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BRIEFING PAPERS ON MANAGEMENT DEVELOPMENT IN MALAYSIA  

N° 1 - THE CONTEXT OF MANAGEMENT DEVELOPMENT IN MALAYSIA 

The practice of management development in Malaysia is influenced 

by a complex of htstorical, economic, social and political factors. This 

paper will review the most salient of these, in particular the structural 

changes taking place in the economy, the characteristics of the society 

from which managers are drawn, the government's development priorities 

and the implications of these for the business community. 

Growth and Change in the Economy  

Since independence in 1957, Malaysia has been going through a period 

of rapid growth and structural change in the economy both of which have 

strongly influenced the demand for managerial skills. It has achieved a 

growth rate in GDP in real terms of 7 % per annum in 1971-75, rising to 

8 % per annum in 1975-80 (see Appendixl) with consequent repercussions on 

the demand for skilled manpower. Structurally it has been moving away 

from its former dependence on the export of primary commodities towards 

manufacturing. Nonetheless, primary commodities still play a vital role in 

the economy, accounting for 68 % of the value of total exports in 1978. 

Agriculture is the dominant sector contributing 24 % of GDP, 49 % of 

exports , 	and employing 40 % of the total work force in 1979, but 

its relatively low growth rate means that it is gradually being superseded 

by the more dynamic manufacturing sector (see Appendix 1). Tin mining which 

was once the largest revenue earner in the economy has been declining as 

reserves are exhausted, and petroleum has now taken over as the main source 

of growth in the mining industry. 

Rubber 

Rubber is the single most important crop responsible for 19 % of all 

exports, occuoying roughly 50 % of agricultural land in Peninsular Malaysia 

and producing 42 % of total world natural rubber production in 1979. However, 

it has to contend with two major problems: the competition of synthetics and 
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fluctuations in the world rubber price. the effect of the competition of 

synthetics has been a marked improvement in the efficiency and productivity 

of rubber estates. This has focussed on four main areas: research into 

improved plant material, the reduction of labour costs, the improvement and 

standardization of the quality of the end product, and finally, increased 

management efficiency. This has meant closer attention to the recruitment 

and training of estate managers and increased responsibility for individual 

managers. 

Oil Palm 

The decline in rubber prices in the 1960's made the cultivation of oil 

paim attractive: in 1962, the big plantation companies began to switch over, 

the government began planting oil paim on its own land development projects, 

and by 1966, Peninsular Malaysia had become the world's leading producer of 

paim oil. The oil paim demands efficiency, both in its cultivation and in the 

production of oil, first because of the capital cost and technology involved 

in its processing, and the necessity of getting the fruit to the factory as 

quickly as possible, and second because it is in competition with many other 

edible oils and fats, which are virtually interchangeable for most purposes. 

Tin 

Tin was the most important minerai in terms of export value and 

employment in 1975. However, production steadily declined until 1978 when 

a combination of government incentives and a high world tin price reversed 

this trend. While production in 1979 was only marginally up on 1978, Malaysia 

remains the world's largest tin producer with 32 X of world production. 

The working out of tin deposits has had an important effect on the 

management needs of the industry for as the large deposits have been 

exhausted it has become both uneconomic and unsuitable to use dredges, and 

the low cost gravel-pump methods have regained their prominence. This 

has meant a shift from high technology European-managed operations to 

low technology local ones and consequently to a different type and level of 

management expertise. Dredges do still extract a significant proportion of 

the country's tin and they require skilled mining engineers, but dredging 

companies are shrinking in size, are vulnerable to government acquisition, 

and are consequently reluctant to invest in management deveiopment. 
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Petroleum 

Petroleum is the basis 

highly specialized management 

refined petroleum made up 8 % 

to 17 % of exports. 

of a new and rapidly growing industry with 

requirements. In 1971, crude and partly 

of the value of exports, rising by 1979 

Manufacturing 

The rapid growth of the manufacturing industry from only 10 % of the 

GDP of Peninsular Malaysia in 1965 to 20 % of the GDP of the whole of 

Yàlaysia in 1979 is the most significant change in the economy, and dates 

from the early sixties. Prior to this the manufacturing sector had been 

small and static, employing only 6 % of the working population in 1957, and 

consisting mainly of small, labour-intensive, Chinese industries concerned 

with the processing of primary products - rubber, timber and tobacco - as 

well as food products and beverages. In the sixties, manufacturing aimed at 

import substitution was encouraged and in the seventies it became increasingly 

export-oriented. There has been a tendency for new foreign investment 

in manufacturing to be capital intensive, encouraged by government incent-

Ives that give tax exemptions on the basis of capital employed, and the 

availability of low interest capital. There has also been intense competi-

tion with a proliferation of enterprises in certain industries which often 

led to underutillzation of capital. (1) (2) This posed a serious challenge 

to management, especially in small to medium scale enterprises. 

