMalacca， like other states， the share of materials 

supplied from local firms outside FTZs was qui七elow， and 

within the ma七erialssupplied from local firms， mos七 of
them were supplied by firms in Selangor， where the 

manufac七uringsector is concen七ra七ed.32) 

As men七ioned before， FTZs are enclaves within the 
national customs 七erritory，but亡heyare also economic 

enclaves in 七he sense tha七 they have only limi七ed

linkages with 七hedomesとicindus七ries; i. e. ，七hey have 

only a veどylimited spread effect. This is a七七ribu七able

to 七he fac七 thatimport in七ensiveFTZ firms enjoy 七he

advan七age of importing raw ma七erials and intermedia七e

goods free from duties. 工tcan be considered natural七hat

七he share of local suppliers in raw ma七erials and 

in七ermediate goods is low because of七hena七ure of 七he

activities of FTZ firms. Bu七七he Governmen七 has been 
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七ha七 firms，including those in FTZs， should 

level of local con七en七七o a七 least 50%. 

Moreover， backward linkages between FTZs and the outside 

is a prerequisi七efor long七ermindus七rialdevelopment， in 

which export申 orien七ed indus七rializa七ionis expected 七O

streng七hen 七he industrial struc七ure，with mos七 of the 

large export-orien七edfirms found in FTZs ・

The author's research revealed七ha七 some FTZ firms 

are intending to ipcrease local con七ent. FTZ firms are 

willing 七o buy more from local suppliers， if possible， 



FREE TADE ZONES IN MALAYS工A 125 

main1y 七o decrease 
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inc1uding 七he

do not produce 七he required raw and 

intermedia七ema七eria1s;

(2) High qua1ity materia1s are produced at prices higher 

than七hoseof七hewor1d marke七 and

(3) Where prices are compe七itive，the qua1ity of 七he

materia1s is 10w. 

This is 七hecase because in order for FTZ firms 七o

se11 乞heirgoods in七hewor1d market， high qua1ity goods 

with compe七i七ive prices are required. Unti1 the 10ca1 

firms can provide 10w priced， high qua1ity raw materia1s 

and intermediate goods， backward 1inkages wi11 not 
succeed. However， it is sti1l doubtfu1 whether 

subsidiaries of mu1七inationa1 firms rea11y in七end 七o

icnrease loca1 content or not， because increasing loca1 

content necessari1y decreases in七ra四 firm trade and 

restricts the paren七 firm'spower over prices in intra田

firm trade using transfer prices. 

工n Taiwan and South Korea， with七he deve10pment of 

10ca1 supporting indus七ries，the share of 10ca1 conten七

did in fac七 increaseto a sufficient leve1. In Taiwan， 
七he figure was 2.1% in 1967， bu七 reached28.3% in 1979. 

工n South Korea (the Masan FTZ)， it was 5.0% in 1972 and 
33) 

33.8% in 1979. 

工n Ma1aysia， some FTZ firms provided 七echnica1

assis七ance七o10cal subcontractors to improve七he qua1i七y

of七heirgoods， but these cases are s七i11exceptiona1. To 

a large ex七en七， i七 isbeyond the abi1ity of private FTZ 

firms 七o deve10p 10cal supp1iers. 工七 should be 七he

Government and loca1 suppliers 七hemse1ves 七hat are 

responsible for s七reng乞heningthe supporting industries. 
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NOTES 

(17) Main references in this section are as follows: 
UNCTAD， op.cit. 
UN1DO working papers on strautural changes No.19， "Export 
Processing Zones in Developing Countries，" UN1DO/1C1S. 176， 
August 1980. 
Mrinal Datta-Chaudhuri， "The Role of Free Trade Zones in the 
Creation of Employment and 1ndustrial Growth in Malaysia，" 1LO-
ARTEP， 1982. 
Basile Antoine and Dimitri Germidis， Investiηg iη Free Export 
Processing Zones， OECD， 1984. 
(18) See note (12) 
(19) For instance， see Lim， Linda Y，脱uばηαtionαZ Firms αηd 
Manufacturing for E.♂port初 Less-DeveZopedCountries: The C，αse 
of the EZeσtronics Iηdustry in MαZαysiααηd Singαpore.. Ph.D. 
dissertation submitted to University of Michigan， 1978， p.288. 
(20) Estimates based on PDC， MDC data and the author's survey. 
(21) 1n the case of the electronics industry， establishing FTZs 
con主ributed to attraction of foreign investment. See Cheong 
Kee Cheok et al. eds.， Compαpαtive Advαntαge of EZectronics αnd 
Woodprocessing Industries in MαZαysiα3 工nstituteof Developing 
Economies， 1980， p.19. 
(22) Naerssen Anton van， "Location Factors and Linkages at the 
1ndustrial Estates of Malacca Townll， Research Notes and 
Discussion Paper No.16，工nstituteof Southeast Asian Studies， 
1980. p.l. 
(23) 1nterview with Malacca Development Corporation. 
(24) In the Sungai Way FTZ， nominal wage rates increased over 10% 
annually in the early 1980s， in the Penang FTZs the figure was 
13.1% (1980-1983). 1n 1983， monthly wages for unskilled 
workers ranged from 180 to 300 ringgit in the Penang FTZs; 
190 to 340 ringgit in the Selangor FTZs; and 115 to 270 ringgit 
in the Malacca FTZs. There is not minimum wage regulation in 
the manufacturing sector. 
(25) Malaysia Government， Lαbour Census 1980.. Department of 
Satistics， 1983. 
(26) Mrinal Datta-Chaudhuri， op.σit. ， p. 24. 
(27) 工七 was estimated that the average Labour turnover rate of 
production workers in the Sungai Way FTZ was about 5% per 
month. 

