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Foreword 
 
 

       This is one of the case studies prepared within the framework of the research project on 
“global economic integration and employment policy” carried out by the Employment Policy 
Department.  The case studies are designed to provide detailed empirical assessment of the 
effects of growth of manufactured trade, induced by trade liberalization, on manufacturing 
employment and wages in a carefully selected set of countries.  While there is widespread 
concern about these effects, they remain inadequately understood.  There exists a large 
literature on the experience of industrialized countries, but controversies abound.  On 
developing countries, the literature is extremely limited.  Given this backdrop, the case 
studies are expected to make a substantial contribution to our understanding of the changes 
being engendered by globalization, a subject of much current interest to international 
organizations, national policy makers, the academic community and civil society 
organizations. 
       Malaysia belongs to a select group of successfully integrating developing countries.  Its 
achievements in terms of trade expansion and economic growth are impressive, indeed 
spectacular.  Its industrialization strategy went through several distinct phases.  An import 
substitution strategy, pursued till 1970, gave way to an export-oriented strategy during 1970-
80.  Then there was, once again, a brief period (1980-85) of import substitution.  From 1985 
onwards, a consistent policy of trade liberalization and export-oriented industrialization has 
been pursued. 
       The paper provides a detailed analysis of the main trends in employment and real wages 
in manufacturing during the period 1985-97, and assesses the role of trade in generating these 
trends.  The main findings of interest are as follows.  Trade and foreign direct investment 
played a critical role in Malaysia’s growth process in the post-1985 period.  The export-GDP 
ratio, already high at around 50 per cent in the mid-1980s, exceeded 100 per cent by the end 
of the 1990s.  The share of manufactured exports in total exports increased from around 30 
per cent in the mid-1980s to around 85 per cent by the mid-1990s.  Foreign direct investment 
accounted for between 10 and 25 per cent of annual investment during the period.  The 
pattern of specialization that emerged is rather interesting;  exports came to be dominated 
simultaneously by outsourced high-technology products on the one hand and domestically 
generated low-technology products on the other. 
       During 1985-97, manufacturing output recorded a growth of around 15 per cent per 
annum.   That this growth was export-led in character can be seen from a simple fact:  the 
share of export-oriented industries in total manufacturing value added increased from 57 per 
cent in 1985 to 64 per cent in 1997.  The employment and wage effects of this growth were 
very positive.  Manufacturing employment grew at an annual rate of nearly 10 per cent and 
the real wage in manufacturing grew at an annual rate of 3.5 per cent.  Most remarkably, 
moreover, both employment and real wages grew faster for unskilled and semi-skilled 
workers than for skilled workers so that labour market inequalities declined. 
 
 
 
                                                                                      Rashid Amjad 
                                                                                        Director a.i. 
                                                                      Employment Strategy Department 
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1.  Introduction 
 

 
The debate on the role of trade in employment, skills formation and wages has 

become increasingly important following the growing trend towards liberalization and export 
orientation. The successful export-led growth of the Asian newly industrializing economies 
(NIEs) gave rise to a plethora of export-oriented strategies by developing countries. Even the 
once strongly inward-looking Latin American economies, and later India, have expanded 
their trade. However, there is still little consensus as to whether trade expansion stimulates 
economic growth and structural change, and brings improvements in employment, skill 
formation and wages. 

While there is consensus on the success of the East Asian economies in promoting 
exports, experts are still disputing the mix of strategies which made that possible. 
Neoclassical economists have attributed their success to market-friendly policies that got 
relative prices right. Where distortions occurred, they were considered to be: (i) dissipating, 
in which case the performance would have been Pareto optimal without it (Krueger, 1980; 
Balassa, 1990); or (ii) market enhancing, through the cancelling out effect on other 
distortions (proscriptive) (see Bhagwati, 1978). The general contention by this school of 
thought was that trade liberalization helped free relative prices to determine factor allocation 
based on the principles of comparative advantage. Growing trade helped generate 
employment, and the shift in relative prices between capital and labour was associated with 
rising skills and wage levels. The corollary is clear: liberalization led to rapid growth and 
employment expansion, giving rise to a transition of the labour force to higher skill levels and 
wages.  

Dirigistes, on the other hand, have argued that trade expansion in the East Asian 
economies was driven by government intervention to (i) create market conditions, and (ii) 
resolve market failure (see Amsden, 1989; Wade, 1990; Chang, 1994; Lall, 1996). Selective 
interventions were seen as instrumental in transforming backward economies, engendering 
the demand conditions to initiate supply responses. Market strengthening interventions were 
considered critical for promoting import-substitution (IS) and export-oriented (EO) growth, 
and for alleviating  poverty and improving equity. Thus government intervention aimed at 
resolving market failure problems was recognized as important for stimulating export 
expansion in the Republic of Korea and Taiwan Province of China (World Bank, 1993). 
However, the Asian financial crisis of 1997-99 threatened to derail this position for a while 
and resurrect the neoclassical norm with claims that previously unrecognized regulatory 
measures, cronyism and corruption caused the debacle.  Unlike the neoclassical argument, the 
corollary here has been that industrial policy was responsible for rapid growth and 
employment expansion, giving rise to a transition of the labour force to higher wages and 
skills. Falling unemployment levels and increasing demand for industrial upgrading helped 
raise wages and skill levels.  

This paper examines the particular experience of Malaysia. The critical questions 
addressed are: (i) How was  expansion of trade in manufactures achieved? and (ii) How did 
that trade expansion affect employment, skills formation and wages. However, unlike typical 
trade liberalizers, Malaysia’s export-oriented thrust was not driven by mere freeing of the 
market to bring about better resource allocation. Far from liberalizing the economy, export-
oriented incentives were provided along with import-substitution (IS) policies.  
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2. Regulation and Deregulation 

 

The specific influences on the evolution of trade in manufactures is the main concern 
of this section. It will be shown that there were serious policy errors in Malaysia’s import-
substitution (IS) strategies. Although export orientation (EO) succeeded in expanding 
manufacturing rapidly, gross inadequacies associated with a lack of institutional development 
confined this growth to low-value-added activities that depended heavily on the processing 
and assembly of imported inputs. Also, like the IS sector, the EO sector enjoyed strong 
government support and it received substantial fillip from external events that stimulated 
capital inflows from abroad.   Malaysia experienced four major phases of industrialization, 
with import-substitution or export orientation dominating each phase alternatively between 
1958 and 2000 (see table 1). 
  

Table 1: Industrial strategies and trade orientation, 1958-2000 
 
 

Phases Trade 
orientation 

Period of 
dominance 

Policy instruments 

 
Phase 1 
 
Phase 2 
 
 
Phase 3 
 
 
Phase 4 

 
IS1 
 
EO1 
 
 
IS2 
 
 
EO2 

 
1958-1970 
 
1970-1980 
 
 
1980-1985 
 
 
1985-2000 

 
Pioneer Industries Ordinance, 1958 
 
Investment Incentives Act, 1968 
Free Trade Zone Act, 1971 
 
Heavy Industries Corporation of Malaysia 
(HICOM), 1980 
 
Industrial Master Plan (IMP), 1986 
Promotion of Investment Act, 1986 
Action Plan for Industrial Technology 
Development (APITD), 1990 
IMP2, 1996 

 
Source: Compiled by author. 
 

  
 
2.1  Import-substituting trade regime 

In Malaysia, the promotion of IS industries was aimed at attracting investors into 
priority sectors, as determined by the prevailing industrial policy. For example, in the 1960s, 
consumer goods were the priority industries and hence enjoyed protection; in the 1980s, 
heavy industries, such as  steel, cement and automobile industries, enjoyed strong protection 
and support.1 
 

                                                        
1 Part of this section benefited from Rokiah Alavi’s contribution to a paper jointly written with the author (see 
Rasiah, Osman-Rani and Alavi, 2000). 
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The protection levels for consumer goods fell sharply while those for intermediate 
goods rose strongly between 1969 and 1987, as a result of a shift in policy emphasis from 
final goods consumption (see table 2).2 The effective rates of protection (ERP) for consumer 
goods declined from 72 per cent in 1969 to 9 per cent in 1987 while for intermediate goods 
they increased from 33 per cent to 65 per cent over the same period.  
 

 

Table 2: Effective rates of protection by user groups, 1969 and 1987 (%) 
 

End-use group 1969 1987 
 
Consumer goods 
Intermediate goods 

 
72 
33 

 
9 
65 
 

 
Source:  Alavi (1996). 
 
 
 
2.1.1  First round of import-substitution (IS1) 

Unlike typical IS policies,3 the first period of import-substitution, referred to as IS1, 
was not characterized by high protection and strong State intervention to spawn local 
industries. The post-colonial industrialization strategy was largely of a laissez-faire kind as it 
promoted private industry, confining public investment to infrastructure development.4 From 
the late 1950s to the early 1960s, trade policies favoured IS but were limited to auxiliary 
support facilities and tax incentives. Industrialization policy under IS1 showed strong 
adherence to neoclassical prescriptions (i.e. minimum government intervention and 
preference for subsidies and taxes as industrial promotion tools)  (see World Bank, 1993). 
The earliest policy measures to stimulate industrial development were fiscal incentives and 
the provision of an extensive infrastructure in the form of industrial estates and power and 
communication facilities (Wheelwright, 1963: 69). The lack of tariff protection in the initial 
IS1 phase restricted expansion, so that the manufacturing sector’s contribution to Malaysia’s 
GDP remained at around 9 per cent between 1960 and 1965 (World Bank, 1980). 

Tariff protection was not used extensively between 1958 and the mid-1960s for four 
main reasons (Alavi, 1996). First, the Government feared deterring imports, as customs duties 
on these were a major source of revenue. Second, export producers (especially tin and rubber 
exporters) were worried that increases in import duties would raise input costs and pressure 
wage increases. Third, the newly-elected Government was reluctant to implement a policy 
that would be perceived as favouring the Chinese-dominated business and industrial class.5 

                                                        
2 Industries were classified into these two categories because of irregularities with data compilation.  
 
3 IS promotion involving infant industry protection was promoted by the early advocates, with emphasis on 
building up of technological capability (see Mill, 1844; List, 1885; Gerschenkron, 1962; Lewis, 1955; Kaldor, 
1979; Myrdal, 1957). 
 
4 The first phase of IS was implemented under three important development plans after independence, viz., the 
First Malaya Plan, 1956-60, the Second Malaya Plan, 1961-65, and the First Malaysia Plan, 1966-70. 
 
5 This issue is discussed in greater detail in Edwards (1975:33), Hoffmann and Tan (1980: 54); Silcock and Fisk 
(1963);  and Alavi (1996). 
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Fourth, large import agencies opposed import-curbing industrialization because it would 
reduce their participation in distribution activities (Bruton, 1992: 261). 

Following recommendations of a World Bank mission in 1963, the Tariff Advisory 
Board (TAB) and the Federal Industrial Development Authority (FIDA) were established in 
1963 and 1966 respectively (Malaya, 1963:48-49), which became critical institutions of 
industrial policy in subsequent years. However, there was not much immediate change in the 
policy of granting tariffs. Tariff protection was given on an ad hoc basis and in response to 
pressure by producers or private officials to get their applications approved. Hence, in 1963 
very few industries enjoyed a nominal tariff of more than 30 per cent and non-tariff barriers 
were almost non-existent (Hoffman and Tan, 1980: 58; Edwards, 1975: 33). Import duties 
were levied only on a limited number of items such as liquor, tobacco, petroleum and motor 
vehicles, and until 1963 about 73 per cent of the total import revenue was derived from these 
goods (Teh, 1977). 

Table 3 shows the level of ERP in the 1960s, as calculated by Edwards (1975), which 
increased from 25 per cent in 1962 to 50 per cent in 1966 and 65 per cent in 1969 (excluding 
off-estate processing). It was only after the mid-1960s that tariff protection became a major 
policy tool for promoting IS (Pearson, 1970; Power, 1971; Lim, 1973; Kasper, 1974; 
Edwards, 1975; and Hoffman and Tan, 1980). Tariff and non-tariff protection was used 
vigorously to support the growth of new industries. Urgent applications for such protection 
were considered by the Action Committee on Tariff and Industrial Development (ACTID), 
established in 1965.  The level of protection increased substantially in the late 1960s, 
particularly for tobacco, garments, paper, basic metals, electrical machinery and plastic 
industries, and as more IS industries came into operation.   For example, the rubber product 
subsector enjoyed high protection, particularly after 1967, with the setting up of a rubber tyre 
industry by Dunlop (Lee, 1975). And there was an increase in the ERP of transport 
equipment following the establishment of a motor vehicles assembly industry in 1967 (see 
table 3). 

 
Table 3: Effective rates of protection in Malaysian manufacturing, 1962, 1966 and 1969 
 

Effective rate of protection  
Sector description 1962 1966 1969 
Rubber reprocessing 
Coconut processing 
Food processing 
Beverages 
Tobacco products 
Textiles 
Clothing 
Sawmills/plymilling 
Furniture 
Paper and paper products 
Rubber products 
Chemical products 
Petroleum products 
Basic metals 
Metal products 
Electrical and machinery 
Transport equipment 
Plastic products 
All sub sectors 
All sub sectors 
(excl. off-estate processing) 

-25 
200 

5 
15 
60 
55 
25 
10 
50 
40 
20 
0 

10 
-10 
15 
35 

- 
15 
15 

 
25 

-15 
nva 
55 
40 

110 
110 
40 
40 
50 
95 
20 
0 

25 
40 
40 

155 
- 

65 
45 

 
50 

-20 
nva 
65 
40 

125 
95 

400 
55 
40 

140 
50 
0 

25 
130 
30 

410 
135 
265 
55 

 
65 

 
 
Note:  nva – negative value added. 
 