Foreign Investment 

In the sixties and seventies the combination of a stable political 

environment, excellent economic prospects, and attractive investment incentives 

drew many foreign companies into Malaysia. Indeed the government expressly 

sought the technological know-how and access to world markets provided by 

multinational companies (3) with the result that foreign ownership of the 

(1) V. Kanapathy cites the example of the car assembly industry which in 1970 
had six assembly plants, producing 21 brands of cars, and 80 models, for 
an annual market of around 18,000 cars. "Foreign Investment in Malaysia : 
Experience and Prospects", UMBC Review, VI, 2 (1970), p. 6. 

(2) D. Lim, Capital Utilization in West Malaysian Manufacturing, p. 17 d. 

(3) Third Malaysia Plan, 1976-80, p. 89, § 264. 
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corporate sector in Malaysia grew by 18 % per annum in 1972-75, falling back 

to 7 % per annum in 1976-78. These companies needed sophisticated technical 

and managerial skills and they had the expertise, resources, and commitment 

to train a suitable cadre of managers. This is reflected in a survey that 

showed European and multinational companies in Peninsular Malaysia trained 

32 % of their managerial cadre in 1971, compared to 14 % in local companies, a 

pattern that was maintained in 1975, despite a drop in training brought on by 

the recession, when the comparable figures were 23 %, and 11 %. (4) 

Manpower Needs 

The rapid growth of the economy in the seventies created a need for 

educated and experienced manpower in both the public and private sectors, 

with resulting competition between the two for the most able individuals. 

In the early seventies when the shortage was most acute, the government 

had the upper band since local university scholarship holders were 

bonded to serve the government. The private sector countered by providing 

scholarships itself in certain specialized fields. However, in the last 

5 years, the dramatic expansion of university places to meet the manpower 

needs of the country has eased the shortages considerably. Nonetheless 

companies are still compelled to recruit fresh university graduates and 

train them for senior technical posts; managers with both technical train-

ing and experience will remain in very short supply for some time to coure. 

Changes in the economy and the growth of new companies, both foreign 

and local, have created a demand for new types of management skills and 

for professional and technical know-how that has outstripped the supply. 

Foreign companies, often bringing sophisticated new technologies, are 

seeking managers who will not only have the requisite professional qualifi-

cations but often also a familiarity with the western approach to management. 

At the same time, local companies manufacturing for export, possibly for 

the first time, need advice and skills to help them adjust to a larger 

scale and international competition. 

(4) B.M. Conway, "Management Development in Peninsular Malaysia", 
PhD Thesis, Edinburgh University, 1980, p.245, Table 8-3. 
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Malaysia's Multiracial Society 

The social and educational context from which managers are drawn has 

a considerable impact on the development of a managerial cadre. In Malaysia 

there are three interrelated factors that stand out - the multiracial 

population, past compartmentalization of society and resulting political 

issue of racial balance to break down those divisions, and the pattern of 

educational development, especially the recent rapid expansion cf higher 

education. (5) 

Of all the factors affecting the context of management development 

in Malaysiat her multiracial society and the problem of attaining a balance 

of the races in management is the most important. In 1970, at the time of 

the lest oensus, 53% of the population of Peninsular Malaysia were Malay, 

35 % Chinese and 11 % Indian. However, these groups are very unevenly 

distributed throughout the economy of the country. In 1975, 82 % of Malays 

in Peninsular Malaysia lived in the countryside and were employed largely 

in subsistence agriculture, while the Chinese were concentrated in the 

towns, in the service industries, trade, manufacturing and tin mining, 

and the Indians in plantation, public works and the professions. The origins 

of this pattern need to be understood in order to understand the current 

situation, and both the complexity and the necessity of redressinc it. 

