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'Significant Changes 'in Ownership and Control in
the Malaysian Economy'

relation to ownership has been the change in Government! s
policy toward ownership. In the past the Government's
policy towards ownershlp was a part and parcel of the general
free trade laisse faire economic theory that dominated the
British Empire. To put it in a nutshell, ideally the area
of individual ownership would expand to the point of the
1nd1v1duals in efflclency This is really an applicétidn“;
of '"Peter's Principle' to the theory of the firm.
This official neutrallty did not prevent the
Lrovernment snow1ng adequate preference for aritish
companies and 1nd1v1duals. Under the proteétive umbrella
of the British Raj British capital and knowhow with the aid
of Chinese, Indlan and Javanese ‘labour opened up estates
and mines. The saga of their 1n1tlaT failures and ultimate
successes has been told many times in many books that I
-shall not beguile you with stories of this long march to -----
millions.. Thig neutrality resulted in about 2/3rd of :
capitalist -segment of the economy being owned by non Malay51ans
There are no detailed figures about ownership before
1970 for the whole economy. But there are some indicators

that help us to evaluate to extent of ownership.




Mamajiwalla's(l) figures only deal with 'dollar rubber!
companies. In those days economists and others include
Singapore in concept of Malaya and only those who did not
come from thé twe territorieslweré foreigners. According
to Mamajiwall_a in 1948 Chinese ownership of 'dollar rubber!'
companies amounted to %1.8 millions out of total share _
capital”of 322.2Tmillion or”8.1%‘aﬁd Indian ownership 574%,
Eu;gpegg;,ang ;nyestment companies registered in the Upitgg
- Kingdom accounted for almost all of the rest. By 1953 the
Chineseﬁqynerghip_had become 2Q% and Indian share remained
at 5-4% and 1958 Ch;nese share‘hgd gone up to 34% and the
Indian share had fallen to 5%. About half of the‘Chinese_,
investment came .from Singapore.

- The tin industry was studied in great detail by-Yip
(2) S B

¥at Hong -and he has some interesting figures‘of,qwnership

of tin companies registered in Malaya. In 1954 77.7% of

-

(1) R. Mamajiwalla: 'Ownership and Control of Public Limited

Rubber Companies incorpofated in-thé Federation of Malaya
1948;58' unpublished MA Thesis University of Malaya p. 460,
466 and 472. _

(2) Yip Yat Hong:'Development of the Tin Mining Industry of

Malava' Kuala Lumpur University of Malaya Press 1969



localiregistered tin dredging companies was cwned foreign
interests and the reét mainly held by Chinese shareholders.
- By 1965 the situation had reversed and foreign ownership had
declined to 35.9% and 58.7% by Malaysian Chinese.

| 1% ds sufficient for the purpose of this paper to -
sfate that in 1948 much of the capitalist segnment of Malaya's
economy was in hands of European_eﬁterprise; Iﬁ the post-war
yeafsAthe procéés_of transfer had Eegun;_ Two factors aided
'in this process of disposséssion. Qnewwas thé Korean Var "
boom,f Comm§dity merchénts_and‘otherg made large profits and
these windfail_gaips‘were availabie for iﬁvesfmenth Rubber
price soared and*ﬁrice of shares of ruﬁber compapies_began_
to rié§ éftef many years. ‘The other faétor was the ‘
Emergeﬁcy'and insecurity of investmenté ;hjﬁéléyg,nrfﬁéfh :
had the mqqey”to purchgse and reésonably.attrécfive_p;ices
were offered and most 6f all there Qere-reasqns tolsell.‘
Considerable Malayanization of-dwnefship tgdk placef In
937 Indepéndeqce was aéhievéd leading:a périod.of-insecurity
and doubt among foreign investors. Agéin in11§63 theré was
theAconfrdnéation with Indonesia and this period was élso one
large scale sale of investments.
o .;n first decade or so after Independence there was no
change in the_qfficial policy. In 1970 there was very

radical change in the policy. The Government laid down what




can be called an 'ownershlp policy'. They stated in

Second Malay51a Plan that they shall work towards a more
equltable ethnic distribution of the ownershlp of the means
of productlon in the country. A more equltable ethnic
distribufion'woﬁld be 30:3C:40 of the capitalist segment of

the economy Thls segment is more or less cotermlnous w1th

------

| the segment owned by llmlted companles and Malays should by
1990 om 30% forelgrers 30 and other Nalay51ans AO% |

" The 1mp1ementatlon of this pollcy gathered momentum
'as p011t1c1ans administrators and eotrepreneurs saw more
clearly the way to achleve the ‘objectives. One of the - a

instruments the administrators'had was the 'Investmeﬁt’:h'-

Incentives Aof:1968;- The main benefit glven by this Act

was a perlod of tax exemptlon B Appllcants for p;oqeer staﬁ
tus'’ were 1ncrea51ng1y requ1red to havé‘somerMalaysiaﬁh :
partlolpatlon ‘and laﬁer specmllcally requlred to reserve N
30% of the shares for Bumxputra purchasers. In 1968

- Malay51an shares in pioneer companles was about 27% and in
1969 33ﬁ in terms of the gross sales of these companles(B)

Slmllarly entcrprlses that sought 1ocatlonal

incentives under the same Act found increasing demand for

(3) Marc Lindenberg 'Foreign and Domestic Investment in the

Pioneer Industry' unpublished Ph.D. Thesis University of
South California 1973




Malaysian control and Bumiputra participation. Where the.
shares were not taken up they were required to be reserved:

until such time that these groups could take up the shares.