Source: Edwards (1975:98). 
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Later, protection increased with the level of processing: by 1969, the ERP on 
consumer goods had reached 85 per cent, as compared to 45 per cent for intermediate goods 
(Edwards, 1975:293).6 As a consequence, consumer goods industries grew more rapidly in 
the 1960s (Hoffmann and Tan, 1980; Alavi, 1996). Early industrialization in Malaysia was 
accelerated by IS1 from the mid-1960s, enabling diversification of the economy and reducing 
excessive dependence on imported consumer goods. As a result, the contribution of 
manufacturing to GDP increased from 8 per cent in 1957 to 12 per cent in 1969, and the 
manufacturing sector recorded a growth rate of 10.2 per cent per annum in the 1960s 
(Malaysia, 1971; Hoffmann and Tan, 1980).  

Industrial expansion was rapid only from the mid-1960s as the readily available home 
market was easily captured behind tariff walls, but it slowed down considerably in the late 
1960s. In addition, extensive imports of capital and intermediate goods used in the production 
of final consumer goods under IS adversely affected the balance of payments. Linkages with 
the rest of the economy were also weak and limited (Rasiah, 1995: Chapter 4). Moreover, the 
small domestic market limited the extent of what IS1 could achieve (Toh and Lim, 1990:13; 
Ariff and Hill, 1985:17). 

The unemployment rate did not fall as sharply as expected from a small starting 
economic base. For instance, the number of workers employed per million ringgit for final 
manufacturing was found to be about a third the number employed in the agricultural sector 
(Jomo, 1987: 116). Employment grew slowly because the screwdriver industries merely 
introduced final touches to consumer goods production to benefit from the incentives under 
IS1. 

Under IS1, the focus was almost exclusively on supplying the domestic market. In 
1970, manufacturing accounted for only 12 per cent of overall exports. Of the 14 industries in 
food manufacturing, half had export shares lower than 10 per cent in 1970 (Hoffmann and 
Tan, 1980:79); of 39 non-food industries, 17 had export shares lower than 10 per cent, which 
meant that for industries characterized by economies of scale, production was limited to a 
small domestic market. There were many reasons for the low contribution of manufactures to 
exports. First, the IS industries nurtured by protection were generally inefficient and therefore 
unable to compete in overseas markets (Ariff and Hill, 1985: 18). Secondly, the indirect anti-
export bias of protection policy in Malaysia in the 1960s discouraged exports (see Pearson, 
1970; Power, 1971; Lim, 1973; Kasper, 1974; Edwards, 1975; Hoffman and Tan, 1980; 
Alavi, 1996). Thirdly, the tariff protection given was based on applications and without any 
appraisal and monitoring to ensure that the industries which were granted benefits had the 
potential to become internationally competitive (see Rasiah, 1995). As a result, and following 
extensive promotion of outward orientation by international agencies such as the World Bank 
and the United Nations Industrial Development Organization (UNIDO), the Government 
launched an export-oriented strategy in 1970. 

The general absence of ownership controls and the nascent domestic market attracted 
foreign direct investment (FDI) that raised foreign ownership shares in domestic-oriented 
(DO) industries in the 1960s. However, as the domestic market became saturated and 
ownership controls became important for firms selling in the domestic market (following the 
Industrial Coordination Act of 1975), FDI shares in IS industries began to decline (see 
table 6). Nevertheless, some local, light processing and assembly industries (which had 
acquired much of their initial technologies from foreign firms since the late 1960s), such as 
garments and resource-based wood and furniture, managed to achieve efficiency gains. Many 
of these firms acquired original equipment manufacturing (OEM) capabilities in low-value- 
added activities to be able to engage in export subcontracting from the mid-1980s. These 
industries which had obtained their know-how and experience initially behind tariff walls, 

                                                        
6 Figures differ from earlier figures given in table 2 because of re-calculation by the authors to ensure 
consistency with ERP computation for 1987. 
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received added impetus from export incentives offered from 1986. Most firms were still 
dependent on buyer-driven international firms that controlled the designs and markets, and 
hence remained vulnerable to the vicissitudes of external market volatility (Rasiah, 1997a).7  
 

2.1.2 Second round of import-substitution (IS2)  

The launching of the Fourth Malaysia Plan (1981-85) signalled the return to an 
emphasis on IS policies, but mainly through government-sponsored heavy industries.8 
Inspired by the success of Japan and the Republic of Korea, the Government launched the 
“Look East Policy”.9 Promotion of heavy industries was aimed at generating linkages with 
the domestic economy, and eventually correcting the burgeoning trade imbalances. Iron and 
steel and cement industries, in particular, were targeted to provide the basis for the 
acquisition and development of indigenous technology. Nonetheless, EO industries in export 
processing zones retained tariff and tax exemptions. 

Industries that were promoted included automobile assembly under Proton and later 
Perodua, steel mills under Perwaja Steel, petrochemical plants and cement factories (Kedah 
Cement and later Perak Hanjoong).10 Tariffs and quotas were the main instruments of 
promotion. The second round of IS not only increased import duties on priority items, but 
also raised protection levels. Between 1982 and 1986, over 60 per cent of the existing levels 
of tariff protection were either maintained or raised through price controls, import 
restrictions, duty exemptions and other investment incentives such as according pioneer 
status to specific industries. 

The Malaysian Industrial Policy Study (MIPS) found the structure of protection in the 
early 1980s to be similar to that of the 1970s (MIPS, 1984: 130): the least protected group 
was processed agricultural goods, and final consumer goods had higher protection than 
intermediate and capital goods. The MIPS also showed that the non-exporting sectors were 
more highly shielded than the exporting sectors, a bias that increased over the period 1976-
1982. However, with the introduction of the heavy industries programme in 1981, protection 
of intermediate and heavy industries began to rise sharply. Alavi (1996) found that the 
protection level for consumer goods decreased from 72 per cent in 1969 to 9 per cent in 1987, 
while that for intermediate goods increased from 33 per cent to 65 per cent over the same 
period (table 2). Within light consumer goods, only flour, biscuits and malt liquor 
manufactures were highly protected. In the intermediate goods subsectors, industries that 
were promoted under the heavy industrialization programme received significant protection. 
The ERP for the manufacture of primary iron and steel, and other iron and steel products in 

                                                        
7 Garrefi (1999) calls this buyer-driven chains. 
 
8 Heavy Industries Corporation of Malaysia was incorporated on 27 November 1981 with an authorized capital 
of 500 million ringgit. Its main goal was to spearhead the development of heavy industries in Malaysia. 
 
9 “Look East means emulating the rapidly growing countries of the East in the effort to develop Malaysia. 
Matters deserving attention are diligence and discipline in work, loyalty to the nation and to the enterprise or 
business where the worker is employed, priority of group over individual interests, emphasis on productivity and 
high quality, upgrading efficiency, narrowing differentials and gaps between executives and workers, 
management systems which concentrate on long term achievement ant not solely on increases in dividends or 
staff incomes in the short term, and other factors which can contribute to progress for our country.” (A 
memorandum by the Prime Minister, Dr.Mahathir Mohamed, to senior government officials, dated 28 June 
1983).  
 
10 For projects under HICOM, see Fong (1989:213), Abdullah (1986) and Khor (1987). 
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1987 were 296 and 163 per cent respectively (table 4), and the protection level of automobile 
assembly rose sharply from the mid-1980s.11 
 
Table 4:  Effective rates of protection, 1987 (%) 
 

Industry ERP (%) 
 
Dairy products 
Flour mills 
Biscuits factory 
Sugar factory 
Manufacture of cocoa and confectionary 
Meehoon, noodles, etc. 
Malt, liquors and malt 
Soft and carbonated drinks 
Tobacco manufactures 
Natural fibres 
Dyeing, bleaching, etc. 
Knitting mills 
Manufacture of soap, cleaning preparations 
Tyre and tube manufactures 
Manufacture of hydraulic cement 
Primary iron and steel industries 
Other iron and steel (basic) 
Manufacture of wire and wire products 
 
All manufacturing 
 
Note:  nva – negative value added 
 
Source:  Alavi (1996). 
 

 
1 

nva 
114 
nva 
18 
23 

259 
-21 
-26 
20 
60 
54 
1 
52 
nva 
296 
163 
19 
 

28 

  
 
Alavi’s study (1996) of ISIC 62 five-digit industries showed that 5 received very high 

protection, 36 had an ERP of more than 30 per cent, and 17 had more than 100 per cent ERP. 
Because EO industries still faced tariffs in the principal customs area (PCA), the ERP for EO 
industries (23%) was not substantially lower than that for the DO industries (37%) in 1987. 
However, firms located in free trade zones (FTZs) and licensed manufacturing warehouses 
(LMWs) faced no tariffs against trade outside the PCA. Given that much of EO production 
was undertaken in FTZs and LMWs, the overall ERP of related industries such as electronics 
and textiles must have been much lower than tariff and output figures (see Rasiah, 1994). 

The heavy industries promoted during the third phase of the industrial strategy were 
characterized by high capital intensity, long gestation periods and substantial scale 
economies. All of them performed badly in the 1980s, particularly because of the economic 
slowdown that culminated in a recession in 1985 (Malaysia, 1989: 196). In addition, the costs 
of production and management were high relative to international competitors, the markets 
for the products were small, and this was exacerbated by a lack of linkages between 
industries and other sectors of the economy. These industries had a significant comparative 
disadvantage in the short run, and long learning periods. In addition, domestic automobile 

                                                        
11 Interviews with a MIDA official. 
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manufacturers faced high technical barriers to entry, which meant that high initial protection 
was necessary to make the industry viable in the long term. However, high protection in these 
industries was not matched by effective monitoring and appraisal as had been the case in 
Japan and the Republic of Korea (see Johnson, 1982; Amsden, 1989; Rasiah, 1998). 

Falling commodity prices, a slowdown in electronics exports and a rise in imports, 
especially of heavy industry and infrastructural items, seriously affected the current account 
balance.  Imports rose from US$ 5.3 billion in 1980 to US$ 6.8 billion in 1982.  All heavy 
industry ventures faced massive losses until the late 1980s (Khor, 1987),  and Perwaja Steel 
continued to register losses close to 3 billion ringgit in the 1990s.)  After 1989, cement and 
cars began to generate increasing profits but without a commensurate reduction in protection 
levels (Rasiah, 1997). Widening demand-supply gaps in cement forced the Government to 
allow some imports in the mid-1990s. 

Increased emphasis on nationally-owned IS industries and reduced support for 
foreign-dominated EO industries in the first half of the 1980s, as well as a global cyclical 
downturn in the electronics industry led to a decline in FDI in manufacturing during this 
period (see table 6). The lack of effective mechanisms to promote efficiency improvements 
and remove rent dissipaters meant that a number of them sapped the economy of scarce 
resources. The initial failure of IS2 and a recession in the mid-1980s forced the Government 
to renew emphasis on foreign capital and support export orientation to expand investment and 
employment.  However, the heavy industries continued to receive strong government support. 

 
 
2.2 The export-oriented (EO) trade regime  

In addition to domestic events, as mentioned earlier, the Government’s introduction of 
EO was also encouraged by international institutions such as UNIDO and the World Bank.  
The period between 1970 and 1980 saw a concerted policy move towards export orientation 
which was viewed as the springboard for the revival of manufacturing growth and 
employment absorption.  Growing competition and production costs in developed economies 
had been driving foreign assembly and processing operations to developing economies since 
the 1960s (Rasiah, 1988; Henderson, 1989).  While foreign firms were central to the success 
of the export processing zones that subsequently emerged , major government initiatives were 
critical for attracting export-oriented firms during the period 1971-79. 

After a general reduction in government emphasis on EO during the period 1980-85, 
it regained prominence after 1986.  On the domestic front, continued stagnation in 
commodity prices, rising foreign debt - accumulated to finance infrastructural expansion - 
and massive losses incurred by heavy industries seriously affected investment and 
employment generation. With the domestic economy facing a negative savings-investment 
gap and deflation in the mid-1980s, the potential offered by a second wave of export-oriented 
foreign capital was seen as a useful solution. A massive exodus of FDI, primarily due to 
pressures in developed markets that led to the appreciation of East Asian currencies 
(following the Plaza Accord of 1985) and the withdrawal of the Generalized System of 
Preferences (GSP) from the Asian NIEs in 1988, were two additional factors that prompted or 
renewed emphasis on an export-oriented strategy.  As a consequence, all the labour-rich 
South-East Asian market economies received massive FDI inflows from the late 1980s, and  
FDI levels in gross fixed capital formation (GFCF) rose sharply ( figure 1). 
 

2.2.1 First round  of export orientation (EO1) 

The implementation of the Investment Incentives Act of 1968, while offering 
substantial EO incentives that included tax holidays and tariff-free movement of goods for 
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exporting firms, only managed to attract large capital inflows following the establishment of  
FTZs in 1972, and  the LMWs later.  Special visits by government officials to the 
headquarters of targeted firms were also important.12  The incentives included investment 
credits, tax concessions for exports and tax exemption, tariff exemption on raw materials, 
preferential treatment for import permits and other infrastructural facilities.  The “immediate” 
achievement of international competitiveness in the 1970s was created artificially through the 
relocation of giant global firms, which enjoyed technological and market leadership,  to an 
enclave economy (Rasiah, 1996).  The special incentives enjoyed by firms located in the EO 
enclaves translated into substantial rents that helped tilt rent biases from IS firms to EO 
manufacturing firms. 

