Prices, Employment and Wages

Prices

T he centinued strong economic growth accom-
panied by the acceleration in domestic demand
has somewhat exerted pressure on consumer
prices. In addition, labour shortages and iis
concomitant pressures on wage expeciations as
well as the high level of resource utilisation,
particularly in the manufacturing sector, have been
a cause for concern that the economy may
approach overheating. Given these developments,
the Government undertook a strong anti-inflationary
stance to combat inflationary pressures on the
economy. A tight monetary policy was adopted
to reduce the excess liguidity arising from large
inflows of foreign short-term capital. At the same
time, further fiscal restraints were continued, aimed
at further consolidating public sector expenditure.
In addition, administrative measures were also
instituted to curb unhealthy business ethics and
practices and in particular to ensure that the benefits
from the reduction and abolition of import duties
announced by the Government were passed on
to consumers.

Reflecting largely the success of these
measures, inflation as measured by the Consumer
Price Index (CPI) which rose by 4.5% during the
fitst quarter of 1994, slowed down to 3.6% during
the second quarter. The significant rise during
the first quarter coincided with two major festive
seasons. On an annualised basis, the CPI
moderated to 3.8% during the first eight months
of 1994, matching the 3.8% increase registered
during the corresponding period of 1993. At the
regional level, the CPI for Peninsular Malaysia
rose by a slower pace of 3.7% (January-August
1993: 3.9%), whereas the increase for Sarawak
accelerated to 4.7% (January-August 1993: 3.5%)
and Sabah to 3.4% (January-August 189383: 2.9%:)
as shown in Table 8.1.

Table 8.1

Consumer Price Index (1990=100)

Annual change (%)
flanuan—Augusi)

Waights’ 1953 1933 1824
Malaysia 100.0 36 3.4 3.8
Food 337 22 1.8 5.6
Beverages and lobacco 4.3 14.8 18.8 4.9
Clothing 2nd fooblwear 4.0 0.5 0.7 =7
Gross rent, fuel and
power 20.2 3.5 3.7 2.3

Fumniture, fumnishings
and household eguipment

and operation 5.8 1.2 1.0 1.9
Medical care and health
EXDENSES 1.8 5.1 5.2 3.4

Transport and
commumcation 18.6 5.6 6.4 4.6

Recreation, entertainment,
education and cultural

SaIVICEs 5.2 0.5 0.4 0.6
Miscellaneous goods

and services G4 2.6 2 2.8
Paninsular Malaysia 100.0 3.7 3.9 a7
Sabah 100.0 2.4 2.9 3.4
Sarawak 100.0 34 35 4.7

' The weichis usad ara based on the final welghts from the 1990
Housshold Expenditure Survey and the revised selection of
price collection cenires.

Source: Depariment of Stafistics.

T/The slower rate of increase in the CPl| as the
year progressed reflected the success of the
Government's comprehensive package of anti-
inflationary measures through a combination of



tight monetary, prudent fiscal and administrative
measures. The tight monetary policy in 1294 was
focused primarily on reducing excess liquidity as
a result of large inflows of speculative shori-term
funds, particularly in January 1984. Fiscal policy
was mildly expansionary aimed at the maintenance
of existing infrastructure as well as reducing further
infrastructure bottlenecks and developing human
resources which would exert pressure on costs,
if left unchecked. The reduction and abolition of
import duty on more than 500 items in the 1994
Budget in addition to the more than 600 items
in the 1993 Budget as well as lower world inflation
contributed to the relatively stable price of imports.
On 19 May 1934, the Government launched a
long-term anti-inflation campaign to further intensify
efforts to educate the public on the causes and
impact of inflation and on the positive role of
consumers in combating unjustified price increases.
The campaign would also contribute towards
minimising inflationary expectations against the
background of a rapidly growing et:.-:::n::-rrl;.:)lI

The implementation of administrative measures
aimed at improving price information, hindering
profiteering and encouraging fair and ethical
business practices was intensified. The Price
Information Centre was set up on 12 October
1993, located at the Ministry of Domestic Trade
and Consumer Affairs (MDTCA) to coordingte the
collection of retail prices on 80 essential and 10
controlled items. Retail prices of these items are
monitored and disseminated through the mass-
media on a weekly basis to facilitate price
comparisons by consumers. An Advance Warning
System Joint Committee was also set up to monitor
price trends as well as to identify internal and
external factors that could contribute to shortages
of essential goods. This will enable the Government
to take preemptive measures to ensure stable
supply and thus hinder sharp and sudden price
increases as a result of such shortages. Fair and
ethical business practice was also encouraged
by the Government through the award of 'Fair
Price Store' to retail outlets. As of 31 August
1994, 187 retail outlets have been awarded the
‘Fair Price Store’ status.