(28) Fujimori Hideo， "Yushutsu Kakoku no Kino to Sonritsu Joken" 
(The Functions and Conditions for Exis七ance of Export 
Processing Zones)， F・ujimori Hideo ed.， AjiαShokoku no Yushutsu 
kαkoku (Export Processing Zones 五nVa;rious Asiαn Countries)， 
1nstitute of Developing Economies， 1978， pp.46-47. 

(29) 1nterviews by the author. 
(30) Data for the Sungai Way FTZ came from the author's survey， 
while information concerning the Batu Brendam FTZ 
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Tenbo" (The Present Conditions and Prospects of Export 
Processing Zones in Asia)， ~αigαi Toshi Keηkyusho Ho~ Vol. 7~ 
No. 3~ 1981~ p.8. 

V. CHARACTERIST工CSOF FTZS工NMALAYSIA 

From the above analysis， we can poin七七o some 

specific fea七uresof FTZs in Ma1aysia， which are c1ear1y 

distinc七 from七hosefound in Taiwan and South Korea， where 

七he FTZ concept was introduced ear1ier than in Ma1aysia. 

These distinguishing charac七eris七icscan be summarized as 

fol1ows: 

(1) Concen七rationof manufactured expor七swi七hinFTZs; 

(2) Low 1eve1 of 1oca1 con七ent; and 

(3) Regiona1 ~ispersion of FTZs. 

(1) Concentra七ionof Manufactured Expor七swiとhinFTZs 

工nthe 1970s， exports of manufactured goods expanded 

rapid1y， increasing their share in 七0七a1 exports from 

11.1% in 1970 to 21.7% in 1980. The figures show that七he

expor七回oriented industrializa七ionprogramme of 七he 1970s 

was fair1y successfu1. During the same period， the 

structure of manufac七uredexports wi七nessedan importan七

shift. 工nthe early 1970s， expor七shad been concentra七ed

wi七hin resource-based indus七riessuch as food and wood 

products (see Table 2岨 1). In con七rast，by 1982， the share 

of e1ectronics and elec七rica1produc七s in manufac七ured
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bu1k of 

FTZ firms. 

七hese

As 

Taiwan， 

in Section工V，expor七sfrom FTZs accounted 

manufa~tured expor七sin 1979. 工n 七he case 

七hecomparable figure never rose much above 

for 

of 

10%. 

mentioned 

35.7% of 

工n this part， we wil1 inves七igate七hereasons for 七his

no七ab1econcen七ra七ionof manufac七uredexpor七swithin FTZs 

in Ma1aysia. 

The Government es七ab1ishedFTZs as a key par七 of i七S

strategy to a七tract investment by 1arge mul七inational
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firms岬 -particularly in the area of electronics回目in order 

七o encourage expor七四orien七ed industrialization. With 

fiscal incen七ives，such as 七he"Special Incentive for 七he

Elec七ronicsIndus七ry，"which were 1a七erexpanded七o 0七her

labour intensive expor七-orientedindustries， and 0七her

generally favourable investment condi七ions，FTZs succeeded 

in attracting a number of large foreign firms， spurring 

rapid growth wi七hin七hesezones. 

The mos七 impor七an七 sourceof informa七ion on which 

foreign companies based七heirdecisions to invest in FTZs 

is reported 七o be the informal network of business 

contac七s between individuals and firms.34)The success of 

the Malaysian Government in luring large U.S. elec七ronics

firms into FTZs in turn drew new inves七orsas woどd

of opportunities there， thus con七ributing

subsequen七 rapidgrow七hof FTZs. 

The narrow base of manufac七uredexports in Malaysia 

enabled FTZs 七oexpand七heirshare in manufac七uredexports 

rapidly within a relatively short period. The Governmen七

also introduced other measures， including LMWs and Expor七

工ncentive， in addi七ion七othe ins七i亡u七ion of FTZs， in 

七o

宅
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e
a
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e
十』
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order 七o promo七e expor七回oriented industrialization. 

However， LMWs， which have been increasing both in terms of 

number of firms and export volume， (mainly since existing 

FTZs in good locations are almost fully occupied and 七he

Governmen七 intends 七o decentralize expor七幽orien七ed

industries)， have not yet succeeded in winning a major 

share of manufactured expor七s. The effectiveness of Export 

工ncentive is hard to evalua七e，as approved firms are 

limited and sometimes include FTZ firms. Fur乞hermore，

though resource-based indus七どieshave tended to be expor七同

oriented，七he 七extilesand clothing industries， which 

of七en make up the core of export-orien七ed

industrialization in LDCs， had not developed smoo七hly

during in the import-subs七itutionstage in Malaysia. Such 

industries seldom became expor七ーorien七ed，excep七 for a few 
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firms 10ca七edin FTZs. These factors permitted FTZs to 

expand七heirshare in manufac七uredexpor七s.

However，七he main reason for 七he concen七ra七ion of 

manufac七ured expor七s within FTZs can be 七raced to 七he

dualistic industria1ization strategy and fiscal incen七ives

emp10yed by七heGovernmen七 1七 wasnoted 七ha七 the 1970s 

was a period of export由 orientedindustrializa七ion，bu七七he

tariff protec七ion prevalen七 in七he 1960s for import-

subs七土七u七es remained in p1ace. In fac仁， as Dr. Eddy Lee 

has pointed ou七 inthe 1970s "a rapidly growing enclave 

export sec七orlarge1y si七uatedin FTZs has been grafted on 

乞ousual impor七 substiとひとionsector"3S)in Ma1aysia. Tariff 

protec七ion for七he impor七-subs七i七u七ion sec七or， coup1ed 

with fisca1 incentives， reinforced the bias against 

exports and hindered the deve10pmen七 of po七ential expor七四

orien七edindustries. 