Other incentives to promote employment and industrial dispersal included an 
accelerated depreciation  allowance, labour utilization relief and locational incentives.  Since 
cheap and docile labour is important to maintain competitiveness in labour-intensive 
industries, labour regulations were tightened to favour transnational operations (Rasiah, 
1995a). Trade unions were not allowed in the electronics industry until 1989, and thereafter, 
only in-house unions were permitted (Rasiah, 1996). 

Although protectionist policies had been blamed for the inefficiency and lack of 
competitiveness of IS industries, they were further strengthened during this period.  Tariff 
support continued to be provided to industries to enable them to “develop and meet foreign 
competition” (Malaysia, 1971: 155). Table 5 shows the ERP for different years in the 1970s.  
However, even rising protection levels did not constrain EO industries, as tax holidays and 
tariff-free regulations helped exporting firms in the EPZs bypass regulations that affected 
firms operating in the principal customs area PCA.  
 

                                                        
12 Officials from the Malaysian Industrial Development Authority and Penang Government played a major role 
by visiting prospective firms directly. 
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Table 5: Effective rates of protection, 1972-80 
 
Industry description 1972* 1973** 1974*** 1979+ 1980++ 
Food industry 
Beverages 
Tobacco manufactures 
Textiles 
Clothing 
Sawmills/Plymilling 
Furniture 
Paper and paper 
Rubber products 
Chemical products 
Petroleum products  
Non-metal minerals 
Basic metal 
Metal products  
Electrical and electronics products 
Transport and equipment 
 

80 
15 

115 
95 

400 
70 

230 
95 

170 
50 

- 
25 

105 
35 

440 
140 

20 
248 
54 
27 
14 
9 

108 
9 

1011 
70 

nva 
3 

15 
28 

nva 
650 

11 
307 
157 
44 
27 
12 

157 
12 

157 
129 
174 

3 
35 
48 

270 
200 

13 
38 

nva 
55 

- 
35 
84 
55 
-7 
50 
22 
17 
66 
30 
60 
75 

53 
81 

nva 
6 

-11 
-1 
44 
18 
28 
56 

-24 
27 
3 

28 
72 

329 

Others 415 81 268 213 13 
 
All Subsectors 

 
70 

 
61 

 
61 

 
24 

 
42 

 
Note:  nva – negative value added. 
 
Sources:  * Edwards (1975:  95-98);  ** EPU (1973);  *** Rabenau (1975);  + MIPS (1984);  ++ 
EPU (1980);  reproduced from Alavi (1996). 
 
 

Inflows of FDI helped raise foreign ownership shares in manufacturing industries and 
in GFCF during the period 1972-79 (table 6 and figure 1). However, growing imports and the 
domestic IS sector continued to account for the bulk of domestic demand in the 1970s, as 
export-oriented firms bought and sold little in the PCA.  By the end of the 1970s, the 
Government recognized that manufactured goods exports were limited to a narrow range of 
products and that there was little integration between the domestic-oriented (DO) and EO 
sectors. This dualistic structure, among other reasons, led the Government to launch a more 
aggressive plan to develop heavy industries as a means of  ameliorating the problem of weak 
linkages (Rasiah, 1995: chapters 4 and 5).  
 

2.2.2 Second round of export orientation (EO2) 

Industrial emphasis from 1986 moved once again from a dominant import-substitution 
strategy to greater emphasis on export orientation, though they were not mutually exclusive.  
External developments and the Industrial Master Plan (IMP) of 1986 (implemented through 
the Promotion of Investment Act of 1986) helped expand manufactured exports considerably  
from the mid-1980s. The Plaza Accord of 1985 and the withdrawal of GSP from Asian NIEs 
in 1988, which pushed up North-East Asian and Singapore currency values and reduced the  
access of their firms in major developed country markets, resulted in a massive relocation of 
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FDI into South-East Asia;   Malaysia was a major beneficiary as were Indonesia and Thailand 
(Rasiah, 1998).  

In the late 1980s and early 1990s, FDI shares in manufacturing industries rose (see 
table 6). However in the late 1990s, FDI shares in fixed asset ownership fell because of rising 
production costs, a slowdown in electronics and the subsequent Asian financial crisis of 
1997-99. Indeed, FDI in GFCF reached its peak in 1992 (24.8 per cent), but fell gradually 
thereafter to 11.8 per cent in 1995;  it rose somewhat after that, only to decline once more to  
8.8 per cent in 1999 (figure 1). The IMP provided a long-term plan for the development of 
specific subsectors.  High priority status was given to 12 subsectors, which comprised seven 
resource-based industries and five non-resource-based industries.  The resource-based 
industries were food processing, rubber, palm-oil, wood-based, chemical and petrochemical, 
non-ferrous metal products, and non-metallic mineral products.  The non-resource-based 
industries were electrical machinery, transport equipment, machinery and engineering 
products, ferrous metals, and textiles and clothing. The recommendations of the IMP that 
were implemented included the consolidation of fiscal incentives to promote investment, with 
major improvements made to induce re-investments linkages, exports and training.  Support 
for research and development (R&D) was also emphasized.  

The policy to promote export-oriented industrial expansion concentrated mainly on 
incentives and infrastructure development. The processing of approvals was simplified, and 
incentives were offered to encourage local sourcing.  Apart from tax and tariff holidays, other  
incentives included double deductions on export credit refinancing. Among the most effective 
incentives was the extension of tax relief for a further five years to eligible companies that 
were already in operation.13 The eligibility criteria for double deduction for promoting 
exports were revised to include expenses incurred on publicity and media advertising; 
provision of samples to prospective customers, including preparation of tenders for the 
supply of goods to prospective customers outside Malaysia; provisions for exhibits at trade 
fairs or industrial exhibitions; participation in trade fairs or trade exhibitions; and costs 
incurred to maintain sales offices overseas for the promotion of exports.  The Government 
also revamped its export credit refinancing (ECR) scheme to allow exporters greater access to 
credit at subsidized interest (4 per cent) prior to or upon shipment of products.  Under phase 
one, the limits of financing were raised from 3 million to 5 million ringgit.  Phase two 
included reforms of the pre-shipment facility, and the ECR scheme ensured readily available 
financing to a wider range of direct and indirect exporters. The appreciating currencies of 
Japan and the Asian NIEs from 1985 and management of the exchange rate by Malaysia’s  
central bank helped Malaysia's export-oriented manufacturing sector to become more 
competitive in the second half of the 1980s.14 

The Government also introduced substantial tariff reforms in the domestic market, 
especially involving light industries (Alavi, 1996; IMP, 1994: 36-38).  However, State- 
sponsored heavy industries continued to enjoy high IS rents, which,  nevertheless, did not  
disadvantage export-oriented firms as they operated outside the PCA. It can be argued that 
the amount of incentives offered to the EO sector were excessive, as massive capital inflows, 
especially from 1990 (Doraisamy and Rasiah, 2001), began to overheat the economy. 
 

                                                        
13 An eligible firm was one engaged in activities listed in Gazette Notification N.218 dated 31 March 1987, 
subject to fulfilling any of the following criteria, viz. one, it incurs expenditure in fixed assets (excluding land) 
of 25 million ringgit or more at the end of the initial tax relief period of five years; or two, if it employs 500 full- 
time employees or more at the end of the initial tax relief period of three years;  or three, the company meets 
other requirements, which, in the opinion of the Minister of Trade and Industry, would promote or enhance the 
economic or technological development of the country. 
 
14 The ringgit was depreciated in 1986. 
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In the early 1990s, companies across the manufacturing sector complained about 
serious labour shortages and rising wages.  The truncated nature of transnational production 
and the lack of movement of firms away from simple and original equipment manufacturing 
(OEM) activities to original design manufacturing (ODM) and original brand manufacturing 
(OBM) activities in the 1990s led the Government to emphasize domestic content 
regulations. The Government also provided institutional support to transform the 
manufacturing sector to higher value-added and high-technology operations. The Action Plan 
for Industrial Technology Development (APITD) of 1990, the Human Resource 
Development Act of 1992 and the  Second Industrial Master Plan (IMP2) of 1996,15 were 
some of the measures adopted to accelerate structural change. Institutions that were set up to 
promote technology development in the manufacturing sector included the Malaysian 
Technology Development Corporation (MTDC) in 1992, Malaysia Industry-Government 
High Technology (MIGHT) in 1993 and the Multimedia Super Corridor (MSC) in 1997 
(Rasiah, 1998).  However, these efforts failed to facilitate industrial upgrading to raise 
technology and productivity levels, resulting in a slowdown of structural deepening.  Given 
rising costs, this led to chronic imbalances in the merchandise account by the mid-1990s. The 
period of the late 1990s was also gripped by growing current account deficits, as rising 
production costs and overheating and the emergence of attractive foreign sites (especially 
those in China and the Philippines) led to reduced FDI levels in EO industries. Increasing  
pressures for liberalization from the World Trade Organization (WTO), the ASEAN Free 
Trade Area (AFTA) and the Asia Pacific Economic Cooperation (APEC) forum also induced 
several domestic firms to internationalize production to cheaper sites with larger domestic 
markets.  
 
Table 6: Foreign ownership of fixed assets in Malaysian manufacturing, 1968-98 (%) 
 

 1968 1975 1980 1985 1990 1993 1998 
Food 74 55 32 25 30 33 27 
Beverages and tobacco 93 79 76 67 62 58 69 
Textiles 52 63 54 48 61 64 76 
Leather 17 48 48 54 59 57 61 
Wood 15 8 13 9 19 36 27 
Furniture and fixture 50 61 31 19 45 45 25 
Paper, printing, publishing Na 16 10 20 14 13 10 
Chemicals 53 63 53 16 24 25 46 
Petroleum and coal 78 79 78 37 44 50 34 
Rubber 14 42 46 42 55 51 50 
Plastic na na 12 13 27 46 38 
Non-metal mineral 57 52 19 32 33 39 34 
Basic metal 49 42 35 32 17 33 30 
Fabricated metal 66 59 26 23 30 56 36 
Machinery 74 51 42 35 53 65 66 
Electric/electronics 70 84 80 73 89 91 83 
Transport equipment Na 51 32 15 25 35 29 
Other manufacturing 60 69 57 53 69 81 56 
Manufacturing 61 52 39 33 42 50 47 
 
Source: Rasiah (1995: 111); MIDA, unpublished data. 
 
 
 

                                                        
15 The IMP2 emphasized the development of clusters. 
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Malaysia’s industrial policy can be summarized under two broad trade strategies, 
although neither of these was implemented exclusively:   IS1, which was launched in 1958 
but only took effect towards the end of the 1960s, was implemented under laissez-faire 
conditions, IS2 demonstrated greater typical import-substitution intervention, as the 
Government targeted protection and subsidies to spawn heavy industries.  However,  firms 
under IS2  faced penalties for failure to perform. Export-oriented industries operating outside 
the PCA faced no tariff or quota barriers.  Tariff and tax free conditions implemented from 
the late 1960s, only gained momentum from the early 1970s. The first round of export 
orientation in the 1970s was targeted mainly at  FTZs and LMWs,  and protection in the PCA 
rose, while the second round of export orientation after 1985 merely reinstated and 
strengthened incentives for exporting firms. However, unlike under EO1, exporting firms 
under EO2, irrespective of their location, enjoyed a range of export incentives from 1986. 
Although tariff protection, especially in the 1990s, began to decline in most industries,   
State-supported IS2 industries continued to enjoy strong protection.16 A liberal ownership and 
pro-capital policy towards transnational corporations (TNCs) attracted strong waves of FDI 
inflows in the 1970s and from the mid-1980s that helped drive expansion of manufactured 
exports. 
 
 

3. Trade orientation, growth and structural change 
 
 

Trade has had a strong effect on economic growth in Malaysia and global demand has 
been critical to the expansion of the Malaysian economy.   As shown in figure 2, high GDP 
growth rates have been led by the rising share of exports in GDP. Except during the recession 
years of 1975, 1981 and 1985-86, export growth has always been positive. GDP experienced  
a slowdown only in 1975 (first oil crisis), 1985 (aggravated by a serious savings-investment 
imbalance following a build up in government expenditure and global recession in key 
export-oriented industries), and 1998 when the contagion effects of the Asian financial crisis 
destabilized the economy. Global and regional recessions influenced all three downturns in 
Malaysia.  

The trend values of the export-GDP ratio increased significantly from the early  
1970s, from around 40 per cent in the first half of the 1970s to over 60 per cent in the second 
half of the 1980s, and exceeded 80 per cent after 1990 (figures 2 and 3). Similar trends can be 
seen in manufactured exports as a percentage of total exports.  While the primary sectors 
created the demand-supply conditions for the emergence of manufacturing  until the early 
1980s, the dominance of manufactured exports since the mid-1980s shows that export 
manufacturing itself  has subsequently become a propellant for further expansion in demand-
supply conditions for other sectors. 

Figure 4 shows that manufactured imports in total imports has remained higher than 
manufactured exports in total exports. Nonetheless, the gap has narrowed considerably since 
the mid-1980s as manufactured exports have grown faster than manufactured imports (see 
figure 4).  They accounted for about 10 per cent of total exports in 1970,  but within two to 
three years surpassed 80 per cent. The gradual decline in major commodity prices 
(particularly tin and rubber) and the slow growth of agricultural exports (in volume) only 
partly explains the shift.17 Export-oriented industrial expansion has been the most important 
reason for the change.