Origins of Malaysia's Multiracial Society 

These origins lie in the period of British rule in Peninsular 

Malaysia, or Malaya as it was then known, from the 1870's to 1957. When 

Britain intervened the Peninsula was inhabited and ruled by Malays, and in 

treaties concluded with the Malay rulers Britain committed herself to pre-

serving their legitimate position. (6) As a result the Malays are considered 

(5) For a fuller discussion of the problem of racial balance, see Paper n° 2 
in this series 'Racial Balance in Management", and for a fuller discussion 
of the educational factors affecting management development, see Paper n° 3 
"Appropriate Education for Management". 

(6) "It seems clear", wrote Sir Samuel Wilson, "that the maintenance of the 
position, authority and prestige of the Malay rulers must always be a 
cardinal point of British policy". 
- Sir Samuel Wilson, Visit to Malaysia, 1932, p. 12. 
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the definitive people of the country, "bumiputras", translated as "sons of 

the soil", and this "special position" is specifically safeguarded by the 

constitution of the country. However, Britain was also committed to protect-

ing the Malay people from the economic changes taking place in their country 

and preserving their traditional occupations as farmers and fishermen. In the 

process they were excluded from the modern sectors of the economy. 

Meanwhile, the stability provided by British rule, the access to 

Western markets and to European capital stimulated economic growth in 

the pentnsula and created a need for a large labour force. The discovery 

of rich tin deposits along the west coast and the growth of the world demand 

for tin in the latter part of the 19th and the early 20th centuries, drew 

thousands of Chinese to Malaya. (7) The plantation industry was another 

area that required labour. Malays were reluctant to work on the estates 

and 	planters, some of whom had experience of Tamil labour on the estates 

of Ceylon, turned to India as a source of supply. The presence of a British 

administration in India facilitated the importation of thousands of Tamils 

for the plantation industry. The third immigrant group attracted by British 

rule were the British themselves. Although their number were always small 

the prominence of their positions as colonial officiels and as managers of 

European commercial interests made them highly influential. 

Initially the immigrants were transient : the Chinese and Indians 

who came were largely male and returned to their countries of origin when 

they had saved enough money, or during periods of economic depression ; 

likewise most British immigrants returned home at the end of their 

overseas tours of duty. However, a change in the regulations governing 

immigration in the 1930's brought increasing numbers of Chinese and Indien 

women into the country which made these substantiel immigrant communities 

far more settled; indeed since independence most of them have acquired 

citizenship. The British presence on the other hand declined after 

independence as colonial officiels returned to Britain and managerial posts 

in the private sector were gradually Malaysianized, although British financial 

interests in the economy remain. 

(7) By 1901 there was already 301,000 Chinese and 58,000 Indians to 313,000 
Malays rising by 1921 to 495,000 Chinese and 305,000 Indians to 511,000 
Malays. Census of British Malaya, 1921, p. 29. 
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The Chinese 

The immigrant groups not only provided labour; they also brought a 

range of much needed skills. The Chinese brought a knowledge of mining 

technology that enabled them to dominate the tin mining industry during the 

early period of Its development, and to compete successfully with the more 

capital-intensive European methods. They brought a familiarity with the 

workings of a monetary economy, considerable skill in financial dealings, 

and a set of values and attitudes favourable to hard work, to the lending 

and borrowing of money within familles and the accumulation of wealth. 

Operating in an alien environment, they organized themselves into tightly 

knit industrial groups specializing according to their dialect. (8) Such 

specialization enabled them to acquire control over particular industries 

and made it difficult for outsiders and especially Malays to gain a foothold. 

The Indians 

The Tamil plantation labourers brought few skills, however, the British 

presence in Malaya attracted another group of Indians from the traditional 

trading, financial and professional segments of Indian society. Like the 

Chinese, they specialized, though along caste lines, and ran their businesses 

largely as family concerns. Their education and commercial skills enabled 

them to play a significant role in particular segments of the economy. 