In 1994, in response to unjustified pressures
to increase the prices of bread, all types of bread,
except the French loaf, with weight ranging between
200 grammes and 1,000 grammes were made
scheduled items on 1 August 1994 under the
Control of Supplies Act 1961. With this inclusion,

168

the number of scheduled items under this Act
was increased to 20. Bakers are now required
to apply for a new licence from MDTCA and obtain
its approval before the price increased. The
Consumer Protection and Competition acts are
currently being promulgated. (The Consumer
Protection Act is aimed at ensuring that consumers
are adequately protected from unethical and unfair
trade practices, while the proposed Competition
Act will create and facilitate a competitive market
environment and hinder oligopolistic or monopolistic
practices and price rigidities_ ]

The increase in the overall CP| during the first
eight months of 1984 was mainly due to the
significant increase registered in the price indices
for food, transport and communication as well as
gross rent, fuel and power. Collectively, these
groups confributed to 83.7% of the overall CPI
increase, compared with 67.7% during the
corresponding period of 1993, The food sub-index
rose by 5.6% (January-August 1993: 1.8%) and
accounted for more than half of the overall CP|
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Table 8.2

Malaysia: Consumer Price Index
for Food (1990=100)

Annual change (%)

{Januany-Augusi)
Weighils® 1993 1993 1204
Taotal food a7 poi] 1.8 56
Food at home 270 2.4 1.8 6.2
Rice, bread and
other cereals 6.2 2.4 24 0.6
Meal 4.2 15 1.7 7.7
Fish 5.2 3.9 25 13.5
Milk and eggs 24 29 3.5 1.3
Oils and fats 0.8 25 33 05
Fruits and
vegetables 52 31 0.6 B.o
Sugar 0.8 —.2 0.2 0.1
Coffae and tea 0.8 0.0 =01 1.4
Cthar food ] =11 —0.4 —3.0
Food away from home &7 1:9 1.9 2.8

' The weights used are based on the finzl weights from the

1930 Household Expanditure Sumvey and the revised selection
of price collection centres.

Source: Department of Statistics.

increase, while the non—food items rose moderately
by 2.9% (January-August 1993: 4.8%]). The sharp
increase in food sub-index was mainly due to the
significant increases in the sub-groups for fish
(13.5%), fruits and vegetables (8.9%) and meat
{7.7%) as shown in Table 8.2. The increase reflects
supply constraints and distribution botilenecks as
well as rising domestic and external demand.

The sub-index for transport and
communication rose significantly by 4.6% during
the first eight months of 1994, though lower than
the 6.9% increase registered durmg the
‘corresponding period of1993. The increase was
mainly due to the Increase in prices of private
mator vehicles, particularly as a result of the yen
appreciation and the introduction of new models
in the higher price range. In Sarawak,, the taxi
and stage bus fares were increased by 15% with
effect from 1 May 1994. Nevertheless, the reduction
of import and excise duties on tyres and the three
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sen reduction in the pump price of unleaded petrol
effective from 1 January 1984, moderated
somewhat the increase in prices. However, the
retail prices of other petroleum products remained
unchanged. Similarly, the sub-index for gross
rent, fuel and power continued to rise by 2.3%,
{January-August 19983: 3.79:) mainly due fo the
3% increase in rentals as a result of strong demand
for residential units and the buoyant property
market. However, the reduction in tariffs for
electricity with effect from 1 March and 1 June
1994 as a result of iower world oil prices moderated
the increase to a large extent. Effective from 1
September 1993, electricity tariffs for all categories
of consumers in Peninsular Malaysia will be
reviewed based on a formula that among others
takes into account the CPl, the efficiency factor
and Tenaga Masional Berhad fuel component.
The CPI will be reviewed yearly, the efficiancy
factor once in four years and the fuel component
once every three months to take into account the
fluctuating costs of fuel.

The sub-index for clothing and footwear
registered a decline of 0.7% (January-August 1993:
0.7%),. the first since 1875, mainly due to the
lower prices of apparel and footwear, following
the reduction in import duty for some of these
items as announced in the 1994 Budget. The
sub-index for beverages and tobacco continued
fo increased by 4.9%, though significantly lower
than the 18.8% increase registered during the
corresponding period of 1993.

Prices for durable goods rose higher by 6.8%
(January-August 1293; 5.5%), reflecting mainly
the higher prices of private motor vehicles. Similarly,
the prices of non-durable goods rose by 4.5%
(January-August 1993: 3.3%), indicating the
significant increase in the prices of fish, fruits,
vegetables and meat. In contrast, the sub-index
for semi-durable goods (which include clothing,
linen and garden tools) declined by 0.6% (January-
August 1993: 0.7%), while the sub-index for
services rose moderately by 2.8%, compared
with the 4.3% increase during the corresponding
period of 1993.