                                                        
16 In fact the Government still retained domestic content regulations in April 2001 despite the WTO deadline for 
their removal under the Trade-Related Investment Measures (TRIMs) Agreement passed on 1 January 2000. 
 
17 Tin crashed completely in the early 1980s (Jomo, 1990). 
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Figure 1: Foreign direct investment in gross fixed capital formation, 1970-1999

0.0

5.0

10.0

15.0

20.0

25.0

30.0

1965 1970 1975 1980 1985 1990 1995 2000 2005

Year

P
er

 c
en

t 

Source: Constructed from World Bank (2001), World Development 
Indicators, Washington DC.



 

  

 

15

Figure 2: GDP growth and share of exports in GDP, 1961-2000
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Source:  Constructed from IMF, International Financial Statistics, various issues.
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Figure 3: Share of exports in GDP and manufactured exports in total exports, 1961-2000
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Apart from export expansion, growth in domestic production of heavy industry goods 

(automobiles, cement and steel) helped reduce the import elasticity of manufactured exports 
from the late 1980s. The increase in resource exports (especially oil) and growth in EO 
industries (especially electrical machinery) helped fuel growth in DO industries so that both 
grew strongly from the 1990s. The import-export pattern reflects a widening gap during the 
IS1 phase, as imports of intermediate and capital goods for domestic manufacturing  
increased. This import-export gap was similar during the EO1 phase, as both imports and 
exports grew strongly (i.e. processing of goods for export and assembly of imported inputs). 
The gap did not improve significantly during the IS2 phase, as imports of capital goods 
expanded in the early 1980s until 1985 when the economic trough contracted trade. The 
deficit began to decline following the introduction of EO2. From the mid-1980s, exports 
began to outgrow imports as North-East Asian firms – driven by the “Endaka effect”18 
offered the critical mass for attracting a whole range of firms in the value added chain. The 
relocation of TNCs and supplier firms to Malaysia helped to sharply narrow the import-
export gap, as a number of components and equipment began increasingly to be produced 
domestically by TNCs. In addition, tariffs and quotas which restricted the import of steel, 
automobiles and cement began to have a strong effect from the late 1980s. Protection 
stimulated domestic production in DO industries, which helped slow down the growth in 
manufactured imports. Negative efficiency effects, arising from high costs incurred by heavy 
industries, were not felt extensively because of the tariff-free operations of EO firms outside 
the PCA. However, the trade balance in manufacturing continued to remain negative in the 
1990s as imports dominated the utilization of intermediate and capital goods. 
 
 
 

 
Source:  Rasiah, Osman and Alavi (2000). 
 
                                                        
18  The Endaka effect refers to the effects from the Plaza Accord of 1985, when currencies of the East Asian 
NIEs and Japan were floated. 

Figure 4: Share of manufactured  exports and imports in GDP
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         The expansion in manufactured exports from the mid-1980s helped Malaysia avert 
adverse effects on its terms of trade. In fact the terms of trade were favourable between 1987 
and 1997 (figure 5).  Commodity diversification and increased reliance on manufactured 
exports were important for ensuring  stability in the country’s terms of trade, unlike the 
typical African syndrome which often saw falling terms of trade coinciding with falling 
exports. Even when oil prices fell from the mid-1980s, the agriculture-manufacturing price 
ratio showed a relative advantage for manufacturing during 1988-90, and the terms of trade 
generally  remained  stable or improved, until the financial crisis erupted in 1997.  
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Source: Ministry of Finance, Economic Report 1997/98 (Vol. 26) (reproduced from Rasiah, Osman-Rani and Alavi (2000)). 
 
 

Figure 5: Terms of trade, 1987-1997
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Foreign direct investment served as the main engine of export manufacturing growth. 
In addition, foreign TNCs offered market access as they relocated their labour-intensive 
operations to Malaysia. The electrical machinery industry - 90 per cent of which was under 
foreign ownership through much of the 1990s - accounted for over 71 per cent of 
manufactured exports in 1997. On the demand side, Malaysia’s exports also gained  by FDI 
participation in export processing and assembly activities to meet the demand generated in 
developed economies (Rasiah, 1992; 1995: chapter 6).  On the supply side, factor 
endowments and policy instruments discussed earlier, have been critical in stimulating 
exports (Ariff, 1975; Lee, 1986; Rasiah, 1990; 1996). Policy instruments that attracted FDI 
and stimulated the expansion of EO industries included the provision of generous tax and 
tariff holidays, subsidized and coordinated special industrial zones and a managed floating 
exchange rate.  Free trade zones (FTZ) and LMWs, in particular, were crucial in promoting 
the export of manufactured goods, although their relative importance has declined since the 
late 1980s as tariffs on most export processing industries in the PCA have fallen. In addition, 
exporting firms became eligible for incentives, irrespective of location, from the late 1980s. 
As a result, the contribution of export processing zones to total manufactured exports fell 
from 70 per cent in 1980 to 40 per cent in 1991 (Rasiah, 1993; World Bank, 1993). 

During the period 1987-1991, FDI was also responsible for many non-resource-based 
exports. Exports of non-resource-based manufactured goods grew at a slightly faster average 
annual rate of 32.6 per cent compared with 30.2 per cent for resource-based goods.  Non-
resource-based exports such as  electrical machinery, textiles, clothing and footwear, metal 
products and transport equipment accounted for 74 per cent of total manufactured exports 
during this period. Foreign investors owned more than half of the fixed assets involving the 
textile, clothing and footwear industries. 

The growth in Malaysian exports has been generated largely by demand from 
developed economies and market access to them facilitated by FDI.  Since 1970, the United 
States, the European Union (EU) and Japan have constituted Malaysia’s major export 
markets:  in 1995, they accounted for 20.7, 20.3 and 13.2 per cent respectively (or 54.2 per 
cent) of Malaysia’s overall exports (Malaysia, 2000:  table 10.6).  The Association of South-
East Asian Nations (ASEAN) absorbed 27.2 per cent of exports, of which about 80 per cent 
were intra-TNC transfers.  Hence, the direct and indirect share of exports to developed 
economies amounted to about 80 per cent of overall exports.  This pattern remained roughly 
the same in 1998.  Given that FDI-dominated electrical machinery accounted for 71 per cent 
of manufactured exports in 1997 and that almost all of these exports either directly or 
indirectly reach the developed economies, it is likely that over 80 per cent of the 
manufactured exports also went  to the developed economies.  

As with exports, most of Malaysia’s imports – dominated by manufactures – 
originated from developed economies. Imports from the United States, the EU and Japan 
accounted for 17.0, 16.2 and 28.7 per cent of  overall imports in 1995 (Malaysia, 2000: table 
10.6). compared with 19.6, 11.9 and 19.6 per cent respectively in 1998.  ASEAN accounted 
for 18.2 per cent of Malaysia’s overall imports in 1995 and 7.9 per cent in 1998. Japan was 
the main exporter to Malaysia in 1995, but its share was the same as that of the United States 
in 1998. The share of imports generated from the developed economies were slightly lower 
than the share of exports. However, the overall balance against the developed economies was 
still negative owing to a heavy trade imbalance involving trade in invisibles and factor 
payments abroad. The deficits were only temporarily eased during the Asian financial crisis 
in 1997-99. 

Towards the end of IS1 (in the late 1960s) Malaysia’s exports were still dominated by 
two major commodities - rubber and tin - which accounted for over 50 per cent of total 
exports by 1970, but their share declined to about 35 per cent in 1975.  At the same time,  the 
share of manufactures  in total exports increased from 12 per cent in 1970 to 22 per cent in 
1975 (table 7;  and  Rasiah, Osman and Alavi, 2000). By 1985, manufacturing accounted for 
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the largest share of  exports (32.8 per cent), followed by petroleum (22.9 per cent) and palm 
oil (10.4 per cent). In 2000, manufactured exports rose to 85 per cent of total exports, while  
the second and the third biggest exports, petroleum and palm oil, accounted for only 6.6 per 
cent and 4.8 per cent respectively of total exports. Exports of manufactured goods recorded a 
more than twenty-fold increase, from 6.4 million ringgit in 1981 to 147.5 million ringgit in 
1995.  

The composition of imports has changed significantly. During the 1960s, ISI brought 
about a decline in the share of consumption goods in total imports, but an increased  share of 
investment and intermediate goods. For example, in 1961 the proportion of consumption 
goods in total exports was 46.7 per cent, compared with 17.1 per cent for investment goods 
and 28.4 per cent for intermediate goods. In 1970, the proportions were 28.5, 25.2 and 35.3 
per cent, respectively. Under the EO strategy, the share of consumption goods in total imports  
declined further.  Of the consumption goods imported, the food component declined from 
close to 40 per cent in the early 1970s to about 30 per cent in the early 1980s, but the 
consumer durables component (e.g. mainly cars, motorcycles and electrical goods such as 
televisions, radios, refrigerators and fans) increased from about 10 per cent to about 17 per 
cent during the same period. Production in the DO food industry and EO electrical machinery 
industry began to grow after  the 1980s (Osman-Rani, 1982). 

The share of intermediate goods in imports continued to increase from the 1970s until 
the early 1980s, while that of investment goods remained more or less constant. 
Manufactures accounted for 63 per cent of intermediate imports in the 1970s.  However, their  
share in the 1980s fell to 57 per cent owing to a large expansion in the share of crude 
petroleum, which increased from 7 per cent in 1970 to 16 per cent in 1980. The share of 
imported intermediate goods for construction and agriculture remained roughly unchanged. 
There was little change in the  composition of imported investment goods:   machinery 
accounted for 42 per cent, metal products for 23 per cent and transport equipment for 13 per 
cent in 1970, compared to  36, 25 and 13 per cent respectively in 1980. 

The introduction of IS2 in 1980 increased the share of investment goods in imports 
while reducing the share of intermediate goods. Imports of investment goods also increased 
as a result of FDI in machinery and equipment from the mid-1980s. The proportion of 
consumption, intermediate and investment goods in imports changed from 20.2, 42.8 and 
37.0 per cent respectively in 1990 to 16.7, 44.0 and 39.4 per cent respectively in 1997 (table 
7). The decline in the share of consumption and intermediate goods in imports continued 
even during the subsequent EO2 phase from 1985 to 2000, when government support was 
maintained in the production of consumption and intermediate goods, especially those 
involved in the expansion of local content. 
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Table 7: Structure of Malaysia’s gross exports and imports, 1975-97 (%) 
 
     1975 1980 1985 1990 1995     1997   
Exports 
 

 Agriculture & minerals   67.7 72.4 58.1 32.7 14.9 15.0 
 Manufactures      21.9 22.4 32.8 58.8 79.6 81.1 
 Others      10.4   5.2   9.1   8.5   5.5   3.9 
 Total    100.0 100.0 100.0 100.0 100.0 100.0 

 
Imports 
  

 Consumption goods    26.9 20.0 20.3 20.2 16.6 16.7 
 Investment goods    31.7 30.0 31.1 37.0 39.9 39.4 
 Intermediate inputs    41.3 50.0 47.7 42.8 43.5 44.0 
 Total    100.0 100.0 100.0 100.0 100.0 100.0 

 
 
Source: Rasiah, Osman and Alavi (2000); Bank Negara Annual Report, various 
issues. 
 
____________________________________________________________________ 

  

 
Within investment goods the share of machinery and metals in imports declined from 

38 and 23 per cent, respectively, in 1981 to 30 and 14 per cent, respectively in 1995, while 
the share of transport and other goods increased from 13 and 26 per cent respectively in 1981 
to 16 and 39 per cent respectively in 1995. The share of manufactured goods in imports of 
intermediate goods increased substantially, from 55 per cent in 1981 to 80 per cent in 1995. 

Overall, Malaysia experienced a massive transformation in its export structure. 
Resource-based metals and food processing accounted for 65.8 and 17.5 per cent of 
manufactured exports respectively in 1968 (table 8). No non-resource-based industries 
contributed more than 2.6 per cent of manufactured exports. Since then, EO1 and EO2 have 
transformed the structure of manufactured exports dramatically. The FDI-dominated 
electrical machinery industry became the springboard of manufactured exports, its 
contribution increasing  from 0.7 per cent in 1968 to 28.4 per cent in 1979 and 71.0 per cent 
in 1997.  No other industry accounted for more than 5.1 per cent of manufactured exports in 
1998. 
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Table 8: Manufacturing  export structure, 1968-97 
 

xi/∑∑xi  
1968 1973 1979 1985 1990 1997 

Food 0.175 0.196 0.123 0.127 0.081 0.023 
Beverage and tobacco 0.009 0.029 0.025 0.002 0.002 0.005 
Textile and garments 0.014 0.061 0.072 0.1 0.105 0.048 
Wood 0.034 0.097 0.043 0.028 0.031 0.041 
Chemicals 0.03 0.052 0.034 0.033 0.031 0.051 
Rubber 0.009 0.017 0.016 0.009 0.012 0.025 
Non-metal minerals 0.008 0.011 0.01 0.011 0.018 0.011 
Iron and steel 0.005 0.019 0.015 0.01 0.014 0.010 
Metals 0.658 0.433 0.307 0.14 0.042 0.036 
Machinery 0.025 0.038 0.037 0.051 0.086 0.042 
Electrical machinery 0.007 0.021 0.284 0.446 0.534 0.710 
Transport equipment 0.026 0.027 0.033 0.043 0.045 0.031 
 
Source: Computed from Malaysia, External Trade Statistics, 1969, 1974, 1980, 1986, 1991, and 1998. 
 