The British 

And finally, there were the British who brought technological, financial 

and managerial skills that enabled them, with the assistance of a sympathetic 

government, and connections with the markets of Europe and America, to 

atquire a major share of the tin industry, to dominate plantation agriculture, 

and to control the export-import trade. The introduction of the joint stock 

company enabled them to channel a level of investment into Malaya that the 

Chinese and Indians, with their preference for family business, found impos-

sible. Such large scale investment was reflected in both the size and 

managerial requirements of British enterprises. In both mining and plantations, 

the use of scarce managerial resources were optimized by the development of 

managino agencies which specialized in the management of mines or plantations 

for European companies. This system proved so effective that it is today 

(8) See Goh Joon Rai, 'Some Aspects of the Chinese Business World in Malaya", 
Ekonomi, III, 1 (December 1962), pp. 93-94. 
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still the main form of management of foreign estates. In commerce, the 

trading houles served the needs of the tin and rubber industries exporting 

the produce of Malaya and importing consumer goods. Their contacts with the 

main markets of Europe and America gave them a virtual monopoly over this 

trade, and they have continued to retain powerful interests in it. 

Ownership and Management of Industry 

The pattern of ownership and management of the corporate sector of 

the economy is a product of this process of economic and social change with 

Europeans and Chinese playing the dominant role. Foreign ownership is most 

heavily concentrated in the modern agricultural sector, mining, manufacturing 

and trade, while Malaysian Chinese ownership is focussed on the construction, 

wholesale and retail, haulage and bus industries and professional establish-

ments. (See Appendix 2) Management follows this pattern of ownership, 

Chinese enterprises being almost invariably managed by Chinese, and Indian 

firms by Indians. European companies used to have a European management 

cadre but this has now been localized and they are reduced to two or three 

Europeans in key posts. 

Thus the colonial period saw the rapid development of the Malayan 

economy as producer and exporter of tin and rubber, and an influx of 

Chinese, Indians and Europeans who provided the capital, management, and 

labour to operate the new industries. The bulk of the Malay population 

remained entirely outsiee these developments, pursuing their traditional 

occupations of farming and fishing. In this way, there grew up a dual 

economy that divided Malaya into two discrete parts: the one, a poor 

peasant Malay economy located in the countryside and particularly in the 

north and east ; the other, a relatively affluent export-oriented immigrant 

economy located in the west and concentrated in the towns. The main exception 

to this sucio-economic pattern was the Malay elite who retained their 

hereditary positions and had a role in the civil service. 

Since the Malays retained political preeminence, following independence 

they were naturaily committed to rectifying this imbalance and it is 

this determination to being Malays into the modern commercial sector, to 

rapidly modernize a traditional rural society, that forms both the 

most problematic and the most interesting and challenging aspect of 

management development in Malaysia today. 
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Government policy  

Those government policies which affect management development most close-

ly are the government's insistence on the Malaysianization of management in 

foreign firms and consequent emphasis on training local staff, and its more 

recent and more significant emphasis on racial balance. 

The Malaystan government seeks to maintain an extremely difficuit 

balance: it has a strong commitment to improve the position of the Malays 

and In particular to change the pattern of ownership and management of 

industry left by the colonial period ; at the same time, it must achieve a 

level of economic growth sufficient to enable it to raise the standard of 

living and to provide a share in the economy for Malays without dispossessing 

the non-Malay community. 

In keeping with other newly independent countries, it insists on the 

localization of management. While a variety of tax incentives was offered 

to investors according to their contribution to the attainment of particular 

socio-economic goals -regional distribution, the expansion of exports, 

employment creation, etc.- such incentives included a stipulation that 

a proper training programme be established to prepare Malaysians to take 

over from foreign personnel. The chairman cf the Federal Industrial 

Development Authority explained the policy: 

Ail approved projects are required to employ Malaysians at ail levels. 
Foreign personnel are allowed entry for employment where there are 
no qualified Malaysians available to do the job. In such cases, the 
company has to formulate a proper training programme to train 
Malaysians within a reasonable period of time with the view to 
eventually replacing such foreign personnel. However, to enable 
foreign investors to look after their investment and interests, a 
certain number of key posts are allowed which can be permanently 
held by foreign personnel. This number depends on the size of the 
investment involved.(9) 

(9) Jamil Jan, "Malaysia's experience with multinational corporations," in 
Malaysia and the Multinational Corporations, S. Chee and S.M. Khoo, Eds. 
P. 80. 
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In the early period of independence, 1957-69, the government sought 

to improve the position of the Malays through rural development, while 

endeavouring to accelerate economic growth and diversify the economy through 

industrialization. However, it was the non-Malay communities that were in 

a position to take advantage of the incentives offered to new manufacturers 

and to beneftt from the rapid economic growth that ensued, while the Malays 

were occupied with their traditional pursuits. As a result, the gap between 

the rural and modern sectors, and consequently between Malays and non-Malays, 

grew ever wider. 