The ヒwo major industrial po1icies emp10yed エn
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Unu 
Tμ protec七ion，used widely in 

promote import-subs仁i七ution，has been used ac七ively since 
37) 

七he mid皿 1960sfor this purpose in Malaysia~'IW 

data from several s七udieson effective pro七ectionrates of 
38) tariffs in Malaysia in the 1960s and early 1970s~ul Among 

七hese，

data 

however， the only study that presents time 

is that of Dr. Edward (see TAble 5-1). His 

ser工es

S七udy

reveals 七hateffec七iveprotection rates began to increase 

in the mid申 1960sand at the beginning of the 1970s，ヒhey

were raised further. Though no s七udieson effec七ive七ariff

protec七ion have been published recen七ly， nominal tariff 

raヒes have been increased over a wide range on 

manufactured goods. "The pa七七ern of nominal 七ariff

changes sugges七七ha七 ingeneral， level of effec七ive

protec七ionis 1ike1y七ohave increased fur七hersince 七hey

were 1as t measured in 1972."39) 

Protection of七hemanufac七uringsector seems 七o have 

brought abou七 adistor七edresource alloca七ionand a high四
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Table 5-1. 
Estimates of Effective Protection in West Malaysia 

Effective Protectiona(Per cent) 
1962 1966 1969 1972 
(1) (2) (3) 

Rubber processing off estates ー25 ー15 自 20
Coconut processing off estates 200 NVA NVA 
Food processing 5 55 65 
Beverages 15 40 40 
Tobacco products 60 110 125 
Textiles 55 110 95 
Clothing 25 40 400 
Sawn and plywood 10 40 55 
Furniture 50 50 40 
Paper products 40 95 140 
Rubber-productsb 90 170 140 
Chemical products 20 20 50 
Pe七roleumproducts O O O 
NMMP(Cement， etc.) 10 25 25 
Metal products 15 40 30 
Basic metals -10 40 130 
Elect. machineryjgoods 35 155 410 
Transport equipment 135 
Plastic products 15 65 265 
Total: including off-estate 15c 45d 45e 

Total: excluding off時 estate 25c 50d 65e 

(Note) NVA: Negative world value added. 
a Calculated using the Halanna formulation. 
b Excluding retreading. 
c Using 1963 value added weights. 
d Using 1967 value added weights. 
e Using 1969 value added weights. 
f Using 1970 value added weights. 

Source: The above table was cited from Chee Peng Lim， 
Donald Lee， and Foo Kok Thye， op.cit.， pp.267-268. 
工toriginally appeared in Edward C.B. op.σ4主.

(4) 
-10 
NVA 
80 
15 
115 
95 
400 
70 
230 
95 
170 
50 
O 
25 
35 
105 
440 
140 
415 
55~ 
70f 

cost produc七ionstructure. This， in turn ， resu1七edin a 

bias against exports， as generally seen in 七he import由

subs七itution stages in LDCs. 百ighlevels of proとec七ion

would appear to have discouraged exports of manufactured 

goods by making 七he domestic market more a七trac七ive.

Other problems resulted from protection， including lack of 

competition， undevelopment of management and labour 

skills， inefficient pどoduction，and a producヒionstructure 
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no七 necessarilybased on a comparative advantage. These 

economic distortions accounted for七hepoor showing by 

manufac七ured expor七s， with the exception of the 

priori七izedexport四 orientedsector. 

Fiscal incentives in Malaysia during 七he 1960s and 

七he 1ヲ70scan be traced to七hePionner Incen七ive Ac七 of

1958. 工n 1968， the Inves七men七工ncentiveAct was passed， 

in七roducing Pioneer Indus七ry工ncentive，工nvestmen七 Tax

Credit， and Expor七 Incentive. In七heearly 1970s， Labour 

Utilisa七ion Re1ief and Location工ncentive were put in 

place under 七he 工nvestment Incen七ive Ac七 The mos七

important of these has proven七obe七hePioneer Industry 

Incentive， a fiscal incentive七hatprovides 七ax exemp七ion

(工ncome七ax(40%) and development tax (5%) are imposed in 

Malaysia) to the approved pioneer sta七usfirms based on 

七heamount of capi七alinves七menヒ Thisincentive has made 

capital re1a七ivelycheaper than labour， and as a resu1t， 

pioneer status firms has become rather capi七al intensive. 

Recently， wi七hthe diversification of 七he manufacとuring

sector and the broadening of the manufacturing base， the 

number of approved pioneer sta七us firms has been 

decreasing. On the other hand，七heInvestment Tax Credit， 

which is basically a fiscal incen七ive for capital 

intensive industries with a 10ng gestation period， has 

been showing a trend toward grow七h. Firms approved for 

七his incentive 

in七ensive 七han

have， on average， been 

pioneer s七atusfirms. The 
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pioneer status firms in the manufac七uringsector has been 

notable (see Table 5胃 2). The existence of fiscal 

incen七ives induced inves七ors to employ more capi七al

intensive production systems 七hanwould 0七herwise have 

been the case. The capital in七ensivenature of produc七ion

was s七reng七hened by the influence of foreign firms and 

public firms， which were generally capi七alin七ensive and 

also played an importan七 role in Malaysia. In 1981， 

foreign firms accoun七edfor 39.6% of七otalrevenue in 七he
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Table 5-2 
Pioneer Status Firms in the Manufacturing Sector in Malaysia 