 

 
However, increased export orientation has been accompanied by rising import 

penetration, particularly of intermediate and investment goods used in the processing and 
assembly activities of TNCs. The import dependency ratio (mi/(yi+mi-xi)19 of the 
manufacturing sector as a whole has remained high, at 35-40 per cent.  Industries enjoying 
high export  production ratios, dominated largely by foreign firms, also show high import-
dependency ratios (Rasiah, 1992). Import dependency remained high for electrical 
machinery, metals, machinery, textiles and garments, transport equipment, and iron and steel 
in 1997 (table 9). With the exception of electrical machinery, and textiles and garments – 
which are EO industries - the remaining highly import-dependent industries are DO 
industries. Among the highly import-dependent industries, only iron and steel recorded a 
steep rise in import shares owing mainly to the failure of domestic industries to produce high- 
grade steel and a range of steel products. Increased domestic production, protected by high 
tariffs, stimulated considerable localization in the assembly of transport equipment. 

The trade balance ([xi-mi]/[xi+mi]) of the highly import-dependent DO industries 
shows a trend improvement from at least 1990 (table 9) and that of the DO industries of 
transport equipment, chemicals, machinery, and iron and steel shows improvement over 
longer periods. The trade balance of EO industries too generally improved, though an 
industry-wide recession reversed the trade balance trends of electrical machinery during the 
period 1990-97. The EO industries of electrical machinery, and textiles and garments 
continued to show high export intensities of output. DO production remained strongly 
dependent on domestic demand, with chemicals exporting the smallest share of output.  

The widening demand-supply gaps, as a consequence of a rapid growth in EO 
industries, have not been met by a commensurate expansion of domestic linkages, despite 
growing domestic demand and sales. Only heavy DO industries such as transport equipment, 
cement and chemicals have managed, with the help of high tariffs and quotas, to meet 
growing domestic demand. It is partly this stark reality - that EO had expanded in an enclave 
manner - that moved the Government to introduce domestic content requirements in the 
country. A combination of weak institutional build up and eclectic promotional strategies, as 
well as pressures exerted by the countervailing currents opposed to import displacement 

                                                        
19 Where the terms mi, xi and yi refer to import, export and gross output of the ith industry respectively. 



 

  

 

24

prevented a fall in the share of imports in domestic demand. Strong import growth was also 
driven by imports of capital goods for the development of large infrastructure and public 
utility projects, and of intermediate inputs for the manufacturing sector. Such inputs grew at 
an average annual rate of 41.2 per cent during the period 1987-91 to 18 billion ringgit in 1991 
(which accounted for 49.7 per cent of total investment goods, as against 43 per cent in 1986 
and 36.4 per cent in 1980) and at about 15 per cent over the period 1991-95.  Imports of 
intermediate goods, which grew at a faster rate, of 32.7 per cent in 1994 and 31.0 per cent in 
1995 was mainly aimed at facilitating the production of manufactured goods to meet strong 
overseas demand;  almost 66 per cent of exports of manufactured goods had import content 
ratios exceeding 50 per cent in 1991.  As a result, imports of inputs for EO industries, such as 
electronic component and parts, textile yarn and plastic materials, amounted to 28.5 billion 
ringgit in 1991, accounting for 65 per cent of total imports of intermediate goods (Bank 
Negara, 1993). 
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Table 9: Manufacturing trade ratios, 1968-97  
 

(xi-mi)/(xi+mi)  
1968 1973 1979 1985 1990 1997 

Food -0.562 -0.358 -0.274 -0.308 -0.163 -0.454 
Beverage and tobacco -0.752 -0.106 0.15 -0.8 -0.509 0.061 
Textiles and garments -0.897 -0.482 -0.058 0.106 0.159 0.233 
Wood 0.778 0.935 0.913 0.874 0.932 0.848 
Chemicals -0.736 -0.628 -0.71 -0.721 -0.672 -0.040 
Rubber -0.149 0.23 0.47 0.113 0.342 0.754 
Non-metal minerals -0.665 -0.507 -0.335 -0.518 -0.038 -0.213 
Iron and steel -0.91 -0.78 -0.759 -0.826 -0.738 -0.709 
Metals 0.707 0.627 0.57 0.252 -0.307 -0.147 
Machinery -0.824 -0.778 -0.706 -0.746 -0.573 0.023 
Electrical machinery -0.877 -0.723 -0.031 -0.037 0.1 -0.026 
Transport equipment -0.808 -0.813 -0.652 -0.624 -0.595 -0.561 

mi/(yi+mi-xi)  
1968 1973 1979 1985 1990 1997 

Food 0.623 0.51 0.227 0.234 0.277 0.220 
Beverage and tobacco 0.221 0.188 0.17 0.12 0.141 0.177 
Textiles and garments 0.789 0.416 0.41 0.635 0.813 0.608 
Wood 0.025 0.011 0.01 0.014 0.012 0.081 
Chemicals 0.03 0.023 0.017 0.006 0.009 0.052 
Rubber 0.429 0.225 0.491 0.586 0.457 0.087 
Non-metal minerals 0.129 0.094 0.068 0.052 0.093 0.280 
Iron and steel 0.616 0.259 0.306 0.251 0.198 0.532 
Metals 0.569 0.357 0.802 0.669 0.89 0.728 
Machinery 0.82 0.64 0.685 0.948 0.806 0.729 
Electrical machinery 0.873 0.647 0.669 0.987 0.902 0.827 
Transport equipment 0.869 0.822 0.81 0.839 0.834 0.594 

xi/yi  
1968 1973 1979 1985 1990 1997 

Food 0.316 0.329 0.143 0.139 0.216 0.096 
Beverage and tobacco 0.039 0.157 0.217 0.015 0.051 0.196 
Textiles and garments 0.17 0.199 0.382 0.683 0.857 0.714 
Wood 0.17 0.257 0.176 0.17 0.254 0.516 
Chemicals 0.179 0.275 0.235 0.098 0.196 0.048 
Rubber 0.017 0.032 0.055 0.041 0.094 0.406 
Non-metal minerals 0.088 0.096 0.114 0.084 0.246 0.201 
Iron and steel 0.167 0.167 0.24 0.084 0.15 0.162 
Metals 0.889 0.612 0.919 0.73 0.604 0.419 
Machinery 0.506 0.408 0.488 0.917 0.819 0.373 
Electrical machinery 0.16 0.11 0.728 0.99 0.94 0.819 
Transport equipment 0.393 0.287 0.398 0.394 0.419 0.292 
 
 
Source: Computed from Malaysia, External Trade Statistics, 1969; 1974 1980; 1986; 1991; 1998; 
Malaysia, Industrial Surveys, 1969; 1974 1980; 1986; 1991; 1998. 
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With the exception of IS1, the different trade strategies adopted in Malaysia did not 
produce substantially different results from one period to another as neither was pursued 
exclusively, as mentioned earlier. Employment and value added did not grow strongly during 
the period 1958-68 owing to a misguided application of trade policy. With the exception of 
tariffs on final consumption goods, which came into effect only in the late 1960s and early 
1970s, a generally laissez-faire trade policy was pursued during IS1. Given its small domestic 
market it was not possible for Malaysia to support sustainable industrialization through 
exclusively import-substitution operations even over a short period. Overall protection in 
Malaysia was low compared to international rates and the country’s total trade  (imports and 
exports) always exceeded its GDP, making it one of the most open economies in the world. 
The opening up of production to export markets - driven strongly by FDI - with preferential 
tax and tariff exemptions under EO1 stimulated rapid growth in manufacturing value added 
and employment.  Efforts to reduce import dependence on heavy industries behind high 
protection were initiated by IS2.   The early losses faced by industries under IS2 were 
overcome once EO2 expanded to support strong domestic demand. Hence, employment grew 
strongly in both EO and DO industries from the 1980s. State-supported heavy industries (e.g. 
automobiles, steel and cement) did not severely constrain overall manufacturing growth 
because they were not targeted at EO industries. In fact EO industries enjoyed tariff 
exemptions to import all these items using the privileges accorded to firms in the FTZ. While 
FDI figured strongly in both the EO1 and EO2 strategies, both policy instruments were also 
central to the continued rapid growth of the Malaysian economy, especially from the mid-
1980s onwards.  
 
 
 

4. Employment, skills and wages 
 

 
As explained in the previous section, at no time in post-colonial Malaysia was any 

single trade regime pursued exclusively, although import substitution and export orientation 
dominated alternatively. Towards the end of the first phase of import substitution (IS) (in the 
late 1960s) tariffs were increased but there were no significant features of industrial policy. 
The first phase of export orientation (EO) was implemented dualistically, so that domestic-
oriented (DO) industries were protected by increasing tariffs, but few production connections 
were established between these and the export-oriented industries.  The second phase of IS 
(1980-1985) was characterized by higher tariffs on heavy industries, while EO industries 
such as electrical machinery continued to operate in tariff-free FTZs. The second phase of EO 
(1985-2000) was marked by continued expansion of the protected heavy industries. While 
inter-industry linkages were not strong, growth in EO industries helped augment demand for 
DO industries so that overall labour market conditions improved. This section examines the 
impact of the four trade strategies on employment, skills formation and wages. 
 

4.1 Employment 

Increased outward orientation and FDI-led manufactured exports essentially drove 
Malaysia’s GDP growth during the EO1 and EO2 periods, which helped reduce the 
unemployment rates and kept inflation low (figure 6).  Thus unemployment rates fell most 
under the periods of export orientation and grew under import substitution. 
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Uncoordinated and ill-planned industrialization during the first period of 
importsubstitution from 1958 to 1968 brought about modest growth in employment despite a 
nascent manufacturing base. Manufacturing employment grew, on average, by 4.4 per cent 
per annum during the period 1962-70  (Rasiah and Zulkifly, 1998: 81), and its contribution to 
overall employment grew from 8.4 per cent in 1965 to only 8.7 per cent in 1970. 
Manufacturing employment elasticity reached only 0.35 in the period 1957-67 (Rasiah and 
Zulkifly, 1998: table 6.3). The unemployment rate rose from 3.6 per cent in 1962 to 8.9 per 
cent in 1967-68 (see figure 6; see also Oshima, 1988: table 2) with nearly half of the 16 to 19 
year-old age cohorts unemployed in 1967-68. 

Employment elasticity in the manufacturing sector improved considerably during the 
EO1 phase between 1970 and 1980, although it was higher in the DO sector than in the EO 
sector in 1979, owing to far higher value-added growth in the latter (table 11). Expansion of 
labour-intensive exports, stimulated strong growth in employment in the EO sector, which 
averaged 13.9 per cent per annum during this period.  Value added also grew rapidly at an 
average rate of 28.1 per cent per annum (see table 11 and Appendix table 1).  In fact 
employment growth and value added in FDI-dominated export-oriented manufacturing 
outstripped those in domestic-oriented manufacturing, even though they also grew rapidly in 
the latter, at 11.1 and 21.9 per cent per annum respectively.  By 1980 the contribution of 
manufacturing to overall employment had risen to 15.7 per cent (Rasiah and Zulkifly, 1998: 
table 6.4), and by 1982 the unemployment rate had fallen to 4.7 per cent.   

EO industries accounted for more than 50 per cent of manufacturing employment and 
value added (table 10).  As they were more labour-intensive than the DO industries, their 
manufacturing employment share always exceeded their value-added share, increasing from 
72 per cent in 1971 to 75.8 per cent in 1979 (the EO1 period), before falling slightly to 74.4 
per cent in 1985, as a slowdown in the economy led to retrenchments in the EO sector.  
Following a recovery, the employment share of this sector reached a peak in 1990 but again 
fell to 78.1 per cent in 1997. 

The three largest EO industries -  electrical machinery, textiles and rubber products – 
recorded the highest average annual employment growth rates of 44.7, 17.7 and 16.6 per cent 
respectively (Appendix table 1).  And value added in the key EO industries of electrical 
machinery and textiles grew on average at 46.4 and 34.8 per cent per annum (Appendix table 
2).  Only tobacco (44.9 per cent) among DO industries recorded higher value added growth 
than the EO industry of textiles.  However, the far higher growth in labour productivity of the 
EO sector (12.5 per cent) compared to the DO sector (9.7 per cent) resulted in the former 
recording slightly lower employment elasticity.   

During the IS2 phase, employment in manufacturing grew more slowly than it had 
done in the preceding EO1 phase, growing at an average annual rate of only 2.2 per cent 
during the period 1979-85 (Appendix table 1).  The DO sector underwent considerable 
structural change during this period, with the capital-intensive heavy industries of iron and 
steel, automobiles, petroleum and coal, and chemicals greatly expanding operations.  Greater 
State support for import-substituting industries and a sharp decline in export-oriented 
industries, caused by a global cyclical downturn in key industries such as electrical and 
electronic equipment, resulted in the DO sector’s value added growing more than three times 
that of the EO sector.  Electrical machinery value added grew, on average, by only 11.4 per 
cent per annum.  Value added in the resource-based EO industries of wood and rubber also 
experienced a decline.  By contrast, the DO industries of petroleum and coal (59.2 per cent), 
and industrial chemicals (40.2 per cent) recorded the highest value-added growth.  The 
contraction in export demand involving the EO sector, and the high rents (from protection 
and government subsidies) enjoyed by the DO sector resulted in slow growth in labour 
productivity of the former and rapid growth in the latter.  This is reflected in the fact that 
employment elasticity in the EO industries (0.32) outstripped that of the DO industries (0.17) 
(table 11).  Textile production declined considerably as the imposition of quotas by the 
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developed economies led to a relocation of production in the major markets.  The decline in 
EO manufacturing led to massive retrenchments in 1984-86 resulting in a rise in the 
unemployment rate to 8.3 per cent in 1986 (figure 6), and the contribution of manufacturing 
to overall employment fell to 15.2 per cent in 1985 (Rasiah and Zulkifly, 1998:  table 6.4). 