In 1977 the ‘ndus—ial Coordination Act' was passed which

makes it possible to induce changes in the ownership of
maﬁﬁfactufing‘companies that were not required to reétructure
its‘cépital in order to get the benefits of the Industrial
Thcentives Act. Ihdustriés that provide services to the
manﬁfédtUring' indﬁstry would not be directly affected but
could be forced to restructure their ownership by administra-
tive directives.

The administrative tools which are necessary for -
applying pressure on'entrepreneurs to bring ownership in
line with Govefhﬁéht ownership policy has'béenﬁfashioned at
least for the manufacturing industry.

Plahtation agriculture was py and large divided
between foreign owners and ethnic Cﬁinese Malaysians. The
Malaysian investors continued their take over which had
b&gun-in the flush of the Korean War boom and the blues of
the Emergéncy. 1f the process had cpntinued uninterfered
with and with the devaluation of the sterling a very large
part of the shafeholdings of sterling rubber companies

would have fallen to the ethnic Chinese Malaysians as they




were the only persons who had the resources to take
advantage of the faﬁourable conjunction of circumstances.
Lee Loy Seng's takeover of Kuala Lumpur-Kepong and Chesh
Thean Swee's takeover of Selahgor Coconuts/Bekok Holdings
wefe signs of the times.

This threat of Chinese ownership was sometimes met
'by amalgamations. The timeol adage 'united we_stgnd divided
we fall' was_;mplemented’by agency houses in an attempt to
- prevent 'takeovers'. It lead to the formation of Guth ri
Estates, Consolidated Plantations and recently the
Earrisons Plantations. ‘These pl-ntation groupsare about 7
150,000 .acres each.. These amalgamqt;on increased not only
'the.acreage.but.also the gapital,thereby‘requiring much
greater. funds to carry out a takeover operatlon. = 1y

After 1970 the process of free booting takeovers
was stopped and an administrative maphinery to examine the
takeover of foreign owned Malaysian‘assets was devised and_
that was Foreign Investment Committee (F.I.C.). All takeover,
amalgamations mérgers of assets of ﬁore than %1 m: hadfﬁg_
havg_the apprdval of this Committee. Even the transfer of
registration to_Malaysia ie. that takeover of the agsets of
a foreign company by a company registered in Malaysia for

that purpose and without any change in the beneficial



ownership of the shares had to have the approval of the

P, I1.0x This committeé has been implcmenting the New
Economic Policy and has been an instrument in restructuring
the (apltal of many rubber and palm oil companies.

Tabong Tentera owns a substantial part -of Boustead
Estates. Tabong Haji had among its many investments
considerable holding in plantations. FPernas has sizable -
holding in Sime Darby and therefore in Consolidated

Plantations ‘and in Highlands & Lowlands. The massive effort

" - by FELDA Yas -made it probably the biggest single rubber and

~0il palm producer in the world."
.In the tin mining industry the takeover of London-

Tin by Pernas Securities and the collaboration with
Chartered Consolidated in the New Tradeswinds has resulted
in Pernas controlling if not owning a very 1arg¢ number of
tin producers who own most of the dredges in the country.
Pernas controls London Tin the world's largest tin investment
company.

| Other forms of mining make a‘very small part of the
industry. In value of output tin mining produced $631 millions

output $667 millions in 1971(4) Limited companies produced

(4) Census of Mining Industries in Peninsular Malaysia 1971

Department of Statistics KL



$474 millions worth of which Pernas now controls a very large
chunk. Malaysian Covernment owns Pernas,

In-the shipping industry Government's participation
is more direct, Minister of Finance Incorporated, some
statutOry bodies 2and State Government together own more than
50% of the shares of Malaysian International Shipping
Corporation, - There is some foreign ownership but most of -
the femaining shares arefowned by Malaysians.. Similarly in
ship:building the Minister of Finance Incorporated owns
50% in Malaysian Shipbuilding & Engineering and of the remaining
shares Malaysian own 12,5% and 37.5% is foreign owned. 1In
the ‘other .major shipyard the Hong Leong-Lursen'Pernas owns
12.5%.

e THY bénking'though foreign banks probably still
dominated: the financial scene Malaysian and Government
have made considerable in roads. The Indian.banks have
been amalgamated and Malaysians have majority interests.
The Bumiputra interests in United Asian as the Indian
banks are now called is considerable. Perwira-Habib was a
Pékiotani-bank'into which Tabong Tentera bought in and is
a major shareholder.l The Police Cooperative Society has
bought Cho Jock Kim's controlling interest in the Oriental

Bank. . Government's efforts again in this field has been



considerable. It sets up banks - Bank Bumiputra,.Bank
Pertanian, Bank Pemhangunan and has bought controlling
interest in Malayan Banking. Pernas has bought up 30% of
United Malayan Banking Corporation.