Number of Firms 

Production Volume 
(million ringgit) 
Total Employment 

Total Wages 
(million ringgit) 

1963 
85 
(1. 0) 
195.4 
(16.6) 
7，171 
(9.2) 
16.6 
(12.1) 

1968 
146 
(1.7) 
895.1 
(35. 7) 
23，115 
(19.4) 
63.3 
(25.6) 

1973 1981 
356 484 
(3.2) (2.4) 
2，450.9 14，732.9 
(31.9) (38.1) 
88，980 170，432 
(31.9) (30.6) 
183.0 939.9 
(31.2) (33.4) 
( ) share % 

Source: Malaysia Government， Monthty Industriαt Stαtistics.. Dec. 
1983 and Census of Mαnuflασturing Industries.. 1963.. 1968 .. 
19?3.. 1981.. Department of Statistics. 

manufacturing sec七orand public firms for 28.0%. 

Pioneer status firms， foreign firms and public firms， 
though some firms overlap more than one category， together 

command the lion's share of the manufac七uring sec七or，

making i七 rathercapi七alintensive. Most of七hese firms 

produce impor七四substituteswi七hin亡heprotec七ed domes七ic

market and fail to enjoy economies of scale because of the 

small size of七hedomestic marke七 Thecapi七al intensive 

produc七ion s七ructure dis七ortedthe resource allocation 

under the given factor endowment in Malaysia. 工七 also 

created a bias agains七 exports and hindered the 

competitiveness of potentital expoど七ers in the world 

market. 

As stated above， the dualistic industrializa七ion

S七rategy，七hat is， coexistance wi七hout integra七ion of 

protected impor七回subs七itutionsector and grafted expor七甲

oriented sector mainly found in FTZs， made the former less 

competi七ive in ヒhe world marke七 andconcentra七ed the 

production of manufactured exports on the la七七er. The 

less competitive na七ureof七heimport由 substi七ution sector 

was reinforced by fiscal incentives 七hat made 七he

manufacturing sector more capital in亡ensive.



FREE TRADE ZONES工NMALAYSIA 133 

(2) Low Level of Local Con七en七

As poin七edou七 inthe las七 sec七ion， over the ten-year 

his七oryof FTZs in Malaysia，七h level of local con七ent in 

FTZ firms has not shown any upward七rend. The backward 

linkages between FTZs and domes七ic indus七ries remained 

weak. This situation differs from七hosein Taiwan and 

South Korea， where backward linkages have strengthened 

steadily and FTZs have been in七egどatedin七0 七he domestic 

industries gradually (see Section IV， part 5). In other 

words， FTZs in these coun七riesare no longer economic 

enclaves as 七heyoriginally were. 

The reasons for the low level of local content were 

men七ionedin Section工V， part 5. Space does no七 permi七 us

七oinvestiga七ethe reasons why local firms do no七 produce

the required raw materials and in七ermediate goods. 

However，七heproblems of high prices and low quality can 

be explained by indus七rial policies adopted by 七he

Government， which were analyzed in the firs七 partin 七his

sec七ion. Continuous protection for the impor七-

substitution sector， coupled with fiscal incen七ives " 

caused cer七ain problems associated with import四

substi七uting industrializa七ionto remain in七he domes七ic

industries: high production costs and 七echnological

backwardness. These factors preven七eddomes七icfirms from 

supplying raw materials and intermedia七e goods a七

interna七ionally compe乞itiveprices to FTZ firms. (This 

viewpoint reveals that export-orien七ed industrializa七ion

means noと onlythe expansion of manufactured expor七s but 

also the ability to produce in七ernationally compe七itive

goods， whe七heror no乞 theyare exported direc七ly. 工n 七his

sense， Malaysia's export岨 oriented industrialization 

appears to be incomplete.) 

The low level of local conten七 canalso be explained 

by the fac七七ha七 mos七 of七heFTZ firms are subsidiaries of 

large multinational firms. They u七ilize七ransfer prices 
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stra七egica11y in order七omaximize七he七0七a1 profit of 

their firm groups. The survey conducted by Dr. Linda Lim 

revealed 七ha七 transfer p~ices existed.40) This fact was 
reinforced by in七erveiwsconduc七edby the author with 

managers of FTZ firms. 工ncreasinglocal conten七 lessens

in七ra-firm

lose 七he

under the 

trade， and as a result， mul七ina七ional firms 

power七ocon七rolprices， which 七hey could do 

in七ra四 firm七radesys七emby utilizing transfer 

prices. It is quite possible for them七o prefer in七ra町

firm 七rade 七opurchasing from local suppliers in their 

internaとional management s七rategies，even if the local 

suppliers can produce high quali七y，low price products. 

The increasing local content in FTZs in Taiwan and 

South Korea can be explained largely in terms of 七he

developmen七 of七hemanufacturing sectors in bo七hof 七hese

countries. 工七 can be also explained by 七he fac七 七ha七

七here exist many small or medium scale foreign firms in 

FTZs， most of which came from Japan. 

(3) Regional Dispersion of FTZs 

There now exis七 eightFTZs in Malaysia， bu七 bo七h

Taiwan and the Philippines have three FTZs， and South 

Korea has two FTZs. Thus Malaysia has more FTZs than its 

neighboring countries. This is mainly because七hough 七he

Federal Government has the power七odeclare any specific 

industrial estate to be an FTZ，七hedevelopmen七 ofFTZs is 

under the con七rolof SEDCs. This is also the case for 

developing industrial esta七es，which are found in all 七he
case for developing industrial estates， which are found in 
all the 13 sta七esand in七0七alnumber over 100 (including 

FTZs) . 工七 is not economically efficient to have many 

small FTZs， even if七he七0七aloccupation rate is ra七her

high (81.5% in 1981). There is on1y one firm in the Prai 

Wharf FTZ， three in the Telok Panglima Garang and 七he

Tanjong K1ing FTZs， six in the AmpangjUle Kelang FTZ. The 



FREE TRADE ZONES IN MALAYSIA 135 

largest FTZ， the Bayan Lepas FTZ， had 41 firms in i七 but

i七 wasdivided in七othree phases. 