The Producer Price Index (PPIl) which measures
the average rate of change in the prices of all
goods charged by producers and paid by importers,
rose at a higher rate during the first eight months
of 1994. The PPI for domestic economy rose
by 3.7% (January-August 1993: 2.49%), largely
due to price increases in major sub-indices,



particularly of agricultural products as shown in
Table 8.3. The sub-index for food and live animals
rose significantly by 7.2% (January-August 1993:
3.8%), mainly due to supply constraints and
increasing cost of production. The sub-index for
animal and vegetable oils and fats rose even
higher by 15.2% (January-August 1993: 0.7%)
due to higher prices of crude and processed palm
oil on account of strong demand. The sub-index
for crude materials increased by 7.6% during the
first eight months of 1994 (January-August 1993:
2.1%), primarily on account of the continued
increase in the prices of natural rubber and
unprocessed palm oil.

Table 8.3

Producer Price Index (1978=100)

Annual change (%]

Chari 8.2

Producer Price Index (1378 = 100)
(annual change)
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Local prc:ducﬁm/lll\

(January-Auvgust)

Weights 1993 1993 jo84
Domestic Economy 1000 1.4 2.4 I
Food and live znimals
chiefly for food 16.8 1.8 3.8 T2
Beverages and lobacco 27 114 123 5.6
Crude materials,
Inedible except fuels 207 14 2.1 7.6
Minaral fusls, lubricants
and ralaied materials 1.3 -23 —.7 =37
Animal and vegelable
oils and fats 5o 22 o7 152
Chemicals and chamical
products 4.4 04 0.8 1.3
Manufactured goods
classified chieily by
materials 149 0.a 0.4 13
Machinery and transport
equipmenl 178 3.4 41 0.3
Miscallansous
manufactured anicles 4.1 05 0.4 29
Miscallanecus commoditias
and transactions 1.4 0.9 34 05
Local Production 71.8 1.6 29 a1
Impors 28.2 1.0 1.0 01

Source; Depanment ol Statistics.
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At the disaggregated level, the PPI for local
production. rose by 5.1% during the first eight
months of 1994, compared with 2.9% during the
corresponding period of 1993. The rapid price
increase was mainly due to the significant price
increase registered by vegetable oils and fats
(15.2%), crude materials (8.2%) and food and
live animals (8.1%). In contrast, the sub-indices
for miscellaneous commeodities and transactions
as well as machinery and fransport equipment
declined by 0.7% and 0.3% respectively, while
the increase in the sub-index for beverages and
tobacco moderated to 6.9% (January-August 1893;
12.9%).

The PPI for imports rose marginally by 0.19
(January-August 1993: 19:), reflecting to a large
extent the positive impact of the abolition and
reduction of import duty in the 1994 Budget as
well as lower world inflation. This is shown in the
further 2.6% decline in mineral fuels, lubricants
and related materials (January-August 1993:



-0.2%) as well as the 2.2% decline in the prices
for crude materials (January-August 1993: 0.2%).
Lower increases were recorded in the sub-indices
for chemical and chemical products (0.1%]),
beverages and tobacco (2.2%:), manufactured
goods (0.2%) and machinery and transport
aguipment (0.7%:).

For 1835, the Government will continue to check
inflationary trends through a combination of
monetary, fiscal and administrative measures while
at the same time ensure that price increases will
not be exacerbated by unrestrained wage increases
that are not matched by productivity improvemenis.
In addition, steps will also be taken to reduce
supply constraints, especially for food. The success
of these measures would contribute to lowering
the increase in the general price levels.

Employment

The continued strong performance of the
econemy is envisaged to generate greater
employment opportunities. As such, employment
is expected to grow at a rate of 3% in 1994
(1993: 4.2%), generating about 222,000 additional
jobs (1993: 300,000). With the labour force
anticipated to grow at a slower rate of 2.9% {1993:
3.5%) the unemployment rate will decline further
to 2.9% in 1984 compared with 3% in 1993,
indicating that the economy has reached full
employment level. This has led to further tightening
of the labour market, with most sectors in the
economy experiencing labour shortages.

Total employment in 1984 is estimated to reach
7.6 million (1893: 7.4 million). As in previous years,
the secondary and tertiary sectors are expected
to contribute a major share of 75.6% of foial
employment (1993: 78.3%), while the contribution
of the primary sector is expected to further decline
to 20.4% from 21.8% in 1993. (see Table 8.4).
Significant employment creation is expected to
come from the manufacturing, services and
construction sectors in line with the strong rates
of output growth in these sectors.