In 1969, the country experienced violent racial rioting, directed 

largely by the Malays against the Chinese. This brought a complete change in 

the government's priorities and methods which was articulated in the New 

Economic Policy (NEP). The NEP shifted the balance of government policy 

from economic growth to the attainment of its social objectives. Economic 

growth is still considered of vital importance, but as a means to the attain- 

ment of the government's social goals rather than as an end in itself. 

The New Economic Policy has two main aims : 

1. "to eradicate poverty among all Malaysiens", and 

2. "to restructure Malaysien society so that the identification of 

race with economic function and geographic location is reduced 

and eventually eliminated" ; (10) 

both of these objectives are to be realized "through the rapid expansion of 

the economy over time" (11). The target is that by 1990 Malays will own 

30 % of equity capital and form at least 30 % of the managerial staff at 

all levels and in all categories. It amounts to a social and economic 

revolution, which the government hopes to achieve with minimum dislocation 

to the economy and while maintaining high rates of growth. 

In order to do this, it is committed to rapid development through the 

continued expansion of manufacturing industry and the attraction of foreign 

investment ; it looks to manufacturing, as a leading growth sector, to 

play a major role in correcting racial balance in management. It seeks 

foreign investment not only for the capital, employment and marketing 

contribution it can make, but also for the skills foreign companies can 

import to Malaysien management. 

(10) Third Malaysia Plan, 1976-80, p. 7, § 27. 

(11) Ibid. 



Progress towards the attainment of the goal of racial balance was 

initially slow due to the shortage of suitably qualified Malays and the 

difftculty of changing companies' attitudes towards Malays. In 1975, the 

government passed the Industrial Coordination Act to ensure that firms 

cooperate with its objectives. This Act required ail manufacturers to obtain 

a license to operate and gave the Minister authority to impose appropriate 

conditions on the applicant. It is thus a major tool in the implementation 

of the racial balance policies, affecting both the foreign business community, 

and the Chinese and Indian firms which until 1975 managed to operate without 

close government scrutiny. 

One of the main problems of the government's New Economic Policy is 

that it entails two conflicting objectives. On the one hand, there is the 

government's social objective to bring the Malays up to the educational, social 

and economic standards of other Malaysians and integrate them into the modern 

economy of the country in a very short space of time; on the other, there is 

the economic imperative of rapid economic growth through which the social 

objective is to be achieved. However, pressure for the attainment of the 

former tends to retard the latter, and vice versa. It is difficult completely 

to restructure the social and economic order of the country without disrupt-

ing and slowing down the rate of growth of the economy, but if the economy is 

given free rein and social factors are not paramount the fact that the modern 

sector is growing at a faster rate than the traditional will mean that the 

gap between the two will grow ever wider. 

Conclusion  

The current context of management development in Malaysia is character-

ized by rapid economic development that involves structural changes in the 

economy, by a society undergoing major restructuring, and as part of 

this, by socio-political priorities that involve increased government 

monitoring of the employment and promotion of managers. The economy, while 

still based heavily on the older plantation and mining industries, is being 

diversified into manufacturing particularly for the export market. This has 

created a demand for new managerial and technical skills that the educational 

system has been stretched to supply. Foreign investment has been actively 

sought for the expertise and access to international markets it brings, but 

has sophisticated managerial requirements that it has to develop locally. 
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Socially, the country is going through a period of major change. 

Between 1970 and 1990 it hopes to completely restructure its society. To 

further this end educational facilities at all levels have been rapidly 

expanded. However, the promotion of one community at the expense of the 

others, particularly in the ownership and management of industry, has created 

tensions that require very delicate handling. There is a strong demand for 

able Malays and also a need for carefully considered management development 

in order to accelerate their progress up the career ladder in order to meet 

government targets. 