The infras七ructural and adminis七raヒive cos七s for 

establishing these eight FTZs are cer七ainly higher 七han

those for a smaller number of large FTZs. Also，七hecosts 

for daily adminis七ra七ionand main七enanceof FTZs must be 

higher. 工七 seems 七ha七 SEDCs chose to dis七ribu七eFTZs for 

developmen七 purposes，allocating a large number to s七a七es

in order ヒo absorb excess labour. They paid less 

a七七ention 七osaving costs on development， 

and main七enance of FTZs. 工七 seems 七ha七

Federal Government abandoned the 

adminis七ration

SEDCs and the 

economies of 

agglomeration by the regional dispersion of small FTZs. 

Firms are often disappoin七ed，since they are unable 
to build 七heirfac七oriesin the most favourable FTZ as 

七hey had planned， because the FTZs located in developed 

areas are almost fully occupied. In七hese cases， M工DA

encouraged them to inves七 in七heother FTZs based on its 

policy of promo七ingindus七rializai七onin less developed 

areas. 

NOTES 
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VI. DEVELOP}包NTSTATUS OF FTZS IN MALAYS工A

工n 七hissec七ion，we shall firs七 considerthe concep七

of the FTZ life cycle and try to iden七ify the curren七

S七atus of FTZs in Malaysia. Finally，七hefu七ureof FTZs 

in Malaysia will be examined. 

As Dr. Hideo Fujimori and Dr. Akira Hira七a pointed 

ou七 in 七heir ar七icles， it seems possible to posit a 

general life cycle for FTZs.41) Basically， FTZs are 

s七ra七egicallyestablished enclaves created for the purpose 

of promo七ingexpor七四orientedindustrialization. They are 

七hough七 toplay impor七an七 roles in the transition stage 

from import-substitu七ion 七oward export四 oriented

industrializa七ion. As export四 orien七ed industrialization 

progresses， it is expec七ed七hatthe rela七iveimportance of 

FTZs should be reduced. 

Conceptually， we can assume an F寸Zlife cycle similar 

to 七hat shown in Figure 6四1. Bo七h quan七ita七ive しnd

qualita七ive changes will affect 七he life cycle. Of 

course， there will be feedback between七hese七wo 七ypes of 

changes and the influence of 七hela七七eron the former will 
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dorninan七.be 亡。ヒend

Life Cycle of an FTZ 6-1. Figure 
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would raise七heshare of labour cos七sin total production 

costs and may induce七hesefirms to al七ertheir production 

technologies. Thus， some firms may move from labour 

intensive to technology or capital intensive production， 

while other firms may move七0 七heother coun七ries where 

cheap labour is still available. These changes will 

accelerate the七ransitionfrom one stage to七he nex七 in

the life cycle. Most ofヒhecountries with FTZs provided 

tax holidays of eight to 10 years for FTZ firms. This 

fiscal incentive can be one of the deciding reasons for 

foreign firms considering inves七ingin FTZs， so七ha七 when

七he七axholidays expire， some firms may withdraw. Thus， a 

temporary fiscal incentive can be an impor七an七 fac七or.

More efficien七 administration，simplified procedures for 

importation and exportation ou七sideFTZs-- which remove 

barriers for foreign export時 orien七edfirms 七o inves七 in

LDCs-- will make locating in FTZs (where 七hose services 

were available exclusively) less important. Also，七he

industrial policies in七hecoun七ryconcerned will affec七

七helife cycle of an FTZ. Establishing FTZs is one of七he

means of promoting foreign direc七 inves七men七， and if 七he

hos七 governmen七 beginsto res七ric七 foreigninves七men七 or

if i七 plans dras七icnationalization of foreign owned 

firms， some foreign owned FTZ firms would be likely 七o

wi七hdraw.

The above fac七orswill cause qualitative changes in 

FTZs， particularly in七he七ransitionfrom 七he expansion 

stage to七hematurity s七age. They will play a major role 

in 七he process， because as FTZs develop， along wi七h
general economic growth and indus七rialization (especially 

expor七-oriented industrializa七ion) in the coun七ries

concerned， these fac七orswill become more pronounced， and 
a quali七a七ive七ransforma七ionwill inevitably accompany the 

quanti七ativechanges. Generally， various economic indices 

(such as expor七 volume，workers， iτlVestmen七 number of 

firms， e七c.) will increase rapidly in the formative aud 
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expansion stages. Once an FTZ moves in七O

S七age， however，七hegrowth rates of these 

show a downward七rendand in the stagna七ion

indices may in facと showa dec1ine. 