In addition to the Governmental effort Malays have
vlncreased their shareholdlng ir limited companles from 1.8%
in 1970 to 2. 3/ in 1975 while other Malaysian have more or
1ess malntalned thelr share ie. 34.3% in 1970 and 37.3% in
'1975 Forelgn ownershlp has fallen from 63.3% in--1970 to
54.9ﬁ in ié?Sf(“)

assumed limited companies to be coterminous with the

As simplification for this paper I have

capitaliet segnent of the economy But these figureeé¥95&st50me
detalls of the general proposition that Government s

attltude to the ownerehlp of the economy has changed and

has become concerned not only foreign ownershlp but also
ownershlp among the maaor ethnic Froups in the country

| It is a truism to state that one cannot become a
capitallst w1thout capital. Therefore it is unreallstlc

to expect capltal accumulatlon among Owners of 1.6% of the
.llmlted companies in 1970 to reach 30% in 1990 given a

positive rate of growth. From 1970 to 1975 ownership by

(4) Table 1 - Source: Third Malaysia Plan 1976-80 Government
Press, Kuala Lumpur 1976 pg. 86
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Malay interests that is MARA, Pernas, UDA, SEDC's Bank Bumiputra .

and Bank Pembangunan have grown much faster than Malay
ownership. In 1970 they owned about half of what Malays
owned. In 1975 they owned about twice. It seems to me
thatra great part of fhe_SO% target for Ma1ay ownership when
aohieved is likely to be owned by ﬁalay iotere%ts which fo
all lntents and purooses amounts to Government ownershlp

ThlSJS almost lnev1table glven the rate of sav1ngs

'among Malays. In 1975 it was roughly estlmated that Malay

sav1ngs in 1nst1tut10ne amounted to %2000 ms. of whlch

_nearly 80% was with the Employees Provident Fund and
-Natlonal Sav1ngs Bank The total sav1ngs w1th prlvate
'flnan01al 1nst1tutlons amounted 3430 mllllons of nearly '

$5, 500 m. for all ethnic groups or 7 96’. It would take

an immense amount of loans to convert 8% of the sav1ngs

1nto 30%rof the total investments by 1990. Therefore state

agencies not limited by personal savings - loan ratios would -

have to fill the gap and thereby at'leest i the LiFst
iﬁstance_becoming a major participant in the economy of:i.the

counto¥. " & V1 e
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MUZHZmdﬁ>w MALAYSIA: Oﬁzmwmmwm OF SHARE ﬂb@HH?ﬁ IN
i - LIMITED COMPANIES, HWﬂm 90 :

SR AN ) S TR R ._“ btk

LR
B 0

Average .
: annual 5
e W 27 growth b
1980 "1 1990 , i
a ¥ million -+ % - ¥ millionm g wieeRl q
Malays and Malay interests ..  3,284.3 16.0 24,009.7  30.0  25.8
Malay individuals®® .. " .. . 695.4 . .. 3.4 5,914.2 7.4 . 24.3 m
3
Malay interests” 0 o5 = - 2:588.5 . . 18.6 18,095.5  22.6 . 26.4 V
Other Malaysians-» . s & . 8,200.5 .. ., 40.4 32,012.9  40.0, 15.5 .
N w- i} . ' ”
Foreign>° oA i e we g BHERGE oA 24,009.7  30.0  10.4 _
Total private sector>> ~ 20,527.0 . ,100.0 80,032.3 100.0  15.0
Gross domestic product (in 1970 - 5 “
prices) gy, aly Ee s 5w T P 42,4620 8.3 :

25 Actual. . £
26 Estimated. - g ;
27 Targets. L “
28 Totals for 1970 memmh from those vhmmmSﬁma in the SMP and its Mid-Term Review

Umnm:mm of the exclusion om the mo<mnsamzw the Hmlnwmmmwmwnmﬁwo: of the trust .

agenciés as 3m~m< interests and the Hmtmwyonmwwcz of most of - the shares ﬁhm<HOCmH<

categorized as "held by other nosvmswmmz .to the msmnmUoHamhm of thess companies.
29 Includes institution channelling private 3m~m< mcsam mcn: as. Amanah Saham MARA

- and Lembaga Urusan dan Tabung Haji.

30 Shares considered to be held in_trust by, mmmsnwmm mcnr mm 2>m> nmxnysapsm >5msm:

Saham MARA)', "PERNAS,. - UDA, mmunm..mm:w Bumiputra and.Bank mmscmzo::mz. N .
31 Includes nominee companies and; third-company minority. joHQHsnm.”; SEIRCIAE W DL n
32 Non-residents. . e o m g g ; . ;
33 Excludes the Government.. msanwdm agencies mxnmmﬂ trust: mmmsnwmm. T PR