While the Government actively seeks foreign investment and expects 

that the private sector will play a key role in helping it attain its economic 

objectives, it also insists on cooperation with its social goals. This it 

has done through regulations such as the Industrial Coordination Act that 

make it obligatory for companies to restructure their management cadres. 

Malaysia is thus a country with tremendous potential, an enviable 

rate of growth, a stable government, and a well-educated population. But to 

those who wish to do business with it it expects compliance with its internal 

social objectives. 

Bryony Conway 

Fontainebleau 

December, 1980 



APPENDIX 1  

MALAYSIA: GROSS DOMESTIC PRODUCT BY INDUSTRY OF ORIGIN, 1975-80 

(M $ million in 1970 prices) 

SECTOR 1975 1976 1977 1978 1979 
(i) 

1980 
(i) 

Average 
Annual 
Growth 
rate (%) 
1975-80 

Agriculture, forestry, livestock & fishing 	 4,804 5,307 5,423 5,480 5,787 5,990 4.5 

Mining & quarrying 	  792 955 967 1,093 1,213 1,286 10.2 

Manufacturing 	  2,850 3,377 3,735 4,258 4,769 5,246 13.0 

Construction 	  654 713 800 904 1,030 1,150 11.9 

Electricity & water 	  365 400 442 485 526 560 8.9 

Transport & communication 	  1,071 1,153 1,290 1,412 1,525 1,617 8.6 

Wholesale & retail trade 	  2,219 2,405 2,592 2,825 3,022 3,185 7.5 

Banking, insurance, real estate (including 
ownership of dwellings) & business services 	. 1,468 1,552 1,649 1,815 1,905 2,000 6.4 

Producers of government services 	  2,210 2,420 2,719 2,752 2,962 3,210 7.8 

Other services (ii) 	  478 517 558 605 644 676 7.2 

Less imputed bank service charge 	  211 218 244 269 289 310 

Plus import duties 	  665 707 822 925 990 1,040 - 

GDP at market prices 	  17,365 19,288 20,753 22,285 24,084 25,650 8.1 

(i) Estimate by Inter Agency Planning Group 
(ii) Includes community, social and personal services; private non-profit services to households; and domestic services of 

households. 

Source : Ministre of Finance, Malaysia, Economic Report 1979-80. 	, pp. viii-ix, Table 2.2. 



APPENDIX 2  

Ownership and Participation()  in Key Sectors, Peninsular Malaysia 1972/73 

(percentage share in each sector) 

Sector 

Modern Agriculture (111)  
(planted acreage, 1973) 

Malay Chinese Indian Others
(11) Foreign 

Rubber and oll palm 21.0 26.3 2.6 7.9 42.2 
Coconut and tea 0 19.9 10.8 0.4 68.9 

Industry 
(value of fixed assets, 1972) 

Mining 0.7 35.2 0.1 9.5 54.5 
Manufacturing 6.9 32.5 0.8 14.0 45.8 
Construction 2.4 85.6 1.4 3.8 6.8 

Trade 
(Turnover value, 1972) 

Wholesale 0.8 55.0 2.7 0.6 40.9 
Retail 3.6 75.6 6.5 0.2 14.1 

Transport 
(value of fixed assets, 1972) 

Taxi 40.6 39.7 18.0 1.7 0 
Bus 18.0 54.3 1.6 16.5 9.6 
Haulage 15.3 70.6 5.2 5.8 3.1 

Professional establishments(1v) 

(annual revenue, 1973) 5.3 51.0 11.4 18.4 13.9 

(I) In corporate and non-corporate sectors. Establishments are categorized on the basis of majorIty 
ownership. Government ownership is added to the Malay category as most of it is held in trust by 
public enterprises and agencIes. In rubber and oil palot. Government ownership, excluding FELDA, is 
0.9% and in manufacturing, 5.0%. 

(II) Includes other Malaysians es well as establishments where no particular group owns more than 50% 
of the assets. 

(111) 	Includes FELDA which had a planted acreage of 526,900 of which 96.2% was classified as Malay-owned. 
(iv) 	Private establishments only. It Includes doctors, dentists, lawyers, accountants, archltects, 

eng1neers, surveyors and veterinary surgeons. 

Source: Third Malaysia Plan, 1976-1980, p. 183, Table 9-8. 
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