Once we assume七heexis七enceof a 1ife cyc1e for 

FTZs， it sti11 may be difficu1七七0 七e11 what s七age a 

certain FTZ has reached， since FTZs do no七 a1ways deve10p 

according 七o set patとerns. The period ofとhe FTZ 1ife 

cyc1e wi11 differ from country 七o country， based on 

differences in interna1 and externa1 economic conditions 
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and industria1ization S七rategies of 七he countries 

concerned. For ins七ance，in七hecase of the Masan FTZ 

(estab1ished in 1970 in South Korea)， Dr. Byung Gi1 Van 

c1aims 七ha七七hisFTZ reached七hema七uritystage in 1978， 

fo11owing i七s forma七ivestage (1970四 74) and expansion 

stage (1975-77)， based on七hequan七itativechanges in such 

indices as foreign inves七mentand expor七s.42) 

A simi1ar effort wi11 be made here七o identify the 

present deve10pment sta七us of FTZs in Ma1aysia. The 

ana1ysis wi11 be based on both quantitative and 

qua1itative changes and industria1iza七ion strategies 

re1a七ed to these changes. Because of 1imi七ationson the 

avai1abi1ity of time series da七a， we wi11 focus our 

investiga七ion main1y on七hePenang FTZs. FTZs in the 

o七her states， however， can be assumed to be at 七he Llame 

stage of deve1opment， due to七heirsimi1arities with 七he

Penang FTZs (e.g. historica1 resemb1ances and a11ocation 

of industries， etc.). 

Based on past quantitative and qua1i七ative changes， 

we can say that七hePenang FTZs reached七hema七uri七ystdge 

in the ear1y 1980s， af七erthe formative s七age(1972田 75) and 

expansion s七age(1976-79). From the da七a presented in 

Tab1es 6由 1and 6由 2，we can observe七hefollowing changes. 

Exports expanded grea七1y from 12.1 mil1ion ringgi七 in

1972 to 2，128.5 million ringgi七 in1983. The average 

annua1 growth rates decreased from 34.7% in 1976由
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Table 6-1. Development of the Penang FTZs 

Exports lmports Total Paid四 up Wages Workers Firms 
(million (million Capital (million (million 
ringgit) ringgit) ringgit) ringgit) 

1972 12.1 4.1 l3.5 2.6 4，113 10 
1973 127.4 165. 7 38.2 15.3 14，028 21 
1974 164.0 442.8 107.7 38.6 17，406 31 
1975 290.0 355.4 145.0 43.9 21，009 35 
1976 639.7 596.6 141. 5 52.9 25，979 33 
1977 615.4 512.4 176.4 61.5 28，112 35 
1978 1，268.0 871. 9 223.6 100.2 30，552 35 
1979 1，564.0 1，054.4 264.9 115.2 35，748 38 
1980 1，793.8 1， 452.0 290.0 157.3 38，846 41 
1981 1，486.7 1，177.2 311. 2 185.4 38，638 49 
1982 1，764.6 1，381. 7 322.5 221. 0 40，156 54 
1983 2，128.5 1，808.9 330.4 249.0 42，503 53 

(Note)工mpor七sinclude raw materials， intermediate goods and 
capital goods except for 1972 where capital goods is 
not available. 
工ncludinga designated FTZ. 

Source: Same as Table 4-4. 

Table 6-2. 
Average Annual Growth Rates of Selected lndices 
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1976-79 
34.7% 
11. 2% 
23.2% 
16.6% 
21.1% 

1980-83 
5.9% 
3.0% 
4.4% 
l3.1% 
2.7% 

Source: Calculated from PDC data. 

79 to 5.9% in 1980-83. Simi1ar1y， grow七h in 七he 1abour 
force and vo1ume of investmen七 a1so decreased， from 11.2% 

to 3.0% and from 23.2% 七o 4.4% over the same periods 

respective1y. Meanwhi1e， the average per capita annua1 

growth rate of wages a1so decreased from 16.6% to 13.1%， 

but it was still at a high leve1 as of the early 1980s ・

工七 was difficult 七o calcula七e 七hegrow七h rates of labour 

productivity (value added per capi七a) precisely， due 

primarily to 七he existence of ヒransferprices ・ This made 

i七 impossible to judge whe七her 七hegrow七h ra七e of wages 
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kept pace withthe growth rates of labour produc七ivity.

So far as 七hegrowth ra七esof expor七s per capi七a are 

concerned， a sharp fall， frorn 21.1% 七o 2.7%， can be 

observed. Many rnanagers of FTZ firrns clairned 七hat

en七ering the 1980s， wage increases were 七ending 仁0

ou七Sとrip labour productivity increases under七he current 

labour intensive production process. Wage ra七es in 

Malaysia have a1ready reached higher levels than七hose in 

other ASEAN countries excluding Singapore43)and Ma1aysia's 

comparative advantage in labour in七ensiveindus七ries has 

thus begun to erode. Some firrns have introduced new， 
1abour帽 saving rnachinery and au七oma七ed the production 

process. The share of exports frorn七hePenang FTZs in 

七0七almanufactured exports began七oshow a downward trend 

since 1978， when the figure s七ooda七 31.2%. 

Frorn七heviewpoin七 ofindus七rializa七ions七ra七egy，the 
Government does not intend to establish any new FTZs in 

addition to those already in existence. 
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industrializa七ion and 七o decen七ralize expor七四oriented

firrns. 工nfac七， we can find LMW firms in a1l 13 states. 

The Penang FTZs have been in opera七ionfor more 七han

a decade， so that the tax ho1idays for FTZ firms gran七ed
in the first half of七he1970s have already expired. 

On the 0七herhand， FTZs remain separa七ed from the 

highly pro七ec七edindustries ou七sidethe zones. The weak 

backward 1inkages between FTZs and the ou七side indus七ries

shows七ha七七heyare sti1l not in七egratedinto the dornestic 

industries and remain economic enclaves. This can be 

cited as a reason七odeny七ha七 they have reached the 

rna七ur工七ys七age.

工ヒ might be though七七hatthe 10w grow七h rates ど0ど

exports， workers， and investmen七 inthe early 1980s were 

on1y a ternporary phenornenon caused by the world recession. 