Employment and value-added activities rose sharply again in the EO2 phase from the 
mid-1980s, recording an average annual growth rate of 23.41 and 14.8 per cent respectively 
in the period 1985-90 (see table 11), buoyed by rising global demand. Growth in EO 
industries also helped expand domestic demand for DO industries, especially from 1989. 
Employment grew most in the EO sector during the period 1985-90, when FDI from the 
North-East Asian economies of Japan, Taiwan Province of China, the Republic of Korea and 
Singapore relocated mainly to Indonesia, Malaysia and Thailand. This expansion resulted in 
manufacturing’s contribution to overall employment rising to 19.9 per cent in 1990. 
Employment elasticity of the EO sector (1.58) far exceeded that of the DO sector (0.43) in 
1985-90. However, the sharp growth of employment in EO industries led to a decline in 
labour productivity by 7.0 per cent compared to its growth in the DO sector by 8.3 per cent 
per annum.  

Employment growth in EO manufacturing slowed down to an average annual rate of 
only 1.2 per cent per annum during the period 1990-97;  unemployment rates fell from 5.1 
per cent in 1990 to 2.4 per cent in 1997 (Malaysia, 2000: 5).  The tight labour market and 
rising production costs in the context of expanding EO manufacturing were largely 
responsible for this decline.  Another reason was the decline in FDI levels as a result of the 
growing production costs and the emergence of attractive alternative sites in China and the 
Philippines. Despite imports of foreign labour, which accounted for 15-25 per cent of the 
labour force in 1997, the tightening labour market forced firms, especially in the EO sector, 
increasingly to replace manual operations by automation throughout the 1990s (see Rasiah, 
1995). The DO sector recorded higher employment growth than the EO sector, as growing 
domestic demand facilitated expansion in DO industries such as transport equipment, 
machinery, fabricated metals, non-metal minerals, petroleum, coal, and tobacco.  Only 
furniture and fixtures among EO industries showed high employment growth rate in 1990-97. 
Hence, employment elasticity of the DO sector (0.61) far exceeded that of the EO (0.06) 
sector.  However, the introduction of automation, training and  labour-saving technologies 
helped the EO sector record an average annual labour productivity rate of 19.1 per cent,  
which far exceeded that of the DO sector. Overall, the employment elasticity of both the EO 
and DO sectors were similar over the longer period of 1985-97. However, as shown in table 
10, the EO sector clearly dominated employment generation, accounting for 85.7 per cent and 
78.1 per cent of manufacturing employment in 1990 and 1997 respectively. 
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Table 10: Manufacturing employment and value added by EO and DO categories, 1971-
97 (%) 
 
 1971 1979 1985 1990 1997 
Employment in      
  EO 72.1 75.8 74.4 85.7 78.1 
  DO 27.9 24.2 25.6 14.3 21.9 
Value added in      
  EO 64.2 72.7 56.9 56.0 64.1 
  DO 35.8 27.3 43.1 44.0 35.9 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
 
 
 
 
 
 
Table 11: Average annual growth in manufacturing employment, value added,  
labour productivity and employment elasticity,  1971-97 (%) 
 

 1971-79 1979-85 1985-90 1990-97 1985-97 
Employment       
Export-oriented 13.9 1.9 23.4 1.2 9.9 
Domestic-oriented 11.1 3.2 6.8 9.0 8.1 
Value added        
Export-oriented 28.1 5.9 14.8 20.5 18.1 
Domestic-oriented 21.9 19.0 15.6 14.8 15.2 
Employment elasticity      
Export-oriented 0.49 0.32 1.58 0.058 0.55 
Domestic-oriented 0.51 0.17 0.43 0.61 0.53 
Labour productivity      
Export-oriented 12.5 3.9 -7.0 19.1 7.4 
Domestic-oriented 9.7 15.3 8.3 5.4 6.6 
 
Note: Employment elasticity is computed using the formula ∆E/∆V, where E and V refer to 
employment and value added respectively. Labour productivity is computed using value 
added and employment. Value added at 1990 prices. 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
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       Employment growth in manufacturing was sluggish during IS1 in the 1960s owing to  
inefficient application of protection measures and the small domestic market which also 
caused a rise in unemployment. Employment grew rapidly during the EO1 phase, as FDI that 
relied on parent technologies and production for global markets relocated labour-intensive 
stages of assembly and processing to Malaysia. However the first half of the 1980s witnessed 
another slowdown in employment growth.  A massive expansion in infrastructure and import-
substitution industries, especially heavy industries financed extensively through foreign loans 
(as commodity prices crashed), and a cyclical downswing in the electronics industry crippled 
the export-competitiveness of the Malaysian economy. Even the strongly inward-oriented DO 
industries – starting from a smaller base – did not record strong growth in employment in the 
first half of the 1980s. The “Endaka effect”, and the introduction of generous financial 
incentives, spurred massive relocation to Malaysia of export-oriented firms from the mid-
1980s, which helped stimulate strong employment absorption again. Employment expansion 
was so extensive that unemployment fell to 2.4 per cent in 1997 with foreign labour 
accounting  for  15-25 per cent of the labour force. Unemployment rose to only 3.2  per cent 
in 1998, despite the Asian financial crisis of 1997-99, as most of the retrenchments carried 
out affected foreign workers. It is clear that employment expansion in Malaysia was strongly 
influenced by export orientation, directly through employment in EO firms, and, indirectly, 
through the effective demand generated from its multiplier effect on DO firms and other 
sectors. Indeed, unemployment rates in Malaysia fell most during the periods 1971-79 and 
after the late 1980s when export orientation was the dominant strategy. 
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Figure 6: Growth in export/GDP ratio, GDP and unemployment, 1961-2000
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Source: Constructed from IMF, International Financial Statistics, various issues; Malaysia (2000); Rasiah and Zulkifly (1998). 
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4.2  Skills and gender 

The discussion on skills formation and trends and on gender is confined to 
occupational categories.  Export orientation had wide ramifications for skills formation and 
gender-based division of labour in manufacturing.  Unlike EO1, when the demand for 
dexterous, low-wage, labour-intensive work increased the share of females in the workforce, 
EO2 was characterized by a demand for more cognitive and computer numeric skills.  Hence, 
there was a marked shift in skills formation from the mid-1980s onwards. 

The share of skilled and semi-skilled, technical and professional workers in the total 
labour force was higher in 1985 than in 1990 due to an economic crisis in 1985 when 
unskilled workers were the worst affected by retrenchments.20  Among production workers, 
there was a zig-zag trend in the share of skilled and semi-skilled workers in total production 
workers primarily as a result of boom-bust cycles in the EO industries (table 12).   The largest 
increase was among the semi-skilled category:  from almost none in 1971 (when they were 
classified under unskilled workers), the number of semi-skilled workers – driven by growth 
in EO industries – expanded consistently and rapidly until 1997 (figure 7), while the share of 
unskilled workers gradually fell, but increased slightly in 1990 before stabilizing in 1997.  
This suggests that Malaysian manufacturing has increasingly become moderately skilled.  
The rise in the share of unskilled workers in 1990 could be attributed to the rapid expansion 
in manufacturing, which attracted large numbers of new unskilled job entrants. As the 
unemployment rate fell rapidly in the 1990s the category of new job entrants would have 
dropped substantially by 1997.  The lack of proper institutional coordination for the provision 
of effective high technology infrastructure restricted the expansion of skilled labour.  The 
share of skilled workers fell until 1990 (figure 7). 

Rapid expansion in EO industries and its effect on DO industries helped stimulate 
demand for labour.  The subsequent labour shortages and complaints from employers led the 
Government to introduce a Human Resource Development Fund (HRDF) in 1992, which 
required manufacturing firms with more than 50 employees to contribute l per cent of their 
payroll to the Human Resource Development Council (HRDC).  Firms were eligible to 
reclaim their contributions for approved training expenses.  The tightening labour market 
forced EO industries to become increasingly automated in the 1990s.  Developments in 
production made the adoption of computer-controlled machines unavoidable, primarily in 
component firms, where the miniaturization process rapidly increased demand for high 
precision work. Falling labour reserves forced further efficiency improvements and a rise in 
labour-saving automation, thereby raising the professional, technical and skills segment of 
the manufacturing labour force.21 

The share of females in the manufacturing labour force rose steadily from 32.1 per 
cent in 1971 to 52.4 per cent in 1990 (table 12), although there was a slight decline in 1985, 
due mainly to retrenchments in EO industries facing recession.  The initial EO bias towards 
hiring unskilled workers led to an increase in the share of females in total unskilled  workers, 
from 40.30 per cent in 1971 to 60.02 per cent in 1990 (tables 12 and 13).  However, the 
tightening labour market, leading  to greater automation, reduced their share in 1997 to 51.60 
per cent, and the overall share of females in the manufacturing labour force fell to 45.5 per 

                                                        
20 See Rasiah (1993:  chapter 3). 
 
21 See Rasiah (1993; 1995) for an extensive account of the penetration of automation in Malaysian 
manufacturing. 
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cent.  Among skilled production workers, the share of females increased consistently, from 
34.16 per cent in 1971 to 62.70 in 1990, but fell to 51.40 in 1997 (table 13). 
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Source:  Constructed from Malaysia,  Industrial Surveys, 1971,1979, 1985, 1990 and 1997. 

Figure 7: Skills structure of production workers in manufacturing, 1971-1997
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The skills intensity of female production workers was higher than that of male 
workers in 1979-90 but fell below the latter in 1997 (see table 12). The earlier rise seems to 
have been driven by greater dexterity skills among women, while interviews show that the 
reversal in 1997 was caused by automation and the promotion of more female workers 
vertically. Interviews show that several female production operators in electronics firms such 
as Intel, AMD, Motorola, Hewlett Packard and Fairchild were promoted to become 
supervisors, technicians and material controllers.22 Flexible production systems and 
automation were already growing strongly in semiconductor firms from the 1980s, which was 
a major reason for the classification and expansion of semi-skilled workers.23  
 

Table 12:  Share of females and skilled workers  in manufacturing, 1971-97 
 
 1971 1979 1985 1990 1997 
Female in total labour force % 32.1 46.7 46.1 52.4 45.5 
Female skilled in total skilled % 34.2 52.5 52.6 59.4 51.4 
Female unskilled in total 
unskilled % 

40.3 54.7 55.3 60.0 51.6 

Female skilled in female 
production workers % 

42.7 57.1 65.4 66.2 60.2 

Male skilled in male production 
workers % 

49.3 55.7 60.0 54.9 61.8 

Skilled*/total production workers 
% 

46.8 54.5 58.6 54.6 61.0 

Production workers/total % 76.5 73.7 69.1 74.9 72.4 
 
* includes semi-skilled workers 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
 
 

Female participation in the professional, non-professional managerial, technical and 
supervisory, and clerical occupational categories increased in 1971-97 (see table 13). The rise 
was sharpest in the professional and non-professional managerial categories, although they 
still comprised a small share of these occupational categories. Female participation in the 
general and production workers’ categories fell between 1990 and 1997. With EO industries 
dominated by electrical machinery (showing a strong female bias in production workers) and 
DO industries by transport equipment and heavy intermediates, such as cement and chemicals 
(showing a strong male bias in production workers), the increase in female labour force 
participation in manufacturing was driven primarily by the growth in EO industries. The 
overall male labour force participation rate remained substantially higher than the female 
labour force participation rate over the period 1970-97. However, female labour force 

                                                        
22 Interviews by authors (see Rasiah, 1993: chapter 4). 
 
23 See Rasiah (1994; 1996)  for a detailed discussion of the introduction of flexible production techniques in 
semiconductor firms in Malaysia. 
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participation rates have continued to rise while those of males have flattened out, resulting in 
a gradual narrowing of the gap (figure 8). 
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Figure 8: Labour force participation rates (% of 15 - 64 year-olds)
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Table 13: Share of females in manufacturing labour force, 1971-97 (%)  
 

 1971 1979 1985 1990 1997 
Professional 4.02 7.20 8.40 10.95 17.39 
Non-professional 4.75 7.78 10.46 13.71 22.52 
Technical and supervisory 6.49 19.75 15.99 19.39 19.81 
Clerical and related 28.57 50.27 55.57 61.85 68.90 
General 10.27 17.63 29.22 20.53 18.13 

 
Production workers 
 
Skilled 

 
34.16 

 
54.70 

 
58.09 

 
62.70 

 
51.40 

Semi-skilled na 40.60 39.18 53.73 48.08 
Unskilled 40.30 54.70 55.32 60.02 51.60 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
 
 
 
 

Overall, it can be seen that during EO1 there was an expansion in labour-intensive 
unskilled work, while during IS2 a shift to more capital- and skill-intensive manufacturing 
led to a rise in the share of  skilled, professional and related workers.  However, greater 
expansion in the EO industries raised the relative share of semi-skilled workers.  During EO1, 
but especially during EO2, there was a growth in semi-skilled workers owing to a rising 
demand for higher skills to facilitate changes in process technologies. Their rate of growth 
exceeded that of skilled workers in the 1990s.  Rising wages and other production costs  
stimulated training and skills development, but to a limited extent, as imports of unskilled 
foreign workers restricted the growth of skilled labour.  Weaknesses in the development of 
high-tech institutions limited the supply of skilled and technical labour, which restricted 
firms’ capacity to shift from low- to high-value-added activities.  
 
 

4.3. Wages 
 

In the absence of wage breakdown by skills and gender along ISIC three-digit 
industry classifications, this section examines wage trends in less detail.  Nevertheless, the 
wage series allows an assessment of trends over the four dominant trade regimes.  

Real wages in manufacturing grew most during 1979-1985 and  1990-97  (table 14 
and Appendix table 4). The first period was dominated by IS2, and the second period by the 
later phase of EO2. Massive labour-intensive FDI-dominated expansion in the early 1970s 
did not raise wages because of the low value added nature of production operations and high 
labour reserves due to high unemployment rates. Wages rose in 1979-85 primarily because of 
deflationary conditions and the retrenchment of low-wage transient workers in the mid-
1980s. Hence, the higher wage growth in the IS2 period of 1979-85 was also characterized by 
rising unemployment. The high unemployment rates of the mid-1980s restricted wage growth 
in the early period of EO2 (i.e. 1985-90). However, the rapid growth of EO industries and 
their pulling effect on DO industries stimulated growth in real wages in the 1990s. The 
tightening labour market also pushed wages up in 1990-97.  



 

  

 

39

 

Average real wages in EO industries generally outgrew those in  DO industries (table 
14). Except for the periods 1979-85 and 1985-90, EO industries recorded higher annual 
average wage growth than DO industries. However, in the case of higher value-added DO 
industries protected by high tariffs, average wages remained higher than those of EO 
industries. The smallest gap in average wages between EO and DO industries was in 1979 
and again in 1997. In 1997, it was due to sluggish growth in DO industries, and in 1997, to a 
tightening labour market. 

 
 
 
Table 14: Average annual manufacturing real wage growth and EO-DO ratios, 1971-97 
 
Average annual growth rate 1971-79 1979-85 1985-90 1990-97 1985-97 
Export-oriented 2.68 5.61 -1.11 7.44 3.79 
Domestic-oriented 
 

1.04 6.15 -0.09 6.18 3.52 

Ratios 1971 1979 1985 1990 1997 
EO/DO ratio 0.72 0.82 0.79 0.75 0.82 
Unskilled/skilled wage ratio 0.62 0.71 0.61 0.60 0.60 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
 

 
 
 
 
A generally weak labour policy resulted in demand-side factors influencing wage 

growth more than supply-side factors; real wages of semi-skilled and unskilled workers 
increased most in the periods 1985-90 and 1990-97 (table 15), while real wages of skilled 
workers rose most in the period 1979-85.  This could have been the result of retrenchments 
affecting mainly the unskilled. While trade unions have generally been muzzled by 
government pressure, it should also be recognized that FDI preferred Malaysia, partly 
because of weak trade unions in the country (Jomo and Todd, 1994;  Rasiah and Chua, 1998).  
Since, overall, real wages in manufacturing rose more than those for the occupational 
categories reported in table 15 in the period 1985-97 (Appendix table 4), earnings of senior 
managers  (not reported) must have risen most during that period, suggesting that, vertically, 
wage inequality widened.  Skilled workers continued to command the highest wages.  Among 
production workers, unskilled workers enjoyed the highest wage growth in the period 1990-
97 (table 15). 
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 Table 15: Average annual manufacturing real wage growth by occupational      
categories*,  1971-97 (%) 
 
Selected categories 1971-79 1979-85 1985-90 1990-97 1985-97 
Professional 1.16 -5.49 11.23 3.71 6.78 
Non-professional managerial -0.29 3.06 0.78 3.74 2.49 
Technical and supervisory 3.40 -0.95 -0.05 5.83 3.34 
Clerical and related -0.08 4.10 0.07 4.84 2.82 
General 1.24 3.55 -8.34 13.65 3.91 
Skilled 0.72 7.26 -0.40 6.84 3.76 
Semi-skilled na 5.40 -0.35 7.24 4.01 
Unskilled 2.39 4.62 -0.84 7.41 3.89 
 
Notes: * Excluding top management;  na – unavailable. 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
 
 
 

Against the argument posited above, it is interesting to note that the wages of semi-
skilled workers and unskilled workers grew fastest in the period 1985-97, although skilled 
workers continued to command the highest wages. Among direct workers, unskilled workers 
enjoyed the highest wage growth in the period 1990-97 (table 15). The relationship between 
trade and wage inequality is examined directly without testing for the Heckscher-Ohlin 
arguments, as the assumptions of perfectly mobile and immobile factors of production within 
and across national borders do not hold in reality. Four classifications of wage ratios (WR) 
were calculated for this paper (table 16). General workers were excluded from the 
measurement of WR1, WR2 and WR3 because of the classification of skilled (e.g. drivers) and 
unskilled (e.g. cleaners) employees in this category. General workers were included in the 
numerator in the calculation of WR4.  For WR1 (i.e. production workers) wages improved 
marginally in relation to other employees (excluding general workers). After a slightly 
fluctuating trend between 1970 and 1990, there was a consistent but slight rise in the period 
1991-97. The results were similar if unskilled workers’ wages were used as the numerator 
and skilled workers were added to the others’ denominator, though the improvement for WR2 
begins from 1988. For WR3 (i.e. unskilled workers) wages in comparison to skilled and semi-
skilled workers declined from 1974 until 1989 and stayed flat until 1992. They improved 
marginally from 1992 to 1994 before stabilizing until 1997. When general workers were 
added to the unskilled category in the numerator (i.e. WR4) wages declined from 1974 until 
1988, stayed flat between 1988 and 1992 and then rose marginally in the period 1992-97. 
 

While the share of exports and overall trade in Malaysia’s GDP have risen 
throughout, there has not been a corresponding rise in wage ratio trends. Wages of production 
workers relative to other employees increased in the 1990s primarily because of a tight labour 
market for mass production operations (WR1). This was the general situation even when the 
unskilled workers category was taken as the numerator (WR3) or when general workers were 
included in it (WR4). However, wages of unskilled workers seem to have risen faster than 
those of skilled and semi-skilled workers during roughly the same period, suggesting that in 
the 1990s pressure on the labour market was driving wage increase more than it was raising 
demand for higher skills. Two obvious conclusions can be drawn  from the wage ratio trends. 
First, the wages of production workers (both unskilled and skilled) in relation to other 
employees rose in the 1990s because of the tightening labour market.  Second, the exhaustion 
in the labour reserves did not lead to higher wage increases  of  skilled workers compared 
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with unskilled workers. Hence, Malaysian manufacturing on average did not demonstrate 
higher growth in the wage premium for skilled labour. A combination of weak trade unions 
(see Todd and Jomo, 1994; Rasiah, 1995) and a reversal in government policy to attract 
labour-intensive FDI through financial incentives following slower growth in the 
manufacturing sector from late 1995 could have affected the progression to high-skill high- 
wage operations. More importantly, the lack of growth in the supply of skilled labour is likely 
to have slowed down firms’ transition to higher skilled operations. 

 
Table 16: Wage ratio trends, 1970-97 
 

Year WR1 WR2 WR3 WR4 
1970 0.28 0.23 0.67 0.46 
1971 0.27 0.21 0.63 0.43 
1973 0.27 0.21 0.65 0.44 
1974 0.29 0.24 0.69 0.46 
1975 0.29 0.24 0.67 0.43 
1976 0.28 0.23 0.67 0.43 
1978 0.29 0.23 0.67 0.43 
1983 0.33 0.26 0.64 0.42 
1986 0.32 0.25 0.62 0.40 
1987 0.30 0.24 0.61 0.39 
1988 0.29 0.23 0.61 0.38 
1989 0.30 0.24 0.60 0.38 
1990 0.31 0.24 0.60 0.38 
1991 0.30 0.24 0.60 0.38 
1992 0.31 0.24 0.60 0.38 
1993 0.32 0.26 0.61 0.39 
1994 0.32 0.26 0.62 0.39 
1996 0.33 0.26 0.62 0.40 
1997 0.34 0.27 0.62 0.40 

Notes: WR1 = WD[∑(WP,WTS,WC)-1; WR2 = WU[∑(WP,WTS,WC,WSS)-1; 
WR3 = WU[WSS]-1; W4 = [∑(WU,WG)][∑(WP,WTS,WC,WSS, WSS]-1;  where 
WD, WU, WG, WSS, WP, WTS, and WC refer to mean wages of production  
workers, unskilled workers, general workers, skilled and semi-skilled workers, 
professional and managerial workers, technical and supervisory workers, and 
clerical workers respectively.  Data for 1977, 1979-1982, 1984, 1985 and 1995 
was unavailable. 

 
 

To resume briefly, given Malaysia’s small domestic market and inefficient 
implementation of its policy on tariffs, IS1 was characterized by laissez-faire operations and  
slow growth in employment and real wages.   Under IS2 there was growth in real wages in 
DO industries, but a rise in unemployment as a result of a slowdown in EO industries and an 
overall macroeconomic slowdown in the mid-1980s. An export-oriented regime proved key 
to absorbing labour reserves – initially during EO1 - lowering unemployment rates without a 
significant impact on real wages.  Although the devaluation of the ringgit in 1986 reduced 
real wages in Malaysia, rapid labour absorption and very low levels of unemployment during 
the first half of EO2 (1985-90) forced wages up in the 1990s.  

The EO and DO sectors generally existed alongside each other.  The first period of 
import substitution failed to stimulate rapid employment growth after an initial rise. 
Subsequently, the first period of export-orientation, which was driven by labour-intensive, 
FDI-dominated production achieved high employment absorption that raised employment 
elasticity. However, wages grew little during this period, and unskilled workers dominated 
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production. Under the second period of import substitution employment in DO industries 
increased but there was a slowdown in EO growth and commodity exports.  Hence the  
capacity to support further growth in employment absorption was seriously undermined. The 
second period of export orientation - also driven strongly by FDI - saw the resumption of 
rapid export growth. The initial EO2 phase of 1985-90 was characterized by rapid 
employment expansion, and hence employment elasticity of the EO sector rose. Strong 
growth in EO industries and an increase in resource exports raised domestic demand for DO 
manufactures;  with the exception of iron and steel, most DO industries grew rapidly in 1990-
97. However, sharply falling unemployment levels in the 1990s, following continued 
expansion in EO industries, forced firms to introduce labour-saving strategies and employ 
more foreign labour.  Unlike previous periods, strong growth in employment was matched by 
improvements in skills and wages in 1990-97. Serious labour shortages forced wages up and 
increased the emphasis on semi-skilled labour. The Government’s introduction of the HRDF 
also improved training opportunities from 1993 onwards, which helped raise skill levels.  
Although the share of female professional, non-professional, and technical and supervisory 
employees in total employees has increased during the EO2 period, their overall shares have 
remained low.  Nevertheless, FDI-led EO has been the prime stimulant in the growth of 
female participation in the manufacturing labour force. 
 
 

 
 

5.  Conclusions 

 

Malaysia faced two rounds each of import-substitution and export orientation 
strategies, though in none of them did structural sequencing occur (Rasiah, 1996). Export 
orientation offered substantial growth impetus, as foreign firms relocated production 
operations to Malaysia for the global market. Growth in manufacturing and resource-based 
exports helped expand domestic demand for DO industries launched during IS2 (i.e. 1980-
1985), but this improved only from the late 1980s. Rapid growth in manufactured exports in 
Malaysia was mainly due to an influx of foreign capital and an accommodating government 
policy that complemented a relatively cheap and literate labour force, good infrastructure, 
political stability, numerous lucrative export incentives and ease of access to developed 
markets.  Globally competitive firms relocated their assembly and processing operations to 
Malaysia, especially in the 1970s and from the late 1980s. Thus, both external developments 
and government intervention were important in the growth of manufactured exports. 

The share of manufactured exports in overall exports continued to grow after 1972, 
especially with the establishment of the FTZs and LMWs. From a narrow range of items 
within light manufacturing, such as micro-components and textiles, in the 1970s until the 
mid-1980s, substantial structural change has taken place since 1986. Manufacturing exports 
diversified substantially during this period, albeit without significant structural deepening. 

Increasing export demand helped raise production in DO industries. However, FDI-
driven export processing and assembly of imported inputs seriously aggravated the balance of 
payments situation, especially after 1994. An increasing reliance on imports and a tightening 
labour market, without sufficient improvements in productivity to match value-added growth, 
threatened to undermine further increases in non-resource exports, which had dominated 
manufactured exports.  The financial crisis of 1998-99 – which caused a sharp contraction in 
imports – only offered temporary relief to the trade deficit problem. 

While, Malaysia has successfully expanded manufactured exports over the last three 
decades, its ability to sustain growth in manufactured exports will depend on the 
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effectiveness of its technological support institutions in facilitating industrial upgrading and a 
shift to higher value-added operations. Rising factor and resource costs domestically and the 
opening of lower cost production platforms in countries such as China and India have made 
the move to higher value-added operations inevitable. Although government intervention has 
been important in the stimulation of EO manufacturing, a lack of dynamic institutional 
development has imposed limitations to further industrial upgrading so that production is still 
dominated by semi-skilled and low value added activities.  

Nonetheless, unlike typical commodity exporters, Malaysia defied the structural 
arguments advanced by Singer (1950) and Prebisch (1959; 1983) by diversifying its 
commodities and promoting manufacturing. Thus the long-term declines in terms of trade 
that characterized African economies did not occur with Malaysian exports. The surplus 
generated from primary commodity exports also helped finance expansion in manufacturing. 
Furthermore, although FDI did not show a strong correlation with export expansion in a 
number of economies in Latin America and Africa, the Malaysian experience was different. 
Political stability, efficient bureaucratic coordination and good infrastructure were among the 
major reasons that assisted the relocation and growth of low value-added, labour-intensive, 
light, export-oriented manufacturing in Malaysia. 
  While EO manufacturing was instrumental in sustaining long-term growth in GDP, 
low inflation and unemployment levels, a rise in the share of female and semi-skilled workers 
in the labour force, and an increase in real wages, particularly in the 1990s, it was not driven 
entirely by market forces. The evidence supports neither market-driven nor market-friendly 
(including proscriptive intervention) liberalization efforts. Despite the uncoordinated nature 
of industrial policy,  subsidies, tariffs and other support instruments were used extensively to 
attract FDI and to stimulate exports and domestic production, involving both IS and EO 
industries. While the evidence amassed in this paper is insufficient to establish a priori a case 
for the superiority of industrial policy,  it does demonstrate that growth in trade was strongly 
driven by government policies – during both the IS and EO dominated phases. Also, unlike 
typical industrializers, changes in Malaysia’s trade regime depict neither efforts to overcome 
demand constraints nor a pursuit of policy neutrality. While EO appears to have been central 
to industrial expansion, it was not followed systematically through greater liberalization. 
However, interventions in Malaysia were not so extensive that markets did not have a role to 
play. A blend of State intervention and markets worked together to engender industrial 
expansion in the country. While employment grew strongly during the two export-orientation  
phases, its positive impact on workers was generally strong only during the period 1990-97, 
when serious labour shortages forced firms to raise wages. In terms of employment, the 
proportion  of semi-skilled workers in production workers showed the largest increase. A lack 
of effective institutional development restricted the transition to high-skilled, higher value- 
added operations in the 1990s. 

The Malaysian experience becomes useful not only for  small economies that do not 
have an adequate domestic market size to realize economies of scale internally, but also for 
larger economies, as the current external trading environment increasingly prohibits the use 
of protective measures. EO has been  imperative in offering scale as well as the discipline to 
engender sustainable growth, employment generation, greater labour force participation, 
transition in skills and improvements in real wages. Growth in EO industries, and their  
pulling effect on DO industries as a result of the effective demand created, helped expand 
overall GDP growth and employment. Financial incentives, political stability, good basic 
infrastructure and global developments stimulated a massive relocation of TNCs to Malaysia 
particularly in the early 1970s and after 1985. This formed the basis for an expansion in 
export-oriented manufacturing. Final markets in the developed economies – including 
through intra-TNC trade within ASEAN which, in turn, led to trade with developed 
economies – helped sustain long-term growth in exports.  While EO1 in the early 1970s was 
dominated by unskilled operations, changes in production dynamics and increasing pressure 
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on depleting labour reserves stimulated an increase in demand for semi-skilled and technical 
employees. However, rising factor costs and overheating did not lead to a significant rise in 
the relative share of skilled workers and R&D scientists and technologists, despite the 
Government’s efforts during the 1990s to achieve this;  the supply of high technology 
infrastructure – including human capital – was inadequate to facilitate a transition to value- 
added operations. Malaysia’s efforts to sustain rapid growth and structural change in the 
future will depend significantly on its ability to overcome this problem. 

The Malaysian experience is particularly useful for small economies that rely on FDI 
to expand their manufactured exports. While EO was critical in Malaysia, financial 
incentives, at least in the formative years, were important in attracting FDI as they  offset the 
risks associated with new unknown sites.  However, the lack of effective institution building 
to resolve collective action problems now threatens to stall further growth. Rising factor costs 
have made the transition to higher value-added activities necessary. Malaysia needs to  follow 
the paths taken by Ireland and Singapore and make the institutional transition necessary to 
attract higher value-added activities if it is to overcome its current impasse. While export 
orientation is essential, sustainable growth - to support low unemployment rates, 
improvements in skills and wage levels in the face of resource depletion and rising factor 
costs - requires interventions to help spawn institutions which will support higher value- 
added activities. Therefore EO should be accompanied not by open liberalization, but, 
instead, by selective interventions to correct market failures. 
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Appendix Table 1: Average annual employment growth in manufacturing, 1971-1997 
(%) 
 
 1971-79 1979-85 1985-90 1985-97 1990-97 
Food 12.53 3.04 3.77 3.65 3.56 
Beverages 8.56 2.01 -4.33 -0.36 2.57 
Tobacco 4.62 -6.32 2.55 7.59 11.35 
Textiles 17.69 -5.08 6.80 4.19 2.37 
Clothing, except footwear 9.58 11.31 15.72 6.40 0.20 
Leather, except footwear and clothing  -1.48 -2.98 26.62 11.90 2.45 
Footwear, except vulcanized or moulded 
rubber or plastics 

Na -13.80 1.56 7.27 11.55 

Wood and cork, except furniture 7.09 1.14 10.68 8.54 7.03 
Furniture and fixtures, except metal 12.78 4.44 10.65 13.06 14.82 
Paper 13.36 3.07 14.00 10.36 7.83 
Printing, publishing 5.47 2.63 1.57 4.88 7.32 
Industrial chemicals -6.68 6.20 9.28 7.45 6.16 
Other chemicals Na 0.67 4.65 5.92 6.83 
Crude oil Na 17.06 -3.99 8.43 18.26 
Petroleum and coal  -12.21 33.26 -1.56 2.78 6.00 
Rubber 16.56 -1.20 16.11 8.19 2.86 
Plastics Na 2.51 19.10 13.68 9.95 
Pottery Na 4.95 26.50 9.05 -1.92 
Glass Na 1.05 8.98 12.97 15.91 
Non-metal minerals 6.46 6.44 2.54 6.04 8.62 
Iron and steel Na 4.74 5.17 7.85 9.80 
Non-ferrous metals -10.73 14.30 9.45 8.90 8.51 
Fabricated metals 8.14 1.46 10.52 11.13 11.57 
Machinery, except electrical 8.55 -0.63 14.69 14.35 14.11 
Electrical machinery 44.66 1.96 21.63 14.59 9.81 
Transport equipment 13.89 4.26 5.78 9.21 11.72 
Scientific equipment Na 6.14 20.83 11.84 5.83 
Other manufactures -6.00 12.44 17.32 8.16 2.05 
Manufacturing 13.17 2.20 12.14 9.48 7.61 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
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Appendix Table 2: Average annual value added growth in manufacturing, 1971-1997 
(%) 
 
 1971-79 1979-85 1985-90 1990-97 1985-97 
Food 27.99 2.62 3.96 9.11 6.93 
Beverages 17.65 8.34 10.20 -0.27 3.96 
Tobacco 44.86 17.00 -9.34 13.47 3.34 
Textiles 34.77 -4.85 17.22 14.93 15.88 
Clothing, except footwear 19.58 16.84 22.46 5.40 12.20 
Leather, except footwear and clothing 14.39 2.10 20.44 14.59 17.00 
Footwear, except vulcanized or moulded 
rubber or plastic 

Na -4.17 -4.33 21.62 10.05 

Wood and cork, except furniture 23.80 -2.50 16.97 11.87 13.97 
Furniture and fixtures except metal 20.48 11.52 11.42 26.03 19.72 
Paper 23.88 11.22 22.62 12.43 16.57 
Printing, publishing 15.07 10.16 5.86 14.34 10.73 
Industrial chemicals 6.51 40.23 3.68 12.09 8.51 
Other chemicals Na 6.18 8.43 11.32 10.11 
Crude oil Na 3.60 7.57 20.71 15.05 
Petroleum and coal  -29.04 59.15 8.51 17.02 13.39 
Rubber 33.98 -3.05 15.80 10.35 12.59 
Plastics Na 7.66 22.87 18.87 20.52 
Pottery Na 9.98 22.68 7.56 13.62 
Glass Na 2.46 25.53 24.78 25.09 
Non-metal minerals 15.25 15.32 7.93 12.24 10.42 
Iron and steel Na 14.94 13.11 10.70 11.70 
Non-ferrous metals -4.96 19.30 12.44 22.15 18.00 
Fabricated metals 21.07 3.89 16.22 18.15 17.34 
Machinery, except electrical 25.92 0.63 28.16 23.17 25.23 
Electrical machinery 46.39 11.39 21.06 21.33 21.22 
Transport equipment 25.91 11.55 18.20 16.68 17.31 
Scientific equipment Na 4.85 25.79 14.61 19.14 
Other manufactures 2.71 16.02 23.18 7.52 13.79 
Manufacturing 26.14 7.92 12.89 15.64 14.49 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
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Appendix Table 3: Manufacturing employment elasticity, 1971-1997 
 
 1971-79 1979-85 1985-90 1990-97 1985-97 
Food 0.45 1.16 0.95 0.39 0.53 
Beverages 0.48 0.24 -0.42 -9.48 -0.09 
Tobacco 0.10 -0.37 -0.27 0.84 2.27 
Textiles 0.51 1.05 0.39 0.16 0.26 
Clothing, except footwear 0.49 0.67 0.70 0.04 0.52 
Leather, except footwear and clothing -0.10 -1.41 1.30 0.17 0.70 
Footwear, except vulcanized or moulded 
rubber or plastics 

Na 3.31 -0.36 0.53 0.72 

Wood and cork except furniture 0.30 -0.46 0.63 0.59 0.61 
Furniture and fixtures except metal 0.62 0.39 0.93 0.57 0.66 
Paper 0.56 0.27 0.62 0.63 0.63 
Printing, publishing 0.36 0.26 0.27 0.51 0.46 
Industrial chemicals -1.03 0.15 2.52 0.51 0.88 
Other chemicals Na 0.11 0.55 0.60 0.59 
Crude oil Na 4.73 -0.53 0.88 0.56 
Petroleum and coal  0.42 0.56 -0.18 0.35 0.21 
Rubber 0.49 0.39 1.02 0.28 0.65 
Plastics Na 0.33 0.84 0.53 0.67 
Pottery Na 0.50 1.17 -0.25 0.66 
Glass Na 0.43 0.35 0.64 0.52 
Non-metal minerals 0.42 0.42 0.32 0.70 0.58 
Iron and steel Na 0.32 0.39 0.92 0.67 
Non-ferrous metals 2.16 0.74 0.76 0.38 0.49 
Fabricated metals 0.39 0.38 0.65 0.64 0.64 
Machinery, except electrical 0.33 -1.00 0.52 0.61 0.57 
Electrical machinery 0.96 0.17 1.03 0.46 0.69 
Transport equipment 0.54 0.37 0.32 0.70 0.53 
Scientific equipment Na 1.26 0.81 0.40 0.62 
Other manufactures -2.21 0.78 0.75 0.27 0.59 
 0.50 0.28 0.94 0.49 0.65 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
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Appendix Table 4: Average annual wage growth in manufacturing, Malaysia, 1971-1997 
(%) 
 
 1971-79 1979-85 1985-90 1985-97 1990-97 
Food 1.79 4.46 0.64 3.45 5.50 
Beverages 0.19 7.63 2.14 3.46 4.42 
Tobacco -0.66 14.12 -2.49 -4.12 -5.26 
Textiles 4.73 5.92 2.08 5.09 7.29 
Clothing, except footwear 4.75 5.88 3.12 4.62 5.70 
Leather, except footwear and clothing 3.44 5.93 -4.38 5.03 12.31 
Footwear, except vulcanised or moulded  
rubber or plastic 

Na 7.89 -3.38 3.69 9.06 

Wood and cork except furniture 3.89 1.74 0.11 1.39 2.30 
Furniture and fixtures except metal 2.80 5.26 -2.76 3.30 7.86 
Paper 2.15 6.29 4.39 5.23 5.84 
Printing, publishing 2.93 6.29 0.75 3.06 4.74 
Industrial chemicals 2.61 11.70 0.19 3.39 5.74 
Other chemicals Na 5.39 1.69 3.74 5.23 
Crude oil Na 1.37 4.89 1.91 -0.16 
Petroleum and coal  -15.36 7.44 0.11 6.44 11.20 
Rubber 0.83 4.99 -1.51 3.68 7.55 
Plastics Na 4.58 0.01 5.60 9.77 
Pottery Na 4.77 -3.02 4.57 10.36 
Glass Na 7.89 -0.32 1.82 3.37 
Non-metal minerals 1.89 4.76 1.59 4.08 5.90 
Iron and steel Na 5.90 1.22 3.48 5.13 
Non-ferrous metals 3.41 4.08 -3.68 2.93 7.92 
Fabricated metals 1.03 6.06 0.69 3.98 6.40 
Machinery, except electrical 3.35 5.40 0.38 4.14 6.92 
Electrical machinery -2.62 8.94 -3.46 3.31 8.43 
Transport equipment 1.98 7.39 -2.98 2.86 7.24 
Scientific equipment Na -1.71 1.63 7.21 11.39 
Other manufactures 2.80 3.53 -2.92 4.17 9.54 
Manufacturing 1.58 5.94 -1.17 3.52 7.00 
 
Note: Wages deflated using the consumer price index before growth rates were computed. 
 
Source: Computed from Malaysia, Industrial Surveys, 1971, 1979, 1985, 1990 and 1997. 
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