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CONSI STENT with the "Look East" strategy adopted under the |eadership of
Prime Mnister Datuk Seri Dr Mhathir Mhanmad, there was a mgjor push for
heavy industries by Ml aysia in the early 1980s.

The Government's nmain objectives, inter alia, were to develop a capita
goods sector and establish greater |linkages with the domestic econony,
especially with Bum putera enterprises. The key projects that had been
i mpl enrented over the past 20 years were the national car, notorcycle
engines, iron and steel billets, petroleum refining and petro-cheni cals,
cenent and, pulp and paper mlls.

Wil e the heavy industries of Ml aysia are at a crossroads, they have
i ndeed brought trenendous positive econonic inplications for the nation.
Besi des providing over one hundred thousand jobs to the locals, thousands
of small and nmedium enterprises have been devel oped through the "unbrella"
approach to vendor devel opnent over the years

Al t hough the progress of the heavy industries has been at a snail's
pace, the fact that it continues inproving over the years is worthy of
note. The acquisition of Lotus G oup by Proton in 1996 resulted in the
i nvention of the CanPro engi nes in 2002.

Despite the expectation that heavy industries would take | ong gestation
and payback periods, the perfornmances of npbst projects in Ml aysia are
privately acknowl edged to be di sappointing.

Not surprisingly, facing stiff conpetition on the world markets, these
projects require Governnent tariff and non-tariff protection, wthout
which they would not likely be viable. This is worrisonme as the worl d-
trading regime is increasingly open and liberalised, which neans
CGovernment interventionist policies would have to be gradually lifted

While it was initially hoped that their strategic foreign partners would
transfer technical knowhow to the locals over time, the fact that nost
heavy industries continue depending substantially on inported naterials
and conponents, particularly from Japan, suggests that the heavy
i ndustries have been |ess successful in engineering positive spill-over
fromtheir foreign partners.

As a result, Ml aysia today remains exposed to the vulnerability of
vol atil e exchange rates between the ringgit and Japanese yen

The scandal -ri dden Perwaja Steel in Ml aysia has been the biggest heavy
i ndustrial failure for the nation.

Probably caused by m smanagenent and financial irregularities, it has
not only failed to make profit since its establishnent in 1982, but al so
incurred about RMLO billion in losses and liabilities

Under st andably, the Perwaja saga has rai sed doubts ampng Ml aysi ans at
| arge about the feasibility of developing heavy industries in Malaysia.
This is within reason, as nmany have also had to pay for the inefficiency
of the local heavy industries.

Despite all these, the debate should not have been on whether or not to
devel op such industries, but rather been on which heavy industries to
devel op and how.

Sone of the Governnent-domni nated heavy industries have been experiencing
i mproverents in both financial performance and productivity growth over
the years, and this has reinforced the belief that heavy industries are
i ndeed viable in Ml aysia.

As the performances of these projects have been quite varied, it is



i nperative that the Government strategically and tactically repositions
and restructures the whol e industry now

It is vitally inportant to divide these projects into two categories,
nanely Type One and Type Two.

The forner are projects which have not perforned well since their
establ i shment but have the potential to turn around in the fore-seeable
future, while Type Two are projects which have been consistently showi ng
i mprovenent over the years.

Those that are not in either one of these two categories ought to be
liquidated in due course.

For Type One projects, it is suggested that the CGovernnent either scale
them down or get foreign conpanies to take up a controlling stake in them
Al though this might be seen as a blow to the national pride, it is better
than forgoing all the positive spill-over effects.

For Type Two projects, it would be a shot in the armif the CGovernnent
could either strategically pool their resources together or help them
acquire foreign technol ogi cal know how.

Alternatively, for those in Type Two that are considered less strategic
to the nation, the Government may consider allow ng foreign conpanies to
take up a controlling stake in the projects as well.

The Governnent ought to also |ook for other kinds of heavy industries
that could synergistically spur the national heavy industrialisation
programre.

Ironically, the sem conductor industry, which contributed about 30 per
cent of the total nanufactured exports in Ml aysia over the past 20 years
has been treated seriously by the Government only since the m d-90s.

Considering its fast-growi ng exports fromRWM2.3 billion in 1980 to
RML1.7 billion in 1990, and RW/1.1 billion in 2000, the Governnent should
have realised nuch earlier that sem conductor could be potentially
devel oped as a key heavy industry in Ml aysi a.

And in order to develop an integrated sem conductor industry, the
producti on should not be concentrated only on assenbly and testing
(downstream integration), but also research and devel opment (R&D) and
waf er fabrication (upstream integration).

As seen in other world-Ieading sem conductor countries in the region
nanmely South Korea, Taiwan and Si ngapore, Government intervention has
i ndeed been crucial in the early devel opnent stage of the industry.

To date, the Ml aysian Governnment has spent nearly RML billion on Mysem
the national sem conductor project undertaken by the Ml aysian Institute
for Mcroelectronic Systens (Mnps), but it has yet to show any renarkable
commerci al success.

Wiile the Fab 2 of Mysem has just started produci ng m croprocessor chips
i ndi genous to Ml aysia, nanmely Pesona, since the end of last year, it is
unlikely that it can be successfully conpeting head-on wth other
producers on the world markets w thout any Covernnent policy instrunments.

In view of rapid changes in the gl obal scene, another area that needs to
be urgently looked at is the devel opnent approach presently adopted in
Mal aysi a.

Whil e Mal aysia's approach is best described to be follow ng South
Korea's Large Firm International Mdel under the "Look East" strategy
adopted since the early 80s, maybe it is time to also consider follow ng
Tai wan's SME-Public Research Institute (PRI) Mdel in devel opi ng heavy
i ndustries.

As seen in the 1997 Asian financial crisis, Taiwan's heavy industries
were hit the least in the region. Under this nodel, the entry of public
sector enterprises (PSEs) to heavy industries would be rather sporadic and
Government would no |onger create private conglonerates to internalise



markets and drive heavy industrialisation progranmes

Government support would be strictly but intensively provided for PSEs
to upgrade their R&D and enhance the technol ogi cal capability of SMEs.

Wth the organisational input of trade associations and Governnent
financial assistance, all heavy industries would be initiated via
strategic partnering such as collaborative R& ventures and alliances
bet ween SMEs and PSEs.

Qovi ously, the increasingly open world trading regine would prise open
the Mal aysi an market sooner or later. This does not nean that Ml aysians
woul d have to bow out of its |less conpetitive heavy industries

As seen in other |ateconers, particularly the newy industrialising
econonies, their CGovernnments had al so adopted interventionist policy
approach in the early devel opment stage of their heavy industries.

In the case of Malaysia, what matters is that the Governnent shoul d
create a sense of urgency anong the PSEs involved to speed up the
devel opnent process of the heavy industries.
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