Also，七heincreasing nurnber of firrns rnigh七 be thought a 

sign 七hat the Penang FTZs are s七i11 in 七he expansion 
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s七age.

Never七he1ess，七hePenang FTZs could also viewed as 

having reached七hematuri七ystage since the growth rates 

of exports and other indices have fluc七ua七ed， based on 

changes in demand from developed countries. The increase 

in number of firms can be a七七ributedto the rather low 

land occupancy ra七e (54.3% in 1982) in七he Penang FTZs. 

工nthe other s七a七es，FTZs are almost fully occupied. 

From the above analysis， we can conclude that the 

Penang FTZs have already reached七hema七uritys七age and 

we may also assume七heother FTZs 七obe at a similar stage 

of developmen七.

Finally， we will briefly review七hefu七ure prospects 

for FTZs in Ma1aysia. We canno七 foreseeany fu七ure rapid 

expansion of exports or employment. 工n 七he case of 

expor七s， s七eadygrow七hwi七htemporary fluc七uationscan be 

expec七ed， bu七七he share of FTZ firms' expor七s in 

manufactured exports will fall in response to the rapid 

increase of exports from LMW firms. The recen七 rapid

development of LMW firms will make FTZs relative1y 1ess 

impor七ant in 七heexpor七回orientedsector. We can only 

expect steady grow七hof exports by assuming that most of 

七he firms wi11 remain in FTZs. If many firms wi七hdraw

from FTZs， it stands to reason that exports wi11 decrease. 
The compe七itionwi七hFTZs in neighboring coun七ries wi11 

grow more intense， but i七 issti11 very difficult to 
predict how many existing FTZ firms will withdraw. The 

experience of Taiwan's FTZs， where 116 firms wi七hdrew

during 1969四 79， (75 of七hemduring 1976四 1979 when wage 
ra七es increased rapid1y)， 44) migh七 provide a c1ue. 
Techno1ogical innova七ion and robo七ization in developed 

coun七ries， particu1arly in七heelec七ronicsindustry， may 

encourage some FTZ firms to "go home." On the other hand， 
most of the Japanese managers are opposed to 七he

withdrawa1 of 七heirfirms ，45) 工七 seems 七hatin the short 

term， it is not like1y七hatmany firms will wi七hdraw from 
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FTZs， bu七 newinvestment wi11 be limited. 工n the case of 

1abour， we can assume that increasing wage ra七esand the 

resu1ting trend七oward1abour四 savingproduction wil1 force 

FTZ firms to decrease s七affin the medium and long 七erm.

工n the short term， however，七henumber of workers wi11 

f1uctuate. 

Whe七herFTZs wi11 continue 七obe economic enclaves or 

be in七egratedinto the domestic indus七riesdepends on the 

industrial policies pursued by Malaysia. 工f the 

Government continues to protect the imporと田subs七i七ution

sector， FTZs wi1l likely どemain.economic enclaves; 

otherwise， FTZs will be merged into domestic indus七ries.
However， in this case， i七 wi1ltake a long time before the 

long-protected domestic manufacturing sector can supp1y 

internationally competitive in七ermediate goods 七o FTZ 

firms. The behavior of mul七inaヒiona1 firms wi1l also 

remains a key issue. 

NOTES 

(41) Fujimori Hideo， op.σit.， pp.60-63. and Hirata Akira， "Kako 
Yushutsuku to Kogyoka Seisaku --Yushutsu Sokushin Kaihatsu 
Senryaku no Gyakusetsu" (Export Prcessing Zones and 
工ndustrial Policy-幽 AParadox of Export Promotion Develop-
ment Strategy)， pp.80-84， both in Fujirilori Hideo ed.， op.σit. 
(42) Van B.G.， "Economic and Social Impacts of the Masan Free 
Export Zone in the Republic of Korea，" Rabbani F. A. ed. ， 
Eaonomiaαnd SoaiαZ Impασts of Export Proσessυ19 Zones in Asiαs 
Asian Productivity Organization， p.68. 
(43) Basile Antoine and Dimitri Germidis， op.σit.， p.29. 
(44) Kawahara Isao， op.ait.， p.20. 
(45)工nterviewsby the author. 

VI工. CONCLUS工ON

FTZs have been successfu1 in Ma1aysia， especially in 

terms of expansion of manufac七ured expor七s and j ob 

creation. The growth of expor七sfrom FTZs since 1972 made 

a significant contribu七ion 七o Ma1aysian manufac七ured

exports 七hroughou七七he1970s. The ro1e of FTZs to job 
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creaヒion was also subs七an七ialj 七henumber of workers in 

various FTZs over 75，000 in 1983 was equivalent七o9.4% of 

七he to七allabour force in the manufac七uring sec乞or. 工n

七he three s七ateshaving FTZs， the effec七sof FTZs on job 

creation were apparent. On七he 0七herhand，七he labour 

force in FTZs was largely made up of young females and 

Bumipu七era par七工Cエpat工on was primarily limi七ed 七o

production workers. 

This s七udy， however， reveals that in 七erms of 

technology transfer and backward linkages wi七h domesic 

industries， the overall con七ribution of FTZs 七o the 

economy remained limited. The minor con七ributionof FTZs 

to technology 七ransfercan be ascribed 七0 七he simple， 

assembly-line na七ure ofヒheproduction process. Among 

engineers， however， there is a significan七 exchange of 

七echnology，and this has been moving ahead gradually. We 

can also infer tha七七echnologytransfer has progressed 

within the management class. As mos七 ofFTZ firms are 

foreign owned， top management positions are exclusively 

occupied by foreigners， but an increasing number of 
Malaysians have risen七othe middle management class， and 
七hiscan be seen as evidence of localiza七ionof technology 

know由 how wi七hinmanagemen七 Thebackward linkages with 

domestic indus七riesdid no七 showany signs of improvemen七.