Total employment in the manufacturing sector
is estimated to reach 1.9 million jobs in 19384,
accounting for one-quarter of total employment,
or 60.8% of new jobs generated. The sector which

Table 8.4

Employment by Sector
(% share to total)

1993 1994
Agriculture, forestry and
fishing 218 19.9
Mining 0.5 0.5
Manufacturing 23.6 24.6
Consiruction 7.4 7.8
Electricity, gas and water 0.8 0.8
Wholesale and retail trade, 1?.E W 17.3
hotels and restaurants
Finance, insurance, real 4.5 4.5
estales, business services
Transport, storage and
communication 4.7 4.8
Government services 11.6 11.4
Other services 8.4 8.4
ToTaL 100.0 100.0
Primary sector 21.8 204
Secondary sector 31:0 32.4
Service sector 47.2 47.2

Source: Economic Planning Unit

is envisaged to record a double-digit growth in
output will therefore, become the largest contributor
in terms of new job creation in the economy.
However, with industrial restructuring towards
higher value-added and more labour-saving
production processes, industries are shifting into
greaier automation. The approved capital

1 investment data by the Malaysian Industrial

. Development Authority indicates that investment-
to-job ratio in the manufacturing sector improved
- from 14 job opportunities for every million ringgit
of approved investment in 1989 to seven job
opportunities in 1993. Accompanlying this shift,
however, is the growing demand for skilled and
~ semi—skilled workers.
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Employment in the services sector is expecied
to reach 3.6 million in 1994 (1993: 3.5 million),
with its share in total employment of 47.2%. The
transport, storage and communications sub-sector
as well as the wholesale and retail trade, hotels
and restauranis sub-seciors are expecied to show
sustained growth in employment. Employment in
the construction sector is also expected to improve
further, creating 49,000 new jobs in 1594 reflecting
an increase of 8.9% during the period. Its share
in total employment will also increase from 7.4%
in 1893 to 7.8% in 1994. In contrast, the
agriculture, forestry and fishing sector’s share
to total employment is expected to decline further
in line with the slower growth of the sector. lis
share in total employment will decline 1o 192.2%
from 21.3% during the period.

In terms of new vacancies reporied io the
Manpower Department of the Ministry of Human
Resources, the number has declined by 44%: during
the first seven months of 1994, to 32,705" compared
with 58,921 new wvacancies during the
corresponding period in 1993. The declines in
Penang, Perak and Johor, were even higher at
arate of 73%, 78% and 66% respectively. However,
in Selangor, Pahang and Melaka an increase
of 22%, 38% and 38% respectively was
recorded.

The number of active registrants (that is active
job seekers) registered with the Manpower
Department also declined by 23% 1o 27, 437" as
at July 1994 when compared with 35,485 for the
corresponding month in 1993. By state, the largest
declines were in Selangor, Negri Sembilan, Johor
and Melaka. However, in Kelantan and Sabah.
the number of active registranis showed an increase
of 22% and 69% respectively.

With the economy reaching full employment,
the problem of labour shertage is experienced by
most sectors, especially in ihe plantation,
construction, manufacturing and services sectors.
The 1893 second half-yearly Employment Turnover
Survey conducted by the Manpower Department
identified a significant turnover of workers in seven
occupations. The incidence of significant
employment turnover was identified for civil
engineering assistants and related technicians

* Figures for the months are unvalidated.
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due to the current boom in the construction sector.
In the production and related workers category,
occupations which confinued to experience
significant turnover of workers were pattern makers
and cutters as well as sewer and embroiderers
in the textile and apparel industry, woodworking
machine operators in the wood-based products
industry, electrical and electronic equipment
assemblers in the electrical and electronic producis
industry and printers and related workers in the
printing and publishing industry. A study by the
Ministry of Science, Technology and Environment
indicated that manpower shortage is prevalent in
the ceramics, oleochemicals, machinery and
engineering, plastics, wood-based, information
technology, chemicals, electronics and electrical
and textile and apparels industries. The problem
of labour shortages is exacerbated by the mismatich
in demand and supply of labour as well as the
slow pace in which skills are being upgraded to
meet technological changes.

To address the problem of skills training the
Human Resource Development Fund (HRDF)
which was launched on 1 January 1933, provides
financial assistance to employers in the
manufacturing sector who sent their workers for
approved training programmes. As at July 1984,
a total of 3,417 employers have registered with
HRDF and a total levy of RMBE.1 million has
been collected for training purposes. An estimated
sum of RM26.4 million or 30% has been approved
for training grants in respect of approved allowance
costs for programmes conducted. About 320,133
workers have benefitted from training courses
financed by the Fund.

To enhance the effectiveness of the Fund and
encourage employers o intensify training of their
workers, a new training assistance scheme, new
allowance costs and revised rates of financial
assistance for training of workers were introduced.
To facilitate and encourage, pariicularly the smaller
employers to increase retraining and skills
upgrading of their workforce with minimum financial
burden, the new Perla Scheme (Training Agreement
with Training Providers) was also introduced.
Employers need to pay a small percentage of the
approved fees upon registering their employees
for the training programmes as upfront fees and
the balance will be claimed directly by the training
provider concerned from the Human Resource
Development Gouncil (HRDC). This is an
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improvement to the existing procedures whereby
employers pay upfront the total fees incurred and
only claim for reimbursements at the end of the
training. The new allowance costs include
accommodation, meal allowance for in-house
programmes, fravelling allowances for corporate
trainers conducting training in company’s branches.
Retraining and skills upgrading programmes/
courses at diploma level will also be eligible to
receive financial support. The new subsidy rate
for skills training on technical craftsmanship and
computer-related fields is 80% of cost incurred,
retraining and upgrading of skills 75% and overseas
training 50%.

To ensure an adeguate supply of trained
workforce, the Government has encouraged the
establishment of vocational and fraining institutions
and advanced skill development centres, especially
by the private sector. Student intakes at the public
training institutes administered government
agencies have increased while the capacity of
training institutions in Kuala Lumpur and Pasir
Gudang have been expanded. Enrolment in the
existing 10 Industrial Training Institutes (ITl)
increased by 56.7% to 3,545 trainees in 1994
compared with 2,262 trainees enroled in 1993.
The number of instructors enroled in the Centre
for Instructors and Advanced Skill Training (CIAST)
has also increased by 29.3% from 2,415 persons
in 1993 to 3,122 persons in 1894,

As an interim measure to ease the shortage
of labour, the Government continues to allow the
employment of foreign workers based on specific
needs, although the freeze on the intake of semi-
skilled and unskilled foreign workers imposed in
early 1994 is still in force. For instance, to alleviate
the manpower shortage in the rubber and oil palm
estates run by public agencies, the recruitment
of 17,000 foreign workers was approved in May
1994. The Government has also reduced the levy
imposed on foreign workers in the plantation sector,
from RM360 to RM300. The employment of foreign
professionals, experis or specialists, however
continued to be allowed.

While the Government has allowed the
recruitment of foreign workers as a temporary
measure to address the problem of labour shortage,
a long-term solution to the problem must be
formulated. Towards this-end, apart from promoting
greater automation and labour saving production
devices, efforts are being made to maximise the



utilisation of existing labour force, especially the
female workforce who constituted some 46% of
total labour force. In this respect, the Government
announced tax incentives under the 1994 Budget,
in the form of tax deductions for expenses incurred
in establishing child-care centres for employees
at their premises. In addition, efforts are also
being made to encourage employers to provide
employment opportunities to the handicapped and
rehabilitated drug addicts. As of December 1993,

| [the Gavernment has successfully found placements
|| for1.473 handicapped people and 1,500 reha-

bilitated drug addicts in the private sector.

The Government recognises that concerted
efforts should be made to resolve the manpower
supply problem. The private sector will be
encouraged through the provision of necessary
incentive schemes to set up specialised skills
training institutes which will focus on technical
programmes that meet industry requirements. In
addition, the Industrial Training Institutes under
the Ministry of Human Resources are being
gradually privatised so that they can be taken
over by industrial sub-sectors for specialised
training directly related to the needs of industry.

Priority will also be given to training of trainers
and the creation of a pool of technical/scientific
skilled training related personnel. The recruitment
and sourcing of foreign technical experts/specialists
will be facilitated through the relaxation of entry
requirements while the remuneration scheme for
trainers will be reviewed to attract and retain
experienced trainers.

Wages

The strong growth of the economy coupled
with labour shortage arising from the tight labour
market has given rise to upward pressure in wages
whereby industries competing, particularly for
skilled and semi-skilled labour, are offering better
wages and other remunerations to attract the
required labour. The average wage increase (as
derived from the Department of Statistics
Manufacturing Survey covering some 660,000
workers of all levels) during the first seven months
of 1894 in the manufacturing sector was 6.7%
higher compared with the same period in 1993.
The rates of increase, however, fluctuate within
the sub-sectors.
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In the unionised sector however, the average
wage growth as reflected in the 197 collective
wage agreements affecting 54,592 workers (this
represents less than 10% of total unionised
workers) concluded during the first seven months
of 1994 was 10% compared with 8.3% for the
corresponding period in 1893. The largest number
of wage agreements concluded were for workers
in the manufacturing sector which provided for
an average wage increase of 11.5% for the first
seven months of 1994 (January-July 1893: 12.2%).
The number of workers involved was 23,759, a
small percentage compared with the total number
of workers in the manufacturing sector of 1.9
million.

The increase in wages, however, was not
matched by improvements in productivity. Labour
productivity as measured by output per worker
in the manufacturing sector, showed a change
of 2;263‘:_;9[ the peried January-July 1994 compared
with-the same period in 1993. This has resulted
in increasing unit labour cost i.e. 4.4% for the
period January-July 1994. Labour costs in the
manufacturing sector account for 6% to 7% of

Table 8.6
Private Sector Wage Agreements j_,uh'lf)'
(January—July) AT
No. of wage MNo. of workers  Averags wage =
Seclor agreements involved Increases Fati |
i) 2

Sofnsl b

1933 1994 1893 1894 1883 1954

Manufacturing 91 115 23350 23758 122 15
Commercial 23 95 3031 762 110 &7

Transport 21 200 2,289 1.874 a9 0.8
Senvices 18 26 4855 23606 6.4 10.0
Agriculture 4 7 121 412 4.4 11.8
Mining 3 0 2439 ] 4.1 =
Construction 0 1 o 162 — -
Others 1 3 2 17 10.0 d
ToraL 161 197 35888 54,592 2.3 10,0

Sourcs: Ministry of Human Resources
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Charl 8.4
Wage, Productivity and Unit Labour Cost
(annual change)
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total sales value of manufactured preducts. This
points to the need to introduce a productivity-
based wage which is being studied by the National
Labour Advisory Council.

The number of industrial disputes, strikes and
lockout recorded during the first seven months

L o of 1994, was 323 involving 57,390 workers

compared with 237 invelving 26,175 workers
reported over the same period in 1993 In the
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manufacturing sector, where the incidence of
industrial disputes was the highest {36% of total
industrial disputes), the number of industrial
disputes reported increased to 116 (January-July
1983: 112). In the plantation sector, the number
of industrial disputes totalled 108 compared with
56 in the same period in 1993, while in the transport
sectaor, 47 industrial disputes were recorded during
the first seven months of 1994 compared with 24
over the same period in 1993.

The main reasons for the disputes were
disagreement over terms and conditions of
employment including non-implementation of
contractual terms in collective agreements and
other service contracts; deadlocks in collective
bargaining and promotion, allocation of duties,
fransfer and other management prerogatives.

The number of strikes and lockouts declined
from 12 for the first seven months of 19283 to
eight during the corresponding period in 1894,
The number of workers involved in the strikes
declined to 704 during the same period in 1924
compared with 1,635 in 1993. The strikes are
mainly disputes over non-conformance of terms
and conditions of collective agreements and service
contract, infringement of workers' rights and
disciplinary matters.

In view of the rise in industrial accidents, the
Government has intensified its campaign to promote
better safety at the workplace. The introduction
of the Occupational Safety and Health Act, which
was gazetted in February 1994, is to ensure that
employers adhere to safety measures at all times.
Employers are required to inspect and maintain
equipment periodically while workers must be
frained in protection and safety measures to avoid
industirial accidents.



FEATURE ARTICLE &

The Employees Provident Fund
and lis Role in Socio-Economic
Development

The Employees Provident Fund (EPF), has
evolved, over the last 43 years of its inception,
as a premier provident fund based social security
institution as well as the primary vehicle in providing
domestic source of financing for the economic
development process of the nation. This dual
prong roale of the EPF has been inbuilt into the
institution since its origins, as reflected in the
provisions of the law, governing its inception and
the functions of the institution.

Growth of EPF

The EPF started with about 12,000 employers
who paid BM27 million in contributions in respect
of 0.5 millicn employees. As at December 15393,
there were about 223,142 employers, and 6.94
million members with contributions totaliing BM7.4
billion, as shown in Table 1.

S e

Since its inception, the Fund has grown multifold
and the EPF is, by far the largest provident and
pension fund in the country. The majority of the
active members of EPF earn income of below
AM2,000 per month and some 73% are income
earners below AM1,000 per month as shown in
Table 2.

Table 2

EPF Membership by Income Group
(as at end December 1993)

Incoma group % of aclive
(RAM per month) membars
< 300 14.75%
301-500 22.93%
501-700 20.13%
701-=1.000 15,445
1,001—2,000 17.272%%
= 2,000 9.49%
Active members 3,587,103

Table 1

EPF Membership and Contributions
by Age - Group
(as at end December 1993)

Source: EPF

In terms of credit balances, howeaver, more
than 70% of the members have savings of less
than RM10,000 as shown in Table 3.

Total membars
Age group
% o Average Table 3
members  savings SaVIIgS
por haad EPF Membership by Contributions

. i N Tl ohe (as at end December 1993)
26-30 17.28 12.12 AM7,189 Saving range % of members
31-35 16.24 18957 RM12,474
36-40 13.60 2192  RMi6518 Below RM1,000 28.23
41-45 10.18 17.90 RM18,031 RM1,000-RM1,989 1.7
46-50 7.20 12.70 RM18.076 RM2.000-RM2,299 7.90
51-55 553 7.89 RM14,703 RM3,000-RM3,999 6.07
Above 55 2.48 1.69 RMG.990 RM4,000-RM9,939 19.36
Unidentified 002 0.00 RM40 Above BM10.000 DT
ToTaL 5.94 RMT 4 AM10,250 100%

millicn billion

people Totar Memeess 6,939,231
Source: EPF Source: EPF
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EPF as a Financial Institution

The EFF has carved a niche as a major mobiliser
of domestic savings, thereby generating the
potential for it to be a |leading financier in the
gconomic system. In the first two and a haif
decades of its existence, the EPF's role as a
financier in the nation's development process has
been a rather passive and an indirect one, i.e
solely through it being the major purchaser of
Malaysian Government Securities. However, in
the recent decade, this traditional role has
undergone a dynamic transformation.

In the 1960's through the early 80's more than
80% of EPF's funds were locked in Malaysian

Government Securities. (See Table 4). This share
consistently declined to about 56% in 1983 and
this had been made possible by the improved
fiscal position of the government as well as its
paolicy to allow the private sector to be the engine
of economic growth. In addition, with iis
privatisation programme, the Government had
less need to raise funds fo finance its expenditure,
Furthermore, to enable the EFF to finance private
sector initiatives, the liberalized provisions under
the EPF Act 1291 allowed the EPF to channel
up to 50% of its annual investible funds against
30% earlier, into non-government securities.
However on a cumulative basis the proportion
fo be invested in government securities is still
maintained at 70%.

Tahble &

EPF's Investment Profile

Types af 1960 1970 T980 1593 19594
Investmeant {As at Augusi)
A % RM % At % A % A %
milign  share mitlon share Mo share miliion share millign shara

Malaysian
Government
Sacurities &00.05 a5 2,0485 02 83 B518.39 52 30.265.42 58 40,272.18 52
Other Sescurities 5.03 1 5771 3 414 — —_ — — —
Equity — = — — 2570 1 2,457 52 4 4117.70 B
Debenture Loan 5.00 1 B3.15 3 545,42 3 5,187.85 7 BA27A7 B
Promissory Motes = = = = — — 2,354.60 4 2,944.95 i
Fixed deposits,
negotiatle
cerificates of — —_ — = = - 19;751.50 28 21,939.25 28
doposil and
maoney on call
Investmenis through
portfolle managers = = = _ - — 50641 — 734,81 =
Corporzte Bonds = = = = - — 1.082.38 — 1,924.91 2
Cagamas — — — —_ — = 370,00 —_— 370.00 —
Bank Megara Blils = = —_ - _ —_ 268.10 —_ - -
Advance Deposit
with Cantral Bank 920 2 2.50 1 6337 1 — — — —_
ToTtaL B19.27 100 218937 100 5.261.02 100 71.243.73 100 78,430.97 100

Seource; EPF

177



While the Government's funding requirements
declined, that of the private sector increased
rapidly. Hence the EPF began to par-finance
private sector initiatives in major development
projects, particularly in the infrastructure and utilities
sectors. Among the projects currently being
financed from EPF funds include the Light-Rail
Transit System, North-South Highway, as well as
in power generation and privaie hospital. The
interest rates extended for these financing range
from 8% to 10.25%, thus ensuring higher and
lucrative returns on investment. Total loans
extended reached BMB.85 billion in 1983. The
share of debenture loans have increased from
about 3% in 1870 to 7% in 1893. Debenture
loans have been given to some 31 companies
among which are Tenaga Nasional Berhad, Skim
Pinjaman Perumahan Kerajaan, Permodalan
Masional Berhad, Malaysian Airline System Berhad,
Perwaja Steel Sdn Bhd and Sabah Energy
Corporation. The interest rates for the debenture
loans range from 6.5% to 9.75%.

The EPF also ventured into money market
investments since 1990. The EPF has invested
about 1% of its investment in corporate bonds
in 1983. In addition equity investment, mainly in
the stock market, has risen sharply by 95% in
1893 from the year 1992, and as of August 1994
the amount has increased further by 67%.

The EPF had also ventured into property
acquisition. In 1993, three plots of land were
purchased in Cameron Highlands, Bangi and Johor
Bahru and a shoplot each in Tawau and Kuala
Krai. Property management is viewed as a high-
yielding venture that would bring substantial returns
in investment. In the pipeline, are plans to develop
EPF's lands in Batu Tiga and Atabara, Kuantan
into housing projects.

EPF as a Social Security Institution

From the social security perspective, the EPF's
role has also been undergoing a change from
one that is primarily focused on providing financial
savings to meet the retirement needs of its
members to one that is focused on improving the
overall well-being and quality of life of its members.
The EPF has widened the scope of its social
security benefits, targeted fo cover both the pre-
relirement and retirement needs of its members.

The existing facilities and benefitz provided
under the Employees Frovident Fund Withdrawals
Benefit Scheme could be broadly categorized as
follows:

(i) Age 50 Withdrawals - members are
allowed to withdraw one-third of their
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(i)

(iii)

{iv)

{v)

savings unconditionally when they reach
the age of 50 years. This was to enable
them to prepare for their ultimate retirement.
During the period 1988 to 1992, a total
of 176,866 withdrawals totalling AM1.3
billion has been made under this scheme.

Low-Cost Housing Withdrawals -
effective from May 1977, the EPF allowed
members earning not more than BM500
a month to withdraw 10%: of their savings
to meet the cost of purchase of low-cost
houses. In 1892, members were allowed
to purchase or build rumah kampung on
a land located outside the municipality or
local government and costing not more
than RM25,000 in Peninsular Malaysia and
RM32,000 in Sabah and Sarawak. In this
way, the EPF provided security for the
aged and had extended its role to provide
for more features of social security. A total
of 180,925 withdrawals amounting to RM1.4
billion was made under this scheme during
the period 1988 to 1992,

Other Housing Withdrawals - In 1982,
the EPF extended the housing withdrawal
scheme to members who purchased houses
other than low cost houses. The objective
of this scheme was to assist members in
paying the down payment. Members could
withdraw 109 of the purchase price of a
new house or not mare than 45% of their
credit balance whicheveris less, provided
the amount does not exceed HM20,000.
In 1986, the withdrawal limits for
procurement of non low-cost houses was
increased from 10% to 205 of the purchase
price of the house. In 1992, the maximum
amount of withdrawals was increased from
RM20,000 to RM40,000.

Dividend withdrawal - This bensafit was
introduced in January 1982 whereby
members who attained the age of 55 years
wauld be able to withdraw only the annual
dividend while retaining his principal amount
with the EPF. Members are encouraged
to keep their savings with EPF as the
dividend would be tax exempt.

Additional amount on Death and
Incapacitation - The Additional Amount
(Death) scheme was introduced in 1977
and protecis the member up to the age
of 60 years. A maximum amount of
RM30,000 and a minimum of RM500 was
imposed in 1986. In 1991, the minimum
amount was raised from BMS00 to
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RM1,000. The amount is to meet immediate
expenses incurred by the nearest next of
kin. Another scheme introduced in 1986,
enabled members who are permanently
incapacitated to obtain an additional amount
based on the insurance principle, over and
ahove the members savings. The amount
paid out would be subject to a maximum
amount of RM30,000 and minimum of
FM1,000.

Contribution Renewal Scheme - the
scheme encourages members who have
withdrawn all their savings on reaching
the age of 55 or had |eft the country, and
later resumed work, to continue to
contribute to EPF. Hence, the retirees would
not only be able to save 10% of their
salaries in the form of contributions but
could get an additional 12% in contributions
from the employer as well as the annual
dividends from EPF.

{vi)

The EPF has since reviewed itz Withdrawals
Benefit Scheme with a view to meeting the pre-
retirement and retirements needs of its members.
Towards this end, a new health and medical
withdrawal scheme will be introduced while the
existing Housing Withdrawal Facility will be further
improved.

(i Health Withdrawal Benefit

Catering to health and medical needs is
becoming an increasing burden for EPF
contributars, This is particularly so for contributors
in the |lower income group when faced with the
catastrophe of serious or terminal illnesses in
their immediate family circle. As a measure ioc
alleviate the financial burden on the contributor,
the EPF would, effective from 15t November 1954,
allow its members to withdraw 10% of their
contributions to meet the treatment costs of the
medical ailment. The introduction of this withdrawal
facility, is intended to reduce the financial burden
and assist members who do not receive medical
aid schemes from their employers or where such
schemes provided by the employers may be
insufficient to meet the medical treatment costs.

(iiy Housing Withdrawal Facility

Under the new Housing Withdrawal Package,
an EFF contributor would be able to withdraw
30% af his contributions, on a lump basis, to
facilitate the purchase of a house. This withdrawal
would be allowed only in circumstance where the
amount withdrawn does not exceed the price of
the house and in cases where the member has
not obtained 100% loan financing for purchase
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of a house from other sources. EPF members
who have obtained 100% loan financing for the
purchase of a house form other scurces will be
entitled to withdraw 10% of the cost of the houss
from their EPF balance (30%) for the purpose
of meeling costs associated with the purchase
such as legal fees, insurance premiums and other
costs.

An added feature of the EPF New Housing
Withdrawal Package would be the introduction
of the facility enabling members to make two
lump sum withdrawals for the purposes of reducing
their housing mortgage. Members would be entitled
to two lump sum withdrawals of up to 30% of
their contributions on a 5 years interval basis
until the age of 50 years.

The EPF would be adopting a forefront role
in the future in the housing sector. As a prelude,
EPF would be introducing, as frem 15t December
1994, a Housing Loan Scheme for its contributors
at interest rates that are compstitive with current
market conditions. On the supply side, EPF would
be taking the lead as an active financier of housing
projects particularly low cost and low-medium
cost houses, in an effort to achieve the
Government's objective of meeting the housing
needs of the people at reasonable and fair prices,
lo be within their means and without imposing
financial strains fo the low and medium income
groups.

To facilitate the implementation of the above-
menfioned revamp of EPF Withdrawal Packages,
without jeopardising EPF's primary objective of
providing financial security, each member’s account
in EPF would be subdivided into 3, namely,
retirement account (account 1) consisting 60%
of the members’ contributions for retirement
purposes only; pre-retirement account (account
|1} consisting 30% of the member's contributions
to be used for housing and age 50 years
withdrawals and the Health Withdrawal Account
(account Ill) consisting 10% of the member’s
contributions to be used for health and medical
treaiment needs.

Conclusion

As the country progresses to achieve not only
its economic but also its social vision by the year
2020, the role of EPF in socic-ecanomic
development becomes more crucial and prominent.
It i= envisaged that while EPF will be an important
source of fund to firance economic development,
it will confinue to foster the evolution of a caring
and socially balanced society.