The low level of backward linkages was especially notable 

in七heelec七ronicsindus七ry.

Foreign capital inflows in七oFTZs reached a七 leas七

357.3 million ringgit by 1980， which was equivalen七七o

abou七 15% of 七otalforeign capital inflows into the 

manufac七uringsector， but i七 ishard to judge whether this 

represen七ssatisfac七oryperformance. 

The main factor facilitating the development of FTZs 

was their success in a七七racヒinglarge multina七ional firms 

七oinvest in them. This was achieved by active Government 

policies designed 七o bring in foreign firms 七hrough

incen七ivesand 0七hermeans. 
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Multinationa1 firms have ready marke七s，and this made 

i七 possiblefor Malaysia to expand exports rapidly without 

having to cultivate new marke七s by itself. Labour 

intensive produc七ion by multinational firms employed a 

large number of workers， though job creation was largely 

limi七edto young females. 

The effects of multinational firms， however， were not 

only favourable， bu七 hada down side as well. Such firms 

have their own in七ernationalmanagement stra七egies，and as 

a matter of course， FTZ firms could not hope 七o be 

independen乞 of them. The "footloose" nature of 

mul乞inational firms， as generally poined out， can be 
a七tribu乞ed to their global and regional strategies. So 

far， in Malaysia， only a few firms have pulled out， but in 

Taiwan many firms withdrew from FTZs in七helatter half of 

the 1970s. It is difficul七七o deny that some 

multinational firms will withdraw from FTZs over the long 

run. Transfer price manipula七ion，which to a certain 

exten七 preventedthe local content rates from increasing 

and kept backward linkages with domes七icindus七ries weak， 

was also in part a resulと of the strategies of 

multinational firms. 

The pas七 experienceof FTZs in Malaysia provides 

various lessons. Firs七 ina small country with a rather 

narrow indus仁rialbase like Malaysia， FTZs can be cen七ers

for 七he produc七ion of manufac七ured exports within a 

relatively short period. Secondly， even when pro七ecじion

of 七hemanufacturing sec七orremains high， countries can 
develop export四 orienとed indus七ries by crea七ing FTZs 

alongside the protected sector. As a result of FTZs' 

developmen七 themacroeconomic indicies outwardly showed 

the progress of expor七-orien七ed indus七rialization.

Thirdly，七helabour intensive production process employed 

in FTZs succeeded in correc七ing七he distorted resource 

alloca七ionand in increasing produc七ionefficiency七osome 

degree， as expec七edin export凹 oriented indus七rialization，
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bu七 this effect was 1imi七ed

manufac七ured expor七s from FTZs 

did expor七s overa11， but FTZs 

七o FTZs. Fina11y， 
diversified Ma1aysian 

τ10七 contribu七e 七o

diversificaとion of exports wi七hin the manufac七uring

sector， where product was forcused on e1ectronics goods. 

The limitations of FTZs shou1d also be acknowledged. 

FTZs in Malaysia con七ribu七edli七七leto 七hedeve10pment of 

domes七ic indus七ries 七hrough backward linkages and 

七echno10gy七ransferwas 1imited. FTZs' exis七enceis based 

on a temporary comparative advantage. Recen七1y， wi七h

increasing wage ra七es，Malaysia's comparative advan七agein 

1abour intensive industries seems to have been 

disappearing. It is reasonab1e to expect 七ha七 witha 

decreasing comparative advan七age in 1abour in七ensive

industries， existing FTZs wi11 s七agna七ein the long run 

un1ess the Government introduces new s七ra七egies 七o

encourage七heirac七ivities.

The 1970s is often called the decade of expor七回

oriented industrializa七ion. However，七his process 

depended too much on FTZs. On the 0七her hand， expor七回

oriented indus七rializationoutside FTZs showed on1y minor 

progress. Thus， FTZs can serve as a cata1yst for export-

oriented industria1iza七ion，but because of their enc1avic 

nature， their contribution to 10ng term indus七ria1ization

mus七 belimited. 
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Appendix 1. Malaysia-Basic Data in 1984 

Malaysia 
329，293 

AREA 
(Square kilometres) 

Peninsular Malaysia Sarawak 
131，598 123，985 

POPULATION: 
Malaysia 
Peninsu工arMalaysia 
Malays 
Chinese 
Indians 
Others 

Sarawak 
Sabah 

字

NATIONAL PRODUCT: 
Gross National Product at constant 1978 prices 
Consumption expenditure: Public 

Private 
Fixed capital formation: Public 

Priva七e
Exports of goods and services 
Imports of goods and services 
Gross National Savings (at current prices) 
Per capita GNP (at current prices) 
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Sabah 
73，710 

mi工lion
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12.651 
7.122 
4.168 
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 DOMESTIC PRODUCT: 

Gross Domestic Product at constant 1978 prices 57，706 
Agriculture， livestock， forestry and fishing 11，623 
Manufacturing . • . . • • • . • . . . • . . • . . . . 11，703 
Mining and quarrying .•..••.••.••....•••. 6，046 
Construction ........•.••..•...•. 2，988 
Transport， storage and communication .••... 3，464 
Wholesale and retail trade， hotels and restaurants 

7，107 
Finance， insurance， real estate and business services 

4，892 
6，817 Government services 

(Note) $= Malaysian Dollar (ringgit) 
Source: Ministry of Finance， Ecoηomic Report 1985/86. 